Arvstron TEASDALE Lip atomeys at Law

J405 West Truman Boulevard, Suaite 210

Sherrv L. Doctorian \,-‘i“) Jelferson City, Mis, 0 i 65109-5713
F \ 0I%-8573) 636-8394

July 16, 1999

Mr. Dale Hardy Roberts, Secretary , S;f'c%
Missouri Public Service Commission PUDIC 3%
P.O. Box 360

Jetferson City, Missouri 65102 'T,Z].- 2000-33

Re:  Application of Computer Business Sciences, Inc.

Dear Mr. Roberts:

Enclosed please find a copy of the cover letter which was submitted with the application in
the above-referenced case. Please note the highlighted statement in the second paragraph regarding
service to the Public Counsel. In the past, it has been my understanding that a statement of this
nature in the cover letter has been sufficient to comply with 4 CSR 240-2.080(4). However,
1 have recently become aware that the Commission may now require a formal Certificate of Service.
Therefore, 1 am enclosing an original and fourteen copies of a separate Certificate of Service
indicating compliance with the above-referenced CSR.

{ thank you in advance for your cooperation. [ apologize forany inconvenience this may have
caused to the Commission.

Sincerely,

ARMSTRONG TEASDALE LLP

d{éhxﬁﬂaQQ%%kg&-

Sherry L. Doctorian

SLD:nh
Enclosure

cc: Office of the Public Counsel
General Counsel, Missouri Public Service Commission

6066059

St. Lowis . Kamsas City . Jefterson City . Wasfiipgton, D.C. . Belleville . Olathe . Shanghai



o @ FILED

BEFORE THE PUBLIC SERVICE COMMISSION JUL 1 8 7999
OF THE STATE OF MISSOURI
Mls

Servicg W 'nﬁ-"nr.;bnc

In the Matter of the Application of Computer iSsior,

)
Business Sciences, Inc., for an a certificate of )]
service authority to provide facilities-based )
Basic Local Telecommunications and )
)
)
)

CaseNo. JA-R000 -39

Interexchange Service in the State of Missouri
and to classify said services and the company
as competitive.

CERTIFICATE OF SERVICE
The undersigned hereby certifies that a copy of the Application of Computer Business
Sciences, Inc., for an a certificate of service authority to provide facilities-based Basic Local
Telecommunications and Interexchange Service in the State of Missouri and to classify said services
and the company as competitive and exhibits were served, via hand delivered, on the 15" day of July,
1999, to the Office of the Public Counsel.
ARMSTRONG TEASDALE LLP

.A(/Mﬁ‘o/ ,OOM bﬁ( }95_

Sherry L#Doctorian MO #34636
3405 West Truman Blvd., Suite 210
Jefferson City, MO 65102-2046
(573) 636-8394

(573) 636-8457 (Facsimile)

Attorneys for Computer Business Sciences, Inc.

CERTIFICATE OF SERVICE

I hereby certify that I served a copy of the foregoing document this / b pLJ}ay of July, 1999,
via hand delivery, to the Office of the Public Counsel and to the General Counsel of the Missouri

Public Service Commission.
/dw O_-/ ﬁocl’au.a—‘J /éﬂ’ MQ 6

S’herry L. D& torian
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6 State of Deia-w:. FALE
Office of the Secretary of State

T. SDWARD J. FREEL. SECRETARY NF LTATE OF THE STnTE OF

JELQM&HQ. GO HERERY CERTIFY *COMFUTER BUSINESS 2CIENCES. imd.M

S DNLY IHCORFORATED UMDER THE LAUS OF THE STATE oOF DELAWARE &dD
I5 IN COID STANDING AND HAS & LEZAL CORFOARATE EXICTEHCE 3 FAR

&3 THE RECDRDS OF THIS OFFICE SHOM. AS OF THE TUENTY-FIRST Dav
OF JAMUARY. A.D. §959.
a¥D I DO HEREBY FURTHER "ERTIFY THAT THE FRAMCHISE TAXES

HAVE »O7T REEN SESZSSEDR TS5 OATE.

&

(\—/ 270597 ] §358 2 AUTHENTICATICN: GSIAi0D
334025381 DATE: 81 =23 -39
—
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CERTIFICATE OF INCORPORATION
* OF
COMPUTER BUSINESS SCIENCES. INC.

ARTICLE [
The name of the corporation is Computer Susiness Seisnces, Inc
ARTICLE I

The zddress of tha registersd ofifics of the corportion in the State of Delaware is 10{3 Canter Rd.,
Wilmingten, DE 19805. The aame of the registersd agent 3t such addrass is Carporation Servies Campany.

ARTICLE HI

The purpese of the corporarion is I engage in any lawfud act or activity for which corporations may
be organizsd under the General Corporation Law of the State of Delaware.

ARTICLE tv¥

The tozi cumbsr of shares of 2l clasyes of stock which: the corporation has autherity e issue is Thirty
Qne Miilton {31,000.000) shares, consisting of two ciassss: Thirry Million (30.000.000) shares of Common
Stock, $0.001 par vaiue per shars, and Oae Millicn (1.900,000) shares of Preferred Stock, 50.001 par value

per shars.

The Board of Directars is authorized. subject to amy timitations preserised by the law of the Seate ¢f
Deiaware, to provide for the issuancs of the shares of Praferred Stock in one or mors sermes, and, by filag a
cerrificars of designarion pursuant o the appiicabie law of he Stare of Deiawars, to sstabiish Tom Sme o time
the numeer of shares to be included i e2ch such series. w fix the designation. powess, preferences anc rights
of the shares of sach such series and any qualificcorions, limirations ar resrrictions thereof, and o incretse ar
decraase the mumber of shares of any such series (Bt oot Seiow the aumber of shares of such teriss then
oucstancing). The numier of sutherized shares ¢f Preferred Stock may also be increased or decreased {but not
beiow the number of shares thereof then ousstanding) by the affirmative vote of the holders of 2 majarity of
the stock of the corporation entitled W vorte. uniess 2 vots of any other holders is cequired pursuant o 2
gerificare cr certificares establishing a serfes of Prefarred Stock.

Except 35 qulerwise sxpressly pravided in any cerrificate of designarion dzsignacing any series of
Prererred Stock pursuant o the foregoing provisions of this Articis [V, any new series of Preferre Stock may
be desigriated. Jxed and determiged 18 provided herein by die Soard of Direcrars witkout approval of the
holders of Commen Scock or the holders of Prafervec Stoek, ar anv serizs thersof, mmc v such azw series may
have pawers, preferences and rights. incivding, witheuc limistion, voting rigats, dividend rights. liquidation
rigits, redemption rigats 2nd conversion nghts, senior to, junior o or pari passa with the rights of'the Cammon
Stack. the Praferred Scock. or any future cliass or series of Preferr=d Stack ar Camman Stock.
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ARTICLE Y

The Board of Directors of the corporadon shail have the power to adopt, amend or repeai Bvlaws of
the corporation.
ARTICLE VI

A. Election of directors aecu noc be by wrirten Sailuc unless the Bylaws of the corporation shall s0
provide.

B. Spec:zl meetings of stockhoiders of the carperation may be <ailed only by the Board of Direczors
pursuans 1o 2 resglucion sdopted by 3 maiority ofthe tor aumber of suthurized directars (wheder or not there
exist 1oy vacancies in previously uthorized directorships ot the Gmw any such resoiution :s presented o the
Board ‘or adeption), the Chairman of' the Boarc ur the Clrief Zxecutive Otfficar.

ARTICLE VUi

Subjecs to (ae rights of the hoiders 9f any series of Preferred Stack then outstanding, newiy creared
direczarsitips resuiong Tom any increase in the authorzed number of directors ac any vacancies in the Board
of Directors resulting Tom dearh. resignarion ar other Suse may be filled /a) by the stockGoiders ac any
meering, (b} by 3 majority of the directors, although less than 3 querum. or {z by 3 so:¢ emaining dirsceor.
and direczors 5o chosea sitall hold office for 3 term expiring 7t the next annual meeting of siockhoiders at which
the term cf orfice of the ciass 10 which they have besn eleciad expires. and until the:r respective successors ase
clected. excrpt in the case of the deach, resignarion, or removal of any directar, Neo decrease in the aumber of

direciors constimuring tie Soard of Directars shall siomen the term of any incuméen: direcror.
ARTICLE VIIT

A, To the fullest extent perminec by law, no Cirector of e corporation shall be persenally lable for
monetary damages for breach of fidociary duty as 3 director. Withour limiting the effsc: of the preceding

senzence, if e Celaware Gensral Corporation Law is hersxitar amended to 2uthoriza the farcrer siiminacion

cr limitatior of the liability of 2 director, then the liabijity of 2 direetor of the corporntion shail be sliminatec
or limited 1¢ the fullest axtent permittad by the Jelawsre Seneral Corporation Law, as so amended,

B. To the axtent permittcd by appiicable law, chis corporation is also 2utherized to crovide
indemnificasion of {and advancament of exgenses ©0} ag=n’s (and any other persons i3 whick Deiawars law
permits this cerporation to provids indemnification} through bylaw provisions, agrzements with such 2gents
or ather persors. vote of stockholders or disinteres:ed direriors or otherwise, in excass of the indemnification
and advancement otherwise permimsd by Seczion 145 of the Delaware Ceneral Carporation Law, sutject oaly

to limits created by applicabie Delawars law (stzoxzory or nen-uzrutory), with respect wactions for breach of
dury o the corporadon, it stockhaiders, and others.




C. Newther any 2mendment nor repeal or aay of the (oregoing provisions of this Articte VUL, aor the
adoption ofany grovisicnotthis Cartificate of Incarporation inconsistent with this Article VIIL shail eliminate.
reduce or otherwise sdversely affect any limittion on the persona{ liability ot 3 director of the corporation
existing 2t the time of such amendment, repeal or sgopran af such an iNCoRsistent provisian,

ARTICLE (X

The narne and mailing address of the incorporator s Rickard L. Feinseein, 30-20 Kew Gardsns Road.
Kew Gardens, New York (4[5,

The undersigred incorporator her=dy acknewlediss that the foregoiny cartificare s dis et and dead

ang rhat the facts stated Derein are true.

Riczand L. Temdwifl

Date: January 4. 1999

e d
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Rebecca McDc 5358
Secretary of State !.g %
YN
CORPORATION DIVISION - CERTIFICATE OF AUTHORITY ;cga;
B,
WHEREAS, =
COMPUTER BUSINESS SCIENCES, INC. e
USING IN MISSOURL THE NAME S5
COMPUTER BUSINESS SCIENCES, INC. i
HAS COMPLIED WITH THE GENERAL AND BUSINESS CORPORATION LAW =y
WHICH GOVERNS FOREIGN CORPORATIONS; BY FILING IN THE OFFICE =
OF THE SECRETARY OF STATE OF MISSOURI AUTHENTICATED EVIDENCE §3an
QF ITS INCORPORATION AND GOOD STANDING UNDER THE LAWS OF THE =
STATE OF DELAWARE. §§§§
NOW, THEREFORE, I, REBECCA MCDOWELL COOK, SECRETARY OF i
STATE OF THE STATE OF MISSOURI, DO HEREBY CERTIFY THAT SAID g
<3 CORPORATION IS FROM THIS DATE DULY AUTHORIZED TO TRANSACT g
34 BUSINESS IN THIS STATE, AND IS ENTITLED TO ALL RIGHTS AND me
PRIVILEGES GRANTED TO FOREIGN CORPORATIONS UND =5
AND BUSINESS CORPORATICN LAW OF MISSOURI- Pyt
5%
%32 IN TESTIMONY WHEREOF, [ HAVE SET My -
=>! HAND AND IMPRINTED THE GREAT SEAL oF e o
THE STATE OF MISSOURI, ON THIS, THE iR
17TH DAY OF FEBRUARY, 1999. §§§
3.7

o=

e el (2

\
Secretary of State )
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EXHIBIT 2 . .

MANAGEMENT BACKGROUND AND EXPERIENCE

The management of CBS is built around expertise in managing and building networks. They have
expertise in regulatory, financing, marketing, and technical deployment of voice and data networks.

Team Members

Doron Cohen

Mr. Cohen is the President and Chief Executive Officer of Computer Business Sciences, Inc. and has
served as the President and Chief Executive Officer of its parent company, Fidelity Holdings, Inc.,
since its incorporation in November 1995. From 1991 to 1995, Mr. Cohen served as President and
Chief Executive Officer of Holtzman Enterprises.

Kimberly Peacock

Ms. Peacock, in her current capacity as Chief Techmology Officer of Fidelity Holdings and President of
the telephony subsidiary of Fidelity Holdings, Inc., IG2, Inc., is the chief architect of the Network and
associated platforms. Ms. Peacock has been invelved in technical planning for over 15 years and
brings an incredible wealth of knowledge to CBS. She has served as a consuitant for many companies
on the Internet and in Telecommunications, including GE Comstor, GE Ameridata, BrookeHill
Equities, Kornreich & Kornreich, among others.

Bruce A. Hall

Mr. Hall joined the company as Vice President of Operations in December 1997. Prior to this, Mr. Hall
spent almost 30 years in the Telecommunications Industry with Bell Atlantic. He served in many
capacities including Vice President of sales with NYNEX Business Information Systems and most
recently as Director of Operations for Queens.

Richard L. Feinstein

Mr. Feinstein has served the Company's Chief Financial Officer since December 1997. In January of
1998 he was promoted to Senior Vice President-Finance and Chief Financial Officer of Fidelity
Holdings. From 1994 to December 1997, Mr. Feinstein maintained his own financial and management
consulting practice. From 1989 to 1994, Mr. Feinstein served as Managing Director and Chief
Financial Officer of Employee Benefit Services, Inc. From 1978 to 1989, Mr. Feinstein was a partner in
KPMG Peat Marwick.

Moise Benedid

Mr. Benedid has served as the President of the Company’s Canadian subsidiary Info Systems since
August 1996. From November 1994 through July 1996, Mr. Benedid served as Vice President in
charge of marketing and technical support for TelePower International, Inc. and from December 1992
to November 1994 he served as President of Powerpoint Microsystems, Inc.

Zvi Barak, PhD

Dr. Barak has served as the Director of Research and Development of the Company’s Computer
Telephony and Telecommunications division since April, 1996. From 1992 to August 1996, Dr. Barak

Exhibit 2
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served as President of Info Systems. He currently serves as !!e President of Computer Business
Sciences Israel Division.

The strength of CBS's management team stems from the combined expertise in both management and
technical areas. This will prove to be a competitive advantage as the Company matures. In addition, the
leadership and alignment characteristics of CBS's management team have resulted in the establishment
of broad and flexible goals designed to meet the ever-changing demands of the quickly moving market
place requiring our services.

CBS plans on hiring additional personnel within one month after the initial ATM Network deployment.
CBS a sales staff of three to four sales people who will be added to manage the relationships with
Network Service Providers..

Additionally, our management advisors provide tremendous support for management decisions and
creativity.

Technical Directors

Dale Harris, PhD

Executive Director, Center for Telecommunications Consulting Professor of Electrical Engineering -
Contact: Telephone: 650-725-0433, Fax: 650-725-7126 E-mail: harris@isl.stanford.edu

Education: B.5., University of Texas at Austin; M.S. and Ph.D, University of California at Berkeley.

Research Interests: Intelligent telecommunications networks; broadband network design and
multimedia applications; distance education and asynchronous learning networks.

Professional Experience: Director of Strategic Technology Assessment and Executive Director of the
Advanced Technology Division, Pacific Bell (1983-1991); California Institute of Technology faculty
(1985); Project Manager of Electronic Messaging Systems, Bank of America (1981-1983); Director of
Technology Systems, Letterman Army Institute of Research (1977-1981); Harvard University faculty
and staff (1972-1977).

Recent Professional Activities: Year 2000 IEEE Global Communications Conference Technical
Program Chairman; Academic Advisory Council for The Corporation for Educational Network
Initiatives in California (CENIC); Scientific Advisory Board, Swedish Institute of Computer Science
and the Royal Institute of Technology; Editorial Board, Internetwork Magazine; IEEE 1994 Global
Communications Conference Technical Program Chairman; Chairman, Bellcore Applied Research
Advisory Committee; Vice Chairman, IEEE 1990 Global Communications Conference Executive
Committee; National Technological University Management of Technology Industrial Executive
Committee; Exchange Carriers Standards Association International Relations Committee; University of
Southern California Communication Sciences Institute Advisory Board; University of California at
Davis Department of Electrical Engineering Board of Advisors.

Memberships: Tau Beta Pi; Senior Member of IEEE Communications, Computer and Engineering
Management Societies; New York Academy of Sciences.

Honors: US Distance Learning Association award for "Most Significant Advancement in Research in
the Field of Distance Learning"; Department of the Army Commendation (for information systems
development); Muscular Dysirophy Association Fellow; National Institutes of Health Fellow;
University of Texas Engineering Fellow.
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Publications: 15 journal publications; author of chapters in four books; numerous conference papers.
Current Students:

Gwon, Y.J.,, "High-Speed Networks and Server System"
Jensen, J., "Adaptive Learning System"

David L. Tennenhouse, PhD

David is an Associate Professor of Computer Science and Electrical Engineering at MIT's Laboratory
for Computer Science. He is leader of the Telemedia, Networks and Systems Group. which is
addressing "systems" issues arising at the confluence of three intertwined technologies: broadband
networks, high definition video, and distributed computing.

David studied electrical engineering at the University of Toronto, where he received his B.A.Sc. and
M.A.Sc. Degrees. In 1989 he completed his Ph.D. at the Computer Laboratory of the University of
Cambridge. His Ph.D. research focused on ATM-based site interconnection issues. This work, which
was conducted within the Unison Project, led to the early implementation of an ATM-based wide are
testbed.

Current Research

At the core of the group's activities are two large systems projects: the ViewStation research program,
on distributed video systems, and the Aurora gigabit testbed. The ViewStation program is pioneering a
very software intensive approach to the capture, processing, transmission, storage, and display of full
motion video sequences. AURORA is one of five gigabit networking testbeds funded by the
Corporation for National Research Initiatives under a grant from NSF and ARPA. The TNS group's
contributions to AURORA, which are mostly related to gigabit endworking includes work on: local
distribution, host interfacing, and end system protocol software.

dlt@tns.les.mit.edu

Fouad Tobagi, PhD

Professor of Electrical Engineering and, by courtesy, Computer Science
High-Speed and Multimedia Networking and Communications

Contact: Telephone: 650-723-1708, Fax: 650-725-6221
E-mail: tobagi@stanford.edu

Education: Engineering Diploma, Ecole Centrale des Arts et Manufacturers (Paris, France); M.S,,
Ph.D., Computer Science, University of California, Los Angeles.

A member of the Stanford Faculty since 1978. Professor Tobagi is also a cofounder of Starlight
Networks, a venture concerned with multimedia networking and video servers, where he has been
serving as chief technical officer since November 1991.

Research Interests: Broadband Integrated Services Digital Networks, High

Speed ATM Networks (switching, routing, and congestion control), Multimedia Applications (on-line
distance learning and desktop video conferencing), Multimedia Systems (video servers and storage
systems for multimedia information, including disk arrays and tertiary mass storage systems), and




Multimedia lgorking, including network inﬁasu'ucturegocal and wide area networks), network
protocols (multipoint session layer protocols, real-time multicase transport protocols, multicase and
QoS routing protocols), and network management and control (resource allocation and reservation,
admission control).

Professional Experience: Professor Tobagi has served as editor for the IEEE Transactions on
Communications, as well as other journals. He was coeditor for a number of special issues of the IEEE
Journal on Selected Areas in Communications and of the Proceedings of the IEEE; topics include Local
Area Networks, Packet Radio Networks, and Large Scale ATM Switching Systems for B-ISDN. He is
currently on the editorial board of the ACM Journal on Multimedia Systems, the Journal on Multimedia
Tools and Applications, and the Journal on Wireless Networks. Since 1991, he has also been affiliated
with Starlight Networks, Inc., 2 company concerned with multimedia networking and video servers,
where he has been serving as Chief Technical Officer.

Honors: Professor Tobagi is a Fellow of the IEEE. He was the winner of the
1981 Leonard G. Abraham Prize Paper Award in the field of Communications Systems, and winner of

the IEEE 1984 Communication Magazine Prize paper award.

Publications: Author of several book chapters and numerous papers; coeditor of Advances in Local Area
Networks, a book published in the series "Frontiers in Communications” published by the IEEE Press.

Current Students:

Chan, G. "Scalable Video Services"

Fraleigh, C. "Congestion Control in Datagram Networks"
Karam, M. "Priority Functions in Switched Networks"
Markopoulou, A. "Reliable Multicast Protocols and Performance"”
Noureddine, W. "Quality of Service Architecture and Protocols”



EXHIBIT 3 . .

PROOF OF FINANCIAL ABILITY

Computer Business Sciences, Inc. (“CBS”) is a wholly-owned subsidiary of Fidelity Holdings, Inc.,
a diversified and public holding company (FDHG: NASDAQ) which derives revenues from its
operating subsidiaries. As shown in the Company’s recently filed SEC 10Q filing, attached hereto,
Fidelity’s consolidated revenues for the nine month period ended September 30, 1998 increased
approximately $60.8 million, or 1,700% over the comparable prior period to $64,314,214. At the
end of this period, cash and cash equivalents for the Company amounted to $1,086,819. As shown
in the Company’s most recently filed SEC Form 8K, attached hereto, in January 1999 Fidelity
Holdings and CBS finalized with Zanett Securities Corp. an $11.3 million debt facility, a portion of
which is dedicated to the CBS project. CBS’s financials are combined with those of Fidelity
Holdings when filing with the SEC. Fidelity’s 10K for 1998 is also attached hereto.

CBS believes that it is in the position to offer customized service bundles by capturing the customers’
network entry point (copper loop) and delivering local broadband with quality of service guarantees.
Further, CBS can do this at a significant savings from current offerings where services are
individually purchased from cable companies and telephone companies. CBS, by financing on a
customer basis, can build its asset base while not incurring debt. This will allow the Company
greater flexibility to adapt to market pricing and expand its network. As rolling out xDSL service is
extremely capital intensive (Approx: $1,200 per customer) CBS intends to package and sell xDSL
service in 1,000 customer multiples to a mezzanine funding source such as GE Capital. CBS will
pay for the initial deployment of 1,000 umits of xDSL service equipment and once subscribed to
would seek funding for those units to replenish the cash shortage due to the purchase. CBS will then
either seek additional private placement monies or an IPO to repay the mezzanine funding.

Exhibit 3




Fidelity Holdings, Inc. and Subsidiaries
Consolidated Statements of Operations
Years ended December 31,
1997

1998
Revenues
Sales 598,573,970 S 953,033
Cost of sales 84.121.863 -
Gross profit 14,457,107 953,033
Operating expenses 11,681,617 1,215,289
Interest expense 754,189 121,005
Operating income (loss)
from continuing operations 2,021,301 (383,261)
Income tax expense 314.000 -
+
Income (loss) from conrinuing operations 1,507,501 (383,261)
Income {loss) from discontinued operations 979.16 1 752.400
Ner income S 328.140 g 360.139
Per common share
QOperaring income (loss)
from continuing aperations - before taxes
Basic M 028 8 {0.06)
Dilured 3 0.21 3 (0.05)
Income (loss) from continuing operations
Basic S 020 3 (0.06)
Diluted S 0.15 S (0.05)
Income (loss) from discontinued operations
Basic 3 0.13) 3 0.12
Diluted . s 0.10) 3 0.10
Ner income
Basic ' § 6.07 8 0.06
Dilured 3 0.05 3 0.05
Weighted average number of shares used in computation
7,336,794 6,454,350
9,636,794 7,530,546

Basic

Diluted



® ®
10QSB - Quarterly Report - March 31, 1999




FILER:
COMPANY DATA:
COMPANY CONFORMED NAME: FIDELITY HOLDINGS INC
CENTRAL INDEX KEY: 0001003779
STANDARD INDUSTRIAL CLASSIFICATION: RADIO TELEPHONE COMMUNICATIONS [4812)
IRS NUMBER: 113292094
STATE OF INCORPORATION: NV
FISCAL YEAR END: 1231
FILING VALUES:
FORM TYPE: 10088
SEC ACT: :
SEC FILE NUMBER: 000-29182
FILM NUMBER: . 99624578
BUSINESS ADDRESS: .
STREET 1: 80-02 KEW GARDENS RD SUITE 5000
CITY: KEW GARDENS
STATE: NY
2Ip: 11415
BUSINESS PHONE: 7185206500
SECURITIES AND EXCEANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-QSB
{Mark One)

1X| QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 1999 or

|_] TRANSITION REPCRT UNDER SECTION 13 OR 15(d; OF THE SECURITIES
EXCHANGE ACT OF 19234

For the transitien peried from to

Commission File Number: 0-29182

FIDELITY HOLDINGS, INC.

(Exact name of small business issuer as specified in its charter}

Nevada 11-3292094
(State or other jurisdiction {IRS Employer
of incorporation or organization) Identification No.)

80-02 Kew Gardens Road, Suite 5000
Kew Gardens, New York 11415

(Address of principal executive officeas)

{718) 520-~-6500

Issuexr’'s telephone number

Check whether the issuer (1) filed all reports required to be filed
by Section 13 or 15(d) of the Exchange Act during the past 12 months (or for
such shorter period that the registrant was required to file such reports},
and (2) has been subject to such filing requirements for the past 90 days.

Yes [X]| HNo |_|

APPLICABLE CONLY TO ISSUERS INVOLVED IN BANKRUPTCY
PROCEEDINGS DURING THE PRECEDING FIVE YEARS




Check whether the registrant filed all documents and reports required to
be filed by Section 12, 13 or 15{d) of the Exchange Act after the distribution
of securities under a plan confirmed by court. Yes [X| No 1_|
<PAGE> '

APPLICABLE ONLY TO CORPORATE ISSUERS

State the number of shares outstanding of each of the issuer's classes of

common equity, as of the latest practicable date: The number of shares of the
registrant's common stock outstanding as of May 12, 1999 was 8,522,121.
<PAGE>
Part 1. FINANCIAL INFORMATION

Item 1. Financial Statements

FIDELITY HOLDINGS, INC AND SUBSIDIARIES CONSOLIDATED FINANCIAL

STATEMENTS, March 31, 1999 (UNAUDITED)
<PAGE>

FIDELITY HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements

<TABLE>
<CAPTION>
MARCH 31,
1999
Unaudited
<S> <Cc>
ASSETS:
Current Assets:
Cash and cash equivalents § 2,693,185
Net investment in direct financing leases, current 421,488
Accounts receivable 10,852,629
Inventories 22,294,477
Net assets held for sale 6,369,927
Other current assets 2,373,524
Total current assets 45,005,230
Net investment in direct financing leases,
net of current portion 724,427
Property and equipment, net 4,887,079
Excess of costs over net assets acquired 10,204,475
Notes receivable - officer 949,819
Other assets 229,944
Total assets $ 62,000,974
EEETE SRS
LIABILITIES AND STOCKHCLDERS' EQUITY:
Current Liabilities: )
Notes payable -~ floor plan 5 22,368,559
Notes payable - bank -
Convertible debentures payable 2,750,000
Accounts payable 6,160,147
Accrued expenses 2,264,181
Current maturities of long-term debt 841, 664
Customer deposits 1,016,212
Total current liabilities 35,401,763
Long-term debt, less current maturities 7,833,654
Due to employees 249,851
Other 38,160
Total liabilities 43,523,428

DECEMBER 31,
19598
Audited

5 820, 832
498,418
4,836,699
18,999,822
7,074,164
444,797

32,674,732

785,023
4,782,794
10,306,950
799,819
77,417

$ 49,426,735

s oy e

$ 17,791,253
450,000
600,000

2,299,306
2,007,836
869,813
697,087
24,715,298
7,953,278
249,851
54,795

32,973,219




Commitments
Stockholders' equity
Preferred stock, $.01 par value;
2,000,000 shares authorized,
1,150,000 shares issued and outstanding 11,500 11,500
Common stock, $.01 par value
50,000,000 shares authorized, B,643,898
and 8,036,514 shares issued and

outstanding in 1999 and 1998 86,439 80,365
Additicnal paid in capital 16,766,543 14,799,800
Cumulative translation adjustment (3,856) (4,971
Retained earnings 1,682,516 1,566,828
Treasury stock, at cost; 15,618 shares

and 0 shares in 1999 and 1998, respectively (65,5986) -—
Total stockholders' equity 18,477,546 16,453,516
Total liabilities and stockholders' equity $ 62,000,974 $ 49,426,735

FIDELITY HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

Unaudited
Three Months Ended March 31,
1999 1998
<S> <C> <C>
Revenues:
Sales $ 45,842,659 $ 165,152
Cost of sales 38,792,945 -
Gross profit 7,049,714 165,152
Operating expenses 5,571,251 247,480
Interest expense 444,283 26,223
Operating income (loss) before income
tax expense {credit) 1,034,180 (108,551)
Income tax expense (credit) 190,000 (21, 000)
Income {loss) from continuing operations 844,180 {87,551)
Income (loss) from discontinued operations (728,492) 18,979
Net income ({(loss) 5 115,688 $ {68,572}
Per common share:
Net income (loss) from continuing operations:
Basic 5 0.10 $ (0.01)
Diluted 0.08 {0.01)
Net income (lossj from discontinued cperations:
Basic $ (0.09) $ -—
Diluted {0.07) =
Net income:
Basic $ 0.01 § (0.01})
Dilnted 0.01 {0.01)
Average number of shares used in computation:
Basic B, 494,642 6,895,700
Diluted 11,469,404 7,395,700

</TABLE>
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FIDELITY HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS QF STOCRHOLDERS' EQUITY

Unaudited
<TABLE>
<CAPTIGN>
Preferred Stock Common Steck Additional Retained Currency
-------------------------------------------- Paid in Earnings Translation
Shares Amount Shares Amount Capital {Peficit) Adjugtwent
<S> <C> <C> «> <> <C> . <C> <C>
Balance
Janyary 1, 1998 250, 000 s 2,500 &, B9%,700 $ 68, 957 § 5,414,293 % 1,039,684 $ 297
Issuance of preferred
Stock for acquisition of
Major Automotive Group $00,000 9,000 - - $,991, 000 - -
Issuance of commen Stock
for services and equipment - - 1,140,814 11,408 3,394,507 - -—
Net income - - - - - 526,140 -—
Translation adjustment - - - - -~ - (5,278
Balance
December 31, 1998 1,150,000 11,500 8,036,514 80,365 14,799,800 1,566,828 [4,977)
Iesuance of common stock
for services and deposits ~- - 607, 384 6,074 1,966,743 - -
Nat income - - - - -— 115, 688 -
Translation adiustment -- -- -- -~ - - 1,121
Repurchase of common
stock -- - -- -- - -- --
1,150,000 § 11,500 8,643,098 5 86,439 5 16,766,343 $ 1,682,516 s (3,856
</TABLE>
Treasury Stock Total
at cost Stockholders'
Shares Amount Equity
Balance
January 1, 1998 - $ - § 6,524,735
Isguance of preferred
Steock for acguisition of
Major Automotive Group 6,000,000
Issuance of common stock
for services and equipment 3,405,915
Net income 528,140
Translation adjustment {5,274;
Balance
Pecember 31, 1998 - - 16,453,516
Issuance of common stock
for services and deposits - - 1,972,817
Net income - - 115,688
Translation adjustment - - 1,121
Repurchase of common
stock 15,618 (65,596) (65,596)

15,618 $ {65,598}

$ 18,477,546




FIDELITY HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
UNAUDITED

<TABLE>
<CAPTION>

<S>

Cash flows from operating activities:
Net income (loss)

Adjustments to reconcile net income

to net cash (used in) provided by operating activities:

Amortization of intangible assets
Depreciation
Deferred income taxes
Noncash item~stock-based compensation
{Increase} decrease in assets:
Net investment in direct financing leases
Notes receivable
Accounts receivable
Inventories
Other assets
Increase (decrease) in liabilities:
Accounts payable
Accrued expenses
Floor plan notes payable
Deferred revenue
Customer deposits

Net cash provided by (used in)
operating activities

Cash flows used in investing activities:
Additions to property and egquipment,

Net cash used in investing activities

Cash flows from financing activities:
Repurchase of common stock
Line of credit
Proceeds from long-term debt
Payments of long-term debt
Proceeds from convertible debentures
Increase in due from shareholders

Net cash provided by (used in)
financing activities

Effect of exchange rates on cash

Net increase (decrease} in cash and cash equivalents
Cash and cash equivalents, beginning of period

cash and cash equivalents, end of period

Supplemental Disclosures Of Cash Flow Information:
Cash paid during the period for:
Interest
Income taxes
</TABLE>

Three Months Ended March 31,

1999 1938
<C> <C>

$ 115,688 ] (68,572)
102,475 84,738
59,194 100,311
- (21,000)
136,142 -
137,526 {33,380}
-— (2,100)
(6,015,930) (156,118)
(3,294,655]) 45,883
{456,342) {27,540)
3,860,841 216,888
512,345 (227,960)
4,578,306 -
- {24,457
319,125 {44,584)
114,715 (157,891}
{163,479} (18,254}
(163,479} {14, 254)
(65,596) --
(450,000} 100, GO0
- 204,760
(164,408} {192,461}
2,750,000 -
{150, 000) -
1,919,998 112,299
1,121 70
1,872,353 (63,776)
820,832 217,191
$ 2,693,185 $ 153,415
§ 444,283 $ 26,223
$ 501,500 S -




FIDELITY HOLDINGS INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Unaudited
MARCH 31, 1999
1, Basis of Presentgtion

In the opinion of the Company, the accompanying consolidated financial
statements contain all adjustments {(consisting only of normal recurring
adjustments) necessary to fairly present the Company's financial position and
its results of operations and cash flows as of the dates and for the periods
“indicated.

Certain information and footnote disclosures normally contained in financial
statements prepared in accordance with generally accepted accounting principles
have beén omitted. These condensed consolidated financial statements should be
read in conjunction with the audited December 31, 1998 consolidated financial
statements and related notes included in the Company's Form 10KSB for the year
ended December 31, 1998. The results of operations for the three months are not
necessarily indicative of the operating results for the full yeaz.

Amounts for the three months ended March 31, 1998 have been reclassified to
conform with the March 31, 1999 presentation.
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Item 2 - MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITICN AND RESULTS OF OPERATIONS

The following discussion of the operations, financial condition, liquidity
and capital resources of Fidelity Heldings, Inc. and its subsidiaries (the
"Company™) should be read in conjunction with the Company's unaudited
Consolidated Financial Statements and related note thereto included elsewhere
herein,

This discussion contains, in addition to historical information,
forward-looking statements that inveolve risks and uncertainties. The Company's
actual results could differ significantly from the resuits discussed in the
forward-looking statements.

The Company

On May 14, 1998, the Company acquired, from a related party, the Major
Automotive Group of dealerships {"Major Auto™) and related real property and
leases. In conformity with generally accepted accounting principles, the
consolidated results of operations of the Company include the results from Major
Auto only since the date of acquisition on May 14, 1998. Accordingly, while the
results of operations for the three months ended March 31, 1999 include the
results for Major Auto, there are no comparable results for the first quarter of
1998,

Previously, as a holding company, Fidelity Holdings, Inc. was invelved in
the acquisition and development of synergistic technological and
telecommunications businesses. The Company's Board of Directors has determined
to explore the divestiture of the Company's non-automotive operations in order
to maximize shareholders' wvalue from those ocperations and to maintain the
Company's focus on the regional consolidation of retail automotive dealerships.
Accordingly, all non-auntomotive operations have been classified collectively as
"Discontinued Operations.®” Continuing operations are represented by the
Company's Major Auto subsidiary and the Company's automotive leasing subsidiary,
Major Fleet and Leasing, Inc. ("Major Fleet"™).

Results of Continuing Operations ~ Three Months Ended March 31, 1999 and Three
Months Ended March 31, 1998




Revenues. Revenues for the three-month period ended March 31, 1999
increased approximately $45.7 million over the prior comparable period. Such
increase was almost solely attributable to the revenues of Major Auto, which
were 545,672,235 for the 1999 quarter. There was no comparable amount in the
corresponding period in 1998. A comparison of the average monthly revenue for
Major Auto for the seven and cne-half month period it was owned by the Company
in 1998 with the average monthly revenue generated by Major Auto during the
first three months of 1999 shows an approximate 17% increase. Management
believes that this increase in average monthly sales is primarily attributable
to Major Auto's successful efforts in selling used vehicles at its expansive
facility in Long Island City, New York. More than 400 used cars were sold during
each of the months in the 1999 period. Major Auto's initiatives included
extensive Internet promotions, local advertising in all media and the branding
of its used car operation as "Major World." Additionally, the relatively mild
winter in the New York Metropelitan area contributed to increased

<PAGE>

sales during these months when automotive sales, traditionally, decrease. The
results of this quarter are not necessarily indicative of the results for any
future period or the full year of 1898.

Cost of Sales. The cost of sales of $38.8 million for the three months
ended March 31, 1999 is sclely attributable to Major Auto's operations. There is
noe comparable amount for the prior year.

Gross profit. Of the total gross profit of almost $7.1 million for the
three months ended March 31, 1999, Major Auto generated $6.9 million. Gross
profit as a percentage of sales for Major Auto during the 1999 first quarter was
15.1%. Although there was no comparable amount for the first quarter of 1998,
the gross profit percentage for Major Auto in 1998 during the seven and one~half
months since its acquisition on May 14, 1998 was 13.8%. Management believes that
the increase in gross profit percentage is primarily attributable to the
increased volume of used vehicle sales as a percentage of total sales during the
tirst quarter of 1999, as compared with the seven and cne-half month 1998
period.

Operating expense. In the three months ended March 31, 1999, operating
expenses increased approximately 5$5.3 million to almost $5.6 million, from
$247,000. Substantially all of this increase resulted from the acquisition of
Major Auto. Operating expenses attributable to Major Auto aggregated $5.1
million in the first quarter of 1999,

Interest expense, Interest expense had a net increase of $418,000 to
$444,000 in the first quarter of 1999 from interest expense of 526,000 incurred
in the comparable prior period. This is primarily related to the floor plan
interest of 5178,000 and interest incurred in financing the acquisition of Major
Aute amounting to $188,000 and, to a lesser extent, 550,000 of interest accrued
on outstanding convertible debentures.

Discontinued operations. The Company experienced a loss from discontinued
operations in the first quarter of 19929 of $(728,492) compared with a profit of
$18,979 in discontinued operations in the comparable prior pericd. This is
primarily the result of the Company's decision in the third quarter of 1997 to
acquire the territorial and other rights and equipment of its existing Master
Agents. Accordingly, the Company ceased selling to Master Agents during the
third gquarter of 1997 and has had no revenue from this source since then.
Additionally, the Company has been seeking the appropriate economically viable
means to divest itself of its non-automotive operations, including its telephony
technology, IG-2 project and plastics operations. In order to do so at the
maximum potential valuation, the Company has incurred the costs necessary to
maintain and enhance those facets of its business in order to make them
marketable. All such costs are included in discontinued operations.

Assets, Liquidity and Capital Resources - March 31, 1999

At March 31, 1999, total assets of the Company were $62 million, an
increase of approximately §12.5 million from December 31, 1998. This increase is
primarily related to the increase in Major Auto's accounts receivable of
approximately $5.0 millien, the increase in Major Auto's inventories of




approximately $3.3 million and a net increase in cash of approximately $2.0
million. The increase in accounts receivable and inventories is directly related
to Major Auto's increased sales levels during the first quarter of 1933. The
increase in cash is primarily attributable

<PRGE>

to the proceeds from the sale of $2.75 million of 12% convertible debentures
during the period. Included in the Company's current assets is $6,369,927 of net
assets held for sale. This amount represents the total of assets less related
liabilities from the Company's former Technelogy and Plastics Divisions, the
operations of which the Company is seeking to divest in an economically
productive manner.

The Company's primary source of liquidity for the three months ended March
31, 1599 was $1,91%,966 from 1ts financing activities. This was the net effect
of the proceeds from the sale of $2,750,000 in 12% convertible debentures as
- offset by payments of outstanding debt of $614,408, an increase in due from
sharenholders of $150,000 and the purchase of treasury stock for $65,596.

Additional net cash of $114,715 was generated from operating activities
comprised of:

(a) Cash from income of $473,499, resulting from net income of $11S5, 688,
as adjusted by non-cash charges of $357,811; and

(b} An increase in liabilities of $9,270,617, primarily from the
increase in notes payable, accounts payable and accrued expenses
aggregating $8,951,492; less

(c) 4 net increase in operating assets of 59,629,401, primarily from
increases of $6,015,930 in accounts receivable and $3,294,655 in
inventories.

The changes in accounts receivable, inventories and payables cited in (b)
and (c} above, are substantially attributable to the higher level of activities
associated with Major Auto's increased sales during the first gquarter of 1999.

The net increase in cash from operating activities was more than offset by
the cash used in investing activities of $163,479 for the net additions to
preoperty, plant and equipment.

The foregoing activities, i.e. financing, operating and investing,
resulted in a net cash increase of $1,872,353 for the three months ended March
31, 19588, .

The Company believes that the cash generated from existing operations,
together with cash on hand, available credit from its current lenders, including
banks and floor planning, will be sufficient to finance its current operations,
planned expansion and internal growth for at least the next twenty-four months.

On May 3, 1999 the Company anncunced the declaration of a stock dividend
payable as one share of common stock for each two shares held of record. The
dividend is payable to shareholders of record as of May 18, 1999.

Year 2000 Issue

The Year 2000 issue arises because many computerized systems use two
digits rather than four to identify a year. Date sensitive systems may recognize
the year 2000 as 1900 or some other date, resulting in errors when information
using year 2000 dates are processed. In addition, similar problems may arise in
scme systems that use certain dates in 1999 to represent something other than
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a date. The effects of the Year 2000 issue may be experienced before, on or
after January 1, 2000, and, if not addressed, the impact on operations and
financial reporting may range from minor errors to significant systems failures,
which could affect an entity‘s ability to conduct normal business operations.




The Company recognizes the need to ensure its operations will not be
adversely impacted by the inability of the Company's systems to process data
having dates that could be affected by the Year 2000 issue. The Company is
currently addressing the risk with respect to the availability and integrity of
its financial systems and operating systems. While the Company believes its
planning efforts are adequate to address the Year 2000 concerns, there can be no
assurance that the systems of other companies, including suppliers, customers
and others on which the Company’s operations rely are, or will be made,
compliant on a timely basis and will not have a material effect on the Company.
However, all such significant systems are being evaluated for compliance. The
cost of the Company's Year 2000 compliance effort is not expected to be material
to the Company's results of operations or financial position.
<PAGE>

PART II - OTHER INFORMATION
Item 1. Legal Proceedings

The Company is not engaged in any litigation other than as previously
reported.

Item 2. Changes in Securities
None
Item 3. Defaults Upon Senior Securities
None
Item 4., Submission of Matters to a Vote of Security Holders
None
Item 5. Cther Information
None
Item 6. Exhibits and Reports on Form 8-§
The Company filed a report on Form 8-K on February 3, 1999 in connection
with the private placement of its securities with certain independent investors.
The Form 8-K and the exhibits attached thereto are incorporated herein by

reference.

Exhibit 27. Fipancial Data Schedule
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SIGNATURES
In accordance with the requirements of the Securities Exchange Act, the
registrant caused this report to be signed on its behalf by the undersigned,

thereunto duly authorized.

FIDELITY HOLDINGS, INC.

Date: May 14, 1999 /s/ Doron Cohen

Doron Cohen, President




<ARTICLE> 5

<LEGEND> .

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE
CONSOLIDATED BALANCE SHEETS AND CONSOLIDATED STATEMENTS OF OPERATIONS ARD
RELATED FOOTNOTES OF FIDELITY HOLDINGS, INC. AND SUBSIDIARIES AS OF AND FOR
THE THREE MONTHS ENDED MARCH 31, 1999 AND IS QUALIFIED IN ITS ENTIRETY BY
REFERENCE TO SUCH FINANCIAL STATEMENTS AND FOOTHNOTES.

</LEGEND>
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<PP&E> 6,115,231
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<BONDS> 11,425,318
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Issuer's revenues for its most recent fiscal year: 598,578,9.
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Item 1. Description of Business.

[The statemients which are not historical facts contained in this Annual Report are forward looking
statements that involve risks and uncertainties, including, but not limited to, possible delays in the
Company's expansion efforts, divestiture efforts, changes in automotive, telephony and
communication markets and techuologies, government regulation, the nature of possible supplier or
customer arrangements which may become available to the Company in the future, possible
technological obsolescence, uncollectible accounts receivable, slow moving inventory, lack of
adequate financing, increased competition and unfavorable general economic conditions. The
Company's actual resuits may differ materially from the resuits discussed in any forward looking
statement.

General

Fidelity Holdings, Inc. (“the Company™} was incorporated in Nevada on November 7, 1995, The Company
historically has operated as a hoiding company and, accordingly, derived its revenues solely from its operating
subsidiaries. The Company’s first full year of operations was 1996. The operating subsidiaries of the Company have
been grouped into two divisions: Automotive and Technology. The Automotive Division operates through Major
Automotive Group (“Major Auta”), a leading consolidator of automobile dealerships in the New York Area which
operates through five retail automobile dealerships. The operations of the Company’s Leasing division are included
in the Automotive Division and consist of providing leases and other financing. Such activites are directed
primarily toward the automotive vehicle market. The Technology Division has operated through voice processing
and computer telephony technology divisions. Unless otherwise indicated, all references to the Company include
reference to the subsidiaries of the Company.

Through its Technology Division, the Company has provided a broad range of telecommunieations services. -
Included in its telecommunications product lines are its (i) proprietary software which enables consumers to place
long-distance telephone calls at discounted rates and (ii) a variety of sophisticated interactive voice responsc .
applications. This division also developed, and presently markets and sells, a proprietary computer software systerr
that provides multi-lingual accounting and business management applications.

Included in the Technology Division is the Company’s plastics and utility products operations whic!
currently consists of a development-stage comparny which was acquired in 1996. Its proprietary protetypes include
line of spa and bath fixtures for use in whirlpool baths, spas, tubs and swimming pools and a light-weighs
structuraily strong, prefabricated conduit for underground electrical cables. As this division’s products are sti
under development, no commercial sales have as yet been made.

Discontinued Operations
In December 1998, the Company announced its intention to explore the possible divestiture of its no.

automotive activities, specifically, its Technology Division, by way of sale, merger, consolidation or otherwise, T,
Company continues to maintain these activities in order to maximize their value to potential acquirors. T3




Company belithat this course of action will serve to enhance gaeshoider value by providing the investment
community the opportunity to focus separately on each business, th wing for appropriate valuations by market
segment. Accordingly, all such non-automotive activities have been classified as discontinued operations in the
accompanying consclidated financial statements,

Automotive Division
Major Auto Acquisition

On April 21, 1997, the Company and its wholly-owned subsidiary, Major Acquisition Corp., entered into
a merger agreement (the "Merger Agreement”) with Major Automotive Group, Inc. ("Major Auto") and its sole
stockholder, Bruce Bendell, who is the Company's chaimman and the beneficial owner of approximately 44.14% of
the Company's outstanding common stock. Mr. Bendell owned all of the issued and outstanding shares of common
stock of Major Chevrolet, Inc. ("Major Chevrolet”) and Major Subaru, Inc. {"Major Subaru™) and 50% of the issued
and outstanding shares of common stock of Major Dodge, Inc. ("Major Dodge") and Major Chrysler, Plymouth,
Jeep Eagle, Inc. ("Major Chrysler, Plymouth, Jeep Eagle™), which, collectively, operated five franchised automobile
dealerships(collectively, the "Majer Auto Group™).

On May 14, 1998, pursuant to the Merger Agreement, Bruce Bendell contributed to Major Auto all of his
shares of common stock of Major Chevrolet, Major Subaru, Major Dodge and Major Chrysler, Plymouth, Jeep
Eagle. Major Acquisition Corp. then acquired from Bruce Bendell all of the issuwed and outstanding shares of
common stock of Major Auto in exchange for shares of a new class of the Company's preferred stock. Major
Acquisition Corp. purchased the remaining 50% of the issued and outstanding shares of commeon stock of Major
Dodge and Major Chrysler, Plymouth, Jeep Eagle from Harold Bendell, Bruce Bendeil's brother, for 34 million in
cash pursuant to a stock purchase agreement. In addition, Major Acquisition Corp. acquired two related real estate
components {the "Major Real Estate", defined hereinafter) from Bruce Bendell and Harold Bendell {collectively "the
Bendells") for $3 miilion.

The preferred stock issued to Bruce Bendell is designated as the "1997-MAJOR Series of Convenible
Preferred Stock.” It has voting rights and is convertible mto the Company's commen stock (the "Common Stock’).
The number of shares of Commeon Stock into which the 900,000 shares of 1997-MAJOR Series of Convertible
Preferred Stock issued to Mr. Bendell is convertible is 1.8 million shares. The foregoing acquisitions from Major
Auto and Harold Bendell are collectively referred to berein as the "Major Auto Acguisition.”

The Merger Agreement allocated the value of the consideration paid to Bruce Bendell as follows: (i) 61% to
Major Chevrolet; (ii) 5.8% to Major Subary; (ii) 16.6% to Major Dodge; and (iv) 16.6% to Major Chrysler.
Plymouth, Jeep Eagle. The stock purchase agreement allocated the value of the consideration paid to Harold Bendeil
50% to each of Major Dodge and Major Chrysler, Plyinouth, Jeep Eagle.

To fipance the cash portion of the Major Auto Acquisition, aggregating 37 million ($4 million for Haroid
Bendell and $3 million to purchase the Major Real Estate), Major Acquisition Corp. borrowed $7.5 million from
Faicon Financial, LLC ("Falcon") pursuant to a loan and security agreement dated May 14, 1998, for a 15 year term
at an interest rate of 10.18%. Prepayment is not be permirted for the first five years, after which time prepaymen:
may be made, in full only, along with the payment of a premium.

The collateral securing the Falcon loan transaction includes the Major Real Estate and, subject to the interests
of any current or prospective "floer plan or cap loan lender.” the assets of Major Acquisition Corp. Major
Acquisition Corp. is required to comply with cerain financial covenants related to net worth and cash flow. In
addition, the Company provided an upconditional guarantee of the Falcon loan pursyant to a guarantee agreement
dated May 14, 1998.

General
Major Auto is one of the largest volume automobile retailers in New York City. Major Auto owns and

operates the following five franchised automobile dealerships in the New York metropolitan area: (i) Chevrolet; (ii}
Chrysler and Plymouth; (iii) Dodge; (iv) Jeep; and (v) Subaru. Major Auto also distributes General Motors vehicles




in the Ukm.h:ough its dealerships, Major Auto sells new agd used automobiles, provides related financing,
sells replacement parts and provides vehicle repair service and m ance.

Major Auto's President, Bruce Bendell, bas approximately 27 years experience in the automobile industry.
He began selling and leasing used vehicles in 1972 and has owned and managed franchised automobile dealerships
since he acquired Major Aute's Chevrolet dealership in 1985, Under Mr. Bendell's leadership, Major Auto has
expanded from a single-franchise deailership having approximately $10 million in revenues and 25 employees in
1985 to a five-franchise dealership group having approximately $150 million in revenues (including revenues of
approximately $98 million since May 14, 1998, the date of its acquisition by the Company) and 175 employees in
1993,

Industry Background

Automobile’ manufacturers distribute their new vehicles through franchised dealerships. According to
industry datz from the National Automobile Dealers Association ("NADA da"), in 1998, total dollar sales,
consisting of the sale of all new and used wvehicles and service and parts, of all franchised new-car dealerships
increased 11% to a record high of approximately $560 billion. Franchised dealerships located in the New York State
had an estimated total doilar sales of $25.3 million.

According to NADA data, on average, in 1998 new vehicle sales constitute 59% of a franchised
dealership’s total sales. Unit sales of new vehicles rose 7.3% in 1998 to a toral of 16.2 million units sold. At an
average retail selling price of $23,633 per vehicle, new vehicle sales totaled approximately $383 billion in 1998.
From 1993 to 1998 sales revenue from the sale of new vehicles increased approximately 51%. The annual net profit
of the typical United States franchised dealer's new vehicle department is estimated to be 350,173 retailed.

According to NADA data, on average in 1998, used vehicle sales constitute 29.4% of a franchised
dealerships' total sales. In 1998, franchised new vehicle dealers sold 12.2 million retail used vehicles. At an average
seiling price of $12,501 per vehicle, used vehicle sales totaled approximately $153 billion in 1998. From 1993 o
1998 sales revenue from the retail sale of used vehicles increased approximately 69% and the combined sales
revenue from the retail and wholesale sale of used vehicles increased approximately 56%. The annual net profit of
the typical United States franchised dealer's used vehicle departmemt is estimated to be $154,311 including
wholesale and retail: The NADA data cites that for all United States dealerships, the net profit from sales of used
vehicles is approximately three times the net profit from the sales of new vehicles. No assurance can be given that
results of Major Auto’s operations will conform to NADA's industry data.

The following table sets forth information regarding vehicle sales by franchised new vehicle dealerships for
the periods indicated:

UNITED STATES FRANCHISED DEALER'S VEHICLES SALES
1993 1994 1995 1996 1997 1998

(Units in millions; doilars in billions)

New vehicle unit sales 139 15.1 14.8 5.1 5.1 [6.2
New vehicle sales revenue(!) $253.0 $290.0 8303 $328.0 53382 $383.0
Used vehicle unit sales- retail 9.9 109 11.4 11.9 12.0 12.2
Used vehicle retail sales revenue  590.4 $i1L.0 $126.0 $137.0 §145.2 $153.0
Used vehicle unit sales-

wholesale b4 6.8 7.0 7.2 7.4 7.1
Used vehicle wholesale sales

revenue $24.0 £27.7 £30.3 $33.4 $34.6 $35.7

(1) Sales revenue figures were generated by multiplying the total unit sales by the average retail selling price of the
vehicle for the given year.
Source: National Automobile Dealers Association (NADA) Data 1999 (1998 data preliminary and estimated).




In additi* revenues from the sale of new and used vehi utomotive dealerships derive revenues
from repair and wasmanty work, sale of veplacement pants, finateing dit insurance and the sale of extended
wamanty coverage, According to NADA daw, revemmes resuiting from service and parts sales increased
approximately 3% in 1998 for franchised dealerships, a portion of which is accounted for by the in¢rease in the
ametnt of used vehicle reconditioning. Revenue from parts and services constituies, on average, approximately
11.6% of a franchised dealership’s total sales and generates an anmmal net profit of approximately $150,000.

Automnotive dealershipy’ profits vary widely and depend in part upon the effective management of
inventory, marketing, quality control and responsiveness to customers. According to NADA dats, in 1998, total
franchised dealership pross profits were, on average, $3.1 million with an average net profit of $403,000.

To reduce the costs of owning a new vehicle, automobile manufacturers in recent years have offered
favorable short-term lease terms, This has attractad consumers to shori-tarm leases and has resulted in consumers
remning to the new vehicle market sooner thar if they had purchased o new vehicle with longer-term financing. In
addition, this has provided new var dealershipy with 3 continuing source of off-lease vehicles and has also enabled
dealerships' parts and service departments to provide repair service under factory warranty for the lease term.

The automotive dealership industry bas been consolidating in recent years. Untl the 1960s, automotive
dealerships were typically owned and eperated by 2 single individual whe controlled  single franchise. However,
because of competitive and economic pressuras in the 1970s and 1980s, particularly the oil embargo of 1973 and the
subseguent foss of market share experienced by United States automobile manufacturers to mported vehicles, many
automative dealerships were forced to close or to sell to better-capitalized dealer groups. Continued corpetitive aad
economic pressure faced by antometive dealers and an easing of restrictions imposed by awtomobiie manufacturers
on multiple-dealer ownership have led to further consolidation, According te NADA data, the number of franchised
dealerships has declined from 36,336 in 1960 to 32,400 at the beginming of 1993,

Major Auto believes that franchised automobile dealerships will continue to consolidate because the capital
required {o operaste dealerships continues to increass, many dealewship owners are approaching vetirement age and
certain autemobile manufacturers want to consolidate thelr franchised dealerships to strengthen their brand identity.
For example, managemsnt believes that General Motors Corporztion s tmplememting 2 strategy to reduce is
franchised dealerships by 1,500 {rom 3,400 by the vear 2000. Ford Motor Co, has alse been wying to reduce e
nuznber of its franchizes as part of 3 campsign to upgrade its retail networks and make these dealers that remain
more profitable, Major Auto believes that dealership groups that have sisuificant equity capital and experience
scquiring and running dealerships will have an opportunity to acquire sdditional franchised dezlerships,

Operating Strategy

Major Auto's operating strategy is to continuaily increase customer satisfaction and loyaity and to increase
operating efficiencies. Key elements of this operating strategy are s follows:

Major World Branding. Major Auto has established its Major World brand and www.majorworld.com
Internet brand for ity current nsed car operations and those of Major Auto's participating regional dealerships, Wit
centratized buying and advertising as its focus, Major Warld is 2 nanural extension of the Company’s effons in its
regional acquisition strategy and its accomplishments in used car sales through its dealerships in the metvopolitan
New York atea.

Internet Sules and Other Technology. Major Auto believes that it has achieved a compatitive advantage
through the use of technology. Major Aute was one of the first dealership groups to provide its customers with 3
{-200 telephone number and price quotations via facsimile. During the past several years, Major Auto has increased
s revenue to a present level of more than 31 million each month from its Internet website, www.majerworid.com
and other electronic mediz such as Bloomberg. Major Awo presently enables its customers to obtain credit
approvals over the telephone via its proprietary Talkie-AutoCom, a customized apphication of the Company's
"Talkie" telephone interactive voice response system (see “Computer Telephony and Telecommunications Division
~ Talkie™}, that operates 24 houss per day, seven days per week and in nipe different languages. Major Auto is
presently expanding its use of Talkie-AutoCom to permit customers to obtain answers to the most frequently asked



questions, obtain*c quotes, place orders, schedule and confirm sgaaice appointments, obtain directions to the
dealership and request faxes of product and price information. Maj o0 is also intending to expand its use of
Talkie-AutoCom to call its customers automatically to notify them of required maintenance, sales and promotions
and to solicit customer satisfaction information. In addition, Major Auto intends to explore new ways to use
technology to provide better customer service. Major Auto bas developed and is in the process of beta-testing an
Internet-based marketing system called MajorAuction.com ta provide elecgonically, visual and textual information
regarding vehicles soid by Major Auto and enable custorners to: (i) purchase a new or used vehicle on-line; {ii)
participate in a real-time auction for a specific vehicle; and (iii} arrange for the related financing.

Focus on Used Vehicle Sales. A key element of Major Auto’s operating strategy is to focus on the sale of
used vehicles. In 1998, approximately 12.2 million used cars were sold rewail by dealers, more than fifty percent
more than the number of such sales in 1980. Sales of used vehicles are generally more profitable than sales of new
vehicles. Management believes that the New York metropolitan area is one of the largest markets for used car sales
in the United States and that Major Auto sefls more used cars in the New York mewropolitan arca than any other
automobile dealership or dealership group. Major Auto strives to attract customers and enhance buyer satisfaction
by offering multiple financing and leasing options and competitive warranty products on every used vehicle it sells.
Major Auto believes that a well-managed used vehicle operation affords it an opportunity to: (i) generate addinional
customer traffic from a wide variety of prospective buyers; (ii) increase new and used vehicle sales by aggressively
pursuing customer trade-ins; (iii) generate incrementai revenues from customers financially unable or unwilling to
purchase a new vehiclé; and (iv) increase ancillary product sales to improve overall profitability. To maintain a
broad selection of high-quality used vehicles and to meet local demand preferences, Major Auto acquires used
vehicies from trade-ins and a variety of sources nationwide, including direct purchases from individuals and fleets,
and manufacturers’ and independent auctions. Major Auto believes that the price at which it acquires used vehicles is
the most significant factor contributing to the profitability of its used vehicle operations. Major Auto believes that,
because of the large voiume of used vehicles that it seils each month and the more than 27 years of experience in the
used vehicle business of its senior management, it is able to identify quality used vehicles, assess their value and
purchase them for a favorable price.

Emphasize Sales of Higher Margin Products and Services. Major Auto generates substantial incremental
revenue and achieves increased profitability through the sale of certain ancillary products and services such as
financing, extended service contracts and vehicle maintenance. Major Auto provides its employees with special
training and compensates them, in part, with commissions based on their sales of such products and services. Major
Auto believes that these ancillary products and services enhance the value of purchased or leased vehicles and
increase customer satisfaction.

Provide a Broad Range of Products and Services. Major Auto offers a broad range of products and
services, including an extensive selection of new and used cars and light trucks, vehicle financing, replacement parts
and service, At its four locations, Major Auto offers, collectively, six makes of uew vehicles, including Chevroler,
Chrysler, Plymouth, Dodge, Jeep and Subam. In addition, Major Aumo sells a variety of used vehicles at a wide
range of prices. Major Auto believes that offering numerous makes and models of vehicles, both new and used.
appeals to a broad cross section of customers, minimizes dependence on any one automobile manufacture, and helps
reduce its exposure to supply problems and product cycles.

Operate Miitiple Dealerships in Target Market. Major Auto’s goal to become the leading automotive
dealer in its target market by operating multiple dealerships in that market. To accomplish this, Major Auto seeks to
acquire new franchises in its existing market and to expand its existing franchises to new markets. This strategy
enables Major Auto to achieve economies of scale in advertising, inventory management, management information
systemns and corporate overhead.

Targer Sales to Ethnic Groups. Because the New York metropolitan area, Major Auto’s primary market, is
ethnically diverse, Major Auto targets its selling efforts to 2 broad range of ethnic groups. In addition to offering
pre-paid international telephone calling time, Major Auto employs a multi-lingual sales force and intends to expand
its electronic media to accommodate multiple languages.

Leverage the Sale of International Calling Time. Major Auto offers customers pre-paid intemational
telephone calling time in connection with the purchase or lease of its automaobiles. To accomplish this, Major Auto




utilizes the Company's proprietary Talkie technology, which is ablegiagrovide users with international calling time
at sharply discounted rates. Because Major Auto purchases telephon from the Company at below-market rates,
the cost to Major Auto of implementing this program is minimal compared with the savings realized by its
customers. Major Auto’s primary market, the New York metropolitan area, is home to many diverse ethnic groups
who have family and friends whom they call frequently in their native countries. By offering pre-paid international
telephone calling time with the purchase or lease of a vehicle, Major Auto believes that it adds value to its customers
and thereby increase customer satisfaction and loyaity.

Employ Professional Management Technigues. Major Auto emplovs professional management techniques
in ail aspects of its operations, including informatien technology, emplayee aining, profit-based compensation and
cash management. Each of Major Auto’s four dealership locations, its centralized used vehicle operation and its two
service and parts operations is managed by a trained and experienced general manager who is primarily responsible
for decisions relating to inventory, advertising, pricing and personnel, Major Auto compensates its general managers
based, in part, on the profitability of the operations they control rather than on sales volume. Major Auto's senjor
management meets weekly with its general managers and utilizes computer-based management information systems
to monitor each dealership's sales, profitability and inventory on a daily basis and to identify areas requiring
improvement. Major Auto believes that the application of its professional management techmiques provides it with a
competitive advantage over other dealerships and dealership groups.

Growth Strategy

The Company intends to expand its business by acquiring addidonal dealerships and improving their
performance and profitability by implementing its operating strategy. As part of its growth strategy, the Company
intends to focus its efforts on dealerships or dealer groups that, among other criteria, possess sither the sole franchise
of a major automobile manufacturer or a significant share of new vehicle sales in each targeted market and that it
believes are underperforming, In evaluating potential acquisition candidates, the Company will also consider the
dealership's or dealer group's profitability, customer base, reputation with customers, strength of management and
location (e.g., along a major thoroughfare or interstate highway), and the possibility that the Company will be able
to acquire additional franchises in that market to achieve larger market share. Major Auto believes that the most
attractive acquisition candidates can be found in the New York metropolitan area, but the Company may consider
acquisitions in other markets. The Company's financing of such acquisitions may involve expending cash, incurring
debt or issuing equity securities, which could bave a dilutive effect on the then outstapding capiral stock of the
Company. The Company, like all other automotive dealership holding companies, will continue to be subject to the
requirement of abtaining prior approval for each acquisition from the appropriate automotive manufacturer.

Upon completing an acquisition, the Company intends to implement its operating swategy, which includes
selling more new and used vehicles, increasing finance revenues, enhancing employes training, lowering purchasing
costs for used car inventories, supplies and outside vendor expenses. The Company also intends to install it:
management information system in acquired dealerships as soon as possible after the acquisition, which will ailow
its senior mansgement to carefully monitor each aspect of the dealership's operations and performance. Wheneve
possible, the Company intends to implement its strategies and operation procedures prior to the closing of ®
acquisition to enable it to accelerate the implementation of its operatng suategy after closing. See “QOperatin:
Strategy.” No assurance can be given that the Company will successfully locate suitable acquisition candidates, ¢ |
even if such candidates are located and acquired, that such acquisitiops will uitimately prove profitable to th
Company.

The Company believes that Major Auto's management team has considerable experience in ¢valuating
potential acquisition candidates, determining whether a particular dealership can be successfully integrated into
Major Auto's existing operations and implementing its operating strategy to improve their performance and
profitability following the acquisition. For example, Bruce Bendell, Major Auto's President, acquired 2 Nissan
dealership in Oyster Bay, New York in January 1997. The Nissan dealership is not owned or operated by Major
Auto, but is majority-owned by Mr. Bendell and minority-owned by another individual otherwise unaffiliated with:
the Company or Mr. Bendell. The Company and Mr. Bendell are currently negotiating a letter of intent concerning
the Company’s acquisition of Oyster Bay Nissan. See “Proposed Acquisitions.” Upon Mr. Bendell's acquisition ¢
the Nissan dealership, it was selling 90 new and 20 used vehicles per month and was not generating any profits frr
such sales. Under Mr. Bendell's leadership, the dealership has expanded its sales to over 200 new and used vehicl-
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per month. The ‘any also believes that an increasing mumber of acgaisition opportunities will become available
to it. See "Industry Background.” w

Dealership Operations

Major Auto owns and operates five automobile dealerships at four locations in Long Island City, New
York. Major Auto conducts its parts and service business and its used vehicle business from three additional
locations in Long Island City. Major Auto offers the following six makes of new vehicles: Chevrolet, Chrysler,
Piymouth, Dodge, Jeep and Subaru. Each location is run by a separate general manager who is responsible for
overseeing all aspects of the business conducted at that location. Each of the parts and service locations has two
general managers, one for parts and ope for service. Each general manager meers with Major Auto's senior
management, including Bruce Bendell and Harold Bendell, on a weekly basis.

Bruce Bendell and Harold Bendell are responsible for senior-level management of the dealerships. The
Bendell brothers' management control is accomplished through (i) their ownership of 100 shares of the Company's
1997A-MAJOR AUTOMOTIVE GROUP Series of Preferred Stock (of which shares Bruce Bendell has a proxy to
vote the 50 shares of the 1997A-MAJOR AUTOMOTIVE GROUP Series of Preferred Stock owned by Haroid
Bendell for a seven-year period which commenced on Januvary 7, [998) which carries voting rights allowing them to
elect a majority of the Board of Directors of Major Auto, and through (ii) a refated management agreement. See
"Description of Securities-Preferred Stack~-1997A-MAJOR AUTOMOTIVE GROUP Series of Preferred Stock™ and
"Certain Relationships and Related Transactions” below. Should either of the Bendell brothers cease managing the
dealerships, the management agreement provides that ownership of his 1997A-MAJOR AUTOMOTIVE GROUP
Series of Preferred Stock shares and his management rights under the management agreement will be automatically
transferred to the other, and should both brothers cease managing the dealerships for any reason, the shares and
management rights will be automatically transferred to a successor manager designated in a successor addendum to
each dealership agreement or, failing such designation, to a successor manager designated by the Company (subject
to approval by the applicable manufacturers).

New Vehicle Sales. Major Auto sells the complete product line of cars, sport utility vehicles, minivans and
light trucks manufactured by Chevrolet, Chrysler, Plymouth, Dodge, Jeep and Subaru. For the period from May 14,
1998 (date of acquisition} through December 31, 1998, Major Auto's dealerships sold 1,995 new vehicles generating
total sales of approximately $47,000,000, which constituted approximately 48% of Major Aute's total revenues.
Major Auto's gross profit margin on new vehicle sales for the period from May 14, 1998 (date of acquisition)
through December 31, 1998, was approximately 9.4% which is higher than the industry average for all of 1998 of
6.5%. The relative percentages of Major Auto’s new vehicle sales among makes of vehicles for the period from May
14, 1998 (date of acquisition) through December 31, 1998, was as foilows:

Percentage of

Manufacturer New Vehicle Sales
Chevrolet 36%
Chrysler, Plymouth

and Jeep 32%
Dodge ‘ 26%
Subaru 6%

The following table sets forth information with respect to Major Auto's new vehicle sales for the period
May 14, 1998 (date of acquisition) throngh December 31, 1998:

NEW VEHICLE SALES
(dollars in thousands)
Unit sales 1,995
Sales revenue 347,000
Gross Profit $ 4,400

Gross Profit Margin 2.4%




Major Auto purchases substantially all of its pew v inventory directly from the respective
manufacturers who allocate new vehicles to dealerships based upon'W% amount of vehicles sold by the dealership
and the dealership’s market area. As required by law, Major Auto posts the manufacturer’s suggested retail price on
ail new vehicles, but the final sales price of a new vehicle is typically determined by negotiation between the
dealership and the purchaser.

[n addition to its dealership operations, Major Auto has a distributorship agreement with Generai Motors
pursuant to which Major Auto distributes in the Ukraine new vehicles manufactred by General Motors. Major Auto
generally receives 2 deposit on the purchase price of the vehicle from the Ukrainian dealer and releases the vehicle
to the dealer upon full payment of the balance of the wholesale purchase price plus a percentage of the dealer’s profit
on the sale. Major Auto intends to expand its distnbutorship operation in the future to include the sale of used
vehicles. To facilitate this facet of its operations, the Company recently entered into a consulting agreement with
Clemont Investments Ltd. {“Clemont™), a consulting fim which provides business advisory services regarding the
establishment in Europe of branches or operations of U.S. based companies. See “Certain Relationships and Related
Transactions.”

Used Vehicle Sales. Major Auto offers a wide variety of makes and models of used vehicles for sale. For
the period from May 14, 1998 (date of acquisition) through Decemtber 31, 1998, Major Auto sold 3,177 used
vehicles generating total sales of approximately $44,000,000, which constituted approximately 45% of Major Auto'’s
total revenues. Major' Auto's gross profit margin on used vehicle sales for the period from May 14, 1998 (date of
acquisition) through December 31, 1998, was approximarely 14.8% as compared with the indusiry average for all of
1998 of 10.8%. Major Auto believes it is the largest seller of used vehicles (based on unir sales and sales revenue)
in the New York metropolitan area.

Major Auto has consolidated its used vehicle operations for its various dealetships at a single site. Major
Ao acquires the used vehicles it sells through customer trade-ins, at "closed" auctions which may be aftended by
only new vehicle dealers and which offer off-lease, rental and fleet vehicles, and at "open” auctions which offer
repossessed vehicles and vehicles being sold by other dealers,

Major Auto believes that the market for used vehicles is driven by the escalating purchase price of new
vehicles and the increase in the quality and selection of used vehicles primarily due to an increase in the number of
popular cars coming off short-term leases.

The following table sets forth information with respect to Major Auto’s used vehicle sales for the peried
from May 14, 1998 (date of acquisition)} through December 31, 1998:

USED VEHICLE SALES
{dollars in thousands)
Unit sales 3,177
Sales revenue $43.900
Gross Profit $6,500
Gross Profit Margin 14.8%

Parts and Service. Major Auto provides parts and service primarily for the makes of new vehicles that it
sells, but also services other makes of vehicles. For the period from May 14, 1998 (date of acquisition) through
December 31, 1998, Major Auto's parts and service operations generated total revenues of approximateiv
$6,700,000, which constitated approximately 7% of Major Auto's total revenues at a gross profit margin ot
approximately 37%.

The increased use of electronics and computers in vehicles has made it difficult for independent repai:
shops to retain the expertise to perform major or techmical repairs. In addition, because motor vehicles ar- J
mcreasingly more complex and there are longer warranty periods, Major Auto believes that repair work wil
increasingly be performed at dealerships, which have the sophisticated equipment and skilled personnel necessary t
perform the repairs.




Mejor Auto considers its parts and service department to Q fmtegral part of its customer service efforts
and a valuable opportunity t strengthen customer relations and de®Pen customer loyalty. Major Auto attempts to
notify owners of vehicles purchased at its deaierships when their vehicles are due for periodic service, thereby
encouraging preventative maintenance rather than post-breakdown repairs,

Major Auto's parts and service business provides a stable, recurring revenue stream to its dealerships. In
addition, Major Auto beifeves that, to a limited extent, these revenues are countercyclical to new vehicle sales, since
vehicie owners may repair their existing vehicles rather than purchasing new vehicles. Major Auto believes that this
helps mitigate the effects of a downturn in the new-vehicle sales cycle.

Major Auto does not operate a body shop, but instead contracts with third parties for body repair work.

The following table sets forth information with respect to Major Auto’s sales of parts and services for the
period from May 14, 1998 (date of acquisition) through December 31, 1998:

SALES OF PARTS AND SERVICES

(dollars in thonsands)

Sales Revenue $6,700
Gross Profit $2,500
Gross Profit Margin 37%

Vehicle Financing. Major Auto provides a wide variety of financing and leasing altematives for its
customers. Major Auto believes that iis customers' ability to obtain financing at its dealerships significantly
enhances Major Auto's ability to sell new and used vehicles. Major Auto believes that its ability to provide its
customers with a variety of financing options provides Major Auto with an advantage over mauny of its competitors,
particutarly smalier competitors that do not have sufficient sales volumes to attract the diversity of financing sources
available to Major Auto.

In most instances, Major Auto assigns its vehicle finance contracts and leases to third parties, instead of
directly financing vehicle sales or leases, which minimizes the credit risk to which Major Auto is exposed.
Major Auto typically receives a finance fee or commission from the third party who provides the financing.
In certain limited instances in which Major Auto determines that its credit risk is manageable, estimated by
Major Auto to be approximately 5% of its vehicles sajes and leases, Major Auto directly finances the
purchase or lease of a vehicle. In such instances, Major Auto will bear the credit risk that the customer will
default, but will have the right to repossess the vehicle upen default, Major Auto maintains relationships
with a wide variety of financing sources, including commercial banks, zutomobile finance companies, other
financial instituticns and the Company's subsidiary Major Fleet. Major Fleet purchases less than 10% of
Major Auto’s leases, and none of Major Auto's finance contracts.

Sales and Marketing

Major Auto believes marketing and advertising are significant to its operations. As is typical in its industry.
Major Auto receives a subsidy for a portion of its expenses from the automobile manufacturers with which Major
Auto has franchise agreements. The automobile manufacturers also assist Major Auto to develop its own advertising
by providing it with market research.

Major Auto's marketing effort is conducted over most forms of media including television, newspaper.
direct mail, billboards and the Internet. Major Auto's advertising seeks to promote its image as a reputable deale:
offering quality products at affordable prices and with attractive finarcing options. Each of Major Auto's dealership:
periodicaily offer price discounts or other promotions to attract additional customers. The individual dealerships

promotions are ¢oordinated by Major Auto and, because Major Auto owns and operates several dealerships in the

Mew York City market, it realizes cost savings through volume discounts and other media concessions.




Maj to's operations have been enhanced by its ability to achieve economies of scale with respect to its
marketing an ertising. Nationwide, the average cost of marke; nd advertising per new vehicle sold in 1998
was approximately $428. Notwithstanding thar advertising costs i New York metropolitan arez are generally
higher than the national average, Major Auto's cost of marketing and advertising per vehicle sold have consistently
been less than the national average. These lower costs result from the fact that Major Auto: (i) has favorable
contracts with four major area daily newspapers; (i) advertises in lower-cost niche markets (such as local ethnic
markets, employee purchase programs and discount buying services); and (iii) utilizes telephonic marketing and
electronic marketing via services such as the Internet and Bloomberg.

Relationships with Manufacturers

Each of Major Auto's dealerships operates under a separate franchise or dealer agreement which governs
the relationship between the dealership and the relevant manufacturer. In general, each dealer agreement specifies
the location of the dealership for the sale of vehicles and for the performance of certain approved services in the
specified market area. The designation of such areas, the allocation of such areas and the allocation of new vehicles
among dealerships is discretionary with the relevant manufacturer. Dealer agreements do not generally provide a
dealer with an exclusive franchise in the designated market area. A dealer agreement generally requires that a dealer
meet specified standards regarding showrooms, the facilities and equipment for servicing vehicles, the maintenance
of inventories, the maintenance of minimum net working capital, personnel training and other aspects of the dealer's
business. The dealer agreement also gives the relevant manufacturer the right to approve the dealer's general
manager and any material change in management or ownership of the dealership. The dealer agreement provides the
relevant manufacturer with the right to terminate the dealer agreement under certain circumstances, such as : (i} a
change in control of the dealership without the consent of the relevan: manufacturer; (ii) the impairment of the
financial condition or reputation of the dealership; (iif) the death, removal or withdrawal of the dealership’s general
manager; (iv) the conviction of the dealership or the dealership's general manager of certain crimes; (v) the dealer's
failure to adequately operate the dealership or to maintain wholesale financing arrangements; (vi) the bankruptcy or
insolvency of the dealership; or (vii) the dealer's or dealership's material breach of other provisions of the dealer
agreement. Many of the dealership agreements require the consent of the relevant manufacturer to the dealer's
acquisition of additional dealerships. In addition, Major Auto's dealership agreement with General Motors, with
respect to its Chevrolet dealership, gives General Motors a right of first refusal to purchase such dealership, which
means that if ever Major Auto proposes to sell its Chevrolet dealership, it must first offer General Motors the
opportunity to purchase that dealership.

The dealership agreement with General Motors imposes several additional restrictions on the Company. As
a consequence of the Major Auto Acquisition, the Company's Chevrolet franchise, and any other General Motors’
franchises that the Company may subsequently acquire, could be at risk if: (i} any person or entity acquires more
than 20% of the Company's voting stock with the intention of acquiring additional shares or effecting a material
change in the Company's business or corporate structure: or (i) if the Company takes any corporate action that
would result: (a) in any person or entity owning more than 20% of the Company’s voting stock for a purpose other
than passive investment; (b) an eXtraordinary corporate transaction such as a merger, reorganization, liquidation or
transfer of assets; {c) a change in the control of the Company's Board of Directors within a rolling one-year period:
or (d) the acquisition of more than 20% of the Company's voting stock by another automobile dealer or such dealer's
affiliates. If General Motors determines that any of the actions described in the preceding sentence could have a
material or adverse effect on its image or reputation in the General Motors' dealerships or be materially incompatibie
with General Motors' interests, the Company must either (x) transfer the assets of the General Motors' dealerships to
General Motors or a third party acceptable to General Motors for fair market value or (y) demonstrate that the
person or entity will not own 20% of the Company's voting stock or that the actions in question will not occur.

In addition, the General Motors dealer agreement requires that the Company comply with General Motors’
Network 2000 Channel Strategy ("Project 2000). Project 2000 includes a plan to eliminate 1,500 General Motors
dealerships by the year 2000, primarily through dealership buybacks and approval by General Motors of
inter-dealership acquisitions, and encourages dealers to align General Motors divisions' brands as may be requested
by General Motors, The dealer agreement will require that the Company bring any General Moters dealership into
compliance with the Project 2000 plan within one year of the acquisition. Failure to achieve such compliance may
result in termination of the dealer agreement and a buyback of the related dealership assets at book value by General




Motors. The Comp lieves that Major Auto's Chevrolet dealership currently complies with the Project 2000
guidelines.

The Company has also agreed that its dealerships offering new vehicles manufactured by General Motors
will not atternpt to sell new vehicles of other manufacturers.

New York law, and many other states’ laws, limit manufacturers’ control over dealerships. In addition to
various other restrictions imposed upon manufacturers, New York law provides that notwithstanding the terms of
the dealer agreement with the relevant manufacturer, the manufacturer may not: (i) except in certain limited
instances, terminate or refuse to renew a dealership agreement except for due cause and with prior written notice; (ii)
attemnpt to prevent a change in the dealer’s capital structure or the means by which the dealer finances dealership
operations; or (iii) unreasonably withhold its consent to a dealer's transfer of its interest in the dealership or fail to
give notice to the dealer detailing its reasons for not consenting.

Competition

The market for new and used vehicle sales in the New York metropolitan area is one of the most
competitive in the nation. In the sale of new vehicles, Major Auto competes with other new autorobile dealers that
operate in the New York metropolitan area. Some competing dealerships offer some of the same makes as Major
Auto’s dealerships and othér competing dealerships offer other manufacturer's vehicles. Some competing new
vehicle dealers are local, single-franchise dealerships, while others are multi-franchise dealership groups. In the sale
of used vehicles, Major Auto competes with other used vehicle dealerships and with new vehicle dealerships which
also sell used cars that operate in the New York metropolitan area. In addition, Major Auto competes with used car
"superstores" that have inventories that are larger and more varied than Major Auto's,

Major Auto believes that the principal competitive factors in vehicle sales are the marketing campaigns
conducted by automobile manufacturers, the ability of dealerships to offer a wide selection of popular vehicles,
pricing (including manufacturers' rebates and other special offers), the location of dealerships, the quality of
customer service, warranties. and customer preference for particular makes of vehicles. Major Auto believes that its
dealerships are competitive in all of these areas,

In addition, Major Auto, due to the size and number of automobile dealerships it owns and operates, is
larger than most of the independent operators with which it competes. Major Auto's size has historically permitted it
to atiract experienced and professional sales and service persennel and has provided it the resources to compete
effectively. However, as the Company enters other markets, it may face compentors that are larger and that have
access to greater resources.

Major Auto betieves that its principai competitors within the New York metropolitan area are United Auto
Group, 2 publicly traded company, and Potamkin Auto Group, Burn's Auto Group and Auto-Land, each of which is
privately held.

Governmental Regulation

Automobile dealers and manufacturers are subject to various Federal and state laws established to protect
consumers, including the so-called "Lemon Laws" which require a dealer or manufacturer to replace 2 new vehicle
or accept it for a full refund within a specified period of time, generally one year, after the initial purchase if the
vehicle does not conform to the manufacturer’s express warranties and the dealer or manufacturer, after a reasonable
number of attempts, is unable to correct ar repair the defect, Federal laws require that certain written disclosures be
provided on new vehicles, including mileage and pricing information. In addition, Major Auto's finapcing activities
are subject to certain statutes governing credit reporting and debt collection,

The imported automobiles purchased by Major Auto are subject to United States custom duties and, in the
ordinary course of its business, Major Auto may from time to time be subject to claims for duties, penalties,
liquidated damages or other charges. Currently, United States customs duties are generally assessed at 2.5% of the
customs value of the automobiles imported, as classified pursuant o the Harmonized Taniff Schedule of the United
States,




business involves the use, handling and contracting for recycling or dis of hazardous or toxic substances or
wastes, including environmentally sensitive materials such as motor oil, wiste motor oil and filters, transrnission
fluid, antifreeze, freon, waste paint and lacquer thinner, batteries, soivents, lubricants, degreasing agents, gasoline
and diesel fuels. Accordingly, Majur Auto is subject to Federal, state and local environmental laws governing health,
environmental quality, and rernediation of contamination at facilities it operates or to which it sends hazardous or
toxic substances or wastes for treatment, recycling or disposal. Major Auto believes that it is in material compliance
with all environmental laws and that such compliance will not have a material adverse effect on its business,
financial condition or resuits of operations.

As with aukgbﬂe dealerships generaily, and parts and scwiﬁcraﬁons in particular, Major Auto's

Leasing Operations

In October 1996, the Company acquired all of the issued and outstanding shares of stock of Major Fleet &
Leasing Corp. ("Major Fleet”). Major Fleet has historically provided lease financing solely for motor vehicles.

Major Fleet typically arranges for sale or lease to its customers of new or used vehicles of all makes and
models. Major Fleet will purchase the desired vehicle from an automobile dealer and either resell it to its customer
for a markup over its cost, or lease the vehicle to the customer and provide the related lease financing. If a customer
of Major Fleet wants to purchase or lease a new vehicle that is available from onc of Major Auto's dealerships, in
almost all cases, Major Fleet will acquire the vehicle from Major Auto and then resell or lease it to its customer.
Major Fleet estimates that it acquires approximately 50% of the vehicles it sells and leases from Major Auto.

In most instances, Major Fleet will broker vehicle finance contracts for, or assign its leases to, third parties
instead of directly financing vehicle sales or leases. This minimizes the credit risk to which Major Auto is exposed.
In these instances, Major Fleet typically receives a finance fee or commission from the third party who provides the
financing. In certain instances, Major Fleet directly finances the lease of a vehicie. When Major Fleet provides lease
financing, it bears the credit risk that its customers will default in the payment of the lease installments. In order to
minimize its risk of ioss, Major Fleet carefully evaluates the credit of its lease customers. It also requires that its
lease customers have adequate collision and liability insurance on the feased vehicle and that Major Fleet be named
as loss payee and additional insured on the customer’s collision and liability insurance policies. Major Fleet does not
finance the purchase of the vehicles, so if a customer desires purchase financing, the customer will need to obtain
financing from a third party; however, as discussed above, Major Fleet will broker financing contracts.

Proposed Acquisitions

The Company and Mr. Bendell are currently negotiating a letter of intent concerning the Company’s
acquisition of Oyster Bay Nissan. There can be no assurance that the Company and Mr. Bendell will agree on
acceptable terms. Based upon preliminary financial and other information in the Company’s pessession relating to
the business and operations of Oyster Bay Nissan, the Company does not believe that such acquisition, if
consummated, would have material impact on the financial positions of the Company. However, if the purchase
price for such acquisition were to have a significant cash component, the Company would likely be required to raise
additional capital, either by incurring debt or issuing equiry, to finance the consummation of such acquisition.

In January 1999, Fidelity Hoidings and Major Auto entered into an agreement with Universal Ford, Inc. to
acquire Universal Kia, a Kia automobile dealership located in Long Isand City, New York. The purchase price of

Universal Kia is based on Universal Kia's historical operating results and is expected to aggregated less than
$200,000.

Also in January 1999, the Company signed a letter of intent to acquire the 80% of the Long Island, New
York based Major of the Five Towns (formerly Nissanland and Kialand), cwrrently doing business as Major Nissan
and Major Kia, that is owned by the Company’s Chairman and CEQ, Bruce Bendell. The purchase price is
$1,250,000 subject to receiving a fairness opinion from an independent appraiser. This dealership has three separate
showroom locations. Nicholas Guadagno, wha is President and a 20% shareholder of Major of the Five Towns, will
continue to mapage day-to-day operations after the completion of this acquisition.




I ary 1999, the Company signed a contract to acquire, for 3800,000, subjeus ..

in cash (23U0,000) and stock ($500,000), Compass Linc ercury and Compass Dodge (v

“Compass™), both of which are hased in Essex County, New . This acquisition will enable the Company to
enter the Northern New Jersey wmarket and thus expand Major Auto’s regional presence in the retail antomoble sales
industry in keeping with one of the Company's key corporate objectives, It is also expected that after the acquisition
of Compass, Arthur Picon, currentiy President of the two dealerships, will remain with the Company. It is expected
that, with the more than thirty years experience My, Picon has in the area, and with the resources of Major Aute, he
will be helpful in expanding its opemtions. The Company is planning to change the same of these dealerships to
Major Lincoln-Mercury and Major Dodge. [t will then utifize its “Major World” brand of marketing at these two

dealerships.

No assuranee can be given that the Compuny will successfully consummate any or all of the
aforementioned potential acquisitions, or, if consummated, that such acquisitions will ultimately prove profitable to

the Company,
Technology Division {See “Discontinued Operations.™

The Company has announced its intention to explore the possible divestinue of its Technology Division, by
way of sale, merger, consolidation or otherwise and is actively seeking opportunities to do so. The Company
belizves that each of its non-antomotive operations inciuded in the Technology Division is potentially or currently
econorically visble, Therefore, in an effort to maximize the vaiue of sach of thess operations to be divested, with
the goal being to realize the largest possible benefit from the divestiture, the Company contiones to maintain and

enhance each such operation. See “Discontinued Operations.”

The Company, through Compuser Business Scignces, Inc., a Delaware comporation ("Computer Business
Sciences” or “CBS™), 786710 Onfario Limited, an Ontwio corporation doing business as Info Systezms, Inc, ("Info
Systems"), C.B.5. Computer Business Sclences Lid., an Israsti corporation {"Compurer Business Sciences (Istacl)"},
Reynard Service Bureay, Inc., @ Floridz corporation {"Reynard”) and  [G2™, Inc., a Delawars comoration
{“IGZ™"), the five wholly-owned subsidiaries (provided that cerfain outside investors have warranrs to purchase
shates of CBS commen stock, See “Recent Developments.”) comprising its Computer Telephony and
Telecommunications operations, curtently develops, manufactures, markets, sells and services two product lines.
The first product line utilizes "Talkic” technology, which consists of proprietary computer software and hardware
that (i) permits efd users of the technalogy to place long-distance international telephone calls at discounted rates
and (i) offers end users 2 broad range of interactive voics response applications such as voice-mail, automatic
recepiiomist, automated order entry, conference calling and faxing. The second product line, "Business Coatro
Software,” is a proprictary compuier software system that provides meln-lingual general accounting 2od busipes:

manzgement applications. |

The Company is planming to exploit its technological copabilities in telephony by emphasizing high speec
broadband, multimedia mansmission over telephone, inchuding voics, dat, video conferencing and other areag,
arder to enhance the Technology Division's value to potential scquirors. 3ee "Planned Activides.”

The Company originally zcquired the technology for its telecommunications products {see “Talkie” belov.
i April 1996 through its acquisition from Dr. Zvi Barak and Sarah Barak (the “Baraks™) of all of the issued an
outstanding capital stock of Info Systems. A portion of the purchase price for such capital stock consisss of twen
monthly installment paymaents of $15,000 each from the Company to the Baraks. In order to secure such installome
payments, the Company has granfed a security interest to the Baraks in the capital stock of Info Systems and
other assets purchased by the Company from the Barsks. On December 31, 1998 the Company entered int
definitive agreement with the Baraks regarding payment of alf amouats due them. The agreemeot cails for a s
of payrments rangig @ amounts from 320,000 to $45,000 to be made to the Baraks over the period Decembe
1998 shrough May 18, 1999, The Company has made al} payments as of the date of this Annual Report as scher
To secure its oblipations the Company has deposited with an escrow agent 350,000 plus 140,000 shares
sommen steck. Additionally, in satisfaction of cerhin adjustments to their employment agreemants and
pocket expenses mewred by them, the Company issued to the Baraks 11,960 shares of commeon stock. The
have the right to self such shares back to the Company for 2 price per share of 35.00 at any time up toone
the dae of issuance, Mach 3, 1999,



Talkie .

*Taikie" is the trademark for, and the name used by the Company to describe, the technology relating to ©
Company's telephonic and interactive voice response software applications. The Company has three products th
use Talkie technology, The first product, the "Talkie Power Web Line Machine," is a computer based telepho:
"switch" that enables small or start-up telephone companies to purchase blocks of international telephone callir
time from suppliers such as AT&T and MCI and reseil the time in smaller units to callers at discounted rates. T
second product is a group of related telephonic and interactive voice response software programs, such
voice-mail, automatic receptionist, automated order entry, conference calling and faxing. The third product, cal!
"Talkie-Globe," is an international call-back, debit card and long-distance reselling system.

The Talkie Power Web Line Machine is a programmable clectronic telephone switch based on persor
computer technology. It consists of a proprietary software program and hardware components, most of which ¢
available from a number of different sources. The machine currently contains 96 channels, but may be expanded
carry up to 120 channels. Each channe] provides 43,200 available minutes of telephone time per 30-day month t*
may be sold. As is typical of industry utilization of available telephone time, approximately 30%-40% of the
available minutés are actually sold. Of the 43,200 available minutes, approximately 10,560 are considered peak tir
(defined to be the 480 minutes comprising the typical eight-hour work day in the destination country and assumm:
22 work days in the typical 30-day month} and the balance are considered off-peak time; however the determinat:
of actual peak minutes in a destination country is based upon demand for calling time, which in tumn is based ur
such factors as calling patterns and the differences in time zones between the country from which a call is plac
and the destination county. Peak minutes are generally able to be sold at higher rates than off-peak minutes.

The Tazlkie Power Web Line Machine includes an integrated programmable telephone call switch’
system known as the Talkie Web Smart Switch. The programmability of this switching system allows the mach.
to handle a variety of internationa] telephone-based services including resale of long-distance telephone time
Company purchases in bulk, international call-back services (described below), telemarketing, Intemet access ¢
facsimile transmission.

Historically, the Company, through its subsidiary Computer Business Sciences, sold the Talkie Power W
Line Machines to various service providers (known as "master agents"). A master agent then established a telepl
connection between a foreign country and the Taikie Power Web Line Machine, which is located at the Compar
offices in Kew Gardens, New York. This connection is typically a dedicated telephone line that runs from the Ta.
Power Web Line Machine to certain equipment located in the foreign country that is used to connect the dedic:
line to the local telephone lines. The master agent typically leased the dedicated telephone line, which has a spec
capacity for simultaneous calls, from MCI Communications Corp. or Sprint Corporation for a fixed monthly
Callers in the foreign country place a local call to connect to the dedicated telephone line and are provided a Un
States dial tone by the Talkie Power Web Line Machine. The caller then dials the number for the desired destina:
and the call is carried over the dedicated telephone line to the Talkie Power Web Line Machine and then rediret
to the desired destination. Because the Talkie Power Web Line Machine's software program is able to process ©
voice and data, callers may place international telephone calls and send facsimiles to the desired destination and r |
aiso connect to the Internet.

The master agent generated revenues by selling the available telephone time generated by the Talkie Po
Web Line Machine to callers in the foreign country. There were two elements to the master agent's cost of carryi
cail from the foreign country to the desired destination: the cost of the dedicated telephone line from the Ta |
Power Web Line Machine to the foreign couniry (which is typically a fixed monthly cost} and the cost of the
directed from the Talkie Power Web Line Machine to the desired destination (which is based upon United St
calling rates). The master agent charged the caller in the foreign country a markup over the cost of the call to
desired destination. The cost to the caller is considerably lower than the alternative of placing the same call thre
the caller's own local telephone system which, in many cases, is a state-owned monopoly. The experience ot
Company's master agents, generally, was a very substantial reduction in per minute call costs. The Compa
billing records indicate that the reduction in most cases is a factor of 15, that is, the country-to-country portion




international cal ally costing $0.75 per minute, costs $0.05 per minute when placed through the Talkie Power
Web Line Mach nce the master agent arranged for a certain m volume of calls from a given foreign
country, the master agent recouped the cost of the dedicated telepho e to that foreign country and thereafter
generated profits.

The Company has decided to acquire from all of its master agents their rights to their respective territories
and the Talkie Power Line Web Machines previously sold to them. The Company believes that it can maximize its
profitability and, thereby, enhance its value to potentiai acquirors, by seiling for itself the telephone minutes to the
existing and additional territories. Negotiations are continuing with each of the Company’s master agents to finalize
the memoranda of understanding with respect to these acquisitions. See also “Arrangements with Nissko” below.

Arrangements with Nissko

In March 1996, the Company's subsidiary Computer Business Sciences formed a joint venture with Nissko
Telecom, L.P. ("Nissko"). The joint venture is 2 genmeral parmership named Nissko Telecom Associates
("Associates"). Computer Business Sciences owns 45% of the joint venture and Nissko owns 55%. Nissko is a
limited partnership the general partner of which is one of the Company's master agents, Nissko Telecom, Ltd. {the
"Agent"), and the limited partners of which are four individuals, three of whom, including Yossi Koren, a former
director of the Company, ‘are shareholders of the Agent (such three individuals being collectively referred to herein
as the "Nissko Principals"). Pursuant to an informai agreement, the Agent has granted to Associates the right to
market and sell the available telephone time generated by the Taikie Power Web Line Machines that the Agent
purchases as a master agent, in exchange for a 55% Agent's interest in the joint venture through its general
parmership interest in Nissko. Through its interest in Associates, Computer Business Sciences realizes 45% of the
revenues generated from Associates' sale of such telephone minutes.

Under the terms of its master agent agreement, the Agent (i) paid Computer Business Sciences a deposit of
$629,000 at the time the agreement was executed toward the purchase of the 15 machines that the Agent is obligated
to purchase and (ii) issued to Computer Business Sciences 45% of its then issued and outstanding common stock. In
return, (i) the Company issued to the Nissko Principals, including Yossi Koren, who subsequently became a director
of the Company, (a) warrants, exercisable through the date that is 60 days after the effectiveness of any public
offering of the Company's securities, to acquire an aggregate of 750,000 shares of the Company's Comimon Stock at
an exercise price of $1.25 per share (the "Class A Warrants") and (b) warrants, exercisable through March 19, 1998
(which have since expired by their terms), to acquire an aggregate of 750,000 shares of the Company's Common
Stock at an exercise price of $1.25 per share (the "Class B Warrants") and (ii) Computer Business Sciences agreed
to make a $10,000 contribution to the capital of the Agent upon its purchase of each of the first 15 machines. (See
“Restructuring of Nissko Arrangements” below.)

To secure certain payments under the master agent agreement with the Agent, Bruce Bendell, the
Company's Chairman and Chief Executive Office, and Doron Cohen, the Company's President and Treasurer, have
each pledged to the Agent 500,000 shares of the Company's Common Stock. In the event that certain financial
covenants are not met or superseded by definitive documentation resulting from the MOU (as hereinafter defined),
the Nissko Principals will have the right to foreclose on the piedged Common Stock.

If the proceeds of liquidating the pledged shares are sufficient to cover the deficit, the Nissko Principals
will be required to transfer to Mr. Bendell and Mr. Cohen in equal amounts the remaining 55% of the Agent's issued
and outstanding commeon stock. Messrs. Bendell and Cohen have agreed that upon receipt of that stock, they will
transfer it to the Company in exchange for reimbursement by the Company for the market value of their shares of
the Company's Common Stock foreclosed upon by the Nissko Principals.

Restructuring of Nissko Arrangements

The Company has entered into a Memorandum of Understanding (the "MOU™} with the Agent, the Nissko
Principals, and with the remaining limited partner of Nissko, Robert L. Rimberg. The MOU provides that: (i) Nissko
will transfer to the Agent, and the Agent will assumne, 2ll of the assets and liabilities of Nissko; and (ii) Computer
Business Sciences will acquire all of the issued and outstanding shares of common stock of the Agent in a tax-free
reorganization. Upon execution of the MOU, an aggregate $653,750 deposit that the Nissko Principais and Mr.




Rimberg had fously paid towards the full exercise price of the Class A Warrants was converted to a partial
exercise of th‘cs A Warrants. Upon such conversion, the Com issued an aggregate of 523,000 shares of its
Commen Stock to the Nissko Principals and Mr. Rimberg, 173,583 ich were issued to Yossi Koren, formerly a
director of the Company. Permitted resales will be expressiy subject to the voting rights of Bruce Bendell who holds
a proxy to vote 500,000 of these shares during the two-year restriction period. Subsequently, the parties agreed to
remove the contractual two-year restriction on sales of these shares to make such restriction consistent with current
restrictions under the Securities Act of 1933.

The MOU provides that upon execution of definitive documentation containing the terms and conditions
outlined in the MOU, (i) each of the Nissko Principals will receive 257,500 shares of the Company's Common Stock
and Mr. Rimberg will receive 27,500 shares of the Company's Common Stock, resales of ail of which shares will be
subject to restrictions on transfer and voting that are identcal to those described immediately above, and (ii) each of
the Nissko Principals will receive warrants to acquire up to 68,917 shares of the Company’s Comunon Stock and Mr.
Rimberg will receive warrants to acquire up to 20,250 shares of the Company's Common Stock, in each case for
$1.25 per share. Such warrants represent the unexercised balance of the Class A Warmants remaining after the
conversion of the $653,750 partial payment into 2 partial exercise as described above. Of these warrants
representing 227,000 shares of the Company's Common Stock, warrants for 144,714 shares, in the aggregate, were
exercised ratably by the Nissko Principals in December 1998, leaving a balance of 82,286 shares represented by
such warrants.

Nissko Jewelry Trading, Inc. ("NJT™), a company 33-1/3% owned by Mr. Koren, has entered into
agreements for the Agent's benefit with MCI, Sprint and Bell Atlantic (formerly NYNEX). These agreements
provide for the purchase by NJT on behalf of the Agent of telephone time or ransmission lines. The MOU provides
that the Company will indemnify NJT against any lability it may incur under these agreements and will place
200,000 shares of its Common Stock into an escrow account to secure this indemnification obligation.

Upon the effectiveness of the definitive documentation relating to the transactions contemplated by the
MOU the Agenr's master agent agreement will terminate and the piedge by each of Mr. Bendell and Mr. Cohen of
500,000 shares of the Company's Common Stock, referred to above, will be reieased.

It is the Company’s intention to reacquire the territoriai rights and Talkie Power Line Web Machines from
its other master agents in exchange for shares of Common Stock ar fair value. The Company has reached tentative
agreement with each such agent and is presently negotiating definitive memoranda of understanding.

Interactive Voice Response Software Programs

The second product group, interactive voice response software programs. consists of the following
applications:

Tatkie-Ad: permits cailers to browse through pre-recorded messages based on their search criteria, similar to a
talking classified ad.

Talkie-Attendant: automated receptionist feacures, including dial "0" for operator, name directories, call blocking,
call screening, music or company messages while on hold, paging, personalized menus, call queuing and
conversation recording.

Talkie-Audio: delivers pre-recorded mnformation in response to telephone inquiries and can serve as a talking
bulletin board.

Talkie-Conference: permits the user to schedule a conference call and then, when the conference call is to occur,
either cails the participants or permits them to dial in, and provides the chairperson with various options during the
call.

Talkie-Dial: places a telephone call, using a user-supplied list of telephone numbers and delivers voice information
with the capability of asking questions, accepting answers and updating the system to reflect the answers.




Talkie-Fax: permitsgsar to program a facsimile into the system and t it o a user-supplied list of numbers
and permits users to wansmit to callers upon their request written infm'lw1 programmed into the system such as
directions, product information, price lists or news releases.

Talkie-Form: perrnits the user to set up a questionnaire and colfect answers to pre-recorded questions.
Talkje-Mail: permits the user to record, send, receive and retrieve voice messages from personal mailboxes.
Talkie-Query: responds to callers' inquiries using information stored in the system database.

Talkie-Trans: accepts orders, issues orders {including delivery instructions} and faxes order confirmations.

Users of the Talkie interactive voice response system can also customize the foregoing applications o create new
applications using Talkie-Gen, which is an application generator that uses a simple programuming tanguage.

In addition to the applications listed above, users may also purchase any of the foilowing ofi-the-sheif applications:

Talkie-Dating: permits the user to supply a dating service that will permit the user's customers to place and browse
through personal ads, register for service and record and listen to messages.

Talkie-Follow-Me: permits the user to supply a telephone tracking service that enables the user's customers to obtain
a single telephone number that will continually forward incoming calls to a user-defined series of telephone numbers
(such as work, cellular, home, pager aud voice-mail),

Talkie-Wake-Up/Reminder: permits the user to supply a wake-up or reminder service that will call a user supplied
number with a user-supplied message at a specified time.

All of the Talkie interactive voice response applications operate in up to mine languages.

Info Systems also provides customers with industry-specific and customized applications of its interactive
voice response technelogy. For example, Info Systems has developed a product called Talkie AutoCom for use by
automobile dealers. See "Automotive Sales Division-Operating Strategy.”

The Taikie interactive voice response software package is sold by the Company through Info Systems.

Talkje-Globe, the trademark for, and the name used by the Company to describe, its third
telecommunications product, is a software-based integrated cail-back, debit-card and long-distance reseliing system
and includes all of the Talkie interactive voice response software programs. Typiczlly, international callers based in
countries where the telephone system is a state-owned monopoly must pay high per-minute rates fixed by the
state-owned company. One method of securing a lower rate is the "call-back” system offered by Info Systems'
Talkie-Globe, Using Talkie-Globe, the foreign caller first places a telephone call from the foreign country to the
United States or Canadian telephone number where the Talkie-Globe system is located and disconnects without the
call being connected so that no charge is assessed for the call. Talkie-Globe recognizes the telephone number from
which the foreign call was placed and then places a call to that telephone number from the location in the United
States or Canada where the Talkie-Globe system is located to the foreign caller and provides the foreign cailer with
a dja} tope. The foreign caller then places a telephone call through the United Stares or Canada to the desired
destination. The foreign caller thus pays for two calls: (i) the call back from the Talkie-Globe system [ocated in the
United States or Canada to the caller in the foreign market and (it} the call that the caller places through the United
States or Canada to the desired destination. The sum of the costs of the two calls piaced from the Talkie-Globe
system locaied in the United States or Canada will be lower than the cost of a single call placed directly from the
applicable foreign market to the desired destination, The Talkie-Globe system also has a debit card feature, which
permits a caller to purchase a stated value of cailing time, and debits that vajue as the cailer uses the prepaid calling
time.

Talkie-Globe is 50id by the Company through Info Systems.



Marketing and Sales .

Historically, the Company’s strategy with respect to the Talkie Power Web Line Machine has been
threefold. First, it sold additional machines through its existing master agents as they expanded their businesses by
providing telephone service to additional foreign markets. Second, as demand for the machines increased, it
intended to add additional master agents and/or replace any existing master agents who were not complying with
their master agent agreements and to enter into strategic partnerships with such new and replacement master agenis
that would permit the Company to share in the revenue generated by the master agents’ sale of telephone time.
Third, it intended continually to adapt advancing computer and telecommunications technology to improve and
custornize the performance of the machines. Currently, the Company is in the process of acquiting the territorial
rights and equipment from its master agents and intends to opemte its Talkie Power Web Line Machines on its own
behalf in preparation for these activities to be divested. The Company anticipates comswunmating all such
arrangements in the second quarter of 1999,

The Company installs, maintains and services all Talkie Power Web Line Machines at the Company's
offices in Kew Gardens, New York, where the machines are boused. Historically, for these services, the Company
received both a fixed fee and a volume-based fez. To date, billing arrangements have been informal, and the cost to
each master agent has been calculated by determining the aggregate maintenance and service costs for all the
machines, adding a percentage markup and charging each master agent its ratable portion based upon the number of
machines it has purchased. The Company also customized the performance of the machines for the respective master
agents and for use in particular countries, for which it has received a fee that is negotiated by the Company and the
applicable master agent based upon the complexity of the custorization. As noted above, all master agents have
been required by contract with the Company to locate their purchased Talkie Power Web Line Machines at the
Company's principal office and to have all required installation. service and maintenance performed by the
Campany. In addition to the services it provides with respect to the Talkie Power Web Line Machines, the Company
also has provided services for the various other Talkie products and for the Business Control Software, if requested
by the users.

The Company typically sells its imteractive voice response software programs to entrepreneurs who wish to
operate a telephone-based service business with low overhead and fixed costs. The typical interactive voice response
software package requires only a personal computer and voice card for use and costs $1,295. Each of the
off-the-shelf applications costs an additional $795. The Company intends to maintain and ephance this facet of its
business in preparation for its planned divestiture. As such, its plans include a focus of its efforts with respect to its
Talkie interactive voice response software programs on the market for industry-specific and custornized applications
in which it generally realizes higher profit margins in order to maximize its value to potential acquirors. As the
Company targets a given industry, it expects te hire sales pessonnel familiar with that industry and to attend trade
shows to market its product. In addition, the Company intends to expand sales of its interactive voice response
system into Europe and South America.

The Company typically sells four to five of its Talkie-Globe systems per month to entrepreneurs who wish
to provide a telephone business with low overhead and fixed costs and to small foreign telephone companies. Users
of Talkie-Globe purchase international calling time from long-distance telephone companies such as MCI
Communications Corp. and resell such time at a mark-up. The typical Talkie-Globe system consists of three
personal computers, proprietary software and a voice card and sells for approximately 325,000.

The Company realized gross revenues of $844,000 dnring 1997 and 51,089,000 during 1998 from the sale
of its. Talkie interactive voice response software programs and of Talkie-Globe (excluding intercompany sales). The
Company's gross profit margin on sales of its Talkie products, including interactive voice response software
programs was approximately 28% for 1997 and approximately 35% for 1998. The results of operations for
information systems has been included with discontinued operations in the Company's consolidated financial
statements.




prefabricated pieces thar are typically two to four feet in length. iece consists of a pre-formed plastic shell that
is filled with pourable cement. Each pre-formed shell has a rec lar cross-sectior, with a linear ribbed exterior
and tubular interior. Each end of the pre-formed shell has an extension that can be coupied to the next section in
end-to-end fashion.

uct covered by the Company's artmored ﬂt patents is assembled underground from

Potentiaily, the design of the armored conduit offers several advantages aver other types of conduit. First,
because the armoted conduit system is assembled from pre-fabricated pieces, if there i5 a problem with a single
piece, only that piece, rather than the entire conduit system, needs to be replaced. The problem piece will be
replaced with a replacement piece thar has a top and bottom half. The bottom half of the replacement piece will first
be put in place and coupled to the pieces on either side. The wires will then be placed in the bottom balf of the
interior tube. The top half of the replacement piece will then cover the wires and be coupled to the pieces on either
side. Second, the linear ribs on the exterior of the pre-formed shells increase the stractural strength of the shells and
permit them to be interlocked when stacked for storage or shipment, thereby reducing the risk of damage. Third, the
outer plasiic shell of the armored conduit system protects it from waier, chemicals and other elements to which
underground conduit systems are exposed. As a result of all of 1hese advantages, the armored conduit system can be
expected to be more durable than existing types of conduit.

The Company has been engaged in limited research and deveiopment activities relating to the armored
conduit, and expects, given the availbility of funding, to continue these activities in order to enhance @ts vafue to
potential acquirors.

Research and Develogment

The Company's wholly-owned subsidiary Computer Business Sciences (Israel) engages in research and
development (3} {o improve its existing telecommunications software, and to adapt the software to changing personal
computer environments, (i) to expand the software to new uses and (iii) to develop new software, products and
applications. Computer Business Sciences (Israel) is headed by Dr. Zvi Barak, who was responsible for rhe
development of the Talkie technology and refated Talkie products and of the business control software. The
Company spent approximately $207,000 and $3006,000 on research and deveiopment in 1997 and 1998, respectively,
with respect to such division. Research and development with respect to the armored conduit technology and the spa
and bath fixture technology is conducted by the Company through its wholly-owned subsidiary Premo-Plast. The

Company spent approximately $33,750 and $200,000 respectively, in 1997 and 1998 on research and developmen:

with respect to such division. Such division currently has no custormers.
Intellectual Property

The Company bas registered the name "Talkie" as a wrade.mark in Canada. The Company has file:
applications with the United States Patent and Trademark Office 1o register the names "Talkie" and "Talkie-Globe
and "BCS Software” as trademarks in the United States. As an additional method of protecting its proprietar
technology, the Company requires that ail of the Taikie Power Web Line Machines that it sells remain at th
Company’s offices in Kew Gardens, New York and that all instaliation, service and maintenance of the machines £
perfonmed solely by the Company. The Company also relies on trade secret protection. confidentiality agreement
and other laws to protect its technology, but belicves that these rights may not necessarily prevent third parties fror
developing or using similar or related teclmology to compete against the Computer Telephony an
Telecommunications division's products.

The Company owns two United States patents, issued in June 1993 and May 1994, respectively, relating -
the armored conduit technology and also owns a Canadian patent application relating to such technology. |
addition, the Company bas filed two applications for a United States patent relating to the spa and bath fixmres ar
related installation method for which it received a patent. The Company has aiso filed two applications relating
the spa and bath fixtures and related installation method under the Patent Cooperation Treaty designating Australi
Canada, China, Japan and the European Patent Office (up to 18 countries) as recipient countries, Under such treni
the Company will have the option to individuaily file separate applications in the designated countries ar
appropriate future date. In addition, the Company relies on confidentiality agreements and other laws to protect
technology. The Company believes that it may be possible for third parties to develop technology that provides i



same features as the Company's plastic products without infringing the Company's rights or making use of its
proprietary 1 logy. ‘

Competition

Although the Company has many competitors, many of which enjoy greater resources than it, the Company
believes its Talkie Power Web Line Machine has certain technological features providing it with advantages over its
competitors’ products and services, While other companies manufacture and sell waditional telephone switching
equipment, such equipment is expensive to purchase and maintain as compared to the Talkie Power Web Line
Machine. Moreover, the Company believes that the proprietary nature of the Talkie Power Web Line Machine's
software program provides the Company a significant head start over a potential competitor who wishes to develop a
competing product. There can be no assurance that the Company will be able to maintain such technological
advantages, if any, in the future,

The Company will compete, after the acquisition of the territorial rights and equipment of its master agents,
with other providers of international telephone service. The market for intemational telephone service is highly
competitive. In additional to the major service providers such as AT&T, MCI and Sprint, there are numerous smaller
service providers as well as resellers, who do not own and operate equipment but purchase telephone time from
service providers at a discount and resell that time to the public. The Company believes that a primary competitive
factor in the industry is pricing. The Company believes that the use of the Taikie Power Web Line Machine, which
is less costly to purchase and maintain than traditional switching equipment, will enable it to offer telephone cailing
time at lower rates than competitors whose rete structure must account for the higher cost of such traditional
switching equipment. As a result of deregulation in foreign countries, which could result in competition from other
service providers with large, established customer bases and close ties to governmental authorities in their home
countries and decreased: prices for direct-dialed international cails, the Company may face increasing competition
which could adversety affect the Cormnpany's gross margins on phene services sold for its own account and, thereby,
reduce the Company's income.

The Company's Talkie interactive voice response sofiware programs compete with products sold by
approximately two dozen entities in North America, including AT&T, Northern Telecom and others. However, in
the more limited market for industry-specific and custom interactive voice response applications, the Company
knows of only one direct competitor. The Company's Talkie-Globe system competes with telephone callback
praducts sold by approximately six other entities.

As a result of its reliance on the Company's proprietary software rather than hardware components to
operate, the purchase price and maintenance costs of the Company's Talkie interactive voice response software
programs and Talkie-Globe are believed to be generally lower than those of competing products. In addition,
because software is easier to alter than hardware components, the Company 1is able to customize its products or
modify its products to incorporate changing technology more quickly and ar a lower cost than its competitors.

Nowwithstanding the Company's competitive advantages however, many of the producers of products
competitive with the Company's, and companies wishing to enter the market in which the Company's products
compete, have well established reputations, customer relationships and marketing and distribution networks. Many
also have greater financial. technical, manufacturing, management and research and development resources than
" those of the Company, may be more successful than the Company in manufacturing and marketing their products
and may be able to use their greater resources and to leverage existing relationships to obtain a competitive
advantage over the Company.

If the Company's armored conduit is developed into a commercially viable product, it will compete with
PVC duct encased in concrete, cement or concrete tubing and metal tubing, all of which are established methods.
The Company's spa and bath fixtures will compete with existing types of such fixture. Because the Company's
fixtures and installatton method permit single-person assembly rather than the two-person assembly required by
existing products and installation methods, the Company believes that use of its fixtures will result in significantly
reduced assembly time and costs.




Many producers and distributors of products competij ith the Company's spa and bath fixtures
and armored co may have well established reputations, custom tionships and marketing and distribution
networks, They may also have preater financial, technical, manufacturing, management and research and
development resources than those of the Company, While the Company believes that its spa and bath fixtures and
installation method and its armored conduit will have significant advantages over existing products, the Company's
competitors may be more successful than the Company in manufacturing and marketing their products and may be
able to leverage existing relationships to obtain a cornpetitive advantage over the Company.

Planned Activities

In February 1999, CBS launched IG2™ (Internet Generation Two), a multimedia network platform that is
expected to provide high speed Internet access, e-Commerce capabilities, local and long distance service, television
quality video conferencing and television programming through existing telephone wires already installed in the
customer’s home andfor small business. IG2™ is believed by the Company to be the next generation platform in
Internet and communications delivery. The Company expects to price IG2Z™ services at a substantial discount over
current rates charged for telephone, cable and Internet access combmed. IG2™, Inc., a subsidiary of CBS, was
designated to deploy IG2™ services.

The initial trial roilout, Phase I, presently projected for the third quarter of 19599, targets twenty-two cities
and expands to sixty-thre¢ cities by the end of that year. Phase I, using an asynchronous transport mode (“ATM™)
technology, is expected to offer gnaranteed quality of service, carrier class-level voice over internet (*Voice/IP”)
long distance service at aggressively competitive rates. Phases II and III of this enterprise, utilizing state-of-the-art
digital subscriber line (*DSL") equipment, are expected to provide a wide array of Voice/IP services including local
dial tone, call-back, dial-around, traditional long distance and high speed internet access. Additionally, because this
technology permits broadband service over existing copper wires, the Company’s Techmology Division is
positioning itself to offer; at very competitive prices, additional services such as virtual private networks (“VPN"),
movies on demand and pay TV, home shopping, banking, telemarketing, tele-medicine, video conferencing and
distance leaming, to enhance its value in the event of divestiture.

Also in February 1999, CBS received approval to operate as a facilities-based Carrier of
Telecommunications Services and Intrastate Interexchange Services in New York, Florida and California. This will
enable CBS through IG2™ to provide XDSL services in these states.

No assurance can be given that the Company will be successful in developing the foregoing preducts or
services, or that if successfully developed, such products or services will result in revenues to the Company or be
attractive to potential acquirors of this operation.

Recent Developments

In January 1999 the Company and CBS entered into a Securities Purchase Agreement with certain
purchasers nmamed therein {the "Purchasers™), pursuant to which the Company and CBS agreed to seli up to0 2,750
Units (the "Units"), each Unit consisting of {a) in the first tranche, (i) a 12% Convertible Debenture of the Company
in the principal amount of One Thousand Doilars ($1,000) of the Company (the "Debentures"), convertible on
certain terms-and conditions into shares of the Cornpany's common stock, par value $0.01 per share (the "Common
Stock"), (ii) 36.3636 shares of Common Stock, (iii) warrants {the "Warrants") to acquire 83.3333 shares of Commeon
Stock and (iv) warrants (the "CBS Warrants") to acquire 25.4545 shares of common stock, par vaiue 30.01 per
share, of CBS (the "CBS Shares"), and (b), in the second tranche, (i) a Debenture in the principal amount of Cne
Thousand Five Hundred Sixty-Three and 64/100 Dollars (51,563.64) and (ii} Warrants to acquire 130.3030 shares of
Common Stock and {c) in the third tranche, (i) Debentures in an aggregate principal amount of One Thousand Five
Hundred Sixty-Three and 64/100 Dollars ($1,563.64) and (ii) Warrants to purchase 130.3030 shares of Common
Stock. The shares of Common Stock issuable upon conversion of or otherwise pursuant to the Debentures are
referred to herein as the "Conversion Shares” and the shares of Common Stock issuable upon exercise of or
otherwise pursuant to the Warrants are referred to herein as the "Warrant Shares.” The Company closed on the first
tranche of $2.75 million and issued to the Purchasers, in the aggregate, Debentures in the face amount of $2.75
million, 100,000 shares of Common Stock, Warrants to acquire 229,167 shares of Common Stock and CBS
Warrants to acquire 70,000 CBS Shares. Consummation of the second and third tranches is conditioned upon,




among othngs, achievement by the Company and CBS o in mutually agreeable milestones and under
certain con , approval by the shareholders of Fidelity. The tures are convertible into Common Stock of
the Company at any time after the date of issue (subject to certain volume lirnitations). Upon conversion, holders
will be entitled to receive a number of shares of Common Stock determined by dividing the outstanding principal
amount of the Debentures by a conversion price equal to the lesser of 90% of the average closing bid prices for the
Common Stock during a defined period prior to conversion, and $4.20 (but in no event less than $3.00, and subject
to adjustment upon the occurrence of certain dilutive events). The Warrants are exercisable for shares of Common
Stock of the Company. Upon exercise, holders will be entitled to receive shares of Common Stock for an exercise
price of $4.20 per share. The Warrants will expire on January 25, 2004. The CBS Warrants are exercisable for
shares of Common Stock of CBS. Upon exercise, hoiders will be entitled to receive shares of Common Stock for an
exercise price of $0.001 per share. The CBS Warrants will expire on January 25, 2004.In connection with this
transaction, the Company also entered into a Registration Rights Agreement with the Purchasers under which the
Company is required to file a registration statement on Form S-3 by March 11, 1999, subject to certain specified
exceptions, which have been met, covering resales of the Conversion Shares and the Warrant Shares (the “Resale
Registration Statement™). Under the Registration Rights Agreement, the Company may be required to make certain
payments to holders of the Debentures as partial damages if, among other things, the Resale Registration Statement
has not been declared effective by the Securities and Exchange Commission on or before July 9, 1999, subject to
certain specified exceptions. In comnection with the placement of the Debentures, the Company paid to Zanett
Securities Corporation, the placement agent for the transaction (the "Placement Agent") a fee and non-accountable
expense allowance of 6.9%, and the Company also issued to the Placement Agent, and its assignees, 50,000 shares
of the Company’s Common Stock, 30,000 shares of CBS Common Stock and warrants to purchase an aggregaie of
114,583 shares of Common Stock at an exercise price equal to $4.20 per share, See “Management’s Discussion and
Analysis of Financial Condition.”

item 2. Description of Property.

Major Auto 6WRs an approximately 12,000 square foot facility consisting of office and automobile showroom
space in Long Island City, New York, as well as an approximately 40,000 square feet service facility in Long Island
City, New York, both of which it acquired in the Major Auto Acquisition. Apart from the foregoing, neither the
Company nor any of its subsidiaries owns any real estate or plants. All other operations of the Company and its
subsidiaries are conducted from locations leased from unaffiliated third parties.

The Company leases approximately 6,800 square feet on two floors in Kew Gardens, New York. The
lease for the floor that the Company currently uses for executive offices and to house the Tatkie Power Web Line
Machines consists of approximately 2,800 square feet and expires on March 31, 2001, but the Company has the
option to extend the lease for one additional five-year term. The current annual rent under such lease is $69,448.50,
but will be increased by 3.5% on a compounded and cumnulative basis each lease year. If the Company elects to
extend such lease, the base rent for the extension period will be the greater of the base rent on March 31, 2001 at the
termination of the originai lease period or the then fair market rental of the premises.

The lease for the other floor in Kew Gardens, New York consists of approximately 4,000 square feet and
is occupied pursuant to the terms of a sublease between Major Fleet, as lessee, and an unrelated third party, as
lessor. The lease expires on January 14, 2000 and contains no renewal provisions, The current annual rent under
such lease is $73,992. Pursuant to an informal arrangement, (i) Computer Business Sciences pays such rent on
behalf of Major Fleet, (ii) a portion of the leased space is used by Computer Business Sciences for additional office
space and (iii) a portion of the leased space is used by Associates to operate the customer service division of its
reselling operations.

The Company believes that its current facilities are suitable and adequate for its current needs, but could
require additional facilities to accommodate any future expansion.

Computer Business Sciences {Israel) leases from an unrelated third party approximately 1,517 square
feet of office space in Raanana, Israel. The lease expires on September 1, 1999, but Computer Business Sciences
{Israel) has an option to renew the lease for an additional two-year period. The current annual rent under such lease
is $22,620 and will increase by 6% on July 1, 1999.




Systems leases from an unrelated third party imately 1,415 square feet of office space in
Downsvie rth York, Canada. The lease expired on October 98, but Info Systems renewed the lease for an
additional two-year period. The current annual rent under such lease is $19,810 and is not subiect to escalation.

Major Subaru subleases from an unrelated third party approximately 2,500 square feet of office and
automobile showroom space m Woodside, New York. This lease expired on January 31, 1998 but is continuing on a
month-to-month basis. The current annuai rent under such lease is $114,000.

The Company has an interest in the following leases, under which Major Auto presently pays aggregate
annual rental payments of $423,000:

Major Chrysler, Plymouth, Jeep Eagle leases from an unrelated third party approximately 17,400 square
feet of office and automobile showroom and storage space in Long Island City, New York for an annual rental of
$90,000. This lease expires on October 31, 2001, but Major Chrysler, Plymouth, Jeep Eagle has the option to extend
the lease for one additional ten-year term.

Major Auto leases from an unrelated third party approximately 2,000 square feet of lot space in Astoria,
New York adjacent to the main Major Dodge showroom. This lease expired on June 30, 1997 at which time the
annual rent was $33,000. Major Auto is currently renegouating such lease and remains in possession of the premises
under an oral month-to-month lease. Major Aute does not believe that this property is matenial to the operation of
Major Auto.

Major Chevrolet leases from an unrelated third party, for $300,000 annually, two adjacent automobile
dealership facilities in Long Island City, New York, comprising approximately 250,000 square feet. This lease
expires on February 1, 2004, but Major Chevrolet has the option to extend the lease for up to three additional
five-year terms.

Item 3. Legal Proceedings.

On Novernber 22, 1996, the Company and its wholly owned subsidiaries Computer Business Sciences
and Info Systems filed an action in the New York Supreme Cowrt, Queens County against Michael Marom
("Marom™) and M.M. Telecom, Corp. ("MMT™). The Company and its subsidiaries are secking damages of
55,000,000 for breach of conwact, libel, slander, disparagement, violation of copyright laws, fraud and
Tnisrepresentation,

On February 4, 1997, the defendants filed a counterclaim against the Company and its subsidiaries
seeking damages of $50,000,000 of compensatory and punitive damages for breach of contract and vioiation of the
Lanham Act. The defendants alege in their counterclaim that the Company, Computer Business Sciences and Info
Systems misappropriated and altered software developed by Marom in order to prevent competition with the
Company’s Taikie-Globe. Both parties to the litigation have filed responses to the counterciaims.

The Company, Computer Business Sciences and Info Systems have filed a Motion to Dismiss Marom
and MMT’s counterclaims for failure to state a cause of actjon. While there was minimum opposition, Marom and
MMT did cross move to amend their answer and counterclaims to include thirteen causes of action. The Company
has submitted opposition to this amendment attempting to show that the proposed amended counterclaims have ne
merit. All papers in the action have been recently submitted and the Company is awaiting a decision from the Court.
The Company and its litigation counse! believe that the Company and its wholly owned subsidiaries have a good
basis to oppose Marom’s and MMT’s counterclaims. The  Company
has recetved notice of a claim by Mr. Daniel Tepper, of Los Angeles, California. Mr. Tepper had contacted the
Company claiming to have acquired, through foreclosure of a security interest, 12,000 shares of its Common Stock
originally issued to Progressive Polymerics International, Inc. ("PFYM") in a private placement. He requested that
the Company issu¢ certificates representing the shares in question that did not bear a legend restricting their ransfer,
on the basis that the shares had been keld by his predecessor in interest for a length of time sufficient to allow their
unrestricted resale in-accordance with Rule 144 promulgated under the Securities Act. The Company was advised by




counse it should not issue the unlegended share centifi equested by Mr. Tepper unless he showed that he
acquir relevant shares in a transaction allowing him advantage of his predecessor's holding period for
the shares in question.

The Company's legal counsel contacted Mr. Tepper in Novenber 1997, seeking to verify details of the
claimed foreclosure in order to verify Mr. Tepper's eligibility to take advantage of his predecessor's holding period
for the shares in question. Mr. Tepper never responded to that inquiry. Instead, on December 23, 1997, Mr. Teppet:
acting through counsel, asserted a number of claims against the Company, including claims arising out of
transactions dating back to the 1995 acquisition by the Company of the ammored conduit patents. See "Description of
Business-Plastics and Utility Products Operations.”

The Company has been advised by counsel that Mr. Tepper's claims are without merit. However, one o
the aliegations made by Mr. Tepper prompted an inquiry by the Company into one of the circumstances of the:
transaction.

On October 15, 1996 the Company, Progressive Polymerics, Inc. ("Progressive”) and PPYM signed =
First Amendment to the Patent Sale and Purchase Agreement (the "First Amendment”) between them dated
November 14, 1995, The First Amendment, which was dated September 30, 1996, settled a ¢laim by the Compan:
against Progressive and PPYM related to undisclosed additional development costs related to the ammored condui-
patents. The Company commenced litigation against Progressive and PPYM in wiich it sought a reduction in th-
purchase price for the armored conduit patents. The First Amendment changed the purchase price from 5500,000 i
cash to the sum of (i) $100,000 in cash, (ii) 160,000 shares of the Company's Common Stock and (iii) warrants
purchase an additional 160,000 shares of the Company’s Common Stock.

The Company was advised by the President of PPYM, Terrence Davis, prior to signing the Firs
Amendment, that the First Amendment had been approved by a majority of the shareholders of PPYM. Howeve:
Mr. Tepper's claim included an assertion that the version of the First Amendment that PPYM's sharehoides
approved failed to include a provision, added just prior o signing, giving the Company the right to repurchas
80,000 of the 160,000 shares issued to PPYM.

Upon receipt of Mr. Tepper's claim, the Company contacted Mr. Davis, who confirmed on January
1998 that the version of the First Amendment approved by PPYM's shareholders did not include the repurcha:
provision. The reason given by Mr. Davis was that, as President of PPYM, he believed he had the authority to agr:
to the repurchase provision on PPYM's behalf without shareholder approvai.

The Company has accordingly revived its legal action that was pending against PFYM and Progressi:
at the time of the First Amendment, in which it sought modification of the purchase price due pursuant to the Pate
Sale and Purchase Agreement with PPYM.

The Company, assuming it is successful in the prosecution of this litigation, will then seek to recov
damages from PPYM and Progressive related to the misrepresemtations conceming additional developmse
expenditures required in connection with the patents covered by the Patent Sale and Purchase Agreement. The
misrepresentations were the subject of the legal action referred to in the preceding paragraph.

Item 4. Submission of Matters to a Veote of Security-Holders.

None.

PART T |
Item 5, Market For Common Equity and Related Stockholder Matters.

Market Information




f;).ober 7, 1998, the Company’s Common Stock w roved for trading on the NASDAQ SmallCap
Market § From the time of the listing through April §, 19 e high bid price was $18.50 and the low bid
price was $3.375; quarter-end high and low bids were {as reported by Nasdaq Trading & Market Services) which
quotations reflect inter-dealer prices, without retail mark-up, mark-down or commission, and may not reflect actual
transactions: '

Quarter Ended High Bid Low Bid
March 31, 1999 $18.50 $6.125
December 31, 1998 £6.5625 $3.375
September 30, 1998 558125 £3.625
June 30, 998 $4.875 $4.125
March 31, 1998 $4.625 $4.0625
December 31, 1997 $5.375 $4.00
September 30, 1997 $4.375 $3.50
Jung 30, 1997 $5.50 $4.00
Shareholders

As of April 8, 1999 there were 739 holders of record of the Company’s Common Stock.
Dividends

The Company has never declared dividends on any class of its securities and has no present intention to
declare any dividends on any class of its securities in the future.

Recent Sales of Unregistered Securities

The securities described below of the Company were sold by the Company during 1998 without being
registered under the Securities Act. All such sales made in reliance on Section 4(2) of the Securities Act were, to the
best of the Company's knowledge, made to investors that, either alone or together with a representative that assisted
such investor in connection with the applicable investment, had such sufficient knowledge and experience in
financial and business matters to be capable of evaluating the merits and risks connected with the applicable
mvestnent.

1. In April 1998, the Company issued $600,000 principal amount of its 10% Convertible Subordinated
Debentures due 1999 (the “Debentures”) to ane institutional investor and two accredited investars, for aggregate
proceeds to the Company of $600,000.

2. In April 1998 the Company issued 350,000 shares to Cmni-Teleservices, Ing. at a per share price of
$3.28 in consideration for the acquisition of telephony territories and equipment.

3. In June 1998 the Company issued 10,500 shares to Filas Group, Inc. at a per share price of $3.15 in
consideration for services rendered.

4. In July 1998 the Company issued 17,000 shares to 170 Major Auto employees at a per share price of
$2.98 in consideration for services rendered.

5. In July 1998 the Company issued 3,000 shares to Stephen Glicker at a per share price of $2.98 in
consideration for services rendered.

6. In August 1993 the Company issued 18,000 shares to Pinky Gems Export Co., Ltd. at a per share price o7
$3.28 in consideration for consulting and telephony services and equipment.

7. In August 1998 the Company issued 150,000 shares to Robert LaRea at a per share price of $3.28 in
consideration for services rendered.




3. h.aber 1998 the Company issted 187,500 shares ta.wnt Investment at a per share price of $3.19
in consideration for consulting services.

9. In October 1998 the Company issued 40,000 shares to S & L Telecom at a per share price of $3.19 in
consideration for services and equipment.

10. In October 1998 the Company issued 50,000 shares to Robert Kaszovitz at a per share price of $3.19 in
consideration for services and equipment.

11, In October 1998 the Company issued 50,000 shares to Riki Roth art a per share price of $3.19 in
consideration for services rendered.

12. In October 1998 the Company issued 100,000 shares to TULA Business at a per share price of $3.19 in
consideration for consuiting services.

13. In December 1998 Nissiko Partners exercised warrants to purchase 144,814 shares at a per share price
of $1.25.

14. In December 1998 the Company issued 19,800 shares , in the aggregate, to all of the Company’s
employees at a per share price of $3.48 as a year-end bonus.

Item 6. Management's Discussion and Analysis of Financial Condition.

The following. discussion of the operations, financial condition, liquidity and capital resources of the
Company and its subsidiaries should be read in conjunction with the Company’s audited Consolidated Financial
Statements and related notes thereto included elsewhere herein.

This annual report contains, in addition to historical information. forward-looking statements that involve
risks and uncertainties, The Company’s actual results could differ significantly from the results discussed in the
forward-looking statements.

The Company

COn May 14, 1998, the Company, a holding company whose primary purpose is the regionai consolidation
of the retail automotive industry, acquired, from a related party, Major Auto and related real estate for
approximately $14 million in cash and capital stock, Previously, as a holding company, Fidelity Holdings, Inc. was
involved in the acquisition and development of synergistic techoological and telecommunications businesses and
sought to capitalize on other opportunities. The Company's Board of Directors i5 seeking to divest the Company of
its non-automotive operations in order to maintain the Company’s focus on the regional consolidation of retail
automotive dealerships. Accordingly, all such non-automotive operations have been classified collectively as
“Discontinued Operations.”

As a result of the acquisition of Major Auto, which, together with the Company’s automotive leasing
subsidiary, Major Fleet, represent the continuing operations of the Company, the Company is now one of the largest
volume retailers in New York City of new and used vehicles. Major Auto currently maintains the following
dealerships, all of which are located in Queens, New York: (i) Chevrolet; (ii} Chrysler and Plymouth; {iii} Dodge;
{iv) Jeep; and (v) Subaru. The acquisition was accounted for as a purchase. Accordingly, the consolidated results of
operations of the Company include the results from Major Auto only since the date of acquisition on May 14, 1998.
Such results are not aecessarily indicative of the results for 2 full year.

Results of Continuing Operations - Year Ended December 31, 1998 and Year Ended December 31, 1997

Revenues. Revenues for the year 1998 increased approximately 597,625,000 or 10,200% over the prior
year. Such increase was almost solely attributable to the ezmings of Major Auto which were $97,587,000 for the




period May 14, 1998 (date of acquisitian) to December 598, Revenues for Major Fleet increaged
approx ly $38,000 (4.1%) w0 $992,451 in 1998

Cost of Safes. The cost of sales in 1998 of $84.1 million is artributable to Major Auto’s operations since it
acquisition on May 14, 1998. There is no comparable amount for the prior year.

Grass profit. Gross profit, which showed a net increase of 313.5 million, or 1,400%, to $14.5 million fot
1998, 15 almost toually related to the operations of Major Auto, the gross profit of which was $13.5 million since its
acquisition on May 14, 1998, Gross profit as a percemage of sales for Major Auto in 1998 was 13.8%. Managemen.
of the Company believes that Major Auto’s profimbility during 1998 was enhanced as a resnlt of a strike by the
employees of General Motors Corpotation (the “GM strike”) which took place near the time that Major Auto was
acquired by the Company. The Company believes that because Major Auto’s Chevrolet dealership had a substantia.
mventory of new cars at that time while there was generally a shortage of such cars elsewhere, the Company war
able to realize greater gross marging than it otherwise would have in a more competitive sifuation. Additionally, the
Company believes that in instances where customers at its Chevroier dealership were resistant to the price level 2
that time, Major Auto was able tp direct such customers to its orher dealerships where prices for similar vehicler
were more competitive, thus increasing overall sales. It should also be noted thac the acquisitton of Major Auto toot
place at 2 tire during the year where autornotive vehicle sales generally rise and after the winter months when suc!
sales generally decrease. For all of these reasons, the results for the period May 14, 1998 (date of acguisition) «
December 31, 1998 are not necessarily indicative of the results for a full year or for any funure period within a year,

Cperating expense. In 1998, operating éxpenses increased approximately $10.3 raiftion from $1.2 millio
in 1997, almast al} as a result of the acquisition of Major Auto on May 14, 1998, Operating expenses attributable ¢

Major Auto since that date aggregaied $10.5 million,

Interest expense. Intesest expense, net, had a net increase of 5633,184 to 5754,18% in 1998, from mrere:
expense of $121,005 tncurred in 1997. This s primarily related to the floor plan interest of $203,998 and intere:
incurred in financing the acquisition of Major Aute amounting wo 3473,429 and, to a lesser extent, 569,113 ¢
imerest attributable to the Company, including 543,806 of imerest accrued on outstznding debenwres, partiall
offset by inceme of 383,951 and a stoafl decrease in Major Fleet's inerest cost.

Disconrinued operations. The Company expesienced a loss from discontinued operations in 1998
$(975,161) compared with a profit in discontinued operations in 1997. This is primarily the vesult of the Company
detenmination in the third quarter of 1997 to acquire the territorial and other rights and equipment of its existi:
Master Agents. Accordingly, the Company balted sales 1o Master Agents during the third quarter of 1997 and had
1evenue from 1his source in 1998, Additionally, the Company has been seeking the appropriate economically viat
means to divest itself of its non-autometive operations, incinding ifs wlephony technology, 1G-2 project and plast
operations, In arder to pursue such divestiture at the maximum powential valuation, the Company has incurred :
co§is necessary to maintain and enhance those facets of its business in order to make them marketable. All su

costs are included in discontinued operations.
Resuits of Operations ~ Year Ended December 31, 1997 and Year Ended December 31, 1996

Revenues. Revenue from continuing operations for the year 1997, all attributable to Major Fleet,
$953,033, less than a 32,000 increase from the prior year's revenue of $951,261. Inasmuch as there were no ot
contipuing operations and there ate ne costs of sales related 1o leasing incorne, the amounts and the change
revenue is equal to the gross profit for the respective periods,

Operating expense, In 1997, operating expenses from conrnuing operations had 2 net increase
approximately $488,000 from $727,000 in 1996 to approximately $1.2 million. Approximarely $614,000 of
increase was atiributable to a fll year’s operations of Major Fleet which was acquired in 1996, offset by a decre
in the Company’s aperating expense of approximately $126,000.

{nreres expense. Inierest expense increased by $92,234 to $121,005 in 1997 compared with inte
expense of $28,771 incurred in 1996. This increase is primarily related to the operations of Major Fleet which
an increase of $102,071 offset by a decrease in Fidelity Holdings, interest expense of $9,837.



Assets, Liquid“gd Capital Resources ~ December 31, 1998

Primarily as a result of the acquisition of Major Al@ the Company’s total assets increased to
approximately $49.4 million at December 31, 1998 from approximately $9.4 million at December 31, 1997. For the
same reason, stockholders’ equity increased to approximately $16.5 mullion from $6.5 million at December 31,
1997. Included in the Company’s current assets is 37,074,164 of net assets held for sale. This amount represents the
total of assets less related liabilities from the Company’s former Technology and Plastics Divisions, the operations
of which the Company is secking to divess in an economically productive manner. The acquisition of Major Auto
was financed through a $7.5 miilion facility from Falcon. See “Description of Business - Automotive Division.”

The Company's primary source of liquidity for the year ended December 31, 1998 was 32,259,858 from its
net income of $528,140, as adjusted by non-cash charges which aggregated $1,731,718. This net increase in cash
from income was increased by the effect of:

(a) ~ a net decrease in assets of $735,161, primarily from the decreases in Major Auto’s
inventory since its acquisiion on May 14, 1998 of S1,698,176 and other assets of $414,668,
partially offset by an increase in Major Auto’s accounts receivable of $767,119 and Major Fleet's
increase in financing leases of $622,294; and

(@) the net decrease in liabilities of $(1,930,347) is primarily related to a decrease in Major
Auto’s floor plan liabilities of $(2,892,917) partially offset by an increase in due to affiliates of
$802,859 and a net increase in accounts payable and accrued expenses of $198,648,

The decrease in inventories cited in {a) above, is primarily due to the relatively high levels of inventory
being maintained by Major Auto at the time of its acquisition by the Company which was immediately prior to the
GM strike, As discussed above under “Girosy profit” this inventory was subsequently sold and mventory was
ailowed to retum to more normal levels.

The Company’s investing activities had a net use of cash of $(1,080,126). The most significant
component of this use was the acquisition of Major Aute, which used cash, net of cash acquired in the transaction of
$(1,018,432). Additionally, cash of $780,671 was provided by financing activities: (i) the proceeds of 5600,000
from the sale of convertible, subordinated debentures to a limited number of accredited investors; (ii} net proceeds
from long-term debt of $429,599; and (i1i) an increase in lines of credit of $300,000, partially offset an increase in
due to shareholders of $(689,699) and a decrease in notes payable of $(109,080).

The foregoing activities, i.c. operating, investing and financing, resuited in a net cash increase of
$759,943 for the year ended December 31, 1998,

In January 1999, the Company and its subsidiary CBS entered into a financing transaction through a
Securities Purchase Agreement. This wansaction consists of an aggregate of $11,330,000 in 12% convertible
debentures to be drawn-in three tranches. The funding for each of the tranches is subject to, among other things, the
Company and CBS meeting certain milestones. The first tranche, representing $2,750,000 in gross proceeds, was
closed. The Company issued to the purchasers, in the aggregaie, debentres for $2.75 million, 100,000 shares of the
Company’s common stock, warrants to acquire 229,167 shares of the Company’s common stock and warrants to
acquire 70,000 shares of CBS’ common stock, as well as certain placement fees and expenses. (See “Recent
Developments” and Note 18 of Notes to Consolidated Financial Statements for additional detajls.)

The Company believes that the cash generated from existing operations, together with existing cash,
available credit from its current lenders, including banks and floor planning, will be sufficient to finance its current
operations, planned expansion and internal growth for at least the next rwenty-four months.

Year 2000 Issue

The Year 2000 issue arises because many computerized systems use two digits rather than four to identify a
year. Date sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when




certain da 1999 to represent something other than a d e effects of the Year 2000 isspe may be
experienced before, on or after January 1, 2000, and, if not addressed, the impact on operations and financial
reporting may range from minor errors to significant systems failures which could affect an entity’s ability to
conduct normal business operations,

informatio,%g year 2000 dates are processed. In addition, si’iroblems may arise in some systems that use

The Company recognizes the need to ensure its gperations will not be adversely impacted by the mabiliry
of the Company’s systems to process data having dates which could be affected by the Year 2000 issue. The
Company is currently addressing the risk with respect to the availability and integrity of its financial systems and
operating systems. While the Company belteves its planning efforts are adequate to address the Year 2000 concerns,
there can be no assurance that the systems of other companies, including suppliers, customers and others on which
the Company’s operations rely are, or will be made, compliant on 2 timely basis and will not have a material effect
on the Company. However,. ail such significant systems are being evaluated for compliance. The cost of the
Company’s Year 2000 compliance effort is not expected to be material to the Company’s resuits of operations or
financial position.

Item 7. Financial Statements

The Financial Statements are filed as a part of this Annual Report as pages F-1 through F-40
following Part IV.

Item 8. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure.
{a) Previous independent accountants

(i) On Febmary 5, 1999, the Company dismissed Peter C. Cosmas Co., CPAs as its independent
accountants.

{if) The reports of Peter C. Cosmas Co., CPAs on the consolidated financial statements for the past two
fiscal years contained no adverse opinion or disclaimer of opinton and were not qualified or modified as to
uncertamty, audit scope or accounting principle.

(iii) The Cormpany's Audit Committee and Board of Directors parricipated in and approved the decision
to change independent accountants.

(iv) In connection with its audits for the two most recent fiscal years and through February 5, 1999,
there have been no disagreements with Peter C. Cosmas Co., CFAs on any matter of accounting principles or
practices, financial stateremt disclosure, or auditing scope or procedure, which disagreements if not resoived to the
satisfaction of Peter C. Cosmas Co., CPAs would have caused themn to make reference thereto in their report on the
consolidated financial statements for such years.

{v) During the two most recent fiscal years and through February 5, 1999, there have been no reportable
events (as defined in Regulation S-K Item 304(a)(1}(v)).

(vi} Peter C. Cosmas Co., CPAs furnished the Company with a letter addressed to the SEC stating that it
agreed with the above statements.

(b) New independent accountants
(i} The Company engaged BDO Seidman LLP as its new independent accountants as of February 5, 1999.

During the two most recent fiscal years and through February 5, 1999, the Company has not consulted with BDO
Seidman LLP on items which (1) were or should have been subject to SAS 50 or (2) concerned the subject matter of




a disagreement.pomble event with the former auditor, (as des d in Regulation S-K Item 304(a)(2). The
Company authorized Peter C. Cosmas Co., CPAs to respond to any and all inquiries of the successor accountant.
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Item 9. Directors, Executive Officers, Promoters and Control Persons; Compliance With Section 16(a) of the
Exchange Act.

The names, ages and principal occupations of the Directors and Executive Officers of the Company are as
follows:

Name Age Position. Term In Office

Bruce Bendell 44 Chairman of the Board and Chief Executive QOfficer
Doron Cohen 42 President, Treasurer and a Director

David Edelstein 45 Director

Richard L. Feinstein 55 Chief Financial Officer

James Wallick 48 Ditector

Jeffrey Weiner 41 Director

The following is a brief description of the professional experience and background of the directors and
executive officers of the Company:

Bruce Bendell. Mr. Bendeli has served as the Company's Chairman of the Board since its incorporation in
November 1993, as its Chief Executive Officer since May 1998 and as President fiom May 14, 1998 to December
1998. Mr. Bendeil has served as the President and a director of Major Chevrolet and its affiliates since December
1985,

Doron Cohen. Mr. Cohen has served as the President, Treasurer and a director of the Company since its
incorporation in November 1995, except for the period May 14, 1998 through December 18, 1998 during which
period Bruce Bendell served as President of the Company. Mr. Cohen has also served as the president of the
Company’s subsidiary, CBS since 1995. From 1991 to 1995, Mr, Cohen served as President and Chief Executive
Officer of Holtman Enterprises, a construction and interior design company.

David Edelstein. Mr. Edelstein has served as a director of the Company since May 1998. Mr, Edelstein has been
in the real estate development business since 1979, Currently he is the Managing Member of Sutton East Associates
LLC, a real estate development limited liability company and is involved in several sizable real estate projects in
New York and Florida.

Richard L. Feinstein. Mr. Feinstein has served as the Company's Chief Financial Officer since December 1997,
From 1594 to December 1997, Mr. Feinstein maintained his own financial and management consulting practice.
From 1989 to 1994, Mr. Feinstein served as Managing Director and Chief Financial Officer of Employee Benefit
Services, Inc. From 1978 to 1989, Mr. Feinstein was a parmer in KPMG Peat Marwick and a predecessor firm.

James Wallick. M. Wallick has served as a director of the Company since May 1998, Mr. Wallick has been in the
automotive dealership and financing business since 1971. He is currently president of MLC Leasing and Appie
Chevrolet and vice president and a director of TecFin Corp.

Jeffrey Weiner, Mr. Weiner has served as a director of the Company since May 1998, Mr. Weiner is a certified
public accountant and has been with the accounting firm of Marcum & Kliegman LLP, where he is currently
Managing Partner, since 1981.

The following persons, aithough not executive officers of the Company, are regarded by management as
key personnel:

Zvi Barak, Mr. Barak, age 46, has served as the Director of Research and Development of the Cornpany's
Computer Telephony and Telecommunications division since April, 1996. From 1992 to August 1996, Mr. Barak
served as President of Info Systems.




Moise Benedid. Mr. Benedid, age 49, has served as the President of the Company’s Canadian subsidiary
Info Systems since August 1996. From November 1994 through July 1996. Mr. Benedid served as Vice President in
charge of marketing and technical support for TelePower International, Inc., where he was responsible for the sale in
Canada of franchises based on the "Talkie" technology. From December 1992 to November 1994, Mr. Benedid
served as President of Powerpoint Microsystems, Inc., and from August 1989 to December 1992, he served as
President of Computer Junction, a Toronto-based computer retail store.

Harold Bendell. Mr Bendell, age 51, has served as served as a senior executive of Major Auto since
December 1985. He, together with his brother, Bruce Bendell, is responsible for the day to day operations of Major
Auto.

Bruce Hall. Mr. Hall, age 53, has served as Vice President of Operations of the Cotnpany since March
1998. From November 1997 to March 1998, Mr. Hall was a consultant to the Company. For the thirty years prior
to that time, he was with Bell Atfantic (NYNEX), most recently as their Director of Operations for the Borough of
Queens, New York.

Kimberly R. Peacock. Ms. Peacock, age 33, serves as president of the Company’s Internet technology
subsidiary, I1G2™, Inc. Ms. Peacock has been associated with the Cornpany in various technical capacities since
February 1997, Prior to such time she worked as an independent technical consultant to several Formne 500
companies and helped found two Intemnet service providers.

John Pinciaro. Mr. Pinciaro, age 49, serves as Vice-Presiden: of the Company's subsidiary Premo-Plast
since January 1, 1997 and will serve as the President of the subsidiary of the Company formed in October 1997 to
exploit the Company's spa fixture technology. Mr. Pinciare has served as the Chief Executive Officer of
ThermoSpas, Inc., @ manufacturer and distributor of spas, since it inception in 1983,

Renald K. Premo. Mr. Premo, age 60, bas served as the President of the Company's subsidiary
Premo-Plast since January 1997. In 1993, Mr. Premo founded and has since operated R.K. Premo & Associates, a
manufacturer’s representative agency for the plastics induswry. From 1987 to 1993, Mr. Premo was a Manufacturer's
Representative for R.W. Mitscher, Inc.

The term of office of each person elected as a Director will continue until the Company’s next Annual
Meeting of Shareholders or until his successor has been elected.

Compliance with Section 16(a) of the Exchange Act

Section 16(a) of the Securities Exchange Act of 1934 requires the Company's officers and directors, and
persons who own more than ten percent of a registered class of the Company's equity securities, to file reports of
ownership and changes in ownership with the Securities and Exchange Commission (the "SEC"). Officers, directors
and greater than ten percent stockbolders are required by SEC regulations to furnish the Company with copies of all
Section 16(a) forms they file.

Based solely on jts review of the copies of such forms received by it, or written representations from certain
reporting persons, the Company believes that during Fiscal 1998, its officers, directors, and greater than ten-percent
beneficial owners have complied with all applicable Section 16(a) filing requirements with the exception of the
following: one late filing on Form 3 was made by each of Bruce Bendell, Doron Cohen, Richard Feinstein, David
Edelstein, James Wallick and Jeffrey Weiner, and one late filing on Form 4 with respect to two transactions was
made by Jeffrey Weiner.

Item 10. Executive Compensation.
Summary Compensation Table

The following table sets forth information for each of the Company's fiscal years ended December 31, 1998
and 1997 concerning compensation of (i} ail individuais serving as the Company's Chief Executive Officer during




the fiscal ye.:led December 31, 1998 and (ii} each other exe. officer of the Company whose total annual
salary and bonus equaled or exceeded $100,000 in the fiscal year ended December 31, 1998:

Annual Compensation

All
Other Other
Name and Principal Position Year  Salary(S) Bonus($)  ($)Annual Compensation(3)
Doron Cohen(1) 1998 246,500 0 0 0
President and Treasurer 1997 206,500 0 0 0
Bruce Bendell{2) 1993 243,530 127,437 0 0
Chairman and Chief Executive 1997 178,080 0 0 0
Officer
Bruce Hall(3) 1998 135,000 0 6,000 0
1997 11,250 0 500 0
Richard Feinstein(4) 1998 125,000 0 3,166 0
1997 35,000 0 0 0
Zvi Barak(5) 1998 150,000 0 23,000 0
Director of Research and Development 1997 150,000 0 23,000 0

(1) Salary in 1998 includes $150,000 from the Company (subsequently paid through the issuance of 39,024 shares
of the Company’s Common Stock). Mr. Cohen waived his salary from the Company for the years ended December
31, 1597, This salary will not accrue, Mr. Cohen was paid 2 salary in 1997 of $56,500 from Computer Business
Sciences.

(2) Salary in 1998 includes 3150,000 from the Company (subsequently paid through the issuance of 39,024 shares
of the Company's Common Stock). Mr. Bendel received $81.250 in salary and $127,437 in bonus from Major Auto
since its acquisition on May 14, 1998, Mr. Bendell waived his consultant's fee from the Company for the years
ended December 31, 1997 and 1996. This fee will not accrue. Mr. Bendell received $17,280 and 328,080 as
management fees from Major Fleet for management services performed in 1998 and 1997, respecuvely.

(3) 1998 amounts represent a full year of salary and automobile allowance of $500 per month for Mr. Hall who
cornmenced employrnent in December 1997,

(4) Mr. Feinstein was a part time consultant in 1997 and commenced full time employment in January 1998. Other
Annnal amount represents an automobile allowance of 3527 per month since July 1998.

(5} Inciudes 85,000 for life and disability insurance premiums and 318,000 annual automobile allowance.
Option Grants Table

No individual grants of stock options were made during the fiscal year ended December 31, 1998 to any of the
executive officers of the Company named in the Summary Compensation Table.

Aggregated Option Exercises and Fiscal Year-End Option Vaiue Table
No stock options were exercised during the fiscal year ended December 31, 1997 by any of the executive

officers named in the Summary Compensation Table. The value of unexercised options held by any such persons as
of December 31, 1998 was as follows for Bruce Bendell (the only such option holder):

Total number of shares underlying unexercised options 50,000
Exercisable options 50,000
Unexercisable options -0-

Value of in-the-money options $162,500(1)




(1) Represents warrants to acquire 50,000 shares of Common Stock issued to Mr. Bendell on October 2, 1996 as a
signing bonus under a management agreement with the Company to manage the operations of Major Fleet.

Compensation of Directors

Directors of the Company were not compensated for their services in 1998. The Company reimburses
directors for their expenses of attending meetings of the Board of Directors,

As of November 7, 1995, the Company's date of incorporation, the Company entered into a Consulting
Agreernent with Bruce Bendell, its Chairman, pursuant to which he serves as a business, management and financial
consultant to the Company for a period ending on December 31, 1998, subject to successive one-year extensions at
the option of the Company. Mr. Bendell receives an annual consulting fee as determined by the Company's Board of
Directors from time to time, but not less than $150,000. The consulting fec is subject to a yearly cost-of-living
adjustment and may also be retroactively increased based upon the Company's profits per outstanding share of
Common Stack for the applicable year. The available percentage increase in consulting fee as a result of profits
ranges from 5% for break-even results to 150% for earnings per share exceeding $1.00 per share. Mr. Bendell is also
entitled to a bonus in such amounts and at such times as determined by the Company's Board of Directors. In
addition, the agreement provides that Mr. Bendell is entitled to various fringe benefits and is entitled to participate in
any incentive, stock option, deferred compensation or pension plans established by the Company's Board of
Directors. Mr. Bendell has agreed not to disclose confidential information relating to the Company and has agreed
not to compete with, or solicit employees or customers of, the Company during specified periods following the
breach or termination of his agreement to serve as a consultant to the Company. Mr. Bendell has been serving at will
since the expiration of the agreement pursuant to the same terms. Mr Bendell's consulting fee in 1998 includes
$150,000 subsequently paid through the issuance of 39,024 shares of the Company’s Common Stock. See
“Executive Compensation.”

Empiloyment Contracts and Termination of Employment, and Change in Control Arrangements

Doron Cohen. As of November 7, 1995, the Company's date of incorporation, the Company entered into an
Employment Agreement with Doron Coben, pursuant to which he serves as the Company's President, Chief
Executive Qfficer and Treasurer for a period ending on December 31, 1998, subject to successive one-year
extensions at the option of the Company. Mr. Cohen receives an annual base salary as determined by the
Company's Board of Directors from time to time, but not less than $150,000. The annual salary is subject to a yearly
cost-of-living adjusument and may also be retroactively increased based upon the Company's profits per outstanding
share of Commeon Stock for the applicable year. The available percentage increase in salary as a result of profits
ranges from 3% for break-even results to 150% for earnings per share in excess of $1.00 per share. Mr. Cohen is
also entitled to a bonus in such amounts and at such times as determined by the Company's Board of Directors. In
addition, the agreement provides that Mr. Cohen is entitled to various fringe benefits under the agreement and is
entitled to participate in any incentive, stock option, deferred compensation or pension plans established by the
Company's Board of Directors. Mr. Cohen has agreed not to disclose confidential information relating to the
Compary and has agreed not to compete with, or solicit employees or customers of, the Company during specified
periods following discontinuance of his employment for any reason other than a termination for cause. Mr. Cohen
has been serving at will since the expiration of the agreement pursuant to the same terms. Mr. Cohen’s salary in
1998 includes $150,000 subsequently paid through the issuance of 39,024 shares of the Company’s Common Stock.
See “Executive Compensation.”

Zvi Barak, As of April 18, 1996, the Company entered into an Employment Agreement with Zvi Barak, pursuant
to which he serves as the Company's Director of Research & Development for a period ending on April 30, 2001,
subject to a one-year extension at the option of the Company. Mr. Barak receives an annual base salary as
determnined by the Company's Board of Directors from time to time, but not less than $150,000. The annual salary is
subject to a yearly cost-of-living adjustment and may also be retroactively increased based upon the Company's
profits per outstanding share of Common Stock for the applicable year. The available percentage increase in salary
as a result of profits ranges from 5% for break-even resuits to 150% for earnings per share in excess of $1.00 per




share. b&irak is also entitled to a bonus in such amountsQ at such times as determined by the Company's
Board of Directors and to an annual royalty mcentive in an amount equal to 2% of gross revenues received from
sales of new products developed under his direction. In addition, the agreement provides that Mr. Barak is entitled to
various fringe benefits under the agreement, including an annual allowance of $5,000 for disability insurance and
$18,000 for the purchase or lease of an automobile, and is entitled to participate in any incentive, stock option,
deferred compepsation or pension plans established by the Company's Board of Directors. Pursuant to the
agreement, the Company established a research and development facility in Israel and, in the event that Mr, Barak
elects to establish residence outside of Israel, the Company has agreed to establish another research and
development facility in the location where Mr. Barak establishes his residence. The Company spent approximately
325,000 to open the research and development facility in Israel and spends approximately $27,600 per month to
operate such facility. Mr. Barak is obligated to pay the expenses of relocating himself to Israel and to any
subsequent residence. Mr. Barak has agreed not to disclose confidential information relating to the Company's
business and has agreed not to compete with, or solicit employees or customers of, the Company during specified
periods if he resigns, is terminated for cause or if his employment agreement expires without being renewed.

Indemnification of Directors and Officers

Under the Nevada General Corporation Law, as amended, a director, officer, employee or agent of a
Nevada corporation may be entitled to indemnification by the corporation under certain ¢ircumstances against
expenses, judgments, fines and amounts paid in setement of claims brought against them by a third person or by or
in right of the corporation...

The Company is obligated under its Articles of Incorporation to indemnify any of its present or former
directors who served at the Company’s request as a director, officer or member of another organization against
expenses, judgments, fines and amounts paid in settlement of claims brought against them by a third person or by or
in right of the corporation if such director acted in good faith or in a manner such director reasonably believed to be
in, or not opposed to, the best interests of the Company and, with respect to any criminal action or proceeding, if
such director had no reason to believe his or her conduct was unlawful. However with respect to any action by or in
the right of the Company, the Articles of Incorporation prohibit indemnification in respect of any claim, issue or
matter as to which such director is adjudged liable for negligence or misconduct in the performance is his or her
duties to the Company, unless otherwise ordered by the relevant court. The Company's Articies of Incorporation aiso
permit it to indemnify other persons except against gross negligence or willful misconduct.

The Company is obligated under its bylaws to indemmify its directors, officers and other persons who have
acted as representatives of the Company at its request to the fullest extent permitted by applicable law as in effect
from time to time, except for costs, expenses or payments in relation to any matter as to which such officer, director
or representative is finally adjudged derelict in the performance of his or her duties, unless the Company has
received an opinion from independent counsel that such person was not 50 derelict.

The Company's indemmification obligations are broad enough to permit indemnification with respect i
liabilities arising under the Securities Act. Insofar as the Company may otherwise be permitted to indemnify ite
directors, officers and controlling persons against liabilities arising under the Securities Act or otherwise, the
Company has been advised that in the opinion of the Comymission such indemnification is against public policy as
expressed in the Securities Act and is, therefore, unenforceable.

The Nevada General Corporation Law, as amended, also permits a corporation to limit the personal liabilic
of its officers and directors for monetary damages resulting from a breach of their fiduciary duty to the corporation
and its stockholders, The Company's Articies of Incorporation limit director liability to the maximum extent
pemmitted by The Nevada Generai Corporation Law, which presently permits limitation of director liability except
{i} for a director’s acts or omissions that invoive imtentional misconduct, fraud or 2 knowing viclation of law and (ii}
for a director's willful or grossly negligent violation of a Nevada statutory provision that imposes personal liability
on directors for improper distributions to stockhalders. As a result of the inclusion in the Company’s Articles of
Incorporation of this provision, the Company's stockholders may be unable to recover monetary damages against
directors as a resuit of their breach of their fiduciary duty to the Company and its stockholders. This provision does




not, however, alect the availability of equitable remedies, such as h&:n’ons or rescission based upon a breach of
fiduciary duty by a director.

The Company maintains a $5 miilion liability insurance policy for the benefit of its officers and directors.
Item 11. Security Ownership of Certain Beneficial Ovwners 2nd Management

The following tables sets forth information with respect to the beneficial ownership of each class of the
Company's securities as of April 8, 1999, respectively, by (i) each director of the Company, (ii) each executive

officer of the Company, (iif) all directors and executive officers of the Company as a group and (iv) each person
knovwmn to the Company to own more than 5% of any class of it securities:

1996 Major Series of 1997 Majar Series of
Convertible Preferred Convertible Preferred
Common Stock Stock(2) Stock(3)
Name and Address(9) Number  Percent Number Percent Number Percent
Bruce Bendell 4,689,034 (4) 44.14% 125,000(5) 50%  900,000(5) 100.0%
Doron Cohen 2,539,024 (6) 29.8%
David Edelsiein 400 *
Richard L. Feinstein 20,600 *
James Wallick 0 *
Jeffrey Weiner 2,200(8) *

All directors and execu-
tive officers as a group 7,250,658(7) 68.3%

*Represents less than 1% of the outstanding shares of Common Stock.

(1) Based on 8,522,121 shares of Common Stock outstanding on April 8, 19995,

(2) Based on 250,000 shares of the 1996-Major Series of Convertible Preferred Stock outstanding on December 31,
1998.

{3) Based on 900,000 shares of the 1997-Major Series of Convertible Preferred Stock outstanding on December 31,
1998,

{4} Includes {i) 10 shares of Common Steck owned by Bruce Bendell's wife and the following shares of Common
Stock which Bruce Bendell has the right to acquire within 60 days: (a) 250,000 shares of Common Stock, the
minimum number of shaves of Common Stock inte which the 125,000 shares of the 1996-MAJOR Series of
Convertible Preferred Stock beneficially owned by Bruce Bendell are convertible, {b) 50,000 shares of
Common Stock which Bruce Bendell has the right to acquire upon the exercise of warrants and (c) 1,800,000
shares of Common Stock, the minimum number of shares of Common Stock into which the 900,000 shares of
the 1997-Major Series of Convertible Preferred Stock beneficially owned by Bruce Bende!! are convertible.
Does not reflect a proxy giving Mr. Bendell the sole rght to vote an additional 500,000 shares of Common
Stock issued pursuant to the MOU for a period of two years. See "Description of Business Computer Telephony
and Telecommunications Division-Talkie-Restructuring of Nissko Arrangements." Does not reflect Mr. Cohen's
agreement to give Bruce Bendell a proxy to vote 750,000 of Mr. Cohen's shares during the two-year period
commencing on QOctaber 14, 1997,

{5) All of such shares of the 1996-Major Series and 1997-Major Series of Convertible Preferred Stock are held in a
trust created under the law of Gibraltar. Bruce Bendell is the principal beneficiary of such trust.




(6} Does not .t Mr. Cohen's agreement to give Bruce Bendell .xy to vote 750,000 of Mr. Cohen's shares
during the two-year period commencing on October 14, 1997,

(7) Includes (i) 2,210 shares of Commoen Stock owned by immediate family members of directors and executive
officers as a group and (ii) 2,100,000 shares of Common Stock that the directors and executive officers 2s a
group have the right to acquire within 60 days.

(8} Includes 2,000 shares owned by Mr, Wemner’s wife.

(9) The address for each beneficial owner is c/o Fidelity Holdings, Inc., 80-02 Kew Gardens Rd., Suite 5000, Kew
Gardens, NY 114135,

Item 12. Certain Relationships and Related Transactions.

See "Executive Compensation-Employment Contracts and Termination of Employment, and Change in
Control Amrangements” for a description of (i) the Employment Agreement between the Company and Doron
Cohen, its President, Treasurer and one of its directors, and (if) the Employment Agreement berween the Company
and Zvi Barak, its Director of Research and Development. In addition, in January 1999, Mr. Cohen was granted
piggyback registration rights with respect to 39,024 shares of Company common stock issued to him as
compensation for fiscal 1998. See “Executive Compensation.”

See "Executive Compensation-Compensation of Directors” for a description of the Consulting Agreement
between the Company and Bruce Bendell, its Chairman and Chief Executive Officer. In addition, in January 1999,
Mr. Bendell was granted piggyback registration rights with respect to 39,024 shares of Company common steck
issued to him as compensation for fiscal 1998. See “Executive Compensation.”

In January 1999, Richard Feinstein, the Company’s Chief Financial Officer, was granted standard piggyback
registration rights with respect to 20,000 shares of Company common stock issued to him as a bonus for fiscal 1999,

Following the acquisition of Major Auto by the Company, Bruce and Harold Bendell continue to be
responsible for senior-level management of the dealerships. The Bendell brothers and the Company believe that this
continuity of senior management was important in obtaiming the manufacturers' consents to the transfer of the
dealerships to the Company. The Bendell brothers' management control has been accomplished through (i) their
ownership of 100 shares of the Company's 1997A-MAJOR AUTOMOTIVE GROUP Series of Preferred Stock (of
which shares Bruce Bendeil has a proxy to vote the 50 shares of the 1997A-MAJOR AUTOMOTIVE GROUP
Series of Preferred Stock owned by Harold Bendell for a seven-year period which commenced on January 7, 1998)
which carries voting rights ailowing them to elect 2 majority of the Board of Directors of Major Auto, and through
(if) a related management agreement, discussed immediately below, See "Description of Securities-Preferred Stock-
[997A-MAJOR AUTOMOTIVE GROUP Series of Preferred Stock” below.

To further facilitate obtaining the required manufacturers' consents, the Bendells and the Company have
entered into a management agreement pursuant to which the Bendells will have the exclusive right and obligation to
manage the automobile dealerships acquired by the Company in connection with the Major Auto Acquisition and
any additional automnobile dealerships that the Company may acquire in the future. The management agreement is
for a term ending on December 31, 2002 and may not be eariier terminated unilaterally by the Company. If the
Company continues to own automobile dealerships at the end of the term, the management agreement may be
unilateraily extended by the Bendell brothers in order w maintain the level of management control that will avoid
the need to seek forther manufacturer consents. Should either of the Bendell brothers cease managing the
dealerships, the management agreement provides that ownership of his 1997A-MAJOR AUTOMOTIVE GROUP
Series of Preferred Stock shares and his management rights under the management agreement will be autornatically
transferred to the other, and should both brothers cease managing the dealerships for any reason, the shares and
management rights will be automatically transferred to a successor manager designated in a successor addendum to
cach dealership agreement or, failing such designation, to a successor manager designated by the Company (subject
to approval by the applicable manufacturers). As noted i the prior paragraph, Bruce and Harold Bendell wilt retain
the right to elect a majority of the directors of Major Auto (and possibly other affiliates in the future) in order to
facilitate obtaining the required manufacturers' consenis. Should the Boards of Directors of Major Auto and the




Company dis to a particular course of action, Major Auto nonetheless be able to take the action in
question, exc at the management agreement prohibits certar¥ Gctions without the prior approval by the
Company's Board of Directors. Those actions are (i) disposing of any of the Major Auto dealerships, (ii) acquiring
new dealerships, and (iii) the Company incurring liability for Major Auto indebtedness. Any compensation that
Bruce Bendell is entitled to receive under the management agreement is in addition to any other compensation that
he is entitled to receive as Chairman and Chief Executive Officer of the Company.

As part of the Major Auto Acquisition, Major Auta acquired two related real estate components from Bruce
and Harold Bendell for a purchase price of $3 million. See "Automotive Division" for a description of the Major
Auto Acquisition.

The Company has entered into 2 MOU with the Agent, the Nissko Principals, and with the remaining limited
partner of Nissko, Robert L. Rimberg. Mr. Rimberg performs legal services on behalf of the Company, The MOU
looks toward restructuring the Nissko arrangements as described above under "Description of Business--Computer
Telephony and Telecommunications Division-Talkie-Restructuring of Nissko Arrangements.”

The Company has made a loan to its President, Doron Cohen, in the principal amount of $140,000, bearing
interest at 5.77% per annum, uncompounded. The loan is evidenced by a promissory note dated December 31, 1996.
The promissory note provides that the full principal amount of, and all 2ccrued interest on, the loan is due and
payable in a single installment on December 31, 1999.

Bruce Bendell, and Major Chevrolet, Major Dodge and Major Chrysler Plymouth Jeep Eagle, wholly-owned
by Major Auto, have guaranteed the obligations of Major Fleet under a $5,000.000 line of credit with Marine
Midland Bank. In addition, Bruce Bendeil and Major Fleet have guaranieed the cbligations of Major Auto's
subsidiaries under certain of their agreements with various financial institutions pursuant to which such subsidiaries
sell their vehicle finance contracts and leases. Major Fleet has pledged its assets to such financial institutions to
secure its guarantee. In addition, such subsidiaries have cross-guaranteed and cross-collateralized their respective
agreements with such financial institutions. See "Description of Business-Automotive Sales Division-Dealership
Operations-Vehicle Financing" and "-Leasing Division” for a description of cerfain transactions between Major
Auto and Major Fleet.

Major Subaru subleases from ag unrelated third party approximately 2,500 square feet of office and automobile
showroom space in Woodside, New York. This lease expired on January 31, 1998 and contains no renewal
provisions. The property i currently being leased on a menth-to-month basis. The annual rent under such lease was
$60,457 56. Pursuant to an informai arrangement between Major Subaru and Major Fleet, Major Fieet occupies the
space and pays the rental payments.

On October 1, 1998 the Company entered inte a consulting agreement with Clemont Investments Ltd., a
consulting firm which provides business advisory services regarding the establishment in Europe of branches or
operations of U.S. based companies. In consideration for its services, Clemont will receive, over a three to five year
period (i) 54,000 shares of Company common stock in connection with the performance of certain consulting
services, (it} 79,500 shares of Company common stock in connection with providing the Company with certain
business contacts, (i} 54,000 shares of Company common stock in connection with compliance with certain
restrictive covenants contained in the Consulting Agreement {collectively, the “Clemont Shares”). The Company has
the right to repurchase the Clemont Shares under certain circumstances at a price of up to $4.00 per share. In
connection with the Consulting Agreement, Clemoat entered into a pur agreement with Bruce Bendeil, Chairman
and CEQ of the Company on October 1, 1998 pursuant to which Mi1. Bendell agreed, under certain conditions, to
purchase the Clemont Shares from Clemont during such period, less any Clemont Shares repurchased by the
Company.

The Company has retained the accounting firm of Marcum & Kliegman LLP to provide certain accounting and
tax services for the Company and its subsidiary Major Fleet. In 1998, the Company paid Marcum & Kliegman LLP
348,000 for its services. Mr. Weiner, a director of the Company, is Managing Parmer of Marcum & Kliegman LLP.




PART 1V

Item 13. Exhibits and Reports on Form 8-K.

(a) Exhibits

Exhibit

Number

3.1*

3.2*

3.3

3.4%

3.5*

3.6%

3.

3.8

3.9*

4.1*

4.1(iy**

Description

Articles of Incorporation of Fidelity Holdings, Inc., ("Company"} incorporated by
reference to Exhibit 3.1 of Company's Registration Statement on Form 10-SB, as
amended, filed with the Securities and Exchange Commission on March 7, 1997.

Articles of Incorporation of Computer Business Sciences, Inc., incorporated by
reference to Exhibit 3.2 of Company's Registration Statement on Form 10-8B, as
amended, filed with the Securities and Exchange Commission on March 7, 1997,

Articles of Incorporation of 786710 (Ontario) Limited. incorporated by reference to
Exhibit 3.3 of Company's Registration Staternent on Form 10-SB, as amended, filed
with the Securities and Exchange Commission on March 7, 1997,

Articles of Incorporation of Premo-Plast, Inc., incorporated by reference to Exhibit
3.4 of Company's Registration Statement on Form 10-SB. as amended, filed with
the Securities and Exchange Commission on March 7. 1997,

Articles of Incorporation of C.B.S. Computer Business Sciences Lid.. incorporated
by reference to Exhibit 3.5 of Company's Registration Statement on Form 10-8B, as
amended, filed with the Securities and Exchange Commission on March 7, 1997,

Articles of Incorporation of Major Fleet & I 2asing Corp., incorporated by reference
to Exhibit 3.6 of Company's Registration Statement on Form 10-SB, as amended,
filed with the Securities and Exchange Commussion on March 7, 1997,

Articles of Incorporation of Reynard Service Bureau. Inc., incorporated by reference
to Exhibit 3.7 of Company’s Registration Statement on Form 10-SB. as amended,
filed with the Securities and Exchange Commission on March 7, 1997.

Articles of Incorporation of Major Acceptance Corp.. incorporated by reference to
Exhibit 3.8 of Company's Registration Statement on Form 10-5B, as amended, filed
with the Securities and Exchange Commission on March 7, 1997.

By-Laws of the Company incorporated by reference to Exhibit 3.9 of Company's
Registration Statement on Form 10-SB, as amended, filed with the Securities and
Exchange Comrmission on March 7, 1997.

Certificate of Designation for the Company's 1996-MAJOR Series of Convertible
Preferred Stock, incorporated by reference to Exhibit 4.1 of Company's Regisiration
Staternent on Form 10-SB, as amended, filed with the Securities and Exchange
Commission on March 7, 1997.

Form of Amended and Restated Certificate of Designation for the Company's
1996-MAJOR Series of Convertible Preferred Stock.

3
£
a

N/A

N/A

N/A

NIA

N/A

N/A

N/A

N/A

N/a

N/A

N/A




4.2*

4.3%

4. 3(i)+*

4.4%

4.5%*

4.6%"

4.7

4.8

4.9%=*

4.10%*

4_1 1****

4‘ 1 1*#*!**
4.12***$*¥

4 13**&***

i0.1*

10.1(i)**

10.2*

Warramt Agreement for Nisske Warrants, incorporate:,-eference to Exhibit 4.2 of
Company’s Registration Statement on Form 10-SB, as amended. filed with the
Securities and Exchange Commission on March 7, 1997,

Warrant Agreement for Major Fleet Warrants, incorporated by reference to Exhibit
4.3 of Company’s Registration Statement on Form 10-SB. as amended, filed with
the Securities and Exchange Comrmussion on March 7, 1997.

Amended and Restared Warrant Agreemém, dated October 11, 1997 between the
Company, Bruce Bendell and Harold Bendell.

Warrant Agreement for Progressive Polymerics International, Inc. Warrants,
incorporated by reference to Exhibit 4.4 of Company’s Registration Statement on
Form 10-SB, as amended, filed with the Secuniries and Exchange Commission on
March 7, 1997.

Form of Certificate of Designation for the Company's 1997A-Major Automotive
Group Series of Preferred Stock.

Form of Certificate of Designation for the Company's 1997-Major Series of
Convertible Preferred Stock.

Form of Registration Rights Agreement between the Company and Bruce Bendell.

Stock Pledge and Security Agreement, dated March 26. 1996, between Doron
Cohen, Bruce Bendell, Avraham Nissardan, Yossi Koren. Sam Livian and Robert
Rimberg.

Form of Registration Rights Agreement berween the Company. Castle Trust and
Management Services Limited and Bruce Bendell.

Form of the Company's 10% Convertible Subordinated Debenture due 1599,

Certificate of Designartion for the Company’s [1997-MAJOR series of Convertible
Preferred Stock.

Form of Warrant
Form of CBS Warrant
Form of Debenture ,

Employment Agreement, dated November 7, 1995, between the Company and
Doron Cohen, incorporated by reference to Exhibit 10.1 of Company's Registration
Statement on Form 10-SB, as amended, filed with the Securites and Exchange
Commission on March 7, 1997.

Amendment No. 1 to Employment Agreement, dated as of November 7, 1995
between the Company and Doron Cohen.

Consulting Agreement, dated November 7, 1995, between the Company and Bruce
Bendel!, incorporated by reference to Exhibit 10.2 of Company’s Registration
Staternent on Form 10-5SB, as amended, filed with the Securities and Exchange
Commission on March 7, 1997.

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A
NiA
N/A

N/A

NIA




10.2(1y** . Amendment No. | to Consulting Agreemen as of November 7, 1995

10.3*

10.3(i)*

10.5*

10.6*

10.6(i)**

10.7*

10.8*

10.9*

10.10*

10.11*

10.12*

between Fidelity Holdings, Inc. and Bruce Benteil.

Agreement for Purchase of Patents, dated November 14, 1995, between the
Company and Progressive Polymerics, Inc., incorporated by reference o Exhibit
10.3 of the Company's Registration Statement on Form 10-SB, as amended, filed
with the Securities and Exchange Commission on March 7, 1997,

First Amendment, dated September 30, 1996, to Agreement for Purchase of Patents,
dated November 14, 1995, incorporated by reference to Exhibit 10.4 of Company’s
Registration Statement on Form 10-SB as amended, filed with the Secunties and
Exchange Commission on March 7, 1997,

Agreement, dated March 25, 1996, between Nissko Telecom, Ltd. and Computer
Business Sciences, Inc., incorporated by reference to Exhibit 10.5 of Company's
Registration Statement on Form 10-SB, as amended, filed with the Securities and
Exchange Commission on March 7, 1997,

Asset Purchase Agreement, dated April 18, 1996, between the Company and Zvi
and Sarah Barak, incorporated by reference to Exhibit 10.6 of Company's
Registration Statement on Form 10-SB, as amended, filed with the Securities and
Exchange Commussion on March 7, 1997. ‘

Amendment to Asset Purchase Agreement dated August 7, 1997.

Employmen: Agreement dated April 18, 1996 between the Company and Dr. Zvi
Barak, incorporated by reference to Exhibit 10.7 of Company's Registration
Statement on Form 10-SB, as amended, filed with the Securities and Exchange
Commission on March 7, 1997.

Employment Agreement dated October 18, 1996 between Computer Business
Sciences, Inc. and Paul Vesel, incorporated by reference to Exhibit 10.8 of
Company's Registration Statement on Form 10-SB, as amended, filed with the
Securities and Exchange Commission on March 7, 1997,

Indemnification Agreement dated November 7, 1995 between the Company and
Doron Cohen, incorporated by reference to Exhibit 10.9 of Company's Registration
Staterment on Form 10-SB, as amended, filed with the Securities and Exchange
Commission on March 7, 1997,

Indemnification Agreement dated November 7, 1995 between the Company and
Bruce Bendell, incorporated by reference to Exhibit 18.10 of Company's
Registration Statement on Form 10-SB, as amended, filed with the Securities and
Exchange Commission on March 7, 1997,

Indemnification Agreement dated December 6, 1995 between the Company and
Richard C. Fox, incorporated by reference to Exhibit 10.11 of Company's
Registration Statement on Form 10-3B, as amended, filed with the Securities and
Exchange Commission on March 7, 1997,

Indemnification Agreement dated March 28, 1996 between the Company and Dr.
Barak, incorporated by reference to Exhibit 10.12 of Company's Regisation
Statement on Form 10-SB, as amended, filed with the Securities and Exchange
Commission on March 7, 1997.

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

NIA

N/A




10.13*

10.14*

10.15*

10.16*

10.17*

10.18*

10.18(iy**

10.18(iiy**

10.18(iiiy™*

Indgggnification Agreement dated March 28, 1996 betw ¢ Company and Yossi
Kﬁlincurporated by reference to Exhibit 10.13 of C y's Registration
Stalffnent on Form 10-5B, as amended, filed with the Securiti¢s and Exchange
Commission on March 7, 1997.

Plan of Reorganization for acquisition of Major Fleet & Leasing Corp. dated August
23, 1996 between the Company, Brice Bendell and Harold Bendell, incorporated by
reference to Exhibit 10.17 of Company's Registration Statement on Form 10-SB, as
amended, filed with the Securities and Exchange Commission on March 7, 1997.

Patent Purchase Agreement dated December 30, 1996 between Premo-Plast, Inc. and
John Pinciaro, incorporated by reference to Exhibit 10.16 of Company's
Registration Statement an, Form 10-SB, 2s amended, filed with the Securities and
Exchange Commission on March 7, 1997.

Employment Agreement dated December 30, 1996 between Premo-Plast, Inc. and
John Pinciaro, incorporated by reference to Exhibit 10.17 of Company's
Registration Statement on Form 10-SB, as amended, filed with the Securities and
Exchange Commission on March 7, 1997.

Employment Agreement dated January 27, 1997 between the Company and Ronald
K. Premo, incorporated by reference to Exhibit 10.18 of Company's Registratien
Statement on Form 10-SB, as amended, filed with the Securities and Exchange
Commission on March 7, 1997.

Plan and Agreement of Merger, dated April 21, 1997, the Company, Major
Automnotive Group, Inc., Major Acquisition Corp. and Bruce Bendell, incorporated
by reference to Exhibit 10.19 of Company's Registration Statement on Form 10-3B,
as amended, filed with the Securities and Exchange Commission on March 7, 1997.

Amendment to Plan and Agreement of Merger, dated August 1, 1997, between
Fidelity Holdings, Inc., Major Automotive Group, Inc., Major Acquisition Corp. and
Bruce Bendell.

Amendment to Plan and Agreement of Merger, dated August 26. 1997, between
Fidelity Holdings, Inc., Major Automotive Group, Inc., Major Acquisition Corp. and
Bruce Bendell.

Amendment to Plan and Agreement of Merger, dated November 20, 1997, berween
Fidelity Holdings, Inc., Major Automotive Group, Inc., Major Acquisition Corp. and
Bruce Bendell.

10.18(iv)**** Amendment to Plan and Agresment of Merger, dated March 20, 1998, between

10.19*

10.20*

Fidelity Holdings, Inc., Major Automotive Group, Inc., Major Acquisition Corp.,
and Bruce Bendell.

Stock Purchase Agreement with Escrow Agreement attached, incorporated by
reference to Exhibit 10.20 of Company's Registration Statement on Form 10-SB, as
amended, filed with the Securities and Exchange Commmnission on March 7, 1997.

Management Agreement, incorporated by reference to Exhibit 10.21 of Company's
Registration Staternent on Form 10-SB, as amended, filed with the Securities and
Exchange Commission on March 7, 1997.

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A




10.21*

[0.22%*

10.23#*

10.24%*

10.25**

10.26%*

10.27+*

10.28*+

10.29**

10.30**

10.31**

10.32%*

10.33%*

10.34**

10.34()**

10.34(ii)**

10.35%*

10.35(1)**

gloymcnt Agreement with Moise Benedid, incorporated by reference to Exhibit
10.22 of Company's Registration Statement on Form 10-SB, as amended, filed with
the Securities and Exchange Commission on March 7, 1997.

Partmership Agreement between Nissko Telecom Associates and the Cormpany,

Memorandum of Understanding, dated September 9, 1997, by and among Computer
Business Sciences, Inc., Nissko Telecom Ltd., the Company and Robert L. Rimberg.

Letter of Intent, dated June 6, 1997, between the Company and SouthWatl Capltal

Corp. (formerly known as Sun Coast Capital Corp.) =------ - - s

Letter of Intent, dated September 1997, between the Company, hchtenbcrg Robbins
Buick, Inc. and Lichtenberg Motors Inc.

Consulting Agreement, dated February 18 1997 with Ronald Shapss Corporate
Services, Inc.

Value Added Reseller Agreement between Summa Four, Inc. and Computer
Business Sciences, Inc., as Reseller.

Lease Agreement, dated March 1996, between 80-02 Leasehold Company, as
Qwners and the Company, as Tenant.

Master Lease Agreement, dated December 26, 1996, between Major Fleet &
Leasing Corp., as Lessor, and Nissko Telecom, Ltd., as Lessee.

Sublease Agreement, dated March 1995, between Speedy R.A.C., Inc., as Sublessor,
and Magor Subaru Inc., as Sublessee.

Lease Agreement, dated November 1, 1991, between Gloria Hinsch, as Landlord,
and Majar Chrysler-Plymouth, Inc., as Tenant.

Store Lease Agreement, dated June 10, 1992, between Bill K. Kartsonis, as Owner,
and Major Automotive Group, as Tenant.

Lease Agreement, dated June 3, 1994, between General Motors Corporation, as
Lessor, and Major Chevrolet, Inc., as Lessee.

Lease Agreement, dated August 1990, between Bruce Bendell and Harold Bendell,
as Landlord and Major Chrysier-Plymouth, Inc., as Tenant.

Extension of Lease Agreement, dated August 14, 1997, between Bruce Bendeil and
Harold Bendell, as Landlord and Major Dodge, Inc. (formerly imown as Major
Chrysler-Plymouth, Inc,), as Tenant,

Extension of Lease Agreement, dated December 16, 1997, between

Bruce Bendell and Harold Bendell, as Landlord and Major Dodge

{formerly known as Major Chrysler-Plymouth, Inc.), as Tenant.

Lease Agreement, dated February 1995, between Bendell Realty, L.L.C., as
Landlord, and Major Chrysler-Plymouth Jeep Eagle, Inc., as Tenant.

Extension of Lease Agreement, dated August 14, 1997, between Bendell Reaity,
L.L.C., as Landlord and Major Chrysler-Plymouth Jeep Eagle, Inc., as Tenant.

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

NA

N/A

N/A

N/A

N/A




10.35(i5)y** m:: of Lease Agreement, dated December 16, IQ.rween

10.36%+

10.37%+
10.37(iy**
10.38%
10.39%*
10.40%
10.41%*
10.42#*

10.43**

10.44**

10.45 **

10.46%*
10.47**

10.48**

10.49%*

10.50**

10.51%=

10.51¢iy**

Realty, L.1.C., as Landlord and Major Clrysler-Plymouth
Jeep Eagle, Inc,, as Tenant.

Lease Agreement, dated February 1996, between Prajs Drimmer Associates, as
‘Landlord, and Barak Technology Inc., as Tenant.

Sublease Agreement, dated January 8, 1997, between Newsday, Inc., as Sublessor,
and Major Fleet & Leasing Corp., as Sublessee.

Consent to Sublease Agreement, dated Jammary 16, 1997, berween 80-02 Leasehold
Company Newsday Inc and Major Fleet and Lcasmg Corp

General Security Agreement between Ma]or Fleet &. Leasmg Corp as Debtor and
Marine Midland Bank, as Secured Party.

Retail and Wholesale Dealer's Agreement, dated March 30, 1995, between Marine
Midland Bank, as Bank, and Major Fleet & Leasing Corp., as Dealer.

‘Wholesale Lease Financing Line of Credit between General Electric Capital
Corperation, as Lender, and Major Fleet & Leasing Corp., as Borrower.

Chrysler Leasing System License Agreement between Chrysler Motors Corporation,
as Licensor, and Major Fleet & Leasing Corp., as Licensee.

GMAC Retail Plan Agreement between General Motors Acceptance Corp. and
Major Fleet & Leasing Corp., as Dealer.

?ideﬁty Holdings, Inc. 1996 Employees’ Performanee Recognition Plan.

Secured Pmmiésory Note, dated December 31, 1996, between Doron Cohen, as
Maker, and Fidelity Holdings, Inc., as Holder.

Dealer Master Agent Agreement and License, dated February 1996, between
Computer Business Sciences, Inc. and Progressive Polymerics International, Inc., as
Master Agent.

Dealer Master Agent Agreement and License, dated February 1996, between
Computer Business Sciences, Inc. and Cellular Credlt Corp. of America, Ine., as
Master Agent. .

Dealer Master Agent Agreement and License, dated February 1996, between
Computer Business Sciences, Inc. and America’s New Beginning, Inc., as Master
Agent.

Dealer Master Agent Agreement and License, dated February 1996, between
Computer Business Sciences, Inc. and Korean Telecom, as Master Agent.
Dealer Master Agent Agreement and License, dated February 19986, between
Computer Business Sciences, Inc. and Philcom Telecommunications, as Master
Agent.

Management Agreement, dated August 23, 1996, between Major Fleet, Bruce
Bendell and Harcld Bendell.

Wholesale Security Agreement, dated April 26, 1990, between General Motors
Acceptance Corporation ("GMAC") and Major Fleet.

Amendment, dated February 14, 1991, to Wholesale Security Agreement between
GMAC and Major Fleet.

N/A

N/A

N/A

N/A

N/A
N/A
N/A
N/A

N/A

N/A

N/A
N/A

N/A
N/A
N/A
N/A

N/A

N/A

N/A




10.52**  Direct Leasing Plan Dealer Agreement, dated July 24, 1986, between GMAC and
Major Fleet. N/A

10.53%* Retail Lease Service Plan Agreement, dated April 3, [987, between GMAC and
Major Fleet. ' N/A

10.54%* Contribution Agreement dated as of October 6, 1997 between the Company, Bruce
Bendell and Doron Cohen. N/A
- 10.55%*% __Letter of Comrmuncnt dated March 16, 1998 from Falcon Financial, LLC to Major Auto
Acqmsmon., Ing. --- -+ N/A

10.56%4%= Secunty Agrecmem, dated May 14, 1998, made by Major Acquisition Corp., Major
Automotive Rcalty Cotp and Falcon Financial, LLC. N/A

10.57*%*** Gparantee, dated as of May 14 1998 made by Fidelity Holdings, Inc.
in favor of Falcon Financial, L1C. N/A

10.58**** Amended and restated secured promissory note, dated may 14, 1998 and
between Major Acquisition Corp., and Falcon Financial, LLC. N/A

10.59***Consulting Agreement among Fidelity Holdings, Inc., Major Automotive
Group, Inc. and Clemont Investors Ltd., dated October 1, 1998. N/A

10.60******Placement Agent Agreement, dated as of January 25,1999, between
Fidelity Holdings, Inc. and The Zanett Securities Corporation, Claudio
Guazzoni, David McCarthy, and Tony Milbank N/A

10.61******Securities Purchase Agreement dated as of January 25,1999, by and
among Fidelity Holdings, Inc., Computer Business Sciences, Inc., Zanett Lombardier, Ltd.,
Goldman Sachs Performance Partners, L.P., Goldman Sachs Performance Partners, (Offshore)
L.P., David McCarthy and Bruno Guazzoni. N/A

10,62*»****Registration Rights Agreement dated as of Jamary 25,1999, by
and among Fidelity Holdings, Inc., Zanett Lombardier, Ltd., Goldman Sachs Performance
Panmers, L.P., Goldman Sachs Performance Partners, (Oﬁ'shore) L.P., David McCarthy )
-and Bruno Gumom - N/A

11.1  Statement re: computation of per share eamings. -
16.1**** [ etter from Peter C. Cosmas Co., CPAs, dated February 9, 1999. N/A

211*  List of Subsidiaries of the Company, incorporated by reference to Exhibit 22.1 of
Company's Registration Statement on Form 10-SB, as amended, filed with the
Securities and Exchange Commission on March 7, 1997. N/A

27.1  Financial Data Schedule. . -

* Previously filed with the Commission as Exhibits to, and incorporated herein
by reference from, the Company's registration statement on Form 10-SB
(File No. 0-29182).

** Previously filed with the Comumission as Exhibits to, and incorporated herein
by reference from, the Company’s annal report on Form 10-KSB for the year ended December 31, 1997
(File No. 0-29182)

e




***Previously filed with the Commission as Exhibits to, and mco:porated herein
by reference from, the Company’s quarterly report on Form 10-QSB for the quarter ended September 30, 1998
(File No. 0-29182) -

**¥# Previously filed with the Commission as Exhibits to, and incorporated herein
by reference from, the Company’s current report on Form 3-K, dated May 14, 1998,
(File No.D-29182).

**x&% Previously filed with the Commission as Exhibits to, and incorporated herein
by reference from, the Company s cm-rent report on fonn 8—K. datcd Febma:y 5, 1999,
- (File No.0-29182). - - - e i
*unx e+ Dreviously filed with the Cormmission as Exhibits to, and incorporated herein
by reference from, the Company’s current report on form 8-X, dated January 26, 1999,
(File No.0-29182).
(b) Reports on Form 8-K

During the last quarter of Fiscal 1998, the Company did not file any Reports on Form 8-K.
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Signatures

In accordance with Section 13 or 15(d) of the Securities Exchange Act of 1934, the Company caused this

report to be signed oa its behalf by the undersigned, thereunto duly authorized.

Dated: April 13, 1999

Fidelity Holdings, Inc.

By:/s/ Doron Cohen

Doron Cohen, President

In accordance with the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Company and in the capacities and on the dates indicated:

Signature

/s/ Doron Cohen
Doron Cohen

/s/ Bruce Bendell
Bruce Bendell

/s/ David Edelstein
David Edelstein

/s/ Richard L. Feinstein
Richard §. Feinstein

/s/ Jamnes Wallick
James Wallick

fsf Jeffrey Weiner
Jeffrey Weiner

Title

President, Treasure and Director

Chairman of the Board and Chief

Executive Officer

Director

Chief Financial Officer

Director

Director

April 13, 1999

April 13, 1999

April 13, 1959

April 13, 1999

April 13, 1999

April 13, 1999

Date
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FIDELITY HOLDINGS, INC. AND SUBSIDIARIES

COMSOLIDATED BALANCE SHEETS

ASSETS

Curzent Assgets:
Casii and cash eguivalents
Net Investment in direct fipnancing leases, currenc
Notes receivable - officer shareheldex
Accounts receiwvahla
Inventories
Due from relaced parties
Other current assects

Tatal cuzrent assats
Net inwvestment in direct f{inancing leases,
net of ¢current zortion
Properzy and squipment, 2at
Goodwill
Qther intangible assets - gatents, customer lists,
faveraple lease and Iranchise valus
Jther z2ssets

Tacal assets

LIABTLITIIS AND STOCXHOLIERS' TopT™r
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Comiiz Tmants
Stockhelders' egquizy ‘
________ LAl 2ar walus;
2,000,000 shares autiosrized,
230,900 sharas issuec and oussvancing
in 1298 and 1287
Prefsrzed scock, .0l par valus:;
1897 Madorz, 300.300 sharss issued and
cutstanding in 1293 aone iz L2897
Commenz stock, .01 par valne
30,200,300 shares auchorized,
7,374,800 sharess issued and
cutstanding in 1998 anc
6,395,700 in 1997
Additional paid in capizal
Cumulative translation adjustmenc
Retained =arnings

Total stockholders' equity

Toral liabilities and stockholders' aguity

522T. 30,
13¢%8
THAUDITED

-t

$ 1,086,819
1,839,771
150,300
5,887,757
12,803,254
1,088,772
1,941,878

24,368,743
1,020,873
3,188,377
5,087,440

DECZMBER 31,
19%7
AUDITED

g

§ 217,191
1,844,573
148, 400
1,830,919
184, 662
375,172

e e e n

4,200,213
387,108

1,238,512

2,738,212

(oY)

£ 300

2,000

75,746
13,242,951
189
1,949,061

1,740,888
227,137
32,3¢c8

33,433

2,376, 308

68,557
3.414,293
297
1,038,688

15,279,647

§42,347,74¢

6,524,738

- e ot e e

$ 9,401,343




FIDELI
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Reveanupes:
Computer producdss
Automapile dealerships
Leasing income

Taczl

Operating axpenses:
Ceast o products soid
Csmputer progucts

Autcmobllie dealershi
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TY HOLDINGI,

{UNAUDITED) -

iNC. AND SUBSIDIARIES
CONSOLIDATED STATZMENTS QF JPERATIONS

Sqlling, genersl and acdminiscIacive ixnens

Campuser praducts
Ausomeoiie dealershi

Laasing

s

T
Zarnings ger snarce
Zasic

--q;u:i-\u azrning

InLNG

B b

issels

NINE MCHTHES

.298

1599 1297

<C>

H 337,031
52,583,363
743,300

<C>

<Cx>

313,798
36,375, 154
364,788 287,343

ur
-3
o
&a
2
[ 3]
(2]

34,314,224

37,253,742

163,777 322,398 133,313
34,323,583 -~ -——
387, 154 1,175,337 549,128
3,837,328 - --
418,274 329,833
<94, 354 134,363
42,322,135 2,581,574
L. 3L LT IgE, 223

- tx 1-m N T2 am 5 iia vze . PR
H 3L, 372 3 X3z, 239 3 =3, 25 5 e
e m——— amm o = J—
3 3 .33 3 I 3 PR,
3.3 .3 .33 3.I0
Teo49,232 5,531,780 7,383,910 5,351,702
3,549,092 5,380,750 3,933,910 5,330,722




FICELITY HCOLDING3. INC, AND SUBSIDIARI
CINSOLIDATED 3TATIMENTS OF STOCKHOLDERS® 3

Unaudizaa

1997 MASCR
Freferred Stack

s
QUITY

1396 MAJCR

referrad SLoek Catmcn Staed

b

P —— - Addizional
Faiz n
" Shares Amgunt Shazes Amount Sharces Amounc Capizal
<5> ¢ <c> <> «C> <c> <C> <>
dalance
Decemper 3L, 1994 - -— 180,900 3 2,500 5,279,200 § 42,792 § 4,309,508
Issuance of Common
Stack pursuant ta axercise
¢f warzants - -— - - 521,200 2,238 443, 339
Sffect of 3rack compensatian
charye -— - — - 33,300 335 25£,443
Her incoma i - — - - - -
Transiation ad{ustoenc - - had - - - -
Zalance
Cegamner 31, 1307 - - 2,330 i, 395,760
Neg ingome - - -— - - - -
EDTcnIvh 3120 - - -~ -- H
3alancze
Sepramser I, LF33 I, 08 3 EFa) I8 ER TLET LD iTE,

<STRILI
Zalance
Jecemzmer 11, 139 H

suang: 2% Zommon
Ci gursuant <) axerc:

NATTANLE

O W R
iy 7 U
7]

2L S5TICk compensaticn

¥ otwn

o 1n

Zac
arg

06

Ner income
Translation adjustment

Balianee

369,139

£, 730
833,73
287,300

Decemper 31,
Net income
Transiation

Issuance of

1997 1,038, ca8
210,373
adjustment -—

1997 ?refarred

srtack for the acguisition af
Major Aucomotive Group

Issuance of Common Stock

297

W
5]

310, 373

32

5,000,000




for compensaticn and sacurity

depositc - -~ 1,344,447
Salancs
Jeptemcer 30, 1598 § 1,949,061 3 339 $18,279,a847




FISSLITY HOLDINGS, INC. AND SUBSIDIARIZS

CONSOLIDATED STATEMENTS OF ZASH 7Ll

UNAUDITID

<8»

Cash f{lows froa sperating activities:
Nec ingome

Adiustiments %o reconcile net incame

o nat zash {uged in) previded by operacing activitias:

Non cash sharges
Amortizacicn of intangible assecs
Deoresciacion
Dafarrac ncone taxes
(Ingrease) Zecsease i as3803:
Net invescment in dirsct financing leases
Wotexs receivanie
ACsouncs recaivasnle
Invencoriss
Qther assercs
=aze cdacreass)
Hot2s., aczaunts payapie and acorusd axpenses
Custoner Isoosits
sefarrad T
2ue 3 a2

J23ed) 23y spergating

] =t

I350 dcmiLiraa
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Mar zagn srovizaa 3y finanois

DR MONTHS
ENDED SERTEMSER 10,

1994 1997 1998 1997
<C> > <C> <C>

H 10,37 H 359,338 448,361 B 50,300
ia%, 307 83,302 41,502
484,914 224,368 19,384
175,122 184,72 135,900
429,280 i149,000) 8,132
(548,733} 15,372 3%, 603
(2,28 2,533 -
M {1,133, 302! {312,139)
Igi, 339 19,334
{73,891} £34,37%:
{158,448} 187,312

334,019

223,32 363, 3440 3x,98:
16,333,350 -— - -
283, 540 FPRE & DN
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regicnal consolidation of the retail automotive industry, acquired, from a
related party, the Major Automctive Group of dealerships ("Major Rute") and
relacted real estate Ifor approximataly $14 million in cash and stock.
Additicnally, as a holdiag company, Fidelity Holdiangs, Inc. is invelved in the
acguisition and develcpment of synergistic tschnological and teleccmmunications
businesses and sesks to capitalize on other opportunitises.

As a result of the acguisition of Major Auco, wihich comprisss the Company's
Automotive division, the Company is one of the largest volume rerailers in New
York City of new and used vehicles. The Autcmotive division consists of the
following Major Auto dealerships, all ¢f which are located in Queens, New York:
{i) Chevroler; (ii) Chrysler and Plymouth; {iii} Dodge; {(iv) Jeep; and (v)
Subaru. The acguisition was accountad for as a purchase. Accordingly, the
conscliidated rssults of operations of the Company incliude the rasults from Majcr
Autoc only since the date of acguisition on May 14, 1953,

Results of Operations - Nine-Mconth Period Inded Septemcer 30, 15%3 and 1597
Aevenuses. Revenues for the nine-menth pericd 2nded Septamper 30, 1938 increasad
apereoximataely $60.8 miliion or 1,700% over the comparibie cricr periond i
214,214, Revenue Ior the comparabie perisd in 13287 was §3,328,327. The
xv sourze ¢ the & in ravenues was Rimaza §62.7 millicn
L Ty Mas Aus i Mzy 1 12335, £is2%, in zazT,

i
b ]
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Zrom

b
s

1
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Gross profiz. Gress profit showed a net incrsase of 36,847,148, or 312.1%, &2
£8,777,004 in the nine months enced Septamcer 30, 13%3 Zrom $2,128,833 in the
corrssponding pricr year's periced. In the 1997 period, all of the gross profis
was generatad by the Computer Telaphony and Telecommunications division. The
graoss profit from the Automotive division accounted for $8,358,700 of che 189§
net increase. This Automotive division increase was partially offset bv a

decxzsase in the gross zrofic for the Computer Telephony and Telecommunicartions
division in the 1998 nine-mench pericd of $(1,712,534), or (80.4%) to S417,304.
Greoss profit as a percsntage of sales in the Autsmortive division was 13.8% singe
the acguisition of Major Auto on May 14, 1398, Gross profif as & pexcentage of
sales in the Computear Telephony and Telecommunications division decreased to
47.0% in the 19898 first 2e quarters, comparsd wich gross profit of 77.4% 1
the comparakcle pricr peried. This, again, is the rasult of the curtailment of

thr n
ied




higher gross profit sales to Master Agents thar commenced in the thire gquarter
of 1997.

Selling, general and administrative expenss. Selling, gererzl and administrativs
expenses ("SGaA") increased z total of $3,238,883, or 290.2%, t= 57,044,093 in
the nine mcnths ended Septembcer 30, 19%8 from S1,805,210 frcm zhe
comparakble gperiod ia 1937. Cf this net increzses, $3,637,325 z-silzzas to
Company's Automotive division acquired on Mav 14, 1%98, a decrsase of 28
relates to the Computer Telephonv and Telecommunications division and decreaassa
of §(109,672) is from the Leasing division. 5G&A for the Computsr Telephony and
Telecommunications division decreased from $1,276,537 for tha first ninme menths
of 1997 to $987,294 for the nine months ended Septamber 30, 1998, a decrease of
(22.7%). This decrszase is reflective ¢f the reduced level ¢f activity associatad
with the Comcany's Master Agents in the first thrss guartars ¢f T°98 The
degrease of ${109,679), or (20.7%} in SGad to £418,374 Zfor zhe Lea
in the first three quartars of 1398 from $528,633 ia zhe com

is reflective of both operating efiiciencissg and a rsducsd

the
{289,2683)

L

2
ES

3
a
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Interest expense. Interest expenses i
first nine meonchs of 1998, £rom intarestc
comgarzblse geried in 1997. This is '
in the Companv's Autcmotive divisicn of
: . LSlt;Cn oI Maicr AuLs
ivisizn's

Cosgz cf Sales. The net cost of saiss incrszse 2

Septamtcer 30, 13%¢8 of aimest S$3I1.3 ‘illion, or : Z e

attributable to the Automotive diwvrision which had a cost ¢f goods sold of
$31,296,6%6 in the 1998 third guartsr. This increase was partizlly offszer by 2
decresase in cost of sales in the Computsr Telschonv and Tailzczmmunications
division. The cost of sales in that division in the :three-month 1998 period was
$162,547, comparsd with $1925,619 in the comparable 1837 periasd. This decrsase of
5(30,072), or {(15.4%)}, is consistent with the decrease in rsvenues related &

the higher margin products scld by this division.

Gross profit. Gross profit showed a net incresase of 54,838,102, or 854.4%, to
$5,426,711 in the three months endad Septsmber 30, 193%8 frcm $368,809 in the
corresponding prior year's period. In the 1997 period, all of the gross profic
was generatad by the Computer Telephony and Telecommunicatisns division. The




gross profit from the Automotive division accountsd for $5,278,460 of the 1998
net increasa. This Automotive division increase was partially ¢iiset by a
decrease in the gross profit for the Computer Telephony and Telacommunications
division in the 1998 third quarter operiod of $(420,358}), oxr (73.3%) to $148,2SL.
Gross profit as a percentage cof sales in the Automotive divisicn was 14.4% ia

the three months ended September 30, 1998, Gross profit as a percentage of salss

in the Computer Telephony and Te1eccmmuf*cat;ons division decresased to 47.2% in
the 1958 third quarter, compared with gross profit of 74.4% in the comparable
prior peried. This, again, is the rasult of the c“rtailment of nigher gross
profit sales to Master Agents that began in the third quarzesr o 1997.

Selling general and administrative expenss. SGiA expenses incrazsed a ner totsl
of $3,876,105 or 575.5%, to $4,54%,607 in the thras months endsd Septamter 30,
1598 from $673,502 for the comparable pericd in 198%7, Of this net lacresase,
§3,82%,115 relates to the Company's Automorive divisi on; 2n inzrzase of $173,82:2
ralztes to the Computer Telephony and Telzcemmunications divigisn and 2 decrazss
of $(131,832) is from the Leasing division, 5G&a for the Compuzar Tslephony and
Telecommunications division incr=ased from $5089,425 for the hird quartsr of
1387 £o $688,247 for the thrae months anded Septamber 30, ;39&, an incrsase ¢
£ This increzse is reflective ¢f the aigher 'y cars

atministrative expenditures zszscciztad m

The nerger with Msjor Auco, as well as

liszting in the third guarter oI 13%3.

SGar expenss of ${131,332), or (80.3%

Zrom 318<,Q975 in ozhe campa:ahle Trisc

and cmerating e2flicisnciaes in zhat 21
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The Company's primary source of liguidity for the nine menths anded Septamber
30, 1998 was 52,325,414 from its net income of $%10,373, as acdjustad by den-cas.
charges which aggregated $1,41%,041. This net increase ia cash was gpartially
offset by the net effsct 0f (a) a decrease in liabilitiss of 32,329,954
(primarily related Lo Major Auto’s flicor plan nctas), less (b) the net decraase
of assets of 56,110,251 (primarily frem the decrsase in the Auctomotive
division's inventory of $5,813%,999 and a decrease in accountcs __ce1vaD;s of
1,535,270, following the acguisition of Major Auto), as partizlly cfiset by
decraases in financing leases and cther asssts of $348,763 and 690,133,
respectively. The combination of record new and used cars salas for Major Aucc
during this period, coupled with a strike at General Motors, which rsstricrec
the Company's ability to obtain replacement cars for inventory during May and




. V‘

June were the primary reasons for the significant inventory and flsor planning
decreases and an initial relatsd incrsase in accounts rsceivable. The changeover
in model years at the end of the summer kect inventary low, Zut the Automotive
division receivables that had builz up were substantially collected by the end
of the periocd. The net result of all of the Iforesgoing was a uss of cash in
operating activities of $8%94,293.

[#]

of cash of 36,610,799, The most
tion of Majer Aute, which used
et by a decrezse in property,
was meors than offset by

The Company's investing activities had a net use
significant compenent of this use was the zcguis
net cash of $6,838,%01. This use was partizlly o
plant and egquipment aggregating $228,102. ALl of

s

net cash provided by financing activities, which aggrsgated 53,374,716, from the
net proceeds cf long-term debt. The primary sourcss ¢f such debt were (L) the
loan of $7,300,000 from a third-party which was used t2 aczuirs Ma‘or Zutos and

jo]
its relatad real estate and (2} the procszeds of $60C0,300 £rom the szle of
convertinle, subcrdinatsd depenturses o a limiftad numter of accradizad
investors.
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The Company is not engaged in any lizigation cther than as previcusly
raported.

Ttam 2. Changes in Securities
None
item 2. Defaults Upon Senicor Securities

None




Itam 4. Submission of Matters to a Vote cf Security Holders
None
Item 5. Cther Information

As part of its strategy to expand its automotive cperaticns abroad, on
October 1, 1998 the Company entered into a consulting agresment with Clemonc
Invesments Ltd. ("Clemont"}, a consulting firm which provides business advisory
servicaes regarding the establishment in Turcpe of branches or operations of U.S.
pased companies. In consideraticn for its ssrvicas, Clamont will receive, over z
three to five year period (i} 54,000 sharss of Ccmpany ¢ommen sctock in
connection with the performance of cercazin consuicing services, (ii) 79,500
shares of Company common stock im cenneection with providing the Company wikt!
certain business contacts, and ({ii) 54,000 sharzs of Ceompany common sT2ck
connecticn with cempliance with certain rastrictivz covenants coIntained iz
Consulting Agreement {collectively, the "Share
rapurchase the Shares under cs2rtain cirzumst
sitare (the "Repurchass Price”}. A&s an induc

Jonsulting Agrsement, Ciamenct

" e, - P - N ¢
;. The Compzany Ras tiae zigh

ki
il
)

T A .
Chalirman, Prassident and CEC cf

Mr. Bendsll agreed, under cerxtaln
curchase Zhe Shares fxom Clamcnt
agrsement tericd, less

o= mare e

-l e

r2gis i T b z Y ”
theraunto duly autherizecd

TIDELITY ECLIINGS, IM
Dats: Nevemper 13, 1898 /3/ 3rucs Zendall
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CONSULTING AGREZIMENT

THIS CONSULTING AGREEMENT, macde as of the lst dav of Octcber, 1598, by and
betwesn:

IDELITY HOLDINGS, INC., a Delaware corporation having its exscutive
offlce atT 80-02 Kew Gardens Road, Kew Gardens, New York 11413 {herazinafter
rzferrad to as "COMPANY") and its subsidiary, MAJOR AUTCMCTIVE GRCUP, INC.

: ar "MAJOR")

WHZREAS, as the ressulz of agtivic
Consulting Agrssment relating Lo the Au
devalcoped a list of potantisl contacis, g,
and other businessss or antitiss who or which may be desirzous of g g
Tusinass il 3 MESOR (ths "LIST") wnich LIST MASOR daesirszs 2o acguirs:

WHEERZIAS, CCHSULTANT zelieves that the pricr sxcerience and
cackgrounds and cocntacts ¢f 193 management, emolﬁve=s and affiii of
Talue t¢o the COMPANY and the COMPANY reccognizes the zenefits acermuing izsell
from COMNSULTANT's association with the COMPANY and has agreed to employ
CONSULTANT as a consultant to COMPANY on the herein terms and ccnditions,
intending the CONSULTANT to rsly con COMPANY's agresment thersto;

WHEREAS, COMPANY desirss to rstain the on-going CGntacts wnich CONSULTANT
may develcop as the result of the peaaormar e of services nersunder and retain
solely the benefits which may be derived fram the efforrts of CONSULTANT on

sehalf of COMPANY by having the
axclusive right to the consulting and advisory services cof CONSULTANT relating

to automotive industzy and COMPANY's Automotive Business and to restrict




CONSULTANT with respect to its activities relating to the Automotive Business:

WHEREAS, the parties have agr=esd upon the terms of such arrangements and
desire a writien, formal contract to evidence their understandings:

NOW, THEREEICRE, in consideration of the mutual promises, covenancs and
forebearancas contained herein, and intencding to te legally beund, Zhe partiss

have agreed as follows:

I
SUMMARY

1. SUMMARY OF AGREEMENT. This Agreement is divided into four (4} parts:
Part II: Consulting Services to MAJOR rzgarding the Autsmotive Businsss;

Fart III: Conveyance of the LIST;

Pars IV: Zxclusivity/Restrictive Covenants; snd
Fart ¥ e

CONSULTING AGRE

DL oo

—rT Y
‘o

sy

TMDLOYMEN

~—ATorIT T
CUNSULE

ARy

3. TERM. [a} This Consulting Agrsement shell tecome 2Ifactive
gxacutlion, 2xcept that tie consulting servicss shall commencs on Jja
12€2, or sconer zt the opticn ol the COMPANY wizh wrizTan ncotlice 2
(Z} PartT IZ of this Consulting Agrsement snall continue and exiszt Iar
cf three (3} years fzom the aeflactive data. IV of this Censulz
shall conuinue and exist Ior the periods specifiad in the Paragragh

4. COMBENSATION-3ASE AND HARDSHIDP. (a) For ths basic servicss r=ndesrag
under this Part II of this Consulting Agrsement {i.a., for regular consulcting
and adviscery services}, COMPANY shall pay CONSULTANT a base fee in the form of

Tifty-four Thousand (54,000) shares of the COMPANY's Common Stock. Such sharss
3nall be issued immediately, in the name of CONSULTANT, upon the execution of
this Agreement as chirty-six (36) certificates for 1,300 shares each, so as ©o
establish CONSULTANT as a shareholder as of the dacts of issuances as to all

34,000 sharss. However, CONSULTANT shnall not be dsemed vested with ownership of
such shares until delivered to CONSULTANT as provided herzin. The certificates
shall be held in escrow by Robert Salad, Esqg. who shall deliver a csrtificats
for 1,500 shares to CONSULTANT menthly, in advancsa, for the servicas ¢2 be

rendered for that month, commencing on January i, 1999 for the sarvices to be




randered in the month of January, 1998 {cr sooner at the COMPANY'S opticn as
provided in Section 3 hersof). CCONSULTANT shall not be entitlad to vote any of
the 54,000 shares, including the shares held ia escrow pending delivery of such
shares to CONSULTANT as provided herein until such shares ars vestad. Any
dividends declared and or paid witi respect to delivered and vestad shares shall
be paid directly to CONSULTANT. Anv dividends declared or paid with respect te
undelivarsd, unvested and escrowed shares shall be paid te Reokert Salad, Esg.
and shall also be held in escrow pending delivery and shall follow the delivery;
i,e., proportionately delivered to CONSULTANT as the sharss are delivered,

{b}) The parties acknowledge that in negetiating this fee and its egqual
installment payment they recognizsd that the consulting and advisory services
will probably not be periormed in sgual monthly segments, but may be substantial
during the early portion of the t=2rm and less thereafier as MRJOR's
rslationships and communications lines ars established. Thus, part of the
compensation for earlier services will be defarred and the lessening or
termination of services shall not constitute a breach or terminacion herasf, but
the lavel f2e shall continue. Furthermors, in view of MASOR's ang COMPRNY's
desirzs that CONSULTANT's serwvices with z=2 to the automective industzy ce
axclusively fzr the benefit of MAJSOR, any ov MAGOR to as fectT
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Pragident. CONSULTIANT shall act, within and with rsspect te such b
susiness ccnsuloant and advisor To MBJOCR, performing services as Q
raguest 2r cizsct, including but nct limitad to:

{2} As MAJOR shall request c¢r diracz in writing, CONSULTANT shall sesk €
MAJOR and its Rutomotive Business kacwn to the financial and business communis
in Russia and Eastern EZurope and to the financial community intersstad i
capable of financing MAJOR's dealersnips and distributorships or consume

(b) As MAJOR shall rasguest or direct in writing, CONSULTANT shall assist in
contacting, establishing communication with, and introducing MAJOR's exscutives
ta, financial institutions and investors peotentially intarestsd in (1) securiag
a franchise or entering into i reiationship with MAJOR for the establishment ¢i
a2 dealership or distributership, or (ii) providing flcor plan financing to MAJCR
or one of i1ts importers, dealers or distributors, or (iii} providing consumer
financing for the purchase of automobiles, trucks or other motar vehicles from
MAJOR, cor one of ifs dealers or distributors.




(c) As MAJOR shall request or direct in writing, CONSULTANT shall serve as a
liaison between MBRGOR and the Russian and Zastern European automotive induscry
and relevant government agencies, and CONSULTANT shall provide such analyses of
the Russian and ESuropszand automotive markets as MARJOR may raguest.

(d) As MAJOR shall rsquest or dizeect in wrifing, advise MRBSOR with respect to
its and its dealers and distributors salss and marketing arrangements and plzans,
including: specific marketing and sales focuses by country or rzgion; public
ralations and adverfising programs, media salection, industry trade shows, and
expenditures therefor; employment of import brokers, transportation companies,
sales representatives and distributors; pricing and sales terms; oroduct f£2aturs

emphasis; product bundling and un-bundling; licensing, £ranchise, dealershiz and
distributorshir agresments: and other factors relating to MAJOR's Autcmotive
Jusiness.

(e} Bs MBJOR shall rsquest or direct in writing, assist MAJOR in finding,
ragruiting, hiring, compensating and rovaining dealers, distributors, zand salss

and marketing gersonnel.
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Netwithstanding the foregoing, CONSULIANT shall cause its amplovees to
devote up to fifty (50%) percent of their business time and attsntion %o the
COMPANY's maviers, if so reguested in writing.

6. EXTENT AND PLACE OF SERVICES. CONSULTANT shall devote such adsquats,
raasonable, ancd proper time, atitenticn, and energies to the business of MRSCR as
shall be necessary or consistent with the performance of its duties hersunder.
It is understood that, except as provided by Paragraph 10 in Part IV belcw,
CONSULTANT has and/or may have other employment or coensuliting arrangements ancd
that this engagement is neither exclusive nor full-time. The consulting and
advisory services of CONSULTANT shall be performed off-shore, i1.e., outside of




the United States.

7. WORKING FACILITIES. CONSULTANT shall provide its services Irom its own
cfIices the cost for which offices shall be at CONSULTANT's own expense. MAJOR
shall provide such local and regicnal sits offices and such perscnnel sugper: as
may be mutually agreed upcn from time to time.

8. EXPENSES. (a) CCNSULTANT, in providing the foregeing services, shall
advise MAJOR in advance of the performance of such services, of the costs
anticipated to be incurred in the performance of such services and shall
estapblish with MAJOR a costs budget. MAJOR shall be responsible for all budcetad
casts of providing the services including, but not limited teo, out-of-pocke:
expenses for travel, entertainment, postage, exprass delivery and messenger
service, telephone/ facsimile charges, as well as compensation to thirxd parcty
vendors, c<onsultants, advisors, and agencs, Such costs shall be in addition to
any additional compensation as provided in Paragraphs 4(a) and d4{c} abcve.

arad as provided above, CONSULTANT is not authorized s
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, food, enuartain axcept within such guidslilinss
orm Time o = Dirzctors of COMPRNTY, =

in adwvancs =) NY shall

authorizad : T

on ov CIHNST

ras in such

27 The augend

{p) CONSULTENT
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(ii) such LIST contains the names and addresses of 2ach and every concact,
potential client, potantial customer, potential stratsgic partner, and other
businesses which may be interestad in entering into a business relationship with
MASOR pertaining to its Automotive Business, and CONSULTANT has not withhelid the
names and addresses of any potential contacts, clients, customers, stratesgic
partners, ar business contzcts which could be useful to MAJICR with respect o2
its Automotive 3Business. ’

{iii} CONSULTANT has not praviously conveyed, cr disclosed, the names and
addresses on such LIST to anvy other of its consulting clients, has not eantsred
incts any other agresment or understanding for the conveyance or disclesure of
such LIST, such LIST was not compiled by reason ¢f funding or & contractual




commitment from any other consulting client, and there are no liens, claims,
encunbrancss or charges of any kind pertaining t£o such LIST.

(iv) Upcn the conveyance cf such LIST hersunder, CONSULTANT shall traaz such
LIST as the exclusive propertv of MRJOR and shall not itself use, or use,
discloss, or convey any of the names and addresses on such LIST for its cwn
benefit or Ior the benefif of any person or encity, whether or not a consul:
clienrt.

{b) CONSULTANT, on behalf of itself, its affiliates, sharsholders, officers,
directcrs, employees, agents and consultants, hereby conveys, sells, transiar
and assigns all of its right, title and interest in and 5 the LIST to MRJCR,
free and c¢lezr or any liens, claims, encumbrances and charges, ¢f any kind
whatscever.

{¢) In ccnsidsration for the convevance of the LIST to MAJOR, COMEBANY shall
issue tg CONSULTANT, uocn cthe exscution hereof, Seventy-nine Thousand rive
Hundrad {79,200} sharss of its Common Stock. Such issuance shall be in full zanz
complecs payment of the LIST, there shall be no furiher compensation due £
CONSULTAL th cc and/oxr MAJCR i1l nege gra
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perscn, fizm ox fade]

tne zulcmotive i y TU

sarviges, or iaformatlion, tThat 3ara the same i any searvigass or
informaticn providsed o MAIOR v CONSULTANT herszundsr.

11, NON-DISCLOSURE CF INFORMATION. CONSULTANT reccgnizas and acknowlsdges
iz will hawva 5 Tz

that, during the ccurse ¢f l:ts smpiovment hersunder,
1

riezzazy inismmarvion rslating oo MBRJOR and its Automord

(A}
[

3 Drap 2
3 subscantiszl wiicli mav be develcped or creaca CONSUL T
serZcormance of arvicas ner=aunder, and that such iLniormation constity
unigque assets of & susiness of MAJCR and the CCMPANY. To the extent th
crooriztary information is developed by CONSULTANT pursuant to the perio
of i1ts csnsulting services under Part II above, CONSULTANT neraby assigr
MAJOR, without furzher consideration to CONSULTANT, the entirs right tigle and

intersst in and to the such work procuct and in and te all propriefary .rights
therein or based ther=aon, and CONSULTANT agrees thar bthe work product ‘shall b
deemed to te a "work macde for hire". Neither CONSULTANT not any of its
affiliacss, emplovess, ofZicers, dirsctors, agents and censultant will, during
or afrar CONSULTANT's employment, personally use or disclese all, or any gars
G, such

iH

proprietary information o any person, fizm, corpeoration, associaticn,
agency, or other entitfy except as properly required in the conduct of the




business of MAJOR and/or the COMBANY, or except as authorized in writing by
MRJOR, publish, disclose or authorize anyone else to publish or disclose, any
secxeT or confidential mattar relating to any aspect of the business of MAJCR
with which CONSULTANT'S servics may in any way acgjuaint CONSULTANT. In the ewvant
of a bresach, or threacrened breach, by CONSULTANT, of the provisicns of this
Parazgrach, COMPANY and/or MASQR shall be entitled to a vreliminary, temporary
and permanent injunction restraining CONSULTANT from disclosing in whele or iz
part, any such proprietary information and/or form rendering any services te any
person, firm, corporation, asscciation, agency, or other entity to whom such
information, in whcle or in part, has been disclosed or is threatened to ke
disclosed. Furthermors, nothing hersin shall be construed as pronibiting COMPANY
and/cxr MARFOR from pursuznq any other equitable or legal remedies availakle %0 it
for such brzach or threatened brezch, including the ragovery or damacges Zrom
CONSULTANT.

LZ. NONSOLICITATION COVENANT. During the term of this Agreement zand for 2
gericd of two {2) vyears afisr the tarmination of this Agrsement CONSULIANT shal’l
not sglicis, dirsetli .
TECESTACIITE CuUsSIcmE
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pay COME
common Stsc iss P G
immeciaraly zhis Agrassmenz as zThirTy-six 6) cerziiizzzas
Zor 1,300 s aplish CONSULTANT as 2 shar=aholidsr as oI the
cate o i naras, Howevar, CONSULTANT shall net ke
deemss ve n shares uncil delirerad to COMSULTANT =3
orsvided fiall e held in escrow by Repert Jalad, =g,
WwhRo spsil 1,300 sharss to CONSULIANT montihly,
COomMManCcing consr 3zt the COMPANY'S opticn as provided in
Seczticn 3 ot be entitled to weta all 34,000 sharss,
includ , pending deiivery of such sharss o
CONSULT? ch shares are vested. Any dividends
declar deliversed and vested sharss shall be vaid

dirscziy declared or wmaid with respect o
uﬁcelivefec unvestad and esc::wed sharss shall be paid t£o Robert Salad. Esc.
and shall also ke held in esczow pending dispesition and shall follow the
dispesicien; i.2., proportionatzly delivered to CONSULTANT as the sharss axs
delivarad.

{b) In acdition To the foreg c-ng any shares allocatzd as fes compensation forx
the geriormance of consulzting and advisory sarvices under Part II which COMPBANY
shall not consider to have besn "earned" by the performance of actual consultin
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(b) Each parzy hereby indemnifies the other against, and agrazes to hold the
other harmless from, any logsesg, claims, damages, or liabilizies arising out cf
the performancs of the consul:zing services, esxcept insofar as such losseas,
claims, damages, or liakilitiss (or actions in respect therssf) arise out of cr
ars bassd upen specifiic breszches of this Agrsement cr fraud, gross negligence,
or malfesagance.

17. WRIVIR OF 2REACH. The waiver by either gparty of & Zrzach of any
provision of this Agreement by the other party shall not opsrats or e construsd
as a waiver of any subsequent breach by such other party.

18. BENZTIT. The rights and obligations of COMPANY and/or MASOR under this
Agreement shall iaurs to the kenefit of, and shall be Sinding upon, their
successors and assigns. The protaction of Paxst IV aniL inurs to tha henefit of
COMPANY, MRJOR and any successors and assigns.

19, LIMITATION COF LIABILITY OF CONSULTANT. The liabilizy of CONSULTANT =:
the COMPANY and/cr MRJOR in the event of a breach of thils Agrsement 2v the
CCNSULTANT shzlil ke l;mltac T2 the shares issued to CONSULTANT pursuant to 23rs
IZ Zcz izz sarwicas

PR ——
NCTIZZS.

23, ”O"BT:R?ARNS/?

o2 desmsd and all of wnich zaken sus
cne and Th . This Agreement may be
such facsi nall te deemed to be original

24. ASSIGNMENT/DELEGATION. Excegpt Ior delegaticn of duties to officers,
dirzctors, emplovees, agents and consultants, CONSULTANT shail not delegatsz it
duties herszunder to any other entity. Sunwec: to any appliczble securities laws,
rules and ragulacions, CONSULTANT may assign or anticipats i%s recaipt of any
shares hersunder, gricr to delivery oy the Escrow Acent, sukzlisct te the
provisions cf Paragraph 15 zbove. COMPANY nay not assign its rignts hersunder s
any partTy other than MAJOR.

IN WITNESS WHIREQF, the parties hersto, intanding ta be legally bound,
have hersunto set their hands and szals as of the day and vear hereinabove




written.
TIDELITY HOLDINGS, INC.
ATTEST:
3y: /s/ 3ruce Bendall
Bruce Bendell, Chairman
/s5/ Christine Feliner
Secrasrtary
MASOR AUTCMOTIVZ 2320z, IUHC.
;“H?:T
3y g/ Zruoges Zenizlo
3ruzs Zendsll, Zhalrman
2, Thriztinz Tzlnar

CLEMONT INVZIZTMERTS LTD

P I -

THIS SCHEDULZ CONTAINS SUMMARY FINANCIAL INEORMATION EZXTRACTED

CCMSOLIDATED 3ALANCT SHEZTS AND CONSOLIZATED STATEMENTS OF CQPE NS AND
RELATED TCOTNOTES OF FIDELITY HOLDINGS, INC, AND SUBSIDIARIZIS END TOR TEZ
NINE MONTHS AND TYREZ MONTHS ENDED SEPTEZMBER 230, 1998 AND IS QUALIFTIZID IN ITS
ENTIRETY 2% RETTRIMCE TQ SUCH TIMANCIAL STATEMENMTS AND SCOTMOTES.

</LEZGEND>

T2OM TE
RAETT
AS ©

KENN )

i O L



RIOD-TYDE>
CAL-YZAR-ZIND>
OD--VD>

tn () fa M o
S N
u:w m

V

Zt RﬁTIES>
RECEIVABLZS>
<ALLOWANCES>
<INVENTORY>
<CURRENT-ASSETS>
<DD&E>
<DEZRECIAT
<TOTRAL-2SS
LCURRENT~L
<3ONDS>
<PREITERRED-MRANDATORY>
<PRETELRRED>

<COMMON>

<OTHE

LA AN AN AT A

ll

>
ABILITIZS>

ON>
2

I
=T
.
IA3

oo

-c—\-r_)

AIILITY-AND-

ti Lo i
3 N
Q]

i
A%

)
'___/
\I

“TC"‘J« -

e

IO -

<-ﬂuuﬁ;—_;n>

..ml-T-.-,-.-u:>
oo

1NGZS>
—TNCOMI

ZIMERY>

- dmp
LTIz

IQUITY>

8-M0S

DEC-31-1

3E2-30-1
i,088,

03,
63,
30,

42,947,
17,715,

11
-
-
1z,
sz 1
13,132,
a0 -
=<4, 94';
s mag
e, ’
ad, .,
! 733
-.-'tr':‘-a
T s e
Qa, 2Ll

-t

L)
~

U D A
I+ D D

[¥]]
o

&= N
COWoH O OoOWe oW OoOWwomom

[SL o« AT [ PY IR I Y
A L)~

W

N~
{4
e Y

<o

el Lap AD
(NS ERY S BN £

Cr (O

L]
1

PV 2N BV NP B o S SV WO WA T S T 5 N £

-

3-MCS
DEC-~31-
$£2-30-

Nt

Lad Ll Le) e ol 70

(W T E )
Ny
~1 4D 0D W W

—

Sk - By

L2 Y

-

-

-

da ) ay O

LU T~

(w5

RS B VS B R $ O S ]

-

2~ L)~ -1 N

O AN
e

-

i
",':
i¢l
847
[ol =]
253
e B=gt}
- T
49
~z
e
23
13

- e ow

-

. =
B P ¥ T

~

L Y T R SN ¥ 1)

i s

LTS T SR P i |

S8 e 2l R I oy GO @30 000 e DWW O WD Ww

~
b=y
~ 2
~

L4 ovd N

[ e S W TR o BTN B )



® ®
8K — $11.3 Million Debt Facility: Fidelity Holdings,
Inc./Computer Business Sciences, Inc.



. SECURITIES AND EXCHANGE COM‘ION
Washington, D.C. 20549

FORM 8-K

Current Report Pursuant to Section 13 or 15{(d) of
the Securities Exchange Act of 1934

January 26, 1999
Date of Report (Date of earliest event reported)

FIDELITY HOLDINGS, INC.
(Exact name of registrant as specified in its charter)

Nevada 00029182 11-3292094
{State or other {Commission (IRS Employer
jurisdiction of incorporation} File Number) Identification No.)

80-02 Kew Gardens Road, Kew Gardens, NY 11415
(Address of principal executive offices) (Zip Code)

(Registrant‘§ telephone number, including area code): 718/520-6500
PART Il. OTHER INFORMATION
Item 5. OTHER EVENTS
On January 26, 1999, Fidelity Holdings, Inc., a Nevada corporation,
("Fidelity" or the "Company"} closed on an initial $2.75 million financial
transaction as part of an overall $11.35 million debt facility. The followingsummary of this transaction is qualifiec
in its entirety by the terms of the
related agreements and instruments filed herewith as exhibits to this Form 8-K.
The Transaction
On January 25, 1999, the Company and its wholly owned subsidiary, Computer Business Sciences, Inc., a Delawar

corporation ("CBS") enfered info aSecurities Purchase Agreement with certain purchasers named therein (the"Purchasers”
pursuant to which the Company and CBS agreed to sell up to 2,750 Units {the "Units™), each Unit consisting of (a) in the fir

tranche, (i) a 12% Convertible Debenture.of the Company in the principal amount of One Thousand Dollars ($1,000) of th i
Company {the "Debentures”), convertible on certain termsand conditions into shares of the Company's common stock, pe |

value $0.01 per share (the "Common Stock™), (i) 36.3636 shares of Commaon Stock, (i) warrants(the "Warrants"} to acquir
83.3333 shares of Common Stock and (iv) warrants (the "CBS Warrants") to acquire 25.4545 shares of common stock, p-
value $0.01per share, of CBS (the "CBS Shares"), and (b), in the second tranche, {{) a Debenture in the principal amount
One Thousand Five Hundred Sixty-Three and64/100 Dollars ($1,563.64) and (ii) Warrants to acquire 130.3030 shares
Common Stock and {c) in the third tranche, {i} Debentures in an aggregateprincipal amount of One Thousand Five Hundre
Sixty-Three and 64/100 Doltars ($1,563.64) and (i) Warrants to purchase 130.3030 shares of Common Stock. Theshares
Common Stock issuable upon conversion of or otherwise pursuant to theDebentures are referred to herein as the "Conversit
Shares” and the shares of Common Stock issuable upon exercise of or otherwise pursuant to the Warrants are referred
herein as the "Warrant Shares.”




