NEXT 1 INTERACTIVE, INC.

FORM 10-Q

(Quarterly Report)

Filed 07/23/12 for the Period Ending 05/31/12

Address

Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

2400 N COMMERCE PARKWAY,
SUITE 105

WESTON,, FL 33326

(954) 888-9779

0001372183

NXOI

7310 - Advertising

Broadcasting & Cable TV
Services

02/28

http://www.edgar-online.com
© Copyright 2013, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period endeday 31, 2012
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File No000-52669

NEXT 1 INTERACTIVE, INC.
(Exact name of registrant as specified in its @rjrt

Nevada 26-350984E
(State or other jurisdiction « (I.R.S. Employe!
incorporation or formatior Identification Number

2690 Weston Road, Suite 200
Weston, FL 33331
(Address of principal executive offices)

(954) 888-9779
(Registrant’s telephone number

Indicate by check mark whether the registranth@g filed all reports required to be filed by Sextl3 or 15(d) of the Securities Exchange act 841@uring the preceding 12 months
such shorter period that the registrant was reduadile such reports), and (2) has been subgestith filing requirements for the past 90 days.
Yes O No

Indicate by check mark whether the registrant hamsmitted electronically and posted on its corpoi&teb site, if any, every Interactive Data File riegd to be submitted and pos
pursuant to Rule 405 of Regulation S-T (§232.40thisf chapter) during the preceding 12 monthsdostich shorter period that the registrant wasireduo submit and post such files).
O Yes O No

Indicate by check mark whether the registrantlezge accelerated filer, an accelerated filer, @accelerated filer, or a smaller reporting company

Large accelerated fil¢ O Accelerated filel
Non-accelerated file O Smaller reporting compan

O

Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Exgfe Act)d Yes No

As of July 17, 2012, there were 4,902,294 sharéstanding of the registrant’'s common stock.




Item 1.

Item 2.

Item 3.

Item 4.

Item 1.

Item 1A.

Item 2.

Item 3.

Item 4.

Item 5.

Item 6.

TABLE OF CONTENTS
PART | - FINANCIAL INFORMATION
Financial Statement
Managemer's Discussion and Analysis of Financial Conditiod &esults of Operation
Quantitative and Qualitative Disclosures About MarRisk.
Controls and Procedure
PART Il - OTHER INFORMATION

Legal Proceeding:
Risk Factors
Unregistered Sales of Equity Securities and Uderoteeds
Defaults Upon Senior Securitie
Mine Safety Disclosure:
Other Information

Exhibits.

37

41

41

42

42

42

42

42

42

42




PART | — FINANCIAL INFORMATION
Iltem 1. Financial Statements.

Next 1 Interactive, Inc. and Subsidiar
Consolidated Balance She:

May 31, February 29,
2012 2012 (1)
(Unaudited)
Assets
Current Asset
Cash $ 25C $ 12,98¢
Accounts receivable, net of allowance for doukdftcounts 41,64t 1,45¢€
Prepaid expenses and other current a 14,10¢ -
Security deposits 46,61 46,611
Total current asse 102,60¢ 61,05¢
Option Agreemen 582,00( 305,00(
Website Development costs and intangible assets, ne 79,56¢ 96,591
Total assets $ 764,17: $ 462,64
Liabilities and Stockholders' Deficit
Current Liabilities
Accounts payable and accrued expel $ 2,077,42 $ 2,012,48!
Other current liabilitie: 595,71° 603,95!
Derivative liabilities- convertible promissory nott 1,163,62! 916,20:
Derivative liabilities- preferred series . 396,57! 1,338,01
Convertible promissory notes, net of discour$420,590 and $924,446, respectiv 7,529,23: 7,417 ,45!
Convertible promissory not:- related party, net of discount c-0- and &0-, respectively 605,00( 355,00(
Other advance 68,00( 68,00(
Other notes payab 70,00( 70,00(
Shareholder loar 1,143,001 840,00(
Capital lease payab 11,10¢ 25,40¢
Notes payable - current portion 965,17! 960,68:
Total current liabilitie: 14,624,84 14,607,20!
Notes payabl- long-term portion 54,397 88,891
Total liabilities 14,679,24 14,696,09
Stockholders' Defici
Series A Preferred stock, $.01 par value; 3@@authorizec
and 1,809,611 shares issued and outstaatl
May 31, 2012 and February 29, 2012, respelgt 18,09¢ 18,09¢
Series B Preferred stock, $1 par value; 3,0@&i0horized; (
shares issued and outstanding at May 312
and February 29, 2012, respecti\ - -
Series C Preferred stock, $.01 par value; 100&Dauthorized; '
shares issued and outstanding at May 312
and February 29, 2012, respecti\ - -
Preferred Stock Subscrib 430,00( -
Common stock, $.00001 par value; 5,000,000 shewéhorized
4,362,361 and 1,150,003 shares issued astdraling a
May 31, 2012 and February 29, 2012, respelgt 44 12
Additional pait-in-capital 53,338,66 52,735,40:
Stock subscription receivable - (3,790
53,786,800 52,749,72
Accumulated deficit (67,701,87) (66,983,17)
Total stockholders' deficit (13,915,07) (14,233,45)
Total liabilities and stockholders' deficit $ 764,17. $ 462,64

(1) Derived from audited financial statements.

The accompanying notes are an integral part oetbeaudited consolidated financial statements.




Next 1 Interactive, Inc. and Subsidiar
Consolidated Statements of Operati

(Unaudited)
For the three months endec
May 31,
2012 2011
Revenues
Travel and commission revent $ 167,67: $ 177,26
Advertising revenues 725 116,97(
Total revenue 168,39¢ 294,23
Cost of revenues 119,28( 1,365,17!
Gross profit (loss) 49,11¢ (1,070,939
Operating expenset
Salaries and benefi 291,21° 448,18°
Selling and promotions expen 9,50( 28,22¢
General and administrative 470,87 1,064,20°
Total operating expens 771,58¢ 1,540,62!
Operating loss (722,477) (2,611,55)
Other income (expense
Interest expens (856,06¢) (1,968,51)
Gain (loss) on settlement of de 30,00( (111,429
Gain (loss) on change in fair value of derivati 882,48° (156,83)
Other expense (48,859 (29)
Total other income (expense) 7,56( (2,236,79)
Net loss $ (71491) (4,848,35))
Weighted average number of shares outstandin 2,616,82! 131,16¢
Basic and diluted net loss per shar $ (0.27) $ (36.96)

The accompanying notes are an integral part oktbeaudited consolidated financial statements.




Next 1 Interactive, Inc. and Subsidiar
Consolidated Statements of Cash Flc
(Unaudited)

For the three months endec
May 31,
2012 2011

Cash flows from operating activities:
Net loss $ (714,91) $ (4,848,35I)
Adjustments to reconcile net loss to net cash 1
operating activities

Interest on bridge loan conversic - 862,52!
(Gain) loss on settlement of de (30,000 111,42¢
Amortization of intangible: 17,02¢ 305,71¢
Amortization of discount on notes paya 692,32: 936,40!
Amortization of finance fee - 8,42t
Stock based compensation and consulting 21,86¢ 383,39¢
Conversion penaltie 46,85( -
(Gain) loss on change in fair value of derivati (882,487 156,83:
Changes in operating assets and liabilit
(Increase) decrease in accounts receiv (40,189 15,33¢
Decrease in prepaid expenses and other currens. (14,100 (6,70%)
Increase in security depos - (44,279
Increase in accounts payable and accrued exp 68,927 419,83:
Increase (decrease) in other current liabilities 15,76« (1,82)
Net cash used in operating activities (818,939 (1,701,25)
Cash flows from investing activities:
Purchase of option agreement (277,000 -
Net cash used in investing activities (277,000 -
Cash flows from financing activities:
Bank overdraf - 23,17:
Proceeds from convertible promissory nc 394,50( 668,50(
Payments on other advanc - (19,43¢)
Proceeds from other notes paya - 130,00(
Principal payments of other notes paye - (130,000
Proceeds from shareholder lo: 323,00( 50,00(
Principal payments on sundry notes payi (30,000 (20,000
Principal payments on capital lee (14,30 (11,969
Proceeds from preferred series B subscript 410,00( -
Proceeds from the collection of stock subscripteeeivable - 242,41!
Proceeds from the sale of common stock and warrants - 348,75(
Net cash provided by financing activities 1,083,19! 1,281,43i
Net (decrease) increase in Ci (12,739 (419,81°)
Cash at beginning of period 12,98¢ 419,81
Cash at end of period $ 25C $ =
Supplemental disclosure
Cash paid for interest $ 91,93 $ 3,271




Supplemental disclosure of non-cash investing anéh&incing activity:

During the three months ended May 31, 2012, the gamy issued 10,000 shares of common stock and @@@@rants in exchange for services rendered, stingiof financing ar
consulting fees incurred in raising capital, vala¢@pproximately $11,740. The value of the comsstoek issued was based on the fair value of thekstbthe time of issuance or the
value of the services provided, whichever was meeglily determinable. The value of the warrants estimated at date of grant using Bla&&holes option pricing model with 1
following assumptions: risk free interest rate 04l @lividend yield of -0-%, volatility factor of 2830% and expected life of 1 year.

During the three months ended May 31, 2012, the fi2zmy converted a series of promissory notes angds8,202,358 shares of the Company's common valu$881,433, incurrir
$46,850 of penalties for tardy conversions.

During the three months ended May 31, 2012, theaieimg 2,025 stock options issued on October 312@4th an exercise price of $7.25 to employeeseators and executives ves
and the Company incurred $10,125 in compensatietsco

During the three months ended May 31, 2012, the g2m credited a preferred stock dividend of $3,#%9@ shareholder in satisfaction of a subscripteceivable from him in t
amount of $3,790.

The accompanying notes are an integral part oetbesdited consolidated financial statements.




Note 1 - Summary of Business Operations and Sigrifint Accounting Policies
Nature of Operations and Business Organizati

Next 1 Interactive“Next 1” or the “Company”) is the parent companyRIRTV Network (formerly Resort & Residence TV), N&xip — its travel division, and Next One Realtjts-
real estate division. The company is positionisglitto emerge as a multi revenue stream “Next @gio&” media-company, representing the convergaficev, Mobile devices and
the Internet by providing multiple platform dynamifor interactivity on TV, Video On Demand (VOD)dmeb solutions. The company has worked with migtifistributors beta
testing its platforms as part of its roll out of vogramming and VOD Networks. The list of MSO’e tompany has worked with includes Comcast, CaxeTiVarner and Direct TV.
At present the company operates the Home Tour N&tthwough its minority owned/joint venture realtae partner — RealBiz Media. The Home Tour Netwfedtures over 5,000
home listings in five cities on the Cox Communioat network.

Next 1 Interactive is comprised of three distinct ategories: The Company recognized the convergence taking fteiceeractive television/the web and began theeess of recreating
several of its key relationships in real estatyet and media over the last three years in efforfosition itself for the interactive revolutiavith “TV everywhere”. Currently Next 1 has
operating agreements and /or active discussionsraterway with broadband, cable and Over the TopsdMtions for the Next 1 Networks during the ngXtmonths.

Linear TV Network with supporting Web sites — The potential revenue streams from Next 1 Netwerksaditional Advertising, Interactive Ads, Sponsioips, Paid Programming,
travel commissions and Referral fees.

TV Video On Demand channels for Travel with supporing Web sites —The potential revenue streams from Travel VideoDemand- Monthly sponsorship packages, pre-roll
advertising, travel commissions and referral feeseleration of company owned travel entities (Miataurs, Next Trip, Extraordinary Vacations andpTArofessionals).

TV Video on Demand channels for Real Estate with porting Web sites— The potential revenue streams from Real Estated/on Demand ChanneCommissions and referral
fees on home sales, pre-roll/post-roll advertisiagd generation fees, banner ads and cross netkettising promotions ($89 listing and marketiag,fweb and mobile advertising).

On October 9, 2008, the Company acquired the ntgjofishares in Maximus Exploration Corporatiorreporting shell company, pursuant to a share exgghagreement. The share
exchange provided for the exchange rate of 1 shfakéaximus common stock for 60 shares Extraordinagations USA common stock. The consolidated firerstatements of Next
1, Interactive, Inc. reflects the retroactive effetthe Share Exchange as if it had occurred atMa, 2008. All loss per share amounts are reftbbased on Next 1 shares outstanding,
basic and dilutive.

Effective May 22, 2012, the Company effected at5@0 reverse stock split which reduced the nunaféssued and outstanding shares from 1,848,014@87696,029 shares. The
consolidated financial statements have been rdtvedc adjusted to reflect this reverse stock split

Basis of Presentation and Going Conce

The unaudited consolidated financial statementtudted in this report have been prepared by the @Gomypursuant to the rules and regulations of theuées and Exchant
Commission for interim reporting and include aljusiments (consisting only of normal recurring atljipents) that are, in the opinion of managemertessary for a fair presentati
These consolidated financial statements have rest hadited.

Certain information and footnote disclosures nolynialcluded in financial statements prepared inoadance with generally accepted accounting priesifiave been omitted pursuar
such rules and regulations for interim reportinge TTompany believes that the disclosures contdieeein are adequate to make the information predemt misleading. However, thi
consolidated financial statements should be reambijunction with the consolidated financial sta¢eits and notes thereto included in the CompanytsudinReport for the year enc
February 29, 2012, which is included in the Comfmfyrm 10K for the year ended February 29, 2012. The firerdata for the interim periods presented may eoessarily reflect tt
results to be anticipated for the complete year.

Principles of Consolidatior

The accompanying unaudited consolidated finandatements include the accounts of the Company &nd/holly-owned subsidiaries. All material inteompany transactions &
accounts have been eliminated in consolidation.




Note 1 - Summary of Business Operations and Sigrgint Accounting Policies (continued)
Use of Estimates

The Companys significant estimates include allowance for déulbdccounts, valuation of intangible assets, aedrexpenses and derivative liabilities. These egémand assumptic
affect the reported amounts of assets and liasliit the date of the consolidated financial statésnand the reported amounts of revenues and sepeluring the reporting period. WI
the Company believes that such estimates are faénwonsidered in conjunction with the consoliddiedncial statements taken as a whole, the aetuaunts of such estimates, w
known, will vary from these estimates. If actuauls significantly differ from the Company’s esétas, the Company’financial condition and results of operationsiddae materiall
impacted.

Cash and Cash Equivalents
Cash and cash equivalents consist of cash andtehortinvestments with insignificant interest reigk and original maturities of 90 days or less.
Accounts Receivabl

The Company extends credit to its customers imtrenal course of business. Further, the Companylady reviews outstanding receivables, and proviide estimated losses througt
allowance for doubtful accounts. In evaluating lineel of established loss reserves, the Companyempldgments regarding its customeiility to make required payments, econc
events and other factors. As the financial condit these parties change, circumstances develagditional information becomes available, adjusttaeo the allowance for doubt
accounts may be required. The Company also perfongeing credit evaluations of customefieancial condition. The Company maintains resefeeotential credit losses, and s
losses traditionally have been within its expeotagi

Impairment of Lon¢-Lived Assets

In accordance with Accounting Standards CodificaB60-10, “Property, Plant and Equipment”, the Camypperiodically reviews its lonlived assets for impairment whenever even
changes in circumstances indicate that the cargingunt of the assets may not be fully recoveraliie. Company recognizes an impairment loss whesuheof expected undiscoun
future cash flows is less than the carrying amaidithe asset. The amount of impairment is measasetihe difference between the assettimated fair value and its book value. A
May 31, 2012, the Company had no long-lived assets.

Website Development Costs

The Company accounts for website development éostscordance with Accounting Standards Codifica880-50 “Website Development Cost&tcordingly, all costs incurred in t
planning stage are expensed as incurred, costgé@acin the website application and infrastructlegelopment stage that meet specific criteria apétalized and costs incurred in the
to day operation of the website are expensed asrint.

Management placed the website into service duhirdiscal year ended February 28, 2010, subjestréaght-line amortization over a three year period
Goodwill and Intangible Assets

The Company applies Accounting Standards Codifica®50-20 “Goodwill and Other”, which established@unting and reporting requirements for goodwilll @ther intangible assets.
The standard requires that all intangible assegsiieed that are obtained through contractual oellegght, or are capable of being separately stlhsferred, licensed, rented or
exchanged must be recognized as an asset apargfodwill. Intellectual properties obtained throuatguisition, with indefinite lives, are not amaetl, but are subject to an annual
assessment for impairment by applying a fair védased test. Intellectual properties that havedfingeful lives are amortized over their usefuldivemortization expense for the three
months ended May 31, 2012 and 2011was $17,025 30| %18 respectively.

Convertible Debt Instruments
The Company records debt net of debt discount émeficial conversion features and warrants, onative fair value basis. Beneficial conversion teas are recorded pursuant to

Beneficial Conversion and Debt Topics of the FAS&@unting Standards Codification. The amounts atlett to warrants and beneficial conversion rightsracorded as debt disco
and as additional paid-in-capital. Debt discourgri®ortized to interest expense over the life ofdélet.




Note 1 - Summary of Business Operations and Sigrgint Accounting Policies (continued)
Derivative Instruments

The Company enters into financing arrangementsdbasist of freestanding derivative instrumentsu@ hybrid instruments that contain embedded divivdeatures. The Compa
accounts for these arrangements in accordanceAgitbunting Standards Codification topic 815, Accing for Derivative Instruments and Hedging Actiegt (“ASC 815”")as well a
related interpretation of this standard. In accocgawith this standard, derivative instruments re@gnized as either assets or liabilities in thtafce sheet and are measured a
values with gains or losses recognized in earniBgsbedded derivatives that are not clearly andetyoelated to the host contract are bifurcated amdrecognized at fair value w
changes in fair value recognized as either a galoss in earnings. The Company determines thevédire of derivative instruments and hybrid instemnts based on available market
using appropriate valuation models, giving consitien to all of the rights and obligations of eastrument.

We estimate fair values of derivative financialtinsents using various techniques (and combinatioaxeof) that are considered to be consistent thigtobjective measuring fair valu
In selecting the appropriate technique, we considerong other factors, the nature of the instrumigyet market risks that it embodies and the exgenteans of settlement. For |
complex derivative instruments, such as free-stapdvarrants, we generally use the Bl&tholes model, adjusted for the effect of dilutibecause it embodies all of the requ
assumptions (including trading volatility, estimdtierms, dilution and risk free rates) necessarfaitovalue these instruments. Estimating fair eslwf derivative financial instrume
requires the development of significant and subjeatstimates that may, and are likely to, change the duration of the instrument with relatedrdes in internal and external mai
factors. In addition, option-based techniques (saglBlackScholes model) are highly volatile and sensitivehianges in the trading market price of our comstock. Since derivati
financial instruments are initially and subsequen#rried at fair values, our income (expense) gdamward will reflect the volatility in these estates and assumption changes. Unde
terms of the new accounting standard, increas#eitrading price of the compasytommon stock and increases in fair value durigven financial quarter result in the applicatiof
non-cash derivative expense. Conversely, decreéagée trading price of the Compasytommon stock and decreases in trading fair vdluing a given financial quarter result in
application of non-cash derivative income.

Earnings per Share
Basic earnings per share is computed by dividingimeme by the weighted average number of share®mmon stock outstanding during the period. @élearnings per share

computed by dividing net income by the weightedrage number of shares of common stock, common sigak/alents and potentially dilutive securitiesstanding during each perit
Diluted loss per common share is not presenteduseciais anti-dilutive. The Company’s common steckiivalents include the following:

May 31, May 31,
2012 2011

Series A convertible preferred stock issued andtantling 1,809,61. 15,55
Series B convertible preferred stock issued anstautling -0- -0-
Series C convertible preferred stock issued anstauding -0- -0-
Series D convertible preferred stock issued anstanding -0- -0-
Warrants to purchase common stock issued, outstgrzdid exercisabl 200,29( 120,86
Stock options issued, outstanding and exercis 4,05( -0-
Series B convertible preferred subscril 86,00( -0-
Shares on convertible promissory notes 7,045,92! 32,69¢

9,145,87! 169,11!

Revenue Recognitio

Barter

Barter transactions represent the exchange of @isimgr or programming for advertising, merchandiseservices. Barter transactions which exchangeeriiding for advertising a
accounted for in accordance with EITF Issue No139-Accounting for Advertising Barter Transaction@®®SC Topic 605-2®5), which are recorded at the fair value of theeatilsing
provided based on the Company’s own historicaltira®f receiving cash for similar advertising frémayers unrelated to the counterparty in the baréesactions.

Barter transactions which exchange advertisingrogramming for merchandise or services are recoedéde monetary value of the revenue expectectteedlized from the ultime
disposition of merchandise or services. Expensasiiad in broadcasting barter provided are recovdeeh the program, merchandise or service is atlliz

The Company did not recognize Barter revenue oersg for the three months ended May 31, 2012 abdl, 28spectively.
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Note 1 - Summary of Business Operations and Sigrgint Accounting Policies (continued)
Travel

Gross travel tour revenues represent the totall ketie of transactions booked for both agency amdchant transactions recorded at the time of ingokeflecting the total price due
travel by travelers, including taxes, fees and otharges, and are generally reduced for canaalgi@nd refunds. We also generate revenue frodngpaise ship bookings in the form
commissions. Commission revenue is recognized extddte the price is fixed or determinable, theveeji is completed, no other significant obligatiasfsthe Company exist a
collectability is reasonably assured. Paymentsivedebefore all of the relevant criteria for revermecognition are satisfied are recorded as undaewenue.

Advertising

We recognize advertising revenues in the periodgtiich the advertisement is displayed, provided éwadlence of an arrangement exists, the fees xeed fir determinable and collect
of the resulting receivable is reasonably assulfefixed-fee advertising is displayed over a term greatan tbne month, revenues are recognized ratably theeperiod as describ
below. The majority of insertion orders have tetivet begin and end in a quarterly reporting perlndhe cases where at the end of a quarterly tiyoperiod the term of an inserti
order is not complete, the Company recognizes rgvdar the period by preating the total arrangement fee to revenue androf revenue based on a measure of proport
performance of its obligation under the insertiodes. The Company measures proportionate perforenbpche number of placements delivered and uneleld/as of the reporting de
The Company uses prices stated on its internaloate for measuring the value of delivered and liveled placements. Fees for varialide- advertising arrangements are recogt
based on the number of impressions displayed cksctielivered during the period.

Under these policies, no revenue is recognizedsenpersuasive evidence of an arrangement exidtgeryehas occurred, the fee is fixed or determiealand collection is deem
reasonably assured. The Company considers aniorsertler signed by the client or its agency te@bielence of an arrangement.

Cost of Revenues

Cost of revenues includes costs directly attribletdb services sold and delivered. These costsideckuch items as broadcast carriage fees, cost®doce television content, se
commission to business partners, hotel and airéauéses and membership fees.

Sales and Promotiol

Sales and marketing expenses consist primarilydeérising and promotional expenses, salary expeassociated with sales and marketing staff, exggeredated to our participation
industry conferences, and public relations experEles goal of our advertising is to acquire newssuibers for our enail products, increase the traffic to our Webssitnd increa
brand awareness.

Advertising Expenst

Advertising costs are charged to expense as indamd are included in selling and promotions expénshe accompanying consolidated financial statem Advertising expense for
three months ended May 31, 2012 and May 31, 20K1$8:600 and $-0-, respectively.

Share Based Compensatic

The Company computes share based payments in acceravith Accounting Standards Codification 718“COmpensation” (ASC 718-10). ASC 71® establishes standards for
accounting for transactions in which an entity edes its equity instruments for goods and senatdair value, focusing primarily on accounting feansactions in which an ent
obtains employees services in sheased payment transactions. It also addressestt#onss in which an entity incurs liabilities inaange for goods and services that are based
fair value of an entity’s equity instruments orttheay be settled by the issuance of those equstyuments.

In March 2005, the SEC issued SAB No. 107, ShargeBdayment (“SAB 107”) which provides guidanceardig the interaction of ASC 718 and certain SEC rules and regulati
The Company has applied the provisions of SAB h0#iadoption of ASC 718-10.




Note 1 - Summary of Business Operations and Sigrgint Accounting Policies (continued)
Income Taxes

The Company accounts for income taxes in accordaitbeASC 740, Accounting for Income Taxes, asifilat by ASC 74010, Accounting for Uncertainty in Income Taxes. @nthis
method, deferred income taxes are determined baisetle estimated future tax effects of differenbesveen the financial statement and tax basis sdtasand liabilities given t
provisions of enacted tax laws. Deferred incomeptavisions and benefits are based on change®tas$ets or liabilities from year to year. In pdivg for deferred taxes, the Comp
considers tax regulations of the jurisdictions imiet the Company operates, estimates of futurebtexacome, and available tax planning stratedfeasx regulations, operating results
the ability to implement taplanning strategies vary, adjustments to the cagryialue of deferred tax assets and liabilities fm@yequired. Valuation allowances are recordeatedlt(
deferred tax assets based on the “more likely tredthcriteria of ASC 740.

ASC 74040 requires that the Company recognize the finhstéement benefit of a tax position only aftetedlmining that the relevant tax authority would edikely than not susta
the position following an audit. For tax positiameeting the “more-likely-than-nothreshold, the amount recognized in the consoliifitencial statements is the largest benefit tize
a greater than 50 percent likelihood of being eealiupon ultimate settlement with the relevantatathority.
Fair Value of Financial Instruments
The Company adopted ASC topic 820, “Fair Value Measents and Disclosures” (ASC 820), formerly SP¥& 157 “Fair Value Measurementgffective January 1, 2009. ASC ¢
defines “fair value”as the price that would be received for an assptit to transfer a liability (an exit price) iretiprincipal or most advantageous market for thetassliability in ar
orderly transaction between market participantthenmeasurement date. There was no impact relatitige adoption of ASC 820 to the Company’s comlstéid financial statements.
ASC 820 also describes three levels of inputsritet be used to measure fair value:

« Level 1: Observable inputs that reflect unadjuspedted prices for identical assets or liabilitieded in active markets.

« Level 2: Inputs other than quoted prices includéthiw Level 1 that are observable for the assédiability, either directly or indirectly.

« Level 3: Inputs that are generally unobservablesghinputs may be used with internally developethau®logies that result in management’s best estimifair value.

Financial instruments consist principally of cash¢ounts receivable, prepaid expenses, accoungbigayaccrued liabilities and other current liglg. The carrying amounts of st
financial instruments in the accompanying balarfmets approximate their fair values due to théatireely short- term nature. The fair value of letegm debt is based on current rate
which the Company could borrow funds with similamaining maturities. The carrying amounts approxénfair value. It is managemestopinion that the Company is not expose
any significant currency or credit risks arisingrfr these financial instruments. See note 15 far Value footnote.

Reclassifications

Certain amounts previously reported in the fisedryended February 29, 2012 have been reclassifieanform to the classifications used in the thremths ended May 31, 2012. S
reclassifications have no effect on the reportedass.

Recent Accounting Pronouncemen

In May 2011, the FASB and International AccountBtgndards Board (“IASB”) (collectively the “Boards&sued ASU No. 2011-04, Fair Value Measuremenp{d@ 820): Amendments
to Achieve Common Fair Value Measurement and D&el® Requirements in U.S. GAAP and IFRSs (“ASU 2047). ASU 2011- 04 created a uniform framework &uplying fair
value measurement principles for companies arohedvorld and clarified existing guidance in US GAASU 2011-04 is effective for the first reportingnual period beginning after
December 15, 2011 and shall be applied prospegtiVéé do not expect this standard to have any riaheffect on our consolidated financial statements
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Note 1 - Summary of Business Operations and Sigrgint Accounting Policies (continued)
Recent Accounting Pronouncements (continue

In June 2011, the FASB issued ASU No. 2011-05, Getmgnsive Income (Topic 220), Presentation of Cetm@nsive Income. This update is intended to ineréas prominence of

other comprehensive income in the financial statemby requiring public companies to present coimgmneive income either as a single statement degailie components of net
income and total net income, the components ofratbenprehensive income and total other compreherisi;come, and a total for comprehensive incomesamgua two statement

approach including both a statement of income asth#&ment of comprehensive income. The optiorrésgnt other comprehensive income in the stateofectianges in equity has
been eliminated. The amendments in this updatesiwdtiould be applied retrospectively, are effedirepublic companies for fiscal years, and inteperiods beginning after December
15, 2011. The adoption of this guidance will notdany impact on the Company's condensed consatideiancial statements.

During September 2011, the FASB issued Accountimgdards Update (ASU) No. 2011-08fangibles — Goodwill and Other (Topic 350): TaestiGoodwill for Impairment("ASU
Update No. 2011-08). ASU Update No. 2011-08 isnide&al to simplify how entities, both public and nohlic, test goodwill for impairment. ASU Update N2D11-08 permits an entity
to first assess qualitative factors to determinetvér it is "more likely than not" that the fairlwva of a reporting unit is less than its carryimyoaint as a basis for determining whether it
is necessary to perform the two-step goodwill impent test described in Topic 35@tangibles - Goodwill and OtheThe more-likely-than-not threshold is defined asihg a
likelihood of more than 50%. ASU Update No. 2011i9&ffective for annual and interim goodwill impaient tests performed for fiscal years beginnirtgrabecember 15, 2011. Early
adoption is permitted, including for annual anceiith goodwill impairment test performed as of aedat¢fore September 15, 2011, if an entity's firdnstatements for the most recent
annual or interim period have not yet been issuefbononpublic entities, have not yet been mat@gdsuance. The adoption of this guidance willlmte any impact on the Company's
condensed consolidated financial statements.

During November 2011, the FASB issued ASU No. 2@11Balance Sheet (Topic 210): Disclosures about GffgpAssets and Liabilitie¢ASU Update No0.2011-11). ASU Update No.
2011-11, requires an entity to disclose informatibout offsetting and related arrangements to enad®rs of its financial statements to understhacffect of those arrangements on its
financial position. Offsetting, otherwise knownraeting, is the presentation of assets and ligslias a single net amount in the statement ofi¢iishposition (balance sheet). An entity
is required to apply the amendments for annualrtegpperiods beginning on or after January 1, 2@®l interim periods within those annual peridtle. will be adopting ASU Update
No. 201:-11 during our first quarter of fiscal 2014.

Management does not believe that any other recesslyed, but not yet effective, accounting stanslafdcurrently adopted would have a material effentthe accompanying
consolidated financial statements.

Note 2 - Going Concern

As reflected in the accompanying consolidated fom@rstatements, the Company had an accumulatéditdsf$67,701,879 and a working capital defiditfd4,552,240 at May 31, 20:
net losses for the three months ended May 31, 80$214,913 and cash used in operations duringhtle® months ended May 31, 2012 of $818,934. WhéeCompany is attempting
increase sales, the growth has yet to achievefiigni levels to fully support its daily operations

Managemens plans with regard to this going concern are Hsvis: The Company will continue to raise fundsoilgh private placements with third parties by wag public or privat
offering. In addition, the Board of Directors hageed to make available, to the extent possibke nétessary capital required to allow managemeaggoessively expand the R&R
Linear Network, as well as its planned Interactivel Video on Demand solutions. Management and Boambers are working aggressively to increase igweership of our network |
promoting it across other mediums as well as atkeéwrorks which will increase value to advertisard eesult in higher advertising rates and revenues.

While the Company believes in the viability of #isategy to improve sales volume and in its abiityraise additional funds, there can be no assesto that effect. The Compi's
limited financial resources have prevented the Camgdrom aggressively advertising its products seivices to achieve consumer recognition. Thetphfithe Company to continue
a going concern is dependent on the Compaapility to further implement its business plam ayenerate greater revenues. The consolidatedciadastatements do not include
adjustments that might be necessary if the Companpable to continue as a going concern. Manageb®ieves that the actions presently being takefurther implement its busine
plan and generate additional revenues provide ppertunity for the Company to continue as a goiogcern.
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Note 3 — Property and Equipment

As of May 31, 2012 and 2011, respectively, the Canypdid not record property and equipment on itskBoand records. Any property and equipment preslyotecorded was ful
impaired and written off. Therefore there was nprdeiation expense recorded for the three montded&May 31, 2012 and 2011.

Note 4 — Website Development Costs and Intangiblesets

The following table sets forth intangible assetthtacquired and developed, including accumulatedrazation:

May 31, 2012
Remaining Accumulated Net Carrying
Useful Life Cost Amortization Value
Supplier Relationship 0.0 years $ 7,938,93 $ 7,938,93 $ -0-
Technology 0.0 year: 5,703,82¢ 5,703,82¢ -0-
Website development cos 1.2 years 719,32:¢ 639,757 79,56¢€
Trade Name 0.0 years 291,85¢ 291,85¢ -0-
$ 14,653,941 $ 14,574,381 $ 79,56€

Intangible assets are amortized on a strdigktbasis over their expected useful lives, edtitido be 7 years, except for the web site whic® ygars. Amortization expense relate
intangible assets was $17,025 and $305,718 fahtlee months ended May 31, 2012 and 2011, respéctiv

Note 5 — Option Purchase Agreement
As of May 31, 2012, the Company has advanced appeizly $582,000 to RealBiz Holdings, Inc. towatks purchase of shares as well as for their opgr&kpenses. The Compan

currently in negotiations with RealBiz Holdingsclrto purchase up to an 84% interest through a gwatibn of cash and preferred share issuancesshidees of RealBiz Holdings, Ii
were issued to Next 1 Interactive, Inc. as of RBy2012, the date of filing the Company’s 10-Q.

Note 6 - Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consisté ébltbwing at May 31:

2012
Trade accounts payak $ 1,092,62
Accrued interes 708,95!
Deferred salar 76,89
Accrued expenses - other 198,94¢
$ 2,077,42

Note 7 — Notes Payable

On May 28, 2010, the Company entered into a settiéragreement (the “Agreemently and among the Company and Televisual Media, lar@o limited liability company, TV A
Works, LLC, a Colorado limited liability companyVINet Works, a Colorado limited liability companyy iWorks, a Colorado limited liability and Mr. GafTurner and Mrs. Stz
Turner, individuals residing in the State of Cotbwa(individually and collectively “TVMW,” and togker with the Company, the “Partiesf, order to resolve certain disputed cla
regarding the service agreements referred to abidwe final settlement agreement stipulates thas#tdement shall not be construed as an admissidenial of liability by any Par
hereto.

On March 23, 2011, the Company entered into a petithase agreement whereby $65,000 of certain @gfeidevidenced by a Settlement Agreement dated28a010 for $1,000,0(
with a remaining balance of $818,944, was purchayea nonrelated third party investor. As part of the agreatnthe Company received $65,000 in considerdtipissuing a 6 mont
21% convertible promissory note, with a face vadti$68,500, maturing on September 23, 2011 (sees&@thle Promissory Note 9). As of May 31, 2012 thompanys loan payab
balance was $753,944.
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Note 7 — Notes Payable (continued)

On September 6, 2011, the Company re-negotiatedettiement agreement note, due to default, ustirirary 1, 2013 for $785,000. Beginning on Octdhe2011, the Company shall
make payments of $50,000 due on the first day of @aonth. The first $185,000 in payments shallrbeash and the remaining $600,000 shall be madash or common stock. On
February 15, 2012, the noteholder assigned $2250006 $785,000 outstanding promissory note tooa-rrelated third party investor and the Comparsyiésl a new convertible
promissory note for the same value (see Converbdenissory Note 12). As of May 31, 2012, the revimgj principal balance is $510,000 and the note default.

On August 16, 2004, the Company entered into a Ty note with an unrelated third party for $800. The note bears interest at 7% per year andrethin March 2011 and
payable in quarterly installments of $25,000. Témaining principal balance of the note is $180,d42f May 31, 2012 and the note is in default.

In February 2009, the Company restructured noteeagents with three existing noteholders. The ctiMedalance at the time of the restructuring waS@000 plus accrued inter
payable of $158,000 which was consolidated integ¢htew notes payable totaling $408,000. The naasihterest at 10% per year and matured on Ma2@®l0, at which time the to
amount of principle and accrued interest was dueohnection with the restructure of these notesGbmpany issued 150,000 detachable 3 year watmptschase common stock a
exercise price of $3.00 per share. The warrantisselwas recorded as a discount and amortized tpavér the terms of the note. On July 30, 2016, @ompany issued 535,000 sh.
of common stock to settle all of these note agreesnexcept for $25,000 still owed as of May 31,2@hd the note is in default.

In connection with the acquisition of Brands on e, a five year lease agreement was entered yném officer of the Company. Subsequent to ternmgathe officer, the Compa
entered into an early termination agreement wighlélssor in the amount of $30,000 secured by aigsmry note to be paid in monthly installments 8390, beginning June 1, 2009
maturing June 1, 2010. As of May 31, 2012, the Camyphas not made any installment payments on tiigation and the remaining principal balance @& tote is $30,000 and the r
is in default.

On November 17, 2010, the Company entered intonaadd note for the principal sum of $100,000. Thengeof the loan is set for three weeks with thenldae and payable as
December 8, 2010. The lender has the option tawegayment of the loan in the amount of $100,0@8 00,000 warrants for Next 1 Interactive comratotk at $0.50 per share for
year term or an alternative form of repayment. @tiernative form of repayment gives the lenderrtbkt to have the loan amalgamated into an exisdimgscription agreement with
Noteholder, under the same terms of $0.50 per shihetwo warrants per share exercisable at $1€0spare with a three year term. The Company hassseed the warrants to -
lender and on May 16, 2011, entered into a corbMerpromissory note agreement rolling the balarfc81090,000, adjoining an additional note for $12®,0nto a new convertik
promissory note of $225,000. See Note 12.

On June 15, 2011, the Company received $100,000risideration for issuing a six month interest $&66,000 promissory note maturing November 25120fcurring a ondime fee o
$6,000. The payments shall be due and payablellas/$o $26,500 on August 15, 2011; $26,500 on Septr 26, 2011; $26,500 on October 25, 2011; and5$®6on November 2
2011. As of May 31, 2012, the remaining principaldmce is $53,000 and the note is in default.

On December 5, 2011, the Company converted $252)Ba8counts payable and executed an 8% promissse/to same vendor. Commencing on December 5, 20d ontinuing ¢
the 1st day of each calendar month thereafterCtimapany shall pay $12,000 per month. All paymehésl e applied first to payment foll of any costs incurred in the collection of i
sum due under this Note, including, without limitat reasonable attorney's fee, then to paymefilirof accrued and unpaid interest and finallythe reduction of the outstand
principal balance of the Note. The principal bakaas of May 31, 2012 is $221,130 and the noteréetmonths in arrears.

Debt maturities over the next five years attribleeb the foregoing are tabulated below:

For the three months ending May :

2013 $ 965,17!
2014 54,397
2015 and thereafter -0-

Total $ 1,019,57.

Interest charged to operations relating to thie weais $10,236 and $22,431, respectively for theethmonths ended May 31, 2012 and 2011.
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Note 8 — Capital Lease Payable

On June 1, 2006, the Company entered into a fiee kEse agreement for the purchase, installati@ntenance and training costs of certain telephoommunications and compt
hardware equipment with a related party. The leagaires monthly payments of $5,078 including ies¢érat approximately 18% per year and expires oe Ju 2011. On Septembe
2010, the Company amended the original agreemehsecured additional financing in the amount of 636 to procure additional equipment for our restate VOD operations as par
joint venture agreement with an-related entity Real Biz, Inc. The purpose is tovinle the funding necessary for Real Biz, Inc. tochase and install “Solution Hardwartéat will be
owned by Real Biz, Inc. The lease agreement rerdainehanged with the exception of the terms bextgreled to September 1, 2012. Interest expenskeolease was $931 and $3,
for the three months ended May 31, 2012 and 2@kperctively.

The following is a schedule by year of future minimpayments required under the lease togethertigih present value as of May 31, 2012.

Three months ending May 3 201z
2013 $ 11,377
2014 -0-
2015 -0-
Total minimum lease payme 11,373
Less amount representing interest 271
Present value of minimum lease payme 11,10(
Less current portion 11,10(
Long-term portion $ -0-

Note 9— Other Notes Payable
Related Party

A director and officer had advanced funds to thenBany since inception of which the principal amsumve been repaid. As of May 31, 2012, the Compaesg not have any princi|
balance due to the officer/director, however ther@n unpaid accrued interest balance totaling3fi1,#he interest is at 18% per annum, compoundiy] da the unpaid balance. Inter
expense recognized for the three months ended a2 2 and 2011 is $63 and $263, respectively.

An individual that is related to an existing diretofficer has advanced funds to the Company simception of which the principal amounts have besaid. As of May 31, 2012, t
Company does not have any principal or accrueddastedue to this individual. Interest expense recxegl for the three months ended May 31, 2012 &@fdl s $-0-and $87:
respectively.

An unrelated entity where the director/officer iegident has advanced funds to the Company sireption of which the principal amounts have begmik As of May 31, 2012, t
Company does not have any principal balance dtigig@ntity, however there is an unpaid accrueerést balance totaling $9,984. Interest expenssgrézed for the three months en
May 31, 2012 and 2011 is $443 and $547, respeytivel

Non Related Party

On March 5, 2010, the Company entered into a presnjsnote with a director (“holdert)f the Company. Pursuant to the note, the holdezeml to loan the Company $3,500,000.
note has an effective date of January 25, 201Gandturity date of January 25, 2011. The note hatesest at 6% per annum and as an incentiveCtmpany, on April 30, 2010, isst
850,000 warrants to the holder with a six-year #fel a fair value of approximately $175,000 to pase shares of the Compasmgommon stock, $0.00001 par value, per sharey
exercise price of $1.00 per share. As part of thgirml agreement on July 12, 2010, the Companyeids100,000 warrants to the holder with a threar life and a fair value
approximately $22, 372 to purchase shares of thagaays common stock, $0.00001 par value, per sharen aixercise price of $1.00 per share. Additionadiy,July 23, 2010, tt
Company issued 100,000 warrants to the holder avithx-year life and a fair value of approximateB88$27 to purchase shares of the Compaogmmon stock, $0.00001 par value,
share, at an exercise price of $1.00 per sharefaihealue of the warrants was estimated at thte dagrant using the Black-Scholes optjaicing model with the following assumptio
risk-free interest rate between 0.94% and 1.51%delnd yield of -0-%yolatility factor between 115.05% and 124.65% andegpected life of 1.5 years. The fair value of naats i
amortized as finance fees over the term of the.lde Company recorded approximately $230,880 @paid finance fees upon origination and was fulfyogtized. Interest exper
recognized for the three months ended May 31, 202011 is $-0- and 4,052, respectivéiy. March 11, 2011, the Company entered into a tetitin agreement with the notehol
where upon the note holder exercised 1,050,000antm1into common shares, converted $450,000 otipahowed under the current note into 2,250,00@roon shares, executed a1
convertible promissory note of $500,000 and $250886 applied as a credit against a stock subsmmipti the noteholder's daughter. See convertitdenfgsory note 12.
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Note 9— Other Notes Payable (continued)

On March 5, 2010, the Company entered into a prawnysnote with a former director (“holderf the Company. Pursuant to the note, the holgezeal to loan the Company $3,500,!(
The note has an effective date of January 25, 200a maturity date of January 25, 2011. The netesbinterest at 6% per annum. Previous to egténito this agreement and as
incentive, the Company, on January 27, 2010, is§,@@0,000 warrants to the holder with a six-yéfardnd a fair value of $2.3 million to purchaseuss of the Company’commo
stock, $0.00001 par value, per share, at an exepeise of $1.00 per share. The fair value of tlaerants was estimated at the date of grant use@liack-Scholes optiopricing mode
with the following assumptions: risk-free intereste of 1.46%, dividend yield of -0-%platility factor of 136.1% and an expected lifelob years. The fair value of warrants is amort
as finance fees over the term of the loan. The Gmypecorded approximately $2.3 million in prepfiiince fees upon origination and was fully ameudizinterest expense recogni
for the three months ended May 31, 2012 and 20$40isand $46,369, respectively. During the three moatided November 30, 2011, the Company received 8280n advances fro
the former director (holder) of which the Compaepaid $130,000. On April 15, 2011 the former nptas accrued interest was converted into six cdiblerpromissory notes totali
$6,099,526. See convertible promissory note 12.

The Company has an existing promissory note, daigd23, 2010, with a shareholder in the amour§ldf0,000. The note is due and payable on July @Bl 2nd bears interest at rat
6% per annum. As consideration for the loan, then@any issued 200 warrants to the holder with aetlyesar life and a fair value of approximately $88,Qo purchase shares of
Company’s common stock, $0.00001 par value, petesiaa an exercise price of $500 per share. OneSdpr 26, 2011, the noteholder assigned $30,088 pfincipal to a nomelatec
third party investor and the Company issued a caifove promissory note for same value, leaving maiming balance of $70,000 as of May 31, 2012. Aslay 31, 2012, the princip
balance of this note is in default. The fair vabfe¢he warrants was estimated at the date of grsimg the Black-Scholes option-pricing model witle following assumptions: riskee
interest rate of .984%, dividend yield of -0-9b)atility factor of 115.05% and an expected lifelds years. The fair value of warrants is amodias finance fees over the term of the |
The Company recorded approximately $33,000 in pdefi@ance fees upon origination and amortized aepipnately $-0-and $8,425 in expense, respectively for the threaths ende
May 31, 2012 and 2011. Interest charged to operatielating to this note was $1,209 and $1,58@ees/ely for the three months ended May 31, 20i®2011.

Note 10— Other Advances

Related Party

During the three months ended May 31, 2012, the @zmy incurred no activity. The principal balanceMay 31, 2012 totaled $18,000.

Non Related Party

During the three months ended May 31, 2012, the izmy incurred no activity. The principal balancewMay 31, 2012, totaled $50,000.

Note 11 — Shareholder Loans

During the three months ended May 31, 2012, the 2my received cash advances amounting to $733r6a0ihvestors. Of this amount, $410,000 was desgghtor Series B Preferr
Stock and $20,000 received in the year ended Feb% 2012 was designated for Series B PreferteckSThe remaining principal balance as of MayZ112 totaled $1,143,000.
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Note 12 — Convertible Promissory Notes

Presented below is a tabled presentation of thepaogis secured convertible promissory notes fortlihee months ended May 31, 2012. Each table dsrfision- related and related
party activity. Following each table is a seriesegplanations of various transactions occurringaf@pecific convertible promissory note. Table diseloses terms of each note and
analysis of principal balances. Table two disclosesversion terms, debt discount and related amadivin of debt discount. Table three discloses snoéguiring calculation of
derivative liabilities and changes in the fair metrialue. Each table has its own set of referepo@ading additional disclosures required by getigrccepted accounting principles.

Remaining
Table 1 Principal Carrying Interest Expense for
Original Maturity Interest Balance at Un-Amortized Debt Value at the three months endec

Note # Date Ref Date Rate 5/31/12 Discount at 5/31/12 5/31/12 05/31/12 05/31/11

Non-Related Party
01 12/14/10 1) 3/14/11 10.0% $ = $ = $ = $ 5¢ $ 1,05¢
02 12/17/10 ) 3/20/11 10.0% - - - 16¢ 1,11(
03 1/11/11 ®3) 2/11/11 6.0% - - - - 3,072
04 1/11/11 (4) 1/10/12 5.0% 8,91: - 8,91: 14: 1,05:¢
05 2/18/11 (5) 3/11/11 0.0% - - - - -
06 2/14/11 (6) 5/31/12 6.0% 25,00( - 25,00( 39¢ -
07 2/14/11 (6) 5/31/12 6.0% 25,00( - 25,00( - -
08 2/14/11 7) 5/31/12 0.0% - - - - -
09 1/25/11 (8) 10/27/11 8.0% - - - - 1,74¢
10 3/11/11 9) 3/11/11 0.0% - - - - -
11 3/11/11 9) 3/11/11 0.0% - - - - -
12 3/11/11 9) 3/11/11 0.0% - - - - -
13 3/14/11 (10) 12/16/11 8.0% - - - - 86:
14 3/17/11 (11) 4/6/12 6.0% 185,00( - 185,00( 3,127 7,03t
15 3/23/11 (12) 9/23/11 21.0% - - - 48¢ 2,77:
17 4/15/11 (13) 10/15/12 6.0% 4,385,32¢ - 4,385,32¢ 69,88: 33,30¢
18 4/15/11 (14) 10/15/12 6.0% 669,00( - 669,00( 11,76t 11,38t
19 4/15/11 (15) 10/15/12 6.0% 211,00( - 211,00( 3,361 1,601
20 5/15/11 (16) 5/15/12 6.0% 100,00( - 100,00( 1,59¢ 26:
21 5/13/11 (1) 5/31/12 6.0% - - - - 44¢
22 5/16/12 17) 5/31/12 6.0% - - - - 55k
23 6/1/11 (18) 5/31/12 6.0% 25,00( - 25,00( 39¢ -
24 6/1/11 (19) 5/31/12 6.0% 150,00( - 150,00( 2,39( -
25 6/16/11 (20) 3/20/12 8.0% - - - 9¢ -
28 5/23/11 (21) 5/31/12 6.0% - - - 1i 61
29 6/27/11 (22) 5/31/12 6.0% - - - 1( -
30 7/12/11 (23) 5/31/12 6.0% 50,00( - 50,00( 791 -
31 6/15/11 (24) 5/31/12 6.0% 75,00( - 75,00( 1,192 -
32 6/15/11 (25) 5/31/12 6.0% 150,00( - 150,00( 2,38t -
33 8/12/11 (26) 7/31/12 6.0% - - - - -
34 8/24/11 (27) 7/31/12 6.0% - - - - -
35 8/12/11 (28) 7/31/12 6.0% 5,50( - 5,50( 11t -
37 8/15/12 (29) 5/31/12 6.0% - - - - -
38 8/15/12 (29) 5/31/12 6.0% 15,00( - 15,00( 23¢ -
39 8/15/12 (29) 5/31/12 6.0% - - - ] -
40 8/15/12 (29) 5/31/12 6.0% 10,00( - 10,00( 157 -
42 8/15/12 (29) 5/31/12 6.0% 25,00( - 25,00( 392 -
43 8/15/12 (29) 5/31/12 6.0% 10,00( - 10,00( 157 -
44 8/15/12 (29) 5/31/12 6.0% - - - Z -
46 7/26/11 (30) 7/31/12 6.0% - - - 711 -
47 8/3/11 (31) 7/31/12 6.0% - - - 71( -
48 10/5/11 (32) 9/30/12 6.0% - - - ] -
50 9/2/11 (33) 5/31/12 8.0% 40,00( - 40,00( 841 -
51 10/14/11 (34) 10/15/12 8.0% 83,00( - 83,00( 1,73 -
52 9/27/11 (35) 8/31/12 12.0% 42,00( - 42,00( 1,78¢ -
53 10/13/11 (36) 9/30/12 6.0% - - - 1% -
54 9/26/11 (37) 8/31/12 6.0% - - - Z -
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Note 12 — Convertible Promissory Notes (continued)

Table 1 (Continued) Remaining Principal Carrying Interest Expense for
Original Maturity Interest Balance at Un-Amortized Debt Value at the three months endec
Note # Date Ref Date Rate 5/31/12 Discount at 5/31/12 5/31/12 05/31/12 05/31/11
56 10/13/11 (38) 9/30/12 6.0% - - - € -
57 11/11/11 (39) 9/30/12 8.0% 118,72: 43,12 75,60: 3,27¢ -
58 9/26/11 (46) 9/26/12 12.0% 129,00( - 129,00( 4,28¢ -
59 1/4/12 (47) 10/15/12 6.0% 100,00( - 100,00( 1,52¢ -
61 1/4/12 (49) 12/31/12 6.0% 70,32¢ 27,96 42,35¢ 1,347 -
62 11/28/11 (50) 10/31/12 6.0% 53,00( 52,93 6¢ 90z -
63 12/1/11 (51) 12/1/12 6.0% 26,10¢ 26,10 - 58¢ -
64 11/11/11 (52) 2/3/12 6.0% 28,52¢ - 28,52¢ 881 -
65 12/6/11 3) 5/31/12 6.0% 200,00( - 200,00( 3,26: -
66 12/12/11 (53) 11/30/12 8.0% 100,00( - 100,00( 2,072 -
67 12/29/11 (54) 11/30/12 6.0% - - - 87 -
68 1/16/12 (55) 12/31/12 6.0% - - - 68 -
69 1/13/12 (56) 7/15/12 8.0% 10,00( 6,49 3,50¢ 302 -
70 1/13/12 (57) 12/31/12 6.0% 10,12¢ 9,11 1,018 19: -
71 2/17/12 (58) 2/17/13 10.0% 75,00( 53,68 21,32( 1,92( -
72 2/9/12 (59) 2/28/14 10.0% 10,00( 1,66 8,33¢ 257 -
73 1/12/12 (60) 10/15/12 6.0% 100,00( - 100,00( 1,522 -
74 2/15/12 (61) 2/1/13 6.0% 135,00( 27,91 107,08t 2,15z -
75 2/29/12 (62) 2/28/13 10.0% 26,80( 26,43 36: - -
76 11/15/11 (63) 5/31/12 6.0% 231,75( - 231,75( 3,59: -
77 1/17/12 (64) 1/17/13 12.0% 31,23¢ 21,01 10,22¢ 2,39( -
78 4/4/12 (65) 2/1/13 6.0% - - - 2: -
79 4/12/12 (66) 12/31/13 6.0% 75,00( 43,16 31,83 607 -
80 3/2/12 (67) 3/31/13 12.0% 30,00( 29,93 6¢ 1,217 -
82 4/16/12 (69) 10/31/12 6.0% 75,00( 28,70 46,29: 557 -
83 4/18/12 (70) 4/1/13 6.0% 5,00( 5,00 - 72 -
84 4/23/12 (71) 3/31/13 12.0% 19,50( 17,33 2,16¢ 24t -
7,949,82¢ 420,59 7,529,23: 138,48: 66,322
Related Party -
16 4/13/11 (40) 6/13/11 0.0% - - - - 3¢
26 5/23/11 (41) 5/31/12 6.0% 25,00( - 25,00( 39¢ 9z
27 5/23/11 (40) 5/31/12 6.0% 70,00( - 70,00( 1,117 -
41 8/15/11 (29) 5/31/12 6.0% 10,00( - 10,00( 157 -
36 8/15/11 (42) 5/31/12 8.0% - - - 174 -
45 8/26/11 (43) 5/31/12 8.0% - - - 174 -
49 10/14/11 (44) 7/31/12 8.0% - - - 9¢ -
55 10/4/11 (45) 7/31/12 8.0% - - - 16: -
60 1/9/12 (48) 3/31/12 12.0% 250,00( - 250,00( 7,80¢ -
81 3/28/12 (68) 9/30/12 12.0% 250,00( - 250,00( 5,31¢ -
605,00( - 605,00( 15,40z 12¢
$ 8,554,82: $ 420,59 $8,134,23: $ 153,884 $ 66,447
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Note 12 — Convertible Promissory Notes (continued)

Table 1 (continued)

References Table 1
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©)

®)

(6)

)

®)

©)

(10)

(11

(12

(13)

(14)

(15

(16)

an

(18)
(19)

(20)

On December 14, 2010, the Company receivedd$80from a third party investor and issued a catilerpromissory note. On May 31, 2011 an agreemexs entered into
with the note holder rolling over the $50,000 immimnation with $100,000 proceeds received on May2[R1, into a new promissory note dated May 13,12ttaling
$150,00C- see Note # 21

On December 17, 2010, the Company received $280from a third party investor and issued a cditMe promissory note. On March 30, 2011, the Campissued 2,500
shares of common stock and three (3) year wargittisan exercise price of $125 per share to thelmdtier upon full conversion of the promissory n

On January 11, 2011 the Company received $200/®m a third party investor and issued convétiromissory note. On December 6, 2011, the nddehagreed to renew
note number 3 and the Company issued a new ndfenew terms, plus 20,000 warrants with an exerngige of $10 per share expiring November 9, 2- see note #6¢

On January, 11, 2011, the Company issued aetbhle promissory note in the amount of $117,290rie of its shareholders, former chief operatifiiger and board member
in satisfaction of unpaid salary, deferred salarprevious $10,000 outstanding loan to the Comamtyunpaid interest on the loan. On April 8, 20the, Company issued
375,000 shares of common stock and 750,000 th)egeéd warrants with an exercise price of $0.25gb&re as a partial conversion of the note redutiegrincipal balance
by $75,000. The noteholder authorized the Compamgduce the outstanding loan balance by $33,288urof payment of salary and benefits for theigeedanuary 1, 2011
to October 31, 2011. As of May 31, 2012, the Conyparin default of this note

On February 18, 2011, the Company received08B0from a third party investor and issued a catitMerpromissory note. The Company issued as atiomepayment of 200
shares of common stock in lieu of interest. On Mat6, 2011, the noteholder converted the entinecgpal balance of $50,000 and the Company issu@dcbfhmon shares
and 1,000 three (3) year warrants with an exeqige of $125 per shar

On February 14, 2011, the Company receiveddi®bfrom a third party investor and issued a catitderpromissory note. The Company issued as arorgtayment of 100
shares of common stock in lieu of interest. On Aid29, 2011, the terms of the note were modifiedl amew note was issued with the same principarical of $25,000,
bearing interest at 6% and a maturity date of MRy2812.

On February 14, 2011, the Company receiveddi®6from a third party investor and issued a cotitder promissory note. The Company issued as airapgbayment 100
shares of common stock in lieu of interest. On Matd, 2011, the Company issued 250 shares of consteck and 500 three (3) year warrants with anasemprice of $125
per share to the noteholder upon conversion o$2%000 promissory not

On January 25, 2011, the Company received $85f®m a third party investor and issued a corivierfpromissory note. As a partial conversion oftdéie Company on
August 3, 2011 and August 10, 2011, issued 1,22i73aP61 common shares, respectively at $15 peesizd $10 per share reducing the principal amoyrili®,000 and
$15,000 respectively. The remaining $60,000 ofgipal was assigned, during August 2011, to variwr-related third party investors in full satisfactiohthis debt

On March 11, 2011, the Company received $225jA0bridge loans" from three un-related parties &ssued three convertible promissory notes. Thmgany issued as a
onetime payment of 450 shares of common stocleindf interest. Simultaneously, the Company entareda conversion agreement with each note haldeverting at $100
per share and 2,250 shares of common stock weredsdong with 4,500 warrants exercisable at $E25hare with a three (3) year tel

On March 14, 2011, the Company received $3Df@m a third party investor and issued a conb&tpromissory note. During August 2011, the noleéomade a series of
assignments of its entire principal balance toousithird party nc-related investors

On March 17, 2011, the Company issued to ttehwolder 3,600,000 two (2) year warrants, at arase price of $0.25 per share and 2,250,000 siudireommon stock valued
at $425,000 as partial satisfaction of a $925,0@®eted on January 25, 2010. A new convertible ggsony note was executed in the remaining balanweuat of $500,000.

The following assignments of principal were exeduby the noteholder to non-related third party 8tees: On July 26, 2011, August 3, 2011, August2L,1, August 15,

2011, August 24, 2011 and September 26, 2011, ¢k tolder assigned $45,000, $45,000, $50,0000880$80,000 and $45,000, respectively. As of May 2012, the

Company is in default of this not

On March 23, 2011, the Company entered indelat purchase agreement whereby $65,000 of cextgd debt evidenced by a Settlement Agreement datgdst 28, 2010
for $1,000,000 with a remaining balance of $815,08@8s purchased by a non-related third party imregts part of the agreement, the Company receBé&d000 in proceeds
and incurred $3,500 in legal fees and issued aertible promissory note in the amount of $68,50p0k) execution of the note, the Company instructedstock transfer
agent to reserve 1,530 shares of common stoclepastof the agreement. On September 30, 2011, €rcidh 2011 and October 12, 2011, the noteholdeverted: $36,666
of principal and the Company issued 8,200 shar&5.@8 per share, converted $21,919 of principdl tie Company issued 5,329 shares at $4.13 pee sinar converted
$9,915 of principal and the Company issued 3,3@8eshat $4.13 per share, respectiv

On April 15, 2011, the noteholder, a formeattbmember, renegotiated their former note datedaly 25, 2010 into three (3) separate converpbbeissory notes with this
note amounting to $4,388,526. On July 25, 2011,nibkeholder converted $3,200 of principal into 80,&hares of common stock at a price of $0.04 pares leaving a
remaining principal balance of $4,385,326. On M&gh2012, the noteholder agreed to extend thénafignaturity date to October 15, 20:

On April 15, 2011, the noteholder, a formeattbmember, renegotiated their former note datedaly 25, 2010 into three (3) separate converpbbeissory notes with this
note amounting to $1,500,000. The following assignta were executed by the noteholder to non rethiedi party investors: June 27, 2022 - $100,0@pt&mber 27, 2011 -
$100,000, October 13, 2011 - $50,000, NovembeRQ8&] - 100,000, December 1, 2011 - $100,000, Deeei@®, 2011 - $100,000, January 4, 2012 - $115,08@ary 13,
2012 - $25,000, January 12, 2012 - $41,000 andadgri, 2012 - $25,000. On April 12, 2012, a notédoassigned $75,000 of its principal to a thiedtp investor and the
Company issued a convertible promissory note ferstime value. On March 27, 2012, the noteholdeeago extend the original maturity date to Octdkigr2012

On April 15, 2011, the noteholder, a formeattbmember, renegotiated their former note datedalg 25, 2010 into three (3) separate converpibbenissory notes with this
note amounting to $211,000. On March 27, 2012ntiteholder agreed to extend the original maturdiedo October 15, 201

On May 15, 2022, the Company received $100ff@@ a third party investor and issued a convéatiivomissory note. As of May 31, 2012, the Compisny default of this
note.

On May 12, 2011, the Company received $1®5f8om a third party investor and issued a corivlerppromissory note. Consequently, on May 16, 28ElCompany entered
into a secured convertible promissory note with shene shareholder which combined a previous pramyissote dated November 17, 2010 valued at $100y0€@® the
$125,000 convertible promissory note dated May2Dd,1, totaling $225,000. On November 11, 2011 nitteholder assigned 225,000 of its principal pla®80 in legal fees
and $6,702 in accrued interest to a-related third party investor and a new promissarewas issued in the amount of $236,- see Note #57

On June 1, 2011, the Company received $25,000 & ¢mnird party investor and issued a convertiblempssory note
On June 1, 2011, the Company received $150,000 drtimrd party investor and issued a convertibnpssory note
Company instructed our stock transfer ageneserves 6,933,744 shares of common stock pestefiine agreement. On December 23, 2011, Jany&@12 and January 24,

2012, the noteholder converted $10,000, $8,000%44d000 of principal and the Company issued 6,281,8,333,333 and 14,736,842 shares of common stb8k.016,
$0.015 and $0.00095 per share. On March 12, 2@&2noteholder converted $16,000 and the Compameds85,165 shares at $0.45 per share. On MarcRi2, the



noteholder converted $14,400 of principal and egeand the Company issued 33,882 shares at $6c&hare
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Note 12 — Convertible Promissory Notes (continued)

Table 1 (continued)

References Table 1(continued)
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(38)

On May 23, 2011, the Company converted a $®l ghareholder loan previously received duringgher fiscal year ended February 28, 2011 and coetbithat with a

$25,000 shareholder loan received on May 23, 2Bildéonsideration for issuing convertible promissopte maturing on May 31, 2012 totaling $46,000 &sded 550 three
(3) year warrants with an exercise price of $50g&re. On October 6, 2011, the noteholder conyé&4€,000 of its note and the Company issued 6shaBes at $7.50 per
share.

On June 27, 2011, a noteholder assigned $20@Dits $1.5 million outstanding promissory ntaethis non-related third party investor and therany issued a convertible
promissory note of the same value. The followingwasions of principal into common stock were etediby the noteholder: On June 28, 2011, July 0&12August 22,
2011 and September 13, 2011, $25,000 of princial eonverted and 1,000 shares were issued at $3¥haee, $25,000 of principal was converted an®3 ghares were
issued at $25 per share and $25,750 of principalawaverted $25,000 of principal was converted@®B81 shares were issued at $3.66 per share ad@ Shares were issued
at $69 per share, respectively. (23) On July 1212¢he Company received $50,000 from a third pastgstor and issued a convertible promissory r

On June 15, 2011, the Company issued a cableegiromissory note in the amount of $75,000 repn¢éing a shareholder advance made on behalf o€tmepany on
November 11, 201(

On June 15, 2011, the Company issued a cdblegromissory note in the amount of $150,000 éspnting a shareholder advance made on behalfeo€timpany on
December 13, 201!

On August 12, 2011, a noteholder assigned $8000its $500,000 outstanding promissory note tmia-related third party investor and the Compasyéd a new convertible
promissory note for the same value. On August D4,12the Company issued 8,000 shares of its comstmrk at a variable conversion rate of $3.65 pareshthereby
reducing the principal balance by $29,200. On Atg0s 2011, the Company issued 2,286 shares obitsnon stock at a variable conversion rate of ¥19er share, thereby
reducing the principal balance by $20,800 resultintihe full satisfaction of the det

On August 24, 2011, a noteholder assignedd®B0of its $500,000 outstanding promissory note tmn-related third party investor and the Compasyed a new convertible
promissory note for the same value. On August P4,12the Company issued 8,000 shares of its constamk at a conversion rate of $10 per share, tlyerethucing the
principal balance by $80,000 resulting in full stction of the deb

On August 12, 2011, a noteholder assignedd®80of its $500,000 outstanding promissory note tmn-related third party investor and the Compasyed a new convertible
promissory note for the same value. The followingwersions of principal into common stock were exed by the noteholder: On August 25, 2011 and l@gt@0, 2011,
$15,000 of principal was converted and 979,752eshevere issued at $0.03 per share and $25,000nafgal was converted and 3,671,072 shares wenedsat $0.13620 per
share, respectively. On December 1, 2011, the nlitehcancelled a prior conversion dated Octobe22@1 and returned shares issued. On Decemb@022, the noteholder
converted $17,000 of principal and the Companyedsi0,000,000 shares of common stock at $0.0013l@e. On March 2, 2012, the noteholder conve$]000 of
principal and the Company issued 23,256 sharesmimon stock at $0.43 per share. On April 5, 206i&,rtoteholder converted $2,500 of principal and@benpany issued
8,065 shares of common stock at $0.31 per s

On August 12, 2011, a noteholder that held 8 convertible promissory notes in the amount$8%,000 and $50,000, dated as of January 25, @6dMarch 14, 2011,
entered into an assignment agreement (the “agre&meth third party investors assigning its remiaip principal balances of $60,000 (January 25, 2@hH $50,000 (March
14, 2011) to various individuals reducing the oraiconvertible promissory notes to a zero balatckugust 31, 2011. Noteholder #37 was assignecD®07 On August 17,
2011, the Company issued a wire transfer in fullesment of the outstanding principal balance. Notder #38 was assigned $15,000. Noteholder #39%assigned $10,000.
Noteholder #40 was assigned $10,000. Noteholdem#dassigned $25,000. Noteholder #43 was assift®000. Noteholder #44 was assigned $13,000. Nisteh#41 wa:
assigned $10,000. On October 6, 2011, the noteh#R& converted $10,000 of its note and the Comjissued 1,333 shares of stock at $7.50 per shar®diober 10, 2011,
the noteholder #44 converted $13,000 of principal the Company issued 1,733 shares of common atd§k.50 per shar

On July 26, 2011, a noteholder assigned $45¢80ts $500,000 outstanding promissory note tma-related third party investor and issued a nemvertible promissory note
for the same value. On July 22, 2011, the notelhaldeverted all of its principal and the Comparsuisd 3,000 shares of common stock at $15 per ¢

On August 3, 2011, a noteholder assigned $85¢0 its $500,000 outstanding promissory note twma-related third party investor and issued a nemvertible promissory
note for the same value. On August 3, 2011, thehadtler converted the entire principal and the Camygssued 6,000 shares of common stock at $7 56haee

On October 5, 2011, a noteholder assigned$B0f its $753,943 outstanding promissory note tmn-related third party investor and issued a cenvertible promissory note
for the same value. On October 10, 2011, the nédeh@onverted $50,000 of principal and the Comparyed 10,000 shares of common stock at $10 @ee stesulting in a
full satisfaction of the deb

On September 2, 2011, the Company incureetsudting fees of $40,000 and issued a converpbtenissory note for the same value. Additionalhe Company also issued
1,600 4 year warrants with an exercise price of #@5share

On October 14, 2011, the Company receivedd8&Bin proceeds and issued a convertible promissotg. On March 27, 2012, the noteholder agreextend the maturity date
to October 15, 201:

On September 27, 2011, a noteholder assig@@d,$00 of its principal to a non-related thirdtganvestor and the Company issued a new converpbbmissory note of the
same value. On October 7, 2011, October 25, 20d¢ember 14, 2011, November 28, 2011, Decembe®B],2December 28, 2011, January 10, 2012 and Ja@6aR012 the

noteholder converted $30,000, $35,000, $25,000, 626, $25,000, $15,000, $15,000 and $19,000 ofcjpal into 3,750,000, 5,631,536, 4,132,231, 5333, 8,264,462,
5,454,545, 10,909,090 and 16,450,216 shares of constock at $0.008, $0.006215, $0.00605, $0.004600303, $0.00275, $0.00138 and $0.00116 per s@ardlarch 6,

2012, the noteholder converted $24,000 and the @agnjssued 58,182 shares of common stock at $&rshare. On March 28, 2012, the noteholder coede$20,000 and
the Company issued 75,188 shares of common stdk 27 per shart

On September 27, 2011, a noteholder assigh@@ @00 of their debt to a non-related third pamtjestor and the Company issued a convertible sony note for the same
value. On October 21, 2011, October 24, 2011, Jary2012 and January 10, 2012, the noteholdeverted $25,000, $25,000, $25,000 and $18,900 otjpal into
3,989,786, 3,937,008, 11,450,557 and 15,976,33Esl# a conversion price of $0.006266, $0.0068®0R18 and $0.00118 per share, respectively. OniMBd4, 2012, the
noteholder converted $6,100 of principal and thenfany issued 13,812 at $0.44 per sh

On September 26, 2011 a noteholder assign8@®®a@ of its $500,000 outstanding promissory now $30,000 of its $100,000 outstanding promissarg o a non-related
third party investor and the Company issued a nemvertible promissory note for $75,000. The follogiconversions of principal into common stock wexecuted by the
noteholder: On September 30, 2011, October 7, 20 October 14, 2011, $25,000 of principal was eaied and 5,118 shares were issued at $4 per $20¢€)00 of

principal was converted and 4,878 shares were dssu$4.10 per share and $30,000 of principal waserted and 6,764 shares were issued at $4.1¢hpeg, respectivel

On October 13, 2011, a note holder assign@jo$® of its principal to a third party investordathe Company issued a convertible promissory fmtéhe same value. On
November 8, 2001, November 21, 2011 and Decemhe2@I71, the noteholder converted $20,000, $20,@0@D$10,000 of its note and the Company issued7/7sb4res &
$2.65 per share, 8,542 shares at $2.34 per shdr&5ad00 shares at $0.67 per share, respect
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Note 12 — Convertible Promissory Notes (continued)
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(48)

(49)

(50)

On November 11, 2011, a noteholder assign&doR® of its principal plus $5,000 in legal feesl &6,702 in accrued interest to a non-related thady investor and a new
promissory note was issued in the amount of $226(7® November 16, 2011, November 17, 2011 , Janbia®012, January 16,2012 and February 8, 2012ndkeholder

converted $5,000 of principal and interest on tB#éh and 17th each and the Company issued a to&83834 shares of common stock at $0.012 per sbangerted $18,876
of principal and interest with the Company issulrj517,000 shares of common stock at $.013965h@eesconverted $19,861 of principal and interagt the Company

issuing 23,000,000 shares of common stock at $63®®er share and converted $39,837 of principdliaterest with the Company issuing 42,000,000 eshaf common

stock at $0.0009485 per share, respectively. Orl ApR2012, the noteholder converted $33,921.3@rofcipal and the Company issued 158,400 share®mimon stock at

$0.21 per share. On May 7, 2012, the noteholdeverted $14,124.36 of principal and the Companyddsls8,400 shares of common stock at $0.09 pee.star May 31,

2012, the noteholder converted $15,840.62 of ppadcnd the Company issued 205,000 shares of corstnok at $0.077per sha

On April 13, 2011, the Company converted $80,6f “bridge loans’ received during the year enletbruary 28, 2011, into an interest free convierfilomissory note with a
maturity date of June 13, 2011. On May 23, 201&,Gempany converted the $70,000 interest free atibleepromissory note with a maturity date of Jurge 2011 with the
related party in consideration of issuing a newngissory note- see note #2

On May 23, 2011, the Company converted a sharehtda in the amount of $25,000 in consideratiani$suing convertible promissory no

On August 15, 2011, the Company received $FfDfrom a related party investor and issued a exifle promissory note. On January 30, 2012, titeholder converted the
entire principal balance of $250,000 and the Compssued 250,000 shares of Series A 10% Cumul&éorevertible Preferred Stock at a $1.00 per st

On August 26, 2011, the Company received $Z¥Dfrom a third party investor and issued a catiter promissory note. On January 30, 2012, themaltler converted the
entire principal balance of $250,000 and the Compssued 250,000 shares of Series A 10% Cumul&omvertible Preferred Stock at a $1.00 per shaneM@rch 21, 2012,
the noteholder converted $17,677 of its principal the Company issued 75,769 shares of its commook at $0.23 per shar

On October 14, 2011, the Company receivélEB0 of proceeds from a related party investoriasued a convertible promissory note. On JanB@ry2012, the noteholder
converted the entire principal balance of $200,808 the Company issued 200,000 shares of Seri@#ACumulative Convertible Preferred Stock at a @pér share

On October 4, 2011, the Company received&BD in proceeds from a related party investoriasded a convertible promissory note. On Janu@ry2812, the noteholder
converted the entire principal balance of $300,808 the Company issued 300,000 shares of Seri@®ACumulative Convertible Preferred Sto

On October 7, 2011, the Company received $0URin proceeds from a third-party investor, ne$82,800 if fees and issued a convertible promjseote valued at $135,000.
On May 11, 2012, the noteholder converted $12,dQ@¥incipal and the Company issued 109,091 sharesramon stock at $0.11 per share. On May 30, 2fif2noteholder
cancelled a previous conversion of $12,000 andmeti109,091 shares of common stock received lattietCompany. On May 31, 2012, the noteholder edad $6,000 of
principal and the Company issued 54,545 sharesrafion stock at $0.11 per she

On January 4, 2012 the Company received $100,0pfbreeds from a thi-party investor and issued a convertible promissotg.

On January 9, 2012 the Company received $2B0D proceeds from a third-party investor andeéssa convertible promissory note. As of May 31,20he Company is in
default of this note

On January 4, 2012, a noteholder executedt@apassignment of $115,000 of its principal tthad party investor and the Company issued a cdifke promissory note for
the same value

On November 28, 2011, a noteholder executedrgéal assignment of $100,000 of its principahtthird party investor and the Company issued aexible promissory note
for the same value. On December 22, 2011, the ofitehconverted $17,000 of its principal and thenpany issued 10,000,000 shares at $0.0017 per.<bar#arch 2,
2012, the noteholder converted $20,000 of its fpadcand the Company issued 48,980 shares at §@Ashare. On April 10, 2012, the noteholder coede$10,000 of its
principal and the Company issued 44,444 share8.a8%er share
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Note 12 — Convertible Promissory Notes (continued)
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On December 1, 2011, a noteholder executerdt@passignment of $100,000 of its principal tthied party investor and the Company issued a edible promissory note for
the same value. On December 5, 2011, December028, &1d January 18, 2012, the noteholder conv&26¢D00, $10,000 and $10,000 of principal and tbm@any issued
4,672,897, 7,194,245 and 11,560,694 shares of constock at $0.00428, $0.00139 and $0.00087 peestar March 13, 2012, the noteholder converted@RDof principal
and the Company issued 24,242 shares of commoR ato$0.41 per share. On May 23, 2012, the notenatdnverted $10,937.50 of principal and the Corgpasued
140,000 shares of common stock at $0.078 per shAdditionally, the noteholder assessed a convers@nalty of $1,591.11 per note agreem

On November 11, 2011, a noteholder executeasaignment of $150,000 of its principal to a thpedty investor, including $6,000 in interest arf®d350 in legal fees and the
Company issued a convertible promissory note f&5$360. On November 11, 1011, the noteholder céede$39,732 of principal and the Company issue8®0 shares
of common stock at $0.00602 per share. On Janugrgd12, the noteholder converted $14,630 of ppaicand the Company issued 11,000,000 shares afoonstock at
$0.00133 per share. On February 8, 2012, the nlotehoonverted $31,374 of principal and interest #re Company issued 24,900,000 shares of comnock at $0.00126
per share. On March 22, 2012, the noteholder coene#21,560 of principal and the Company issue@0/ shares of its common stock at $0.28 per skaredpril 12, 2012,
the noteholder converted $26,880 of principal dred@ompany issued 96,000 shares of its common std®8.28 per share. On May 1, 2012, the notehaldeverted $20,860
of principal and the Company issued 149,000 shairéés common stock at $0.14 per share. As of Mhy2012, the Company is in default of this n

On December 12, 2011, the Company convertst0f,000 shareholder loan previously received duttire prior fiscal year ended February 28, 2011iasded a convertible
promissory note for the same val

On December 29, 2011, a noteholder executeattial assignment of $100,000 of its principahtthird party investor and the Company issued aexible promissory note
for the same value. On January 3, 2012, Janua@0#2, January 18, 2012, January 20, 2012, Janugrg@2 and February 2, 2012, the noteholder céede$10,000,
$10,000, $10,000, $10,000, $11,000 and $13,765intipal and the Company issued 7,692,307. 8,333,33,560,693, 11,764,705, 12,941,176 and 15,294shhres of
common stock at $0.0013, $0.0013, $0.00865, $0 5@ 00085 and $0.00085 per share. On March &,28& noteholder converted $15,000 of principal e Company
issued 40,928 shares at $0.37 per share. On M&c2022, the noteholder converted $12,500 of ppacand the Company issued 50,000 shares at $@r2ghare. On March
28, 2012, the noteholder converted $7,735.29 ofcjpal and the Company issued 52,632 shares a® $@rishare

On January 16, 2012, a noteholder executeatizal assignment of $25,000 of its principaktthird party investor and the Company issued aedible promissory note for

the same value. On February 2, 2012, the noteholwtererted $4,750 of principal and the Companyedst,000,000 shares of common stock at $0.00095hage. On March
7, 2012, the noteholder converted $10,125 of ppmicand the Company issued 22,925 shares of constook at $0.44 per shar
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Table 1 (continued)

References Table (continued)

(56)

(67)

(58)
(59)

(60)

(61)

(62)

(63)

(64)

(65)

(66)
(67)
(68)
(69)

(70)

(71)

On January 13, 2012, a noteholder assignedd@@1lof its $1,500,000 outstanding promissory rtotex non-related third party investor and the Comypssued a new
convertible promissory note for the same value J&nuary 25, 2012, the noteholder converted $8,5@@imcipal and the Company issued 10,000,000 shar&0.00085 per
share. On March 5, 2012, the noteholder convert€d0®0 of principal and the Company issued 26,6fes at $0.37 per share. On March 29, 2012, ttehakler cancelled
$6,000 of the principal balance though an amendroktite convertible promissory note. On March 2812, the noteholder converted $6,500 of principal the Company
issued 71,429 shares at $0.09 per st

On January 13, 2012, a noteholder assigne82%f its $1,500,000 outstanding promissory riota non-related third party investor. The Comparyrred an additional

$10,000 in legal fees and issued a new converilienissory note for the $35,000. On February 2, 22@ie noteholder converted $4,750 of its princignradl the Company
issued 5,000,000 shares of its common stock aD#0®per share. On March 6, 2012, the noteholdeverted $15,125 of its principal and the Compasyésl 36,300 shares
of its common stock at $0.42 per share. On Marct2@22, the noteholder converted $5,000 of itsgipi@ and the Company issued 36,300 shares obitsron stock at $0.24
per share

On February 17, 2012, the Company received $75@00 a third party investor and issued a convegtilromissory note

On February 9, 2012, the Company receivedd®0from a third party investor and issued a catiter promissory note and 10,000 three (3) yearavds with an exercise
price of $1 per shar

On January 12, 2012, the Company received $100r0660a third party investor and issued a convegtjiromissory note

On February 15, 2012, a noteholder assigné&b,R0 of its $785,000 outstanding promissory rot@ non-related third party investor and the Camgp@sued a new
convertible promissory note for the same value.F@bruary 29, 2012, a noteholder assigned $75,008 225,000 outstanding promissory note to a rebated third party
investor. On April 4, 2012, a noteholder assign8,800 of its principal to a thi-party investor and the Company issued a convengitienissory note for the same val

On February 29, 2012, a noteholder assignég0$® of its $225,000 outstanding promissory neoteatnon-related third party investor and the Corgpasued a new
convertible promissory note for the same value Mamch 5, 2012, the noteholder converted $11,256riotipal and the Company issued 30,000 sharets abimmon stock at
$0.38 per share. On March 21, 2012, the notehaldeverted $6,300 of principal and the Company ids2&000 shares of its common stock at $0.19 panesiOn April 13,

2012, the noteholder converted $14,000 of principel the Company issued 80,000 shares of its constock at $0.18 per share. On May 30, 2012, thehuwdder converted
$6,750 of principal and the Company issued 90,0@0es of its common stock at $0.075 per st

On November 15, 2011, the Company received $225/@00 a thirc-party investor incurring $6,750 of fees and issa@bnvertible promissory note valued at $231,

On January 17, 2012, the Company received $000rom a third-party investor and issued a catitde promissory note for the same value. Parthefconversion for note
#67 was applied to note #77 as the noteholder ctetvenore than the outstanding principal balanc&arch 28, 2012. On April 11, 2012, the noteholdenverted $17,500 of
principal and the Company issued 84,337 sharesmfron stock at $0.21 per share. On April 23, 2@1€ noteholder converted $14,000 of principal dred@ompany issued
88,889 shares of common stock at $0.16 per sharép@il 27, 2012, the noteholder converted $13,00principal and the Company issued 92,857 sharesramon stock at
$0.14 per share. On May 7, 2012, the noteholdevarted $8,000 of principal and the Company issu&8® shares of common stock at $0.08 per sharél@n31, 2012,

the noteholder converted $14,000 of principal d&r@d@ompany issued 186,666 shares of common st&k@Z5 per shar

On April 4, 2012, a noteholder assigned 828,0f its principal to a third-party investor até Company issued a convertible promissory natéhi® same value. On April 13,
2012, the noteholder converted $15,000 of princimal the Company issued 150,000 shares at $0.1$hasr (post split

On April 12, 2012, a noteholder assigned $75,00€sqdrincipal to a thir-party investor and the Company issued a convengilienissory note for the same val

On March 2, 2012, the Company received $50,00000geds from a thi-party investor and issued a convertible promisseitg for the same valu

On March 28, 2012, the Company received $250,0@0@dneeds from a thi-party investor and issued a convertible promissatg for the same valu

On April 16, 2012, the Company received $75,000riceeds from a thi-party investor and issued a convertible promissoitg for the same valu

On April 18, 2012, a noteholder assigned,®20 of its principal to a third-party investor ati® Company issued a convertible promissory natéhfe same value. On April
23, 2012, the noteholder converted $10,000 of ppalcand the Company issued 50,000 shares at §PG@hare. On May 25, 2012, the noteholder condeB&000 of
principal and the Company issued 100,000 shar$8.86 per shar¢

On April 23, 2012, the Company received $19,50prteeds from a thi-party investor and issued a convertible promisseitg for the same valu
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Note 12— Convertible Promissory Notes (continued

Table 2

Non-Related Party

Debt Discount

Amortization of
Debt Discount for
the three months ending

Number of Remaining
Conversion shares Period of
Price Per Convertible FMV of Total Debt Debt

Note # Ref# Share 5/31/12 5/31/12 Warrants BCF Derivatives Discount 5/31/12 5/31/11 Discount
01 (1) $ 250.00( - $ 19,50( 8,00( $ = $ 27,50( - $ 4,24. 0 mths
02 2) $ 250.00( - 100,00(¢ 50,00( - 150,00( - 32,25: 0 mths
03 3) $ 200.00( - 55,00( - - 55,00( - - 0 mths
04 4) $ 1.00( 8,91: - 41,02( 13,92¢ 54,94t - 17,66! 0 mths
05 (5) $ 100.00( - 16,50( 30,00( - 46,50( - 24,36( 0 mths
06 (5) $ 0.16: 154,32: 6,25( 2,50( - 8,75( - 2,91 0 mths
07 (5) $ 0.16: 154,32: 6,25( 2,50( - 8,75( - 2,91. 0 mths
08 (5) $ 100.00( - 6,25( 2,50( - 8,75( - 2,91 0 mths
09 (6) $ 0.47" - - 85,00( - 85,00( - 28,42t 0 mths
10 (5) $ 100.00( - 61,00( 39,00( - 100,00( - 100,00( 0 mths
11 5) $ 100.00( - 61,00( 39,00( - 100,00( - 100,00( 0 mths
12 (5) $ 100.00( - 15,25( 9,75( - 25,00( - 25,00( 0 mths
13 (6) $ 0.47° - - 30,60° 19,39: 50,00( - 22,62! 0 mths
14 (@) $ 100.00( 1,85( 175,00( 225,00( - 400,00( - 97,12! 0 mths
15 (8) $ 50.00( - - 61,65( - 61,65( - 25,66! 0 mths
17 9) $ 0.16: 223,19¢ - 344,16( 2,092,87¢ 2,437,03t 306,15¢ 306,31: 0 mths
18 (100 $ 50.00( 13,38( - 150,00( - 150,00( - 104,691 0 mths
19 9) $ 0.16: 223,19¢ - 16,54¢ 100,62: 117,17: 14,77. 14,72 0 mths
20 11 s 50.00( 2,00( - - - - - 1,24t 0 mths
21 12) $ 50.00( - - 90,00( - 90,00( - 4,21: 0 mths
22 a3) $ 50.00( - 38,25( 135,00( - 173,25( - 6,82! 0 mths
23 12) $ 50.00( 50( - 15,00( - 15,00( - - 0 mths
24 a2) $ 50.00( 3,00( - 90,00( - 90,00( - - 0 mths
25 14) $ 0.47° - - 60,00( - 60,00( 4,27. - 0 mths
28 a5 $ 50.00( - 8,74( 37,26( - 46,00( - - 0 mths
29 (16) $ 0.52( - - 46,87! 41,67 88,55: - - 0 mths
30 12) $ 50.00( 1,00( - - - - - - 0 mths
31 12) $ 50.00( 1,50( - 75,00( - 75,00( - - 0 mths
32 a2) $ 50.00( 3,00( - 145,29¢ 4,70« 150,00( - - 0 mths
33 17 $ 0.48¢ - - - - - - - 0 mths
34 18) $ 10.00( - - 80,00( - 80,00( - - 0 mths
35 19) $ 0.07* 73,330 - - 42,36 42,36 - - 0 mths
37 (200 $ 50.00( - - - - - - - 0 mths
38 21) $ 50.00( 30( - - - - - - 0 mths
39 21) $ 50.00( - - - - - - - 0 mths
40 22) $ 50.00( 20( - - - - - - 0 mths
42 22) $ 50.00( 50( - - - - - - 0 mths
43 1) $ 50.00( 20( - - - - - - 0 mths
44 22) $ 50.00( - - - - - - - 0 mths
46 23) $ 50.00( - - 15,00( - 15,00( - - 0 mths
a7 24) $ 50.00( - - 30,00( - 30,00( - - 0 mths
48 25) $ 5.00( - - - - - - - 0 mths
50 26) $ 25.00( 1,60( 8,80( 31,20( - 40,00( - - 0 mths
51 27 $ 50.00( 1,66( - - - - - - 0 mths
52 28) $ 5.50( 7,63¢ - 250,00( - 250,00( - - 0 mths
53 29 $ 0.07* - - - 100,00( 100,00( 6,10( - 0 mths
54 30) $ 0.00: - - - 75,00( 75,00( - - 0 mths
56 29) $ 0.07* - - - 50,00( 50,00( - - 0 mths
57 31 $ 0.07* 446,84¢ - - 100,84( 100,84( 22,14 - 5 mths
58 (35 $ 5.50( 23,45¢ - - - - - - 0 mths
59 36) $ 0.16: 223,19¢ - - 23,96 23,96 10,81( - 0 mths
61 (38 $ 0.07* 223,19¢ - - 45,87¢ 45,87¢ 10,79! - 7 mths
62 (38) $ 0.07¢ 706,66° - - 100,00C 100,00( 19,53( - 6 mths
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Note 12— Convertible Promissory Notes (continued
Table 2 (continued)
Non-Related Party

Debt Discount

Amortization of
Debt Discount for
the three months ending

Number of Remaining
Conversion shares Period of
Price Per Convertible FMV of Total Debt Debt
Note # Ref# Share 5/31/12 5/31/12 Warrants BCF Derivatives Discount 5/31/12 5/31/11 Discount
63 (38) $ 0.07¢ 348,07" - - 100,00( 100,00( 33,89« - 3 mths
64 39 $ 0.10¢ 219,17: - - 45,29t 45,29t - - 0 mths
65 (40) $ 50.00( 4,00( - - - - - - 0 mths
66 41) $ 0.16: 223,19¢ - - - - - - 0 mths
67 38 $ 0.07* - - - 100,00( 100,00( 35,23! - 0 mths
68 38 $ 0.09( - - - 25,00( 25,00( 20,25( - 0 mths
69 42) $ 0.07* 133,33 - - 26,37: 26,37: 13,15¢ - 2 mths
70 43) $ 0.09( 112,50( - 50: 30,69: 31,19! 17,85¢ - 3 mths
71 44) $ 0.07* 1,000,00( - 5,40¢ 69,59: 75,00( 18,86( - 9 mths
72 45) $ 5.00( 2,00( 2,00( - - 2,00( 27¢ - 21 mths
73 36) $ 0.16: 223,19¢ - - 8,76: 8,76: 4,30( - 0 mths
74 46) $ 0.04! 223,19¢ - - 46,66: 46,66: 3,19: - 7 mths
75 44) $ 0.07¢ 357,33 - - 74,37 74,37 47,94( - 4 mths
76 47 3 6.25( 37,08( - - - - - - 0 mths
77 48) $ 0.07¢ 416,47 - - 67,37t 67,37 38,45t - 4 mths
78 49 $ 0.04! - - - 15,00( 15,00¢ 15,00( - 0 mths
79 (50) $ 0.07¢ 223,19¢ - - 46,84« 46,84« 3,67! - 19 mths
80 51 $ 0.07¢ 400,00( - - 50,00( 50,00( 20,06t - 8 mths
82 (36) $ 0.16: 223,19¢ - - 37,12 37,12 8,41! - 5 mths
83 43) $ 0.09( 55,55¢ - - 20,00( 20,00( 15,00( - 3 mths
84 1) $ 0.07 260,00( - - 19,50( 19,50( 2,16t - 10 mths
6,960,49: 579,79( 2,243,78( 3,593,84! 6,417,41! 692,32 924,11
Related Part
16 (32) $ 100.00( - - 18,20( - 18,20( - 12,28t 0 mths
26 12) $ 50.00( 50( - 25,00( - 25,00( - - 0 mths
27 a2) $ 50.00( 1,40( - 70,00( - 70,00( - - 0 mths
41 21) $ 50.00( 20( - - - - - - 0 mths
36 (33 $ 25.00( - - - - - - - 0 mths
45 (33 $ 25.00( - - 250,00( - 250,00( - - 0 mths
49 34) $ 25.00( - - 166,66 - 166,66 - - 0 mths
55 34) $ 6.00( - - 250,00( - 250,00 - - 0 mths
60 37 $ 6.00( 41,66° - - - - - - 0 mths
81 52) $ 6.00( 41,66 - - - - - - 0 mths
85,43¢ - 779,86 - 779,86 - 12,28t
7,045,92¢ $ 579,79( $ 3,023,64 $ 359384 $ 7,197,28. $ 692,32: % 936,40!
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Note 12 — Convertible Promissory Notes (continued)

Table 2 (continued)

References Table

)

@

©)

©)

©)

(6)

)

®)

©)

(10)

(11

(12

(13)

14

(15

(16)

There is a conversion option price of $250 giere. The Company issued to the noteholder af@@0year Series 1 Warrants, par value of $0.000éshare, at an exercise
price of $250 per share. Additionally, the Compé@syped to the holder of the note 200 Series 2 Wtsraar value ¢

$0.00001 per share, at an exercise price of $37Shzee, with a term of five years. These warramgee valued using the Black-Scholes method

assuming a fair value of $195, risk-free interast of 2.08% and 129.97% volatility index.

There is a conversion option price of $250 gfeare. The Company issued to the noteholder 2fl@Byear Series 1 Warrants, par value of $0.000€&dshare, at an exercise
price of $250 per share. These warrants were valaet) the Blac-Scholes method assuming a fair value of $195-free interest rate of 1.37% and 129.97% volatiliyex.

There is a conversion option price of $200 gfeare. The Company issued to the shareholder 1s00@ear Series 1 Warrants, par value of $0.008€x1share, at an exercise
price of $200 per share. Additionally, the Compasped to the holder of the note 1,000 Series Zalts, par value ¢

$0.00001 per share, at an exercise price of $37Sthzee, with a term of six years. These warramtewalued using the Black—Scholes method betw88r9% and $46.40 per
share, assuming a fair value per share of $136fm® interest rate of 2.08% and 129.33% volgtilidex.

There is a conversion option to exchange theusrhoutstanding into the shares of the Companyfsroon stock at a conversion price of $250 per sbatbe lowest price the
Compan’s common stock is sold in a public financi

There is a conversion option price of $100 perest

The conversion price shall equal the Variabde@rsion Price subject to equitable adjustmentstfick splits, stock dividends or right offerirtmgs the Borrower relating to the
Borrower's securities or the securities of any #libsy of the Borrower, combinations, recapitaliaat reclassifications, extraordinary distributicersd similar events. The
“Variable Conversion Price” shall mean 55% mulepliby the Market Price. The Market Price meanatlezage of the lowest (3) Trading Prices for then®wn Stock during
the ten (10) Trading Day period ending on the tatemplete Trading Day prior to the Conversion D

There is a conversion option price of $100gi&re. The Company issued to the noteholder 7,3@&2warrants, at an exercise price of $125 pareshnd valued the two (2)
year warrants using the Ble-=Scholes method at $36.75 per share, resultingotahvalue of $175,000 assuming a fair valueghare of $110, risk-free interest rate of 0.60%
and 143.05% volatility inde;

The lender shall have the option to convertahistanding principal of this note at a Fifty Rec(50%) discount to the "Fair Market Value" (fl@onversion Rate") but not to
exceed $50 per share. However, should the Borr@ffect a forward split, the ceiling price of $50rphare shall be discounted down according to fiié stio and
notwithstanding, the ceiling prices shall be neajug at the Lender's request. In no case shatidheersion price be less than $0.

The conversion price shall equal the varialoleversion price subject to equitable adjustmentstock splits, stock dividends or right offeririgys the Borrower relating to the
Borrower's securities or the securities of any #libsy of the Borrower, combinations, recapitaliaat reclassifications, extraordinary distributicersd similar events. The
“Variable Conversion Price” shall mean 90% mulgpliby the Market Price (representing a discouet0&tL0%).The Market Price means the average dbthest (3) Trading
Prices for the Common Stock during the ten (10fifmg Day period ending on the latest complete Tradbay prior to the Conversion Da

Upon any conversion of this note, the conwergirice up until July 15, 2011 shall be the lesde$100 per share or equal the Variable ConverBidce subject to equitable
adjustments for stock splits, stock dividends ghtiofferings by the Borrower relating to the Baves’s securities or the securities of any subsydiair the Borrower,

combinations, recapitalization, reclassificatiomsraordinary distributions and similar events.rrduly 16, 2011 the conversion price shall equahdriable conversion price.
The “Variable Conversion Price” shall mean 90% iiplitd by the Market Price (representing a discaaté of 10%); provided, however, that in no evamll the variable

conversion price at any time be less than !

Upon any conversion of this Note, the conwergirice up until August 15, 2011 shall be $100 gieare (subject to equitable adjustments for sgptits, stock dividends or
rights offerings by the Maker relating to the Makesecurities). From August 16, 2011until matutitye conversion price will equal the “variable corsien price”. The
variable conversion price shall mean 90% of TheKkd&aPrice which is the average of the lowest (3dig Prices for the Common Stock during the tél) {rading Day
period ending on the latest complete Trading Dagrito the Conversion Date and that in no evenl she variable conversion price at any time bes lggmn $50

Upon any conversion of this Note, the conwergprice up until August 15, 2011 shall be $25 gfeaire (subject to equitable adjustments for stpdikssstock dividends or
rights offerings by the Maker relating to the Makesecurities). From August 16, 2011until matutie conversion price will equal the “variable corsien price”. The
variable conversion price shall mean 90% of TheKkd&aPrice which is the average of the lowest (3ding Prices for the Common Stock during the tél) {rading Day
period ending on the latest complete Trading Dayryto the Conversion Date and that in no evenl ¢ha variable conversion price at any time bes lédmn $50

Upon any conversion of this Note, the conwersprice up until August 15, 2011 shall be $25 gfesire (subject to equitable adjustments for stpdikssstock dividends or
rights offerings by the Maker relating to the Makesecurities). From August 16, 2011until matutitye conversion price will equal the “variable corsien price”. The
variable conversion price shall mean 90% of ThekdaPrice which is the average of the lowest (3dimg Prices for the Common Stock during the tdl) {[rading Day
period ending on the latest complete Trading Dagrpo the Conversion Date and that in no eventl gha variable conversion price at any time beslédsan $50. The
Company has issued 5,400 warrants as interest emaltp. The three (3) year warrants were valuedguiie Black—Scholes method at $8.75 per sharendsg a fair value
per share of $35, ri-free interest rate of 0.93% and 138.90% volatilityex.

The conversion price shall equal the Varigbdaversion Price subject to equitable adjustmemtstbck splits, stock dividends or right offerirgsthe Borrower relating to the
Borrower's securities or the securities of any &liliy/ of the Borrower, combinations, recapitalieat reclassifications, extraordinary distributiomsd similar events. The
"Variable Conversion Price" shall mean 55% muléglby the Market Price. The Market Price meansatheeage of the lowest (3) Trading Prices for then®wmn Stock during
the ten (10) Trading Day period ending on the tatemplete Trading Day prior to the Conversion D

Upon any conversion of this Note, the conwersgprice up until August 15, 2011 shall be $25 gfeaire (subject to equitable adjustments for stpdikssstock dividends or
rights offerings by the Maker relating to the Mdkesecurities). From August 16, 2011 until matutitye conversion price will equal the “variable cersion price”. The
variable conversion price shall mean 90% of ThekdaPrice means the average of the lowest (3) MgaBrices for the Common Stock during the ten {Irdging Day period
ending on the latest complete Trading Day priotht® Conversion Date and that in no event shallveré@able conversion price at any time be less %0 The Company
issued 550 three (3) year warrants with an exemiee of $50 per share valued using the Black—Bshmethod at $39.20 per share, assuming a faievaér share of $50,
risk-free interest rate of 0.91% and 142.07% volatitityex.

Upon any conversion of this Note, the convergirice up until July 15, 2011 shall be $25 parshsubject to equitable adjustments for stockssptock dividends or rights
offerings by the Maker relating to the Maker’'s sées). From July 16, 2011until maturity the corsien price will equal the “variable conversiongeri. The variable
conversion price shall mean 60% of the Market Pmeans the average of the lowest (3) Trading Pfimethe Common Stock during the ten (10) Tradiray [Period ending
on the latest complete Trading Day prior to the @wpsion Date
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Note 12 — Convertible Promissory Notes (continued)

Table 2 (continued)

References Table 2 (continue
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(18)

(19)

(20)

1

(22)

(23)
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(25)

(26)
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(28)

(29)

(30)

The note holder shall have the right, frometitn time, commencing on the issue date, to corargrtpart of the outstanding interest or princgralount of this Note into fully
paid and non-assessable shares of Common Stos& &ainversion Price. From August 12, 2011 untilurigt the conversion price will equal the “varial@enversion price”.
The variable conversion price shall mean 55% ofatherage closing price for the Common Stock dutivggfive (5) Trading Day periods ending on thedatomplete Trading
Day prior to the Conversion Dat

The noteholder has the option to exchange the ammutstanding into the shares of the Comy's common stock at a conversion price of $10 perestnatil maturity.

The note holder shall have the right, frometitn time, commencing on the issue date, to corargrtpart of the outstanding interest or princgraount of this Note into fully
paid and non-assessable shares of Common Stoe& &onversion Price. From August 12, 2011 untilurigt the conversion price will equal the “varialdenversion price”.
The variable conversion price shall mean 50% ofatherage closing price for the Common Stock dutiegfive (5) Trading Day periods ending on thedatmmplete Trading
Day prior to the Conversion Dat

Upon any conversion of this Note, the conwergirice up until October 15, 2011 for $12,000h& hote and up until November 1, 2011 for $5,0@0cimversion price shall be
$7.50 per share (subject to equitable adjustmentstock splits, stock dividends or rights offesray the Maker relating to the Maker’s securiti€&pm October 16, 2011 for
$12,000 of the note and up until November 2, 2@t1$56,000 until maturity the conversion price veitjual the “variable conversion price”. The variat@version price shall

mean 90% of the average closing prices for the Com8tock during the ten (10) Trading Day periodiegdn the latest complete Trading Day prior to @mnversion Date

provided, however, that in no event shall the \ldlgaConversion Price at anytime be less than $5Qpare

Upon any conversion of this note, the conwergirice up until November 1, 2011 shall be $7.80ghare (subject to equitable adjustments forksspiits, stock dividends or
rights offerings by the Maker relating to the Makesecurities). From November 2, 2011, until maguthe conversion price will equal the “variablengersion price”. The
variable conversion price shall mean 90% of theaye closing prices for the Common Stock duringtéime(10) Trading Day period ending on the lateshplete Trading Day
prior to the Conversion Date provided, howevert thano event shall the Variable Conversion Pricarg/time be less than $50 per sh

Upon any conversion of this note, the conwergirice up until October 15, 2011 shall be $7.60 ghare (subject to equitable adjustments forks$ptits, stock dividends or
rights offerings by the Maker relating to the Mdkesecurities). From October 16, 2011, until mayuthe conversion price will equal the “variablengersion price”. The
variable conversion price shall mean 90% of theaye closing prices for the Common Stock duringtéime(10) Trading Day period ending on the lateshglete Trading Day
prior to the Conversion Date provided, howevert thao event shall the Variable Conversion Pricargtime be less than $50 per share. On Octohe2®1, the noteholder
#40 and #42 entered into an amendment that modifiectonversion dates by deleting October 15, 20idLreplacing it with February 15, 2012 and by tite}eOctober 16,
2011 and replacing it with February 16, 20

Upon any conversion of this Note, the conwergprice up until August 15, 2011 shall be $15 gfeaire (subject to equitable adjustments for stpdikssstock dividends or
rights offerings by the Maker relating to the Mdkesecurities). From August 16, 2011 until matutitye conversion price will equal the “variable cersion price”. The
variable conversion price shall mean 90% of theaye closing price for the Common Stock duringtére(10) Trading Day period ending on the latestgiete Trading Day
prior to the Conversion Date, however, that in werg shall the Variable Conversion Price at anytiradess than $5

Upon any conversion of this Note, the conwergprice up until August 4, 2011 shall be $7.50 gieare (subject to equitable adjustments for stmtits, stock dividends or
rights offerings by the Maker relating to the Makesecurities). From August 5, 2011 until matuttg conversion price will equal the “variable corsien price”. The variable
conversion price shall mean 90% of the averagengqsrice for the Common Stock during the ten (Ifding Day period ending on the latest completedifrg Day prior to
the Conversion Date, however, that in no event shalVariable Conversion Price at anytime be thas $50

Upon any conversion of this note, from OctobeP011 until maturity date the conversion pricg# be equal the Variable Conversion Price (the R The VCP shall mean
60% of the average closing price during the ter) {(d&xing day period ending on the latest completding date prior the conversion date. In no ewbratl the VCP at any
time be less than $5 per share. Market price mgrnaverage of the lowest 3 trading prices duriregliO day trading perio

Upon any conversion of this note, up until Braber 15, 2012 the conversion price is fixed atF$6m December 16, 2011 until maturity the conwergirice will be equal to
the Variable Conversion Price ("the VCP"). The V&Iall mean 90% of the average closing price duttiegten (10) day trading period and not to be tkas $25 per share
floor. Market price means the average of the thweest trading prices on the latest complete trgdiinior to conversion date. In connection with tiée, the Company issued
to the noteholder 1,600, four (4) year warrants,vadue of $0.00001 per share, at an exercise pfi§25 per share. The fair value of the warraras estimated at the date of
grant using the Black-Scholes option-pricing modéth the following range of assumptions: risk-fremerest rate of 0.88%, dividend yield of 0.0%, atdity factor of
139.70% and expected life of four (4) yea

Upon any conversion of this note, up until Baber 15, 2012 the conversion price is fixed at $t6m December 16, 2011 until maturity the coneergrice will be equal to
the Variable Conversion Price (“the VCP"). The V&Rl mean 90% of the average closing price duttiegten (10) day trading period and not to be teas $50 per share.
Market price means the average of the three lotk@ding prices on the latest complete trading pieoconversion datt

Upon any conversion of this note, the holdethes note can convert at a 45% discount fromltveest trading price in the three trading days ptiothe day that the holder
requests conversion. The holder may not converhttte into common stock if the market price is belsb.50 (the “initial floor price"). If the stockods not close above the
initial floor price for three (3) consecutive dapsthe fifteen (15) days following the date of theb-floor trade, the floor will be amended to $2(fte “amended floor price”).

If the common stock trades below the amended fiome (the “second sub-floor trade”), the stock tmtlese above the amended floor price for threec(@)secutive days in

the fifteen days following the date of the seconl-8oor trade in order for this agreement to remtadund by the amended floor price. If the stoclriable to close above the
amended floor price for three (3) consecutive daybe fifteen days following the date of the set@ub-floor trade, I) the floor will be amendedatgrice that is 50% of the
average of the lowest three trading prices duriregptrior ten days (the “market determined floolf’the common stock trades below the market deteechiloor (the “market

sub-floor trade”), the stock must close above tlzeket determined floor for three (3) consecutivgsdm the fifteen days following the date of therkea sub-floor trade in

order for this agreement to remain bound by theketadetermined floor. If the stock is unable tosel@bove the market determined floor for threec(B)secutive days in the
fifteen days following the market sub-floor tradee floor will be continuously priced by way of tbéthe amended floor price until the principal awtrued interest owed to
the investor represented by this note has beendutiaustec

Upon any conversion of this note, from Octob&r2011 until maturity date the conversion prig be equal the Variable Conversion Price (theCR"). The VCP shall mean
50% of the average closing price during the thB3drading day period ending on the latest completging date prior the conversion d¢

Upon any conversion of this note, from Septen#t, 2011 until maturity date, the conversiorg@mill equal the Variable Conversion Price (theCR/"). The VCP shall mean
50% of the average closing price during the fivet{ading day period ending on the latest comptieteing day prior to the conversion de
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Note 12 — Convertible Promissory Notes (continued)

Table 2 (continued)

References Table 2 (continue

(ChY)

32

(33)

34

(35)

(36)

(37

(38)

(39)

(40)

(41

(42)

(43)

(44

(45)

(46)

(47)

(48)

Upon any conversion of this note, from Novemb2, 2011 to December 31, 2011, the conversiceeps fixed at $6 per share. From January 1, 20t maturity date the
conversion price will equal the Variable Convershrice (the "VCP"). The VCP shall mean 50% of thierage lowest closing price during the three (8)litig day period
during the ten (10) trading days ending on thestatemplete trading date prior the conversion ¢

If payment of the promissory note is not magematurity date, the holder of the note has thbtrio convert the $70,000 into 350,000 share®nfraon stock, valued at $100
per share and receive 1,400 six (3) year warra@cisable at $125 per sha

Upon any conversion of this note, the conwergirice up until December 15, 2011 shall be $6sbare (subject to equitable adjustments for sgptits, stock dividends or
rights offerings by the Maker relating to the Makesecurities). From December 16, 2011 until majutie conversion price will equal the “variablengersion price”. The

variable conversion price shall mean 90% of theaye closing price for the Common Stock duringtére(10) Trading Day period ending on the latestpiete Trading Day

prior to the Conversion date, provided, howeveaf th no event shall the variable conversion pateany time be less than $25. On December 12, 2B&Inoteholder entered
into an amendment that modified the conversionsdayedeleting December 15, 2011 and replacingth webruary 15, 2012 and by deleting December @61 2nd replacing

it with February 16, 2012. On January 30, 2012ngeof the promissory note were modified to incltide noteholder's ability to convert outstandingiast or principal into

fully paid and no-assessable shares of the Company's Series A 10%l&tivea Convertible Preferred Stoc

Upon any conversion of this note, up untiluky 15, 2012 the conversion price is fixed atf@®m January 16, 2012 until maturity the convergidoe will be equal to the
Variable Conversion Price ("the VCP"). The VCP shaan 90% of the average closing price duringi¢ine(10) day trading period and not to be less #2&per share floor.
Market price means the average of the three lotwaging prices on the latest complete trading peotonversion date. On December 12, 2011, thehotider entered into an
amendment that modified the conversion dates bstidgl January 15, 2012 and replacing it with Mat&h2012 and by deleting January 16, 2012 and ceglat with March
16, 2012. On January 30, 2012, terms of the pramjssote were modified to include the noteholdabiity to convert outstanding interest or prindipdo fully paid and non-
assessable shares of the Company's Series A 10%l&iva Convertible Preferred Stoc

Upon any conversion of this note, the holdethes note can convert at a 45% discount fromltveest trading price in the three trading days ptiothe day that the holder
requests conversion. The holder may not converhttte into common stock if the market price is bet§b.50 (the “initial floor price"). If the stockods not close above the
initial floor price for three (3) consecutive dapshe fifteen (15) days following the date of the-floor trade, the floor will be amended to $2.75%(tmended floor price

Upon any conversion for this note, the coneerprice shall equal the Variable Conversion P(8¢éCP"). The VCP shall mean 90% multiplied by thtarket Price. The
Market Price means the average of the lowest tf8g€rading Prices for the Common Stock duringttre (10) Trading Day period ending on the latesbgiete Trading Day
prior to Conversion Dat¢

There is a conversion option price of $6 per sl

Upon any conversion for this note, the coneergrice shall equal the Variable Conversion P{8éCP"). The VCP shall mean 50% multiplied by thiarket Price. The
Market Price means the average of the lowest tt8e€rading Prices for the Common Stock duringttire (10) Trading Day period ending on the latesbpiete Trading Day
prior to Conversion Dat¢

Upon any conversion for this note, the coneerprice shall equal the Variable Conversion P8¢éCP"). The VCP shall mean 70% multiplied by thtarket Price. The
Market Price means the lowest Trading Prices ferGommon Stock during the ten (10) Trading Dayqeeending on the latest complete Trading Day po€onversion
Date.

Up until February 15, 2012, the conversiore@shall be $10 per share. From February 16, 2@tikmaturity the conversion price will equal theNable Conversion Price
("VCP"). The VCP shall mean 90% multiplied by theifidet Price. The Market Price means the averagigedbwest three (3) Trading Prices for the Comi8tock during the
ten (10) Trading Day period ending on the lateshglete Trading Day prior to Conversion Date. Tradimice means, the closing bid price on the OTeBinl Board, or other
applicable trading market as reported by a reliaigf®rting service mutually acceptable to the makerolder. However, in no event shall the VCPrat time be less than $50
per share. In connection with the note, the Compsswed to the noteholder 20,000 one-year SerWartants, par value of $0.00001 per share, at arcise price of $10 per
share. These warrants were valued using the -Scholes method assuming a fair value of $3.44-free interest rate of 50% and 240.32% volatilitser.

Up until May 8, 2012, the conversion pricelsba $7.50 per share. Beginning May 9, 2012 antil payment in full of the entire outstanding batanthe Conversion Price
will equal variable conversion price ("VCP"). Thariable conversion price shall mean 90% of the kitleree (3) day Trading Prices for the Common ISthaing the ten (10)
Trading Day period ending on the latest completedifrg Day prior to the Conversion de

Upon any conversion for this note, the conieerprice shall means the lesser of a) the prodiiotultiplying 0.5 times the low traded price okt@ompany's common stock for
the twenty (20) day period immediately preceding dlate at which the Holder, by written notice (loyadl, facsimile, or otherwise) gives notice to tbempany of its election
to convert this debenture into the Company's comstock, or b) $5

Upon any conversion of this note, from Janue&8y2012 until maturity date the conversion prick be equal the Variable Conversion Price (theCR"). The VCP shall mean
50% of the average closing price during the thB3dr@ding day period ending on the latest completging date prior the conversion d¢

Upon any conversion for this note, the coneergrice shall equal the Variable Conversion P{8éCP"). The VCP shall mean 50% multiplied by thiarket Price. The
Market Price means the average of the lowest tyd¥&ding Prices for the Common Stock during thre () Trading Day period ending on the latest cletepTrading Day
prior to Conversion Date. Trading price means,diesing bid price on the OTC Bulletin Board, or ettapplicable trading market as reported by abliaeporting service
mutually acceptable to the maker or holc

Upon any conversion for this note, the conearprice shall equal the rate of $5 per shareeésnmon stock. On January 30, 2012, the Companyedgréth the noteholder to
convert the entire principal balance of $250,000 issue 250,000 shares of Series A 10% Cumulatbres&tible Preferred Stoc

Upon any conversion for this note, the coneerprice shall equal the Variable Conversion Pi8¢éCP"). The VCP shall mean 25% multiplied by thtarket Price. The
Market Price means the average of the closing gucehe Common Stock during the ten (10) Tradingyperiod ending on the latest complete Trading Pagr to
Conversion Date. Trading price means, the closidgplice on the OTC Bulletin Board, or other apabte trading market as reported by a reliable tampservice mutually
acceptable to the maker or hold

Upon conversion of this note, the conversion psicell be $6.25 per shai
Upon any conversion of this note, the conwergirice shall be equal to the Variable Converstoice ("VCP"). The VCP shall mean 50% multiplied te lowest trading

price, determined on the current trading markettierCompany's common stock, during the 10 tradangs prior to conversion (the "Set Price") at théan of the Holder, in
whole or at any time from time to tim
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Note 12 — Convertible Promissory Notes (continued)

Table 2 (continued)

References Table 2 (continue

(49)

(50)

(61)

(52)

Upon any conversion of this note, the conwergirice shall be equal to the Variable Conver$tace ("VCP"). The VCP shall mean 25% of the averelpsing price for the
common stock during the ten (10) day period endimghe latest complete trading day prior to theveosion date

Upon any conversion of this note, the conwergrice shall be equal to the Variable Converstdoe ("VCP"). The VCP will equal 50% of the Marketice. The Market Price
means the lowest Trading Price during the Priciagdel. The Pricing period shall mean the ten trgdiays preceding the date of the applicable comerstice.

Upon any conversion of this note, the conwergrice shall be equal to the Variable Converstdoe ("VCP"). The VCP will equal 50% of the Marktice. The Market Price
means the average of the lowest three (3) Tradifug$for the common stock during the ten (10) irgdDay period ending on the most completed Tradiag prior to the

Conversion Date

Upon any conversion of this note, the conversidoepshall be equal to a fixed rate of $6.00 peresi®0.012 pr-split).
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Note 12 — Convertible Promissory Notes (Continued)

Table 3
Value Derivative Liability
Note # Initial Fair Value Previous Current Gain (Loss) 5/31/2012 2/29/2012

17 $ 2,092,87¢ $ 8,08 $ 20,98. $ (12,901 $ 20,98. $ 8,08(
19 100,62: 8,08 20,98: (12,901 20,98: 8,08(
25 60,00( 18,94 - 18,94 - 18,94
29 41,67 18,50- - 18,50- - 18,50-
35 42,36: 18,43l 13,391 5,03« 13,39t 18,43l
53 100,00( 9,41: - 9,41: - 9,41
57 100,84( 67,49( 50,41 17,071 50,41« 67,49(
59 23,96 10,16¢ 20,98: (10,812 20,98: 10,16¢
61 45,87t 36,65¢ 50,97: (14,314 50,97: 36,65¢
62 100,00( 130,96! 87,76! 43,20( 87,76! 130,96!
63 100,00( 97,65- 79,22 18,43 79,22( 97,65:¢
64 45,29¢ 12,70° 27,17 (14,471 27,17¢ 12,70°
67 100,00( 57,30 - 57,30 - 57,30
68 25,00( 32,38 - 32,38 - 32,38«
69 26,37: 25,23 23,12 2,11 23,12: 25,23t
70 30,69: 36,52( 25,68! 10,83! 25,68! 36,52(
71 69,59: 131,56 228,93 (97,370 228,93 131,56
73 8,76« 8,08 20,98: (12,901 20,98: 8,08(
74 46,66: 39,22: 51,11: (11,887 51,11: 39,22:
75 74,37 74,37 81,80t (7,429 81,80t 74,37
77 67,37t 74,40¢ 95,21 (20,811 95,21¢ 74,40¢

78 15,00( - - 15,00! - -

79 46,84- - 51,11: (4,269 51,11: -

80 50,00( - 91,60( (41,600 91,60( -

82 37,12: - 49,89 (12,774 49,89¢ -

83 20,00( - 12,72: 7,27¢ 12,72: -

84 19,50( - 59,54( (40,040 59,54( -
3,490,82: 916,20: 1,163,62! (58,955 1,163,62! 916,20:

Preferred Series A

538,32t 1,338,01° 396,57! 941,44; 396,57! 1,338,01
$ 4,029,15C g 2,254,21¢ g 1,560,20C ¢ 882,487 ¢ 1,560,20C ¢ 2,254,21¢
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Note 12 — Convertible Promissory Notes (Continued)

Table 3(a) BlackScholes option pricing model assumptions for derivteve liabilities

Expected Volatility

Risk-Free Interest Rate

Expected Life

Initial
Note Dividend Fair
# Yield Value
17 0.00% 133.43
19 0.00% 133.43
25 0.00% 141.22
29 0.00% 147.94
35 0.00% 285.9
53 0.00% 389.82
57 0.00% 247.29
59 0.00% 142.81
61 0.00% 256.9
62 0.00% 257.57
63 0.00% 244.07
64 0.00% 208.98
67 0.00% 252.83
68 0.00% 258.86
69 0.00% 241.75
70 0.00% 259.47
71 0.00% 255.49
73 0.00% 117.06
74 0.00% 273.4
75 0.00% 274.36
77 0.00% 260.51
78 0.00% 282.18
79 0.00% 301.47
80 0.00% 294.59
82 0.00% 206.22
83 0.00% 287.73
84 0.00% 287.82
Preferred Series A
0.00% 130

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

Previous

Fair
Value

105.48

105.48

43.7

142.19

142.19

266.38

262.25

142.81

270.79

262.89

267.74

0.38

267.74

270.79

154.52

270.79

273.81

105.48

272.66

273.81

272.31

293.33

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

Current
Fair

Value

12.29

12.29

0

12.29

119.47

165.23

199.49

12.29

210.89

190.76

205.36

12.29

204.97

210.89

114.86

210.89

235.92

21.45

273.4

235.2

214.93

234.51

318.74

299.2

190.76

299.2

299.2

325.18

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

%

Initial Previous Current Initial Previous
Fair Fair Fair Fair Fair

Value Value Value Value Value Current Fair Value
0.24% 0.08% 0.03% 1yr 2.0 mths 1mth(s)
0.24% 0.08% 0.03% 1yr 2.0 mths 1mth(s)
0.18% 0.08% 0.00% 1yr 1.0 mths Omth(s)
0.18% 0.08% 0.03% 1yr 3.0 mths 1mth(s)
0.11% 0.08% 0.03% 1yr 3.0 mths 2mth(s)
0.11% 0.13% 0.07% 1yr 7.0 mthe 4mth(s)
0.12% 0.18% 0.04% 9mths 7mths 6mth(s)
0.02% 0.04% 0.03% 3mths 2mths 1mth(s)
0.02% 0.13% 0.14% 1yr 10mths 7mth(s)
0.13% 0.13% 0.07% 11mths 8mths 5mth(s)
0.12% 0.13% 0.14% lyr 9mths 6mth(s)
0.12% 0.18% 0.03% 3mths 1mth 1mth(s)
0.12% 0.13% 0.14% 11mths 9mths 6mth(s)
0.11% 0.13% 0.14% 1yr 10 mths 7mth(s)
0.06% 0.13% 0.03% 6mths 5mths 2mth(s)
0.10% 0.13% 0.14% 1yr 10mths 7mth(s)
0.18% 0.18% 0.14% lyr lyr 9Imth(s)
0.03% 0.08% 0.03% 3mths 2mths 1mth(s)
0.18% 0.18% 0.04% 1yr 11mths 8mth(s)
0.18% 0.18% 0.14% 1yr 1yr 9Imth(s)
0.11% 0.18% 0.14% 1yr 11mths 8mth(s)
0.19% 0.14% 8mths 8mth(s)
0.27% 0.0014 21mths 19mth(s)
0.17% 0.18% 12mths 10mth(s)
0.14% 0.0014 6mths 5mth(s)
0.18% 0.18% 12mths 10mth(s)
0.17% 0.0018 11mths 10mth(s)
0.80% 24.00% 0.27% 24mth(s) 24mth(s) 24mth(s)
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Note 13- Stockholders’ Deficit
Preferred Stocl
The aggregate number of shares of Preferred Shatkhe Corporation is authorized to issue up te Bandred Million (100,000,000), with a par valdeb6.01per share.

The Preferred Stock may be divided into and issoeskries. The Board of Directors of the Corporaii® authorized to divide the authorized shareBreferred Stock into one or mi
series, each of which shall be so designated distinguish the shares thereof from the sharedl offeer series and classes. The Board of Direaibthe Corporation is authorized, wit
any limitations prescribed by law and this Article,fix and determine the designations, rightslifjoations, preferences, limitations and termstled shares of any series of Prefe
Stock.

The Company has authorized 3,000,000 shares, jhae $01 per share and designated as Series A 10%ui@tive Convertible Preferred Stock (the “SerePreferred Stock”)The
holders of record of shares of Series A PrefertedkSshall be entitled to vote on all matters sutedito a vote of the shareholders of the Corponatind shall be entitled to one hunc
(100) votes for each share of Series A PreferredkSThe Company had 1,809,611 and 583,243 shesesd and outstanding as of May 31, 2012 and 284fectively.

Per the terms of the Amended and Restated CetéficDesignations, subject to the availabilityaofthorized and unissued shares of Series A Prdf&tack, the holders of Series
Preferred Stock may, by written notice to the Coagtion, may elect to convert all or any part oftsholders shares of Series A Preferred Stock into CommookSit a conversion rate
the lower of (a) $0.50 per share or (b) at the Evpeice the Company has issued stock as parfin&acing. Additionally, the holders of Series AeRarred Stock, may by written notice
the Corporation, convert all or part of such holdeshares (excluding any shares issued pursuaohtercsion of unpaid dividends) into debt obligatiaf the Corporation, secured t
security interest in all of the Corporation and stsbsidiaries, at a rate of $0.50 of debt for esitare of Series A Preferred Stock.

In the event of any liquidation, dissolution or ding up of this Corporation, either voluntary ovafuntary (any of the foregoing, a “liquidation’plders of Series A Preferred St
shall be entitled to receive, prior and in prefeeeto any distribution of any of the assets of @isporation to the holders of the Common Stockryr other series of Preferred Stocl
reason of their ownership thereof an amount pereskqual to $1.00 for each share (as adjustedniprstock dividends, combinations or splits withpest to such shares) of Serie
Preferred Stock held by each such holder, plusatheunt of accrued and unpaid dividends thereon tfveneor not declared) from the beginning of theidwnd period in which tt
liquidation occurred to the date of liquidation.

Dividends in arrears on the outstanding prefertedes total $50,042 as of May 31, 2012.

Accounting Standards Codification subtopic 815#6rivatives and Hedging; Contracts in Entity’s olquity (“ASC 815-40") became effective for us onidla 1, 2010. The Compary’
Series A (convertible) Preferred Stock has centaset provisions that require the Company to redoeeonversion price of the Series A (convertiBlegferred Stock if we issue equit
a price less than the conversion price. Upon tliectfe date, the provisions of ASC 84B-required a reclassification to liability basenl the reset feature of the agreements i
Company sells equity at a price below the converpiice of the Series A Preferred Stock.

For the three months ended May 31, 2012, the Compawaccordance with ASC 815-40, determined tlievidue of the Preferred Series A stock to be $886, using the Blacchole
formula assuming no dividends, a rifske interest rate of 0.27%, expected volatility386.18.02%, and expected life of 2 years (baseth@mrurrent rate of conversion). Changes ir
value are recorded as non-operating, non-cash ie@mexpense at each reporting date. The chanigér imalue of the Preferred Series A derivativéliligdy resulted in current year non-
operating income included in operations of $941,442

The Company has authorized 3,000,000 shares oésSBril0% Cumulative Convertible Preferred Stocksisting of 3,000,000 shares (the “Series B Prefie8tck”). The holders ¢
record of shares of Series B Preferred Stock sieadintitied to vote on all matters submitted tmte\of the shareholders of the Corporation and Sleaéntitled to one hundred (100) v¢
for each share of Series B Preferred Stock. Pexfestockholders may elect to convert all or any phisuch holdes shares into Common Stock at a conversion formiuthe greater «
(i.e. whichever formula yields the greater numbEslwares of Common Stock upon conversion): (1) weeind onéralf (12.5) shares of Common Stock for each shérBevies t
Preferred Stock converted or
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Note 13- Stockholders’ Deficit (continued)

(2) the number of shares of Series B Preferredk3teing converted multiplied by a fraction, thenmerator of which is $1.00 and the denominator lictv is 80% of the lower of (a) t

lowest price at which the Company issued a sha@ooimon Stock on or after January 1, 2006 up tadtite of such conversion or (b) the lowest markiepof a share of Comm
Stock up to the date of such conversion.
In the event of any liquidation, dissolution or @ing up of this Corporation, either voluntary ovatuntary (any of the foregoing, a “liquidationfplders of Series B Preferred Stock ¢
be entitled to receive, prior and in preferencany distribution of any of the assets of this Cogpion to the holders of the Common Stock or ameoseries of Preferred Stock by re¢
of their ownership thereof an amount per share leigubl.00 for each share (as adjusted for anykstdddends, combinations or splits with respecstich shares) of Series B Prefe
Stock held by each such holder, plus the amoumicofued and unpaid dividends thereon (whether bdacdlared) from the beginning of the dividend périn which the liquidatic
occurred to the date of liquidation.

Stock held by each such holder, plus the amouiicofued and unpaid dividends thereon (whether bdecdared) from the beginning of the dividend pdrin which the liquidation
occurred to the date of liquidation.

There were no Series B Preferred shares issuedwtstanding at May 31, 2012.

The Company has authorized 1,750,000 shares adsS€rSenior Preferred Stock (“Series C Preferredk3t Each share of Series C Preferred Stock is conleiitito one hundred (10
shares of the Company’s Common Stock. HolderseBiries C Preferred Stock shall be entitled teates for each share of Series C Preferred Stdck he

There were no Series C Preferred shares issuedutsidnding at May 31, 2012.
It is the Company’s intent to replace these unidsteries B and C shares with a new Series B, Mameéferred stock in 2012.
Preferred stock subscribe

During the three months ended May 31, 2012, the 2o received cash proceeds of $410,000 and $20rD@e previous year ended February 29, 2012 imote$430,000 fc
subscription of 86,000 shares of Series B Prefesteck and 70,000 warrants to purchase common shatle an exercise price of $2.50 expiring in oeary

It is the Company’s intent to issue new Series&epred stock to the investors who have subscribékde Company’s preferred Series B during thetgu@nded May 31, 2012,
Common Stock

On October 28, 2011, our board of directors anchtiiders of a majority of the voting power of otiaseholders have approved an amendment to outeart€incorporation to increase
our authorized shares of Common Stock from 400{60D,000,000. On February 13, 2012, our board ctiors and the holders of a majority of the votimgver of our shareholders
have approved an amendment to our articles of puration to increase our authorized shares of Com8tock from 1,000,000 to 5,000,000. The increaseur authorized shares of
Common Stock became effective upon the filing efdimendment(s) to our articles of incorporatiorhwlie Secretary of State of the State of Nevada.

On May 2, 2012, our board of directors consente(d) teffect a 500-to-1 reverse split of the Compargommon stock and (i) reduce the number of atled shares from 2,500,000,000
to 5,000,000 and became effective upon the filihghe amendment(s) to our articles of incorporatidth the Secretary of State of the State of Nevddee consolidated financial
statements have been retroactively adjusted teatetfhis reverse stock split.

On June 26, 2012, our board of directors and theeh® of a majority of the voting power of our shfanlders have approved an amendment to our arti€i@sorporation to increase our
authorized shares of Common Stock from 5,000,0@D6;000,000.
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Note 13- Stockholders’ Deficit (continued)

During the three months ended May 31, 2012, the 2oy issued 10,000 shares of common stock and @@y@@rants in exchange for services rendered, stmgiof financing and
consulting fees incurred in raising capital, valaedpproximately $11,740. The value of the commsioick issued was based on the fair value of theksabthe time of issuance or the
fair value of the services provided, whichever wawe readily determinable. The value of the wasavds estimated at date of grant using Black-Sehmiion pricing model with the
following assumptions: risk free interest rate 04l @lividend yield of -0-%, volatility factor of 2830% and expected life of 1 year.

During the three months ended May 31, 2012, the 2o converted a series of promissory notes ameds8,202,358 shares of the Company's common valu$881,433, incurring
$46,850 of penalties for tardy conversions.

During the three months ended May 31, 2012, theaieimg 2,025 stock options issued on October 312@4th an exercise price of $7.25 to employeeseators and executives ves
and the Company incurred $10,125 in compensatietsco

Common Stock Warrants

At May 31, 2012, there were 252,290 warrants ontitey with a weighted average exercise price of7/$d2d weighted average life of 1.25 years. Durirggthree months ended May
2012, 300 warrants expired.

Common Stock Options

At May 31, 2012, there were 4,050 options outstagdiith a weighted average exercise price of $ab weighted average life of 9.29 years. Duringtliiee months ended May
2012, no options were exercised.

Note 14 - Commitments and Contingencies

The Company leases approximately 6,500 squareofesffice space in Weston, Florida pursuant toaséeagreement, with Bedner Farms, Inc. of the ingiltbcated at 2690 Weston
Road, Weston, Florida 33331. In accordance withti¢heas of the lease agreement, the Company iswgettie commercial office space, for a term of fjgars commencing January 1,
2011 through December 31, 2015. The rent for tlee gaded February 29, 2012 was $151,227. In Septeaft?011, the Company sublet a portion of itécefspace offsetting our rent
expense by $1,500 per month.

The following schedule represents obligations uwg&ten commitments on the part of the Company #énea not included in liabilities:

Current Long-Term
FY2014 and
FY2013 FY2014 beyond Totals
Carriage Fee $ 171,12! $ 108,83: $ -0- $ 279,95t
Consulting 111,81¢ 95,09( 95,09( 301,99¢
Leases 21,49¢ 21,49¢ 195,92! 238,91!
Other 71,70: 71,70: -0- 143,40t
Totals $ 376,14: $ 297,12: $ 291,01 $ 964,27t

Legal Matters

We are otherwise involved, from time to time, iglation, other legal claims and proceedings inilgymatters associated with or incidental to owibess, including, among other thir
matters involving breach of contract claims, irgetual property and other related claims employnigsies, and vendor matters. We believe that theluton of currently pendir
matters will not individually or in the aggregatavie a material adverse effect on our financial @@or results of operations. However, our assesg of the current litigation or ott
legal claims could change in light of the discovefyacts not presently known to us or determinatiby judges, juries or other finders of fact whéeh not in accord
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Note 14 - Commitments and Contingencies (continued)
with management’s evaluation of the possible ligbdr outcome of such litigation or claims.

There is currently a case pending whereby the CagipaChief Executive Officer (“defendant”) is beirsgied for allegedly breaching a contract whichigees in his role as CEO of
Extraordinary Vacations Group, Inc. The case isipaitrongly contested. The defendant’s motion smils plaintiff's amended complaint with prejudites been argued before the
judge in the case. We are awaiting a ruling attihie.

The Company is a defendant in a lawsuit filed byi G&edia Group, Inc. In the United States Distdourt for central district of California allegingat Next 1 owes $75,000 from a vi
and music production agreement provided for thepaomy's television network. The Company is vigorgus#fending the allegations and has made a settieoffer.

The Company is a defendant in a lawsuit filed bguidlis Marketing, Inc. in Illinois state court ajiag that Next 1 owes $350,000 from a productiod emntent distribution agreem:
provided for the Company’s video on demand netw®He Company is vigorously defending the allegation

Other Matters

In December 2005, the Company acquired Maupintdu€,. On March 1, 2007, the Company sold Maupintol€ to an unrelated third party for the sum of $llahd the assumption of
$900,000 of Maupintour debts. In October 2007, Genpany was advised that purchaser had been utmabdése the required capital it had agreed to utide negotiated purchase
agreement and was exercising its right to resdiedpurchase. Extraordinary Vacations agreed to &lingassengers travel and moved to wind down thiparation. As part of the wind
down of Maupintour LLC, the Company created MaupimtExtraordinary Vacations, Inc. on December 18072under which certain assets and liabilities a@fulintour LLC was
assumed in order to allow for customer travel agrdain past obligations of Maupintour LLC to be midainagement estimates that there is approxim&#2p,000 in potential liabilities
and has recorded an accrual for $420,000 in otlreent liabilities at May 31, 2012.

Note 15— Segment Reporting

Accounting Standards Codification 280-16 “Segmeepdtting”, established standards for reporting informationualoperating segments in annual consolidated fiahstatements ai
required selected information about operating segsnia interim financial reports issued to stocklesk. It also established standards for relateziadisres about products, services,
geographic areas. Operating segments are defineodngsonents of the enterprise about which sepéirercial information is available that is evaluhtegularly by the chief operati
decision maker, or decision making group, in dexjdiow to allocate resources and in assessingrpeafece.

The Company has two reportable operating segmbtadia and Travel. The accounting policies of eaainsent are the same as those described in the symfrgignificant accountir
policies. Each segment has its own product managfethe overall operations are managed and evalustéhe Company chief operating decision makers for the purpdsalocating
the Companys resources. The Company also has a corporate Unmdeics function which does not meet the critefia eeportable operating segment. Interest expansecorporal
expenses are not allocated to the operating segment
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Note 15— Segment Reporting (continued)

The tables below present information about reptetabgments for the three months ended May 31, a6d2Vay 31, 2011:

2012 2011
Revenues
Media $ 728 $ 116,97(
Travel 167,67: 177,26
Segment revenues $ 168,39¢ $ 294,23°
201z 2011
Operating Expense
Media $ B128¢ $ 1,168,77!
Travel 748,32¢ 58,12¢
Segment expenses $ 751,56: $ 1,226,90
201z 2011
Net Income (Loss)
Media $ (2509 $ (1,051,80)
Travel (580,65¢) 119,13¢
Segment Net Loss $ (583,16 $ (932,66)

The Company did not generate any revenue outsel&tiited States for the three months ended Map@12 and May 31, 2011, and the Company did not hayeassets located outs

the United States.

Note 16 — Fair Value Measurements

The Company has adopted new guidance under ASC:B2tl, effective January 1, 2009. New authoritaticeounting guidance (ASC Topic 820-18) under ASC Topic 820, F
Value Measurements and Disclosures, delayed teetefé date of ASC Topic 8200 for all nonfinancial assets and nonfinancidiilities, except those that are recognized or dised ¢

fair value in the financial statements on a reagrasis, until 2009.

ASC Topic 820 establishes a fair value hierarctiying the highest priority to quoted prices in &etimarkets and the lowest priority to unobservalaita and requires disclosures
assets and liabilities measured at fair value basetheir level in the hierarchy. Further new auitiative accounting guidance (ASU No. 2008} under ASC Topic 820, provic
clarification that in circumstances in which a qbprice in an active market for the identical iliéibs is not available, a reporting entity is téged to measure fair value using on

more of the techniques provided for in this update.

The standard describes a fair value hierarchy basdtiree levels of inputs, of which the first tare considered observable and the last unobsenthblemay be used to measure

value which are the following:

« Level 1 - Quoted prices in active markets for ideaitassets or liabilities.

« Level 2 - Inputs other than Level 1 that are obabkle, either directly or indirectly, such as quopeites for similar assets of liabilities; quotetcps in markets that are
not active; or other inputs that are observableaorbe corroborated by observable market dataufastantially the full term of the assets or liaigk.
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Note 16 — Fair Value Measurements (continued)

« Level 3 - Unobservable inputs that are supportelittty or no market activity and that are signdfitt to the fair value of the assets or liabilities.

Our assessment of the significance of a partianfaut to the fair value measurement in its entireyuires judgment, and considers factors spettifibe asset or liability.

The Company analyzes all financial instruments viiatures of both liabilities and equity under A880, “Distinguishing Liabilities from Equity” and $C 815,Derivatives an
Hedging. Derivative liabilities are adjusted to reflect faalue at each period end, with any increase oredse in the fair value being recorded in resultsperations as adjustments
fair value of derivatives. The effects of interaas between embedded derivatives are calculatecdaesmlinted for in arriving at the overall fair valof the financial instruments.

addition, the fair values of freestanding derivatinstruments such as warrant and option derivative valued using the Black-Scholes model.

The Company uses Level 3 inputs for its valuaticethmdology for the warrant derivative liabilitieacaembedded conversion option liabilities as tfeir values were determined
using the Black-Scholes option pricing model basedarious assumptions. The Compangeérivative liabilities are adjusted to refledt fealue at each period end, with any increas

decrease in the fair value being recorded in re@ilbperations as adjustments to fair value afveéves.

The following table sets forth the liabilities ashday 31, 2012, which is recorded on the balaneesht fair value on a recurring basis by levehinithe fair value hierarchy. As requir

these are classified based on the lowest leveimiftithat is significant to the fair value measueatn

Fair Value Measurements at Reporting Date Usin:

Quoted Prices in

Active Markets for Significant Other Significant
Observable Unobservable
Identical Assets Inputs Inputs

Description 5/31/2012 (Level 1) (Level 2) (Level 3)
Series A convertible redeemable preferred stock wset provision $ 396,57! -0- -0- 396,57!
Convertible promissory note with embedded conversiation 1,163,62! -0- -0- 1,163,62!
Total $ 1,560,201 -0- $ -0- 1,560,201

The following table sets forth a summary of changesir value of our derivative liabilities for ¢three months ended May 31, 2012:

Beginning balance, February 29, 2( 2,254,21!
Fair value of embedded conversion feature of PredeBeries A securities as issue ( -0-
Fair value of embedded conversion feature on caimepromissory notes at issued d 188,46¢
Change in fair value of embedded conversion feaiftiRreferred Series A securities included in exgs (941,447
Change in fair value of embedded conversion featfiomnvertible promissory notes included in eagsin 58,95¢
Ending balance, May 31, 2012 1,560,20!
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Note 17— Subsequent Events

In May 2009, the FASB issued accounting guidanoce nodified as FASC Topic 855, “Subsequent Eventghich establishes general standards of accountingahd disclosures
events that occur after the balance sheet datbdfate financial statements are issued or areablailto be issued. FASC Topic 855 is effectiveifioerim or fiscal periods ending af
June 15, 2009. Accordingly, the Company adoptedtbeisions of FASC Topic 855 on June 30, 2009. Thenpany evaluated subsequent events for the pafiedMay 31, 2012, a
has determined that all events requiring disclobare been made.

During June of 2012, the Company converted $18#@dnvertible promissory notes and issued 678gt8es of its common stock.

During June of 2012, the Company issued 10,734dhange for services rendered valued at $2,200v@he of the common stock issued was based ofathealue of the stock at the
time of issuance or the fair value of the servipewided, whichever was more readily determinable.

During June and July of 2012, the Company recebzsh proceeds of $225,000 together with $298,080 advances received previous to May 31, 2012 ateted into $523,000 of
Preferred Series B subscription agreements for6D4shares of Series B Preferred stock and 27@ya5ants to purchase common shares with an exgudise of $2.50 expiring in one

year.

During June 2012, the Company entered into exchaggeements to convert $844,600 of convertible Bsony notes into Preferred Series D subscriptgmeements for 168,920 shares
of Series D preferred stock.

On June 26, 2012, our board of directors and thaeh® of a majority of the voting power of our sttaslders have approved an amendment to our arti€liesorporation to increase our
authorized shares of Common Stock from 5,000,0@D6;000,000.
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Iltem 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.
Forward Looking Statements

This Report contains statements that we believe arenay be considered to be, “forward-looking staents”.All statements other than statements of historfaat included in thi
Report regarding the prospects of our industry ar prospects, plans, financial position or businesstegy, may constitute forwelooking statements. In addition, forwalaleking
statements generally can be identified by the fi$eravard-looking words such as “may,” “will,” “exgct,” “intend,” “estimate,” “foresee,” “project,” * anticipate,” “believe,” “plans,”
“forecasts,” “continue” or “could” or the negativesf these terms or variations of them or similants. Furthermore, such forwarddoking statements may be included in variousdi
that we make with the SEC or press releases orsiedéments made by or with the approval of oreuofauthorized executive officers. Although weehaithat the expectations reflec
in these forward-looking statements are reasonalvkecannot assure you that these expectationsgvaile to be correct. These forwalabking statements are subject to certain kn
and unknown risks and uncertainties, as well asiaggions that could cause actual results to diffeaterially from those reflected in these forwdmdking statements. Readers
cautioned not to place undue reliance on any fodaaoking statements contained herein, which réfleanagemens opinions only as of the date hereof. Except gsired by law, w
undertake no obligation to revise or publicly redeahe results of any revision to any forwéwdking statements. You are advised, however, tisudbany additional disclosures we m
in our reports to the SEC. All subsequent writtend @ral forwardiooking statements attributable to us or personsngcon our behalf are expressly qualified in theitirety by th
cautionary statements contained in this Report.

Overview

Next 1 Interactive“Next 1” or the “Company”) is the parent companyRIRTV Network (formerly Resort & Residence TV), N&xip — its travel division, and Next One Realtjts-
real estate division. The Company is positionisgltto emerge as a multi revenue stream “Next @&iom” media-company, representing the convergerfice/, mobile devices and
the Internet by providing multiple platform dynamifor interactivity on TV, Video On Demand (VOD)dmeb solutions. The Company has worked with migtgistributors beta
testing its platforms as part of its roll out of Programming and VOD Networks. The list of multissym operators the Company has worked with incl@teacast, Cox, Time Warner
and Direct TV. At present the Company operatesHbme Tour Network through its minority owned/joirgnture real estate partner — RealBiz Media. Aduty 17, 2012 the Home
Tour Network features over 4,300 home listingsourfcities on the Cox Communications network.

Next 1 Interactive is comprised of three distinct ategories: The Company recognized the convergence taking pladeteractive television/ the web and began thecess of
recreating several of its key relationships in esthte, travel and media over the last three yraorts to position itself for the interactivevolution with “TV everywhere”. Currently
the Company has operating agreements and /or atiigassions are underway with broadband, cableCamea the Top TV solutions for the Next 1 Netwodksing the next 12 months.

Linear TV Network with supporting Web sites — The potential revenue streams from Next 1 Netwerksaditional Advertising, Interactive Ads, Sponsioips, Paid Programming,
travel commissions and Referral fees.

TV Video On Demand channels for Travel with supporing Web sites —The potential revenue streams from Travel VideoDemand- Monthly sponsorship packages, pre-roll
advertising, travel commissions and referral feeseleration of company owned travel entities (Mataurs, Next Trip and Trip Professionals).

TV Video on Demand channels for Real Estate with porting Web sites— The potential revenue streams from Real Estated/on Demand ChanneCommissions and referral
fees on home sales, pre-roll/post-roll advertisiagd generation fees, banner ads and cross netkettising promotions ($89 listing and marketiag,fweb and mobile advertising).
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Sufficiency of Cash Flows

Because current cash balances and projected cashagien from operations are not sufficient to nteetCompanys cash needs for working capital and capital experes, manageme
intends to seek additional equity or obtain addaiocredit facilities. The sale of additional egquéould result in additional dilution to the Compas shareholders. A portion of
Companys cash may be used to acquire or invest in compleanebusinesses or products or to obtain the tightse complementary technologies. From timernte tiin the ordinai
course of business, the Company evaluates poteactalisitions of such businesses, products or tdobies.

RESULTS OF OPERATIONS

For the Fiscal Quarter Ended May 31, 2012 Compaxethe Fiscal Quarter Ended May 31, 2C

Revenue:

Our total revenues decreased 43% to $168,396 éofishal quarter ended May 31, 2012, compared 81237 for the fiscal quarter ended May 31, 201dieerease of $125,841.
addition to the general decrease in travel reled@dnue due to less marketing and sales effosdélcrease in television advertising is due togedyprogramming and significantly |
distribution of the R&R television network due tast constraints.

Revenues from the travel segment decreased 5%6(6,63 for the fiscal quarter ended May 31, 20hnpared to $177,267 for the fiscal quarter endeg Bty 2011, a decrease
$9,594. Travel revenue is generated from its lutany operation which provides escorted and inddpettours worldwide to upscale travelers. The Camypdirected virtually all of

limited resources to operating the R&R TV netwavleakening traditional travel business revenue.

Revenues from advertising decreased 99% to $72Béofiscal quarter ended May 31, 2012, comparelli®,970 for the fiscal quarter ended May 31, 2@ldecrease of $116,247. "
decrease was a result of the Company reducing & significant distribution costs which directigduced most of its advertising revenue.

Cost of Revenue

Cost of revenues decreased 91% to $119,280 faal fipearter ended May 31, 2012, compared to $1,365fdr the fiscal quarter ended May 31, 2011, aekse of $1,245,896. T
decrease was directly associated with the sigmifibeoadcast distribution fees and production dased with the decreased operation of the R&R Twvoek.

Operating Expenses

Our operating expenses include website maintente®gse general and administrative expenses, sakmgbenefits, advertising and promotion, legal mrdessional fees, consulting
finance fees incurred in raising capital and anzatton of intangibles. Our total operating experdesreased 50% from $1,540,620 for the fiscal guanded May 31, 2011 to $771,!
for the fiscal quarter ended May 31, 2012, a dewes $769,031. The decrease was due primarily decaease in amortization of intangibles of $288,69 decrease in finance i
consulting fees incurred in raising capital of $228, and a decrease in payroll and benefits 06 BID.

Other Expenses
Interest expense decreased 57% to $856,068 fal figmrter ended May 31, 2012, compared to $1,988(@r fiscal quarter ended May 31, 2011, a deered$1,112,449 due primar
to conversions of debt into common stock. Gairsettlement of debt was $30,000 for the fiscal qraghded May 31, 2012, compared to a $111,42&dodiscal quarter ended May <

2011 due to the settlement of debt through issuafiskares of stock. The Company recorded a ga$882,487 on the change in fair value of derivaforethe fiscal quarter ended V
31, 2012, compared to a loss of $156,833 for teafiquarter ended May 31, 2011.

38




Net Loss

We had a net loss of $714,913 for the fiscal quateled May 31, 2012, compared to net loss of 436 for the fiscal quarter ended May 31, 201%e dlcrease in loss from 201:
2012 was primarily due to the reduction in costaiimed to operate a television network as welhasgain on change in fair value of derivatives.

Assets

Our total assets were $764,172 at May 31, 2012 peoed to $462,647 at February 29, 2012. The iner&asn fiscal year end was primarily due to an éase in option agreeme
receivables, and prepaid expenses in the quarter.

Liabilities

Our total liabilities were $14,679,243 at May 3012, compared to $14,696,097 at February 29, Z0l.increase from year end was primarily due tinarease in Shareholder loe
Convertible Promissory Notes, and derivatives @sé¢hpromissory notes partially offset by a reductioderivative liabilities related to preferrecasés.

Total Stockholders’ Deficit
Our stockholders’ deficit was $13,915,071 at May Z112, compared to stockholders’ deficit of $18,230 at February 29, 2012.
Contractual Obligations

The following schedule represents obligations umd#ten commitments on the part of the Company #na not included in liabilities:

Current Long-Term
FY2013 FY2014 FY 2015 Totals
Carriage Fee $ 171,12! $ 108,83: $ - $ 279,95¢
Consulting 111,81¢ 95,09( 95,09( 301,99¢
Leases 21,49¢ 21,49¢ 195,92! 238,91!
Other 71,70¢ 71,70¢ - 143,40¢
Totals $ 376,14: $ 297,12: $ 291,01 $ 964,27¢

Liquidity and Capital Resources
At May 31, 2012, the Company had $250 cash on-hadécrease of $12,739 from $12,989 at the stdisc#| 2012. The decrease in cash was due priytaribperating expenses.

Net cash used in operating activities was $818{8Bthe quarter ended May 31, 2012; a decreas8&2,231 from $1,701,255 used during the quarteegémday 31, 2011. This decre.
was due to a reduction in net loss partially offsetnterest, loss on derivatives, stock basedwting and increases in accounts payable and ad@xggenses.

Net cash used in investing activity increased t@7$@00 for the quarter ended May 31, 2012, comptwe$D for the quarter ended May 31, 2011 due éophrchase of an opti
agreement.
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Net cash provided by financing activities decrea$2€8,243 to $1,083,195, for the quarter ended Bthy2012, compared to $1,281,438 for the quarteeérMay 31, 2011. Tt
decrease was primarily due to the net increas2@8800 in shareholder loans; an increase in pascéem Preferred Series B stock subscriptionsetadecrease of $274,000 of of
notes payable; decrease in sale of stock of $388,d6crease of $242,415 in proceeds from colleaifosubscription receivables.

The growth and development of our business wilumega significant amount of additional working &tap We currently have limited financial resourcasd based on our curr
operating plan, we will need to raise additiongbita in order to continue as a going concern. Weently do not have adequate cash to meet out shdong term objectives. In t
event additional capital is raised, it may havélatigte effect on our existing stockholders.

Since our inception in June 2002, we have beensxton the travel industry solely through the imtérWe have recently changed our business modiel & company that genere
nearly all revenues from its travel divisions tanadia company focusing on travel and real estatetitiging multiple media platforms including thatérnet, radio and television. A
company that has recently changed our businessirandeemerged from the development phase with #dléhoperating history, we are subject to all thbstantial risks inherent in t
development of a new business enterprise withiexdremely competitive industry. We cannot assune that the business will continue as a going cancerever achieve profitabilit
Due to the absence of an operating history unden#éw business model and the emerging nature ahémukets in which we compete, we anticipate opegdtsses until such time as
can successfully implement our business strategichwincludes all associated revenue streams.

The Company will need to raise substantial additi@mapital to support the ogning operation and increased market penetratimup¥ideo on Demand real estate and travel busia.t
R&RTYV including the development of national salepresentation for national and global advertisind aponsorships, increases in operating coststirgstitom additional staff ar
office space until such time as we generate re\@sufficient to support the business. We beliew ith the aggregate, we will need approximatelyrilion to $5 million to support ar
expand the network reach, repay debt obligatiorsjige capital expenditures for additional equipiremd satisfy payment obligations under carriagérithution agreements, office sp
and systems required to manage the business, &ed @iiver operating costs until our planned revesiteams from media advertising, sponsorshigfremerce, travel and real estate
fully-implemented and begin to offset our operating coBtere can be no assurances that the Companyevuccessful in raising the required capital tmplete this portion of i
business plan.

Since our inception, we have funded our operatwitis the proceeds from the private equity finansinghe Company issued these shares without retigstnander the Securities Act
1933, as amended, afforded the Company under etf) promulgated thereunder due to the factttimissuance did not involve a public offering e€urities. The shares were ¢
solely to “accredited investorsls that term is defined in the Securities Act d833,9%s amended, and pursuant to the exemptionstfremegistration requirements of the Securitiet
under Section 4(2) and Regulation D thereunder.

Currently, revenues provide less than 20% of then@my’s cash requirements. The remaining cash need iieddrom raising additional capital. The currenomthly cash burn rate
approximately $300,000. We expect the monthly dasim rate will gradually increase to approximat$ly0 million, with the expectation of profitabilityy the fourth quarter of fisc
2013.

Our multiplatform media revenue model is new and evolvimg, @we cannot be certain that it will be successfuk potential profitability of this business modelnproven and there ¢
be no assurance that we can achieve profitableatpes. Our ability to generate revenues depemdsng other things, on our ability to operate olgwision network and create enol
viewership to provide advertisers, sponsors, tergeind home buyers value. Accordingly, we canssti@ you that our business model will be succkesfilnat we can sustain revel
growth, or achieve or sustain profitability.
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Iltem 3. Quantitative and Qualitative Disclosures Alout Market Risk.
Market Risk

This represents the risk of loss that may resalnfthe potential change in value of a financiatrineent as a result of fluctuations in intereseéseand market prices. We do not curre
have any trading derivatives nor do we expect teehany in the future. We have established poliaies internal processes related to the managemenaiddet risks, which we use in
normal course of our business operations.

Item 4. Controls and Procedures.
(a) Evaluation of Disclosure Controls and Procedire

Our Principal Executive Officer and Principal Acawimg Officer are responsible for establishing amgintaining adequate internal control over finahagorting (as defined in Rule 13a-
15(f) under the Exchange Act). Our internal conteér financial reporting is a process designegrtvide reasonable assurance regarding the réfjabfl financial reporting and ti
preparation of financial statements for externappses in accordance with accounting principlesgaly accepted in the United States.

Our Principal Executive Officer and Principal Acatimg Officer evaluated the effectiveness of owscltisure controls and procedures as of May 31, .2Ba8ed on that evaluation,
Principal Executive Officer and Principal Accourntti@fficer have determined that our disclosure adstand procedures were not effective at the redderassurance level due to
lack of an independent audit committee or audit mittee financial expert which represents a matevigdkness as reported in the May 31, 2012, AnneabR on Form 10k. Due tc
liquidity issues, we have not been able to immetijatake any action to remediate this material vaeak. However, when conditions allow, we will exghaour board of directors a
establish an independent audit committee consistirgminimum of three individuals with industryperience including a qualified financial expert.tiithstanding the assessment
our disclosure controls and procedures were nettffe and that there was a material weaknesseatifiéd herein, we believe that our consolidatedricial statements contained he
fairly present our financial position, results @eoations and cash flows for the periods coveretktby in all material respects.

(b) Changes in Internal Control over Financial Rejiy.

During the quarter ended May 31, 2012, there haenmo changes in our internal control over finaneporting (as defined in Rule 13&{f) of the Act) that has materially affected
is reasonably likely to materially affect, our imtal control over financial reporting.
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PART Il —OTHER INFORMATION
Item 1. Legal Proceedings.
Other than the litigation matters listed in our AmhReport on Form 18-for the year ended February 29, 2012, as filetth Wie SEC on June 15, 2012, we are currentlymatived ir
any litigation that we believe could have a matBriadverse effect on our financial condition osu#ts of operations. There is no action, suit, peating, inquiry or investigation before
by any court, public board, government agency,-iggfilatory organization or body pending or, to knewledge of the executive officers of our compamyany of our subsidiarie
threatened against or affecting our company, oorroon stock, any of our subsidiaries or of our conyfgor our company’s subsidiariesfficers or directors in their capacities as s
in which an adverse decision could have a matadaérse effect.
Item 1A. Risk Factors.

We believe there are no changes that constituteriabthanges from the risk factors previously ldised in our Annual Report on Form-K for the quarter ended May 31, 2012, f
with the SEC on June 15, 2012.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds.

During the three months ended May 31, 2012, the izoy issued 2,350,000 shares of common stock atcha@se price between $0.075 and $0.20 per sluaranfaggregate purchase
g;i;?e(')f $348,750. Additionally, the Company issded00,000 three year warrants to purchase shatee €ompany’s common stock at an exercise prateéen $0.15 and $0.25 per
Item 3. Defaults upon Senior Securities.

There were no defaults upon senior securities dutie period ended May 31, 2012.

Item 4. Mine Safety Disclosures

Not applicable

Item 5. Other Information.

There is no other information required to be disetbunder this item which was not previously disetb

Item 6. Exhibits.

Exhibit No. Description
31.1 Certification of the Principal Executive @#r of Next 1 Interactive, Inc., pursuant to Raa-14(a)/15d-14(a) of the Securities Exchange cAct934, as
amended
31.2 Certification of the Principal Accountingfioér of Next 1 Interactive, Inc., pursuant to Radf@a-14(a)/15d-14(a) of the Securities Exchangeohdi934, as
amended
32.1 Certification of the Principal Executive ©r of Next 1 Interactive, Inc., pursuant to 18IC. Section 1350, as adopted pursuant to Secfiéno® the

Sarbane-Oxley Act of 2002

32.2 Certification of the Principal Accountingfloér of Next 1 Interactive, Inc., pursuant to 18SLC. Section 1350, as adopted pursuant to Se@6nof the
Sarbane-Oxley Act of 2002
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SIGNATURES

Pursuant to the requirements of the Securities &xgl Act of 1934, as amended, the registrant cabg&eteport to be signed on its behalf by the wsigeed, thereunto duly authorized.

NEXT 1 INTERACTIVE, INC.

Date: July 23, 2012 /s/ William Kerby
William Kerby
Chief Executive Office
(Principal Executive Officer

Date: July 23, 2012 /s/ Adam Friedmat
Adam Friedmar
Chief Financial Office
(Principal Accounting Officer
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CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

I, William Kerby, certify that:

1. | have reviewed this Form -Q of Next 1 Interactive, Inc
2. Based on my knowledge, this report does not corgtainuntrue statement of a material fact or omittde a material fact necessary to make the statisnmade, in light of tl
circumstances under which such statements were,matimisleading with respect to the period covdrgdhis report
3. Based on my knowledge, the financial statementd,ather financial information included in this repdairly present in all material respects theafigial condition, results
operations and cash flows of the registrant aardd, for, the periods present in this rep
4, Along with the Principal Accounting Officer, iraresponsible for establishing and maintainingldsae controls and procedures (as defined in Engdact Rules 1345(e) ani
15c¢-15(e)) and internal control over financial repagtif@as defined in Exchange Act Rules-a-15(f) and 15-15(f)) for the registrant and hav
a) Designed such disclosure controls and proceduresaosed such disclosure controls and procedurdsetdesigned under our supervision, to ensure rifateria
information relating to the registrant, includinig consolidated subsidiaries, is made known toyusthers within those entities, particularly durithg@ period in which th
report is being prepare
b) Designed such internal control over financial réipgr, or caused such internal control over finah@@orting to be designed under our supervisiorprovide reasonat
assurance regarding the reliability of financiglogting and the preparation of financial statemdatsxternal purposes in accordance with geneeadlyepted accounti
principles;
C) Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntéus report our conclusions about the effectassof the disclosu
controls and procedures, as of the end of the gedwered by this report based on such evaluatiod
d) Disclosed in this report any change in thasteant’s internal control over financing reportitigat occurred during the registrant’s most redisotl quarter (the registrast’
fourth fiscal quarter in the case of an annual rBpgbat has materially affected, or is reasondiidgly to materially affect, the registrastinternal control over financ
reporting; anc
5. | have disclosed, based on our most recent atiaiuof internal control over financial reporting, the registrant’s auditors and the audit coneritbf the registrarg’board ¢
directors (or persons performing the equivalentfioms):
a) All significant deficiencies and material weaknesBethe design or operation of internal contraéofinancial reporting which are reasonably likedyadversely affect ti
registran’s ability to record, process, summarize and refimhcial information; an:
b) Any fraud, whether or not material, that involvedmagement or other employees who have a significéain the registra’s internal control over financial reportir
Date: July 23, 2012 By: /sl William Kerby

William Kerby
Principal Executive Officer
Next 1 Interactive, Inc




CERTIFICATION OF PRINCIPAL ACCOUNTING OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002

I, Adam Friedman, certify that:

1. | have reviewed this Form -Q of Next 1 Interactive, Inc
2. Based on my knowledge, this report does not corgtainuntrue statement of a material fact or omittde a material fact necessary to make the statisnmade, in light of tl
circumstances under which such statements were,matimisleading with respect to the period covdrgdhis report
3. Based on my knowledge, the financial statementd,ather financial information included in this repdairly present in all material respects theafigial condition, results
operations and cash flows of the registrant aardd, for, the periods present in this rep
4, Along with the Principal Executive Officer, | amasponsible for establishing and maintaining disate controls and procedures (as defined in Exgghéwct Rules 13d5(e) an
15c¢-15(e)) and internal control over financial repagtif@as defined in Exchange Act Rules-a-15(f) and 15-15(f)) for the registrant and hav
a) Designed such disclosure controls and proceduresaosed such disclosure controls and procedurdsetdesigned under our supervision, to ensure rfateria
information relating to the registrant, includinig consolidated subsidiaries, is made known toyusthers within those entities, particularly durithg@ period in which th
report is being prepare
b) Designed such internal control over financial réipgr, or caused such internal control over finah@@orting to be designed under our supervisiorprovide reasonat
assurance regarding the reliability of financiglogting and the preparation of financial statemdotsxternal purposes in accordance with geneeadlyepted accounti
principles;
C) Evaluated the effectiveness of the registsadisclosure controls and procedures and preséntéus report our conclusions about the effectassof the disclosu
controls and procedures, as of the end of the gedwered by this report based on such evaluatiod
d) Disclosed in this report any change in thasteant’s internal control over financing reportitigat occurred during the registrant’s most redisotl quarter (the registrast’
fourth fiscal quarter in the case of an annual rBpgbat has materially affected, or is reasondiidgly to materially affect, the registrastinternal control over financ
reporting; anc
5. | have disclosed, based on our most recent atiaiuof internal control over financial reporting, the registrant’s auditors and the audit coneritbf the registrarg’board ¢
directors (or persons performing the equivalentfioms):
a) All significant deficiencies and material weaknesBethe design or operation of internal contraéofinancial reporting which are reasonably likelyadversely affect ti
registran’s ability to record, process, summarize and refimhcial information; an:
b) Any fraud, whether or not material, that involvedmagement or other employees who have a significéain the registra’s internal control over financial reportir
Date: July 23, 2012 By: /s/ Adam Friedma

Adam Friedmar
Principal Accounting Officer
Next 1 Interactive, Inc




CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002

In connection with this Quarterly Report of Nextriteractive, Inc. (the “Company”), on Form @for the period ended May 31, 2012, as filed with U.S. Securities and Excha
Commission on the date hereof, I, William KerbyinBipal Executive Officer of the Company, certifythe best of my knowledge, pursuant to 18 U.Sec. $350, as adopted pursuai

Sec. 906 of the Sarbanes-Oxley Act of 2002, that:

(1) Such Quarterly Report on Form Qofor the period ended May 31, 2012, fully compligth the requirements of section 13(a) or 15(djhef Securities Exchange Act of 18
and

(2) The information contained in such QuarterBpBrt on Form 1@ for the period ended May 31, 2012, fairly preseint all material respects, the financial conditand resul
of operations of the Compar

Date: July 23, 2012 By:  /s/ William Kerby
William Kerby
Principal Executive Officer
Next 1 Interactive, Inc




CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002

In connection with this Quarterly Report of Nextriteractive, Inc. (the “Company”), on Form @for the period ended May 31, 2012, as filed with U.S. Securities and Excha
Commission on the date hereof, I, Adam Friedmaimcipral Accounting Officer of the Company, certifythe best of my knowledge, pursuant to 18 U.S&2. 1350, as adopted pursi

to Sec. 906 of the Sarbanes-Oxley Act of 2002; that

(1) Such Quarterly Report on Form @Qofor the period ended May 31, 2012, fully compligth the requirements of section 13(a) or 15(djhef Securities Exchange Act of 18

and
The information contained in such QuarterBpBrt on Form 1@ for the period ended May 31, 2012, fairly preseint all material respects, the financial conditand resul
of operations of the Compar

@
By: /sl Adam Friedma
Adam Friedmar
Principal Accounting Officer
Next 1 Interactive, Inc

Date: July 23, 2012




