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PART I

FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS.

CORDIA CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

March 31,
2006
(unaudited)
ASSETS
Current Assets
$
Cash and cash equivalents 980,579
Cash restricted 1,405,973
Accounts receivable, less allowance for doubtful accounts
of
$1,284,184 (2006) and $864,827 (2005) 4921,211
Prepaid expenses 539,281
Accrued usage receivable 349,729
Deferred tax assets 412,365
TOTAL CURRENT ASSETS 8,609,138
Property and equipment, at cost
Office and computer equipment 978,359
Computer software 790,108
Leasehold improvements 282,330
2,050,797
Less: Accumulated depreciation/amortization 529,486
NET PROPERTY AND EQUIPMENT 1,521,311
Other Assets
Goodwill 383,317
Security deposits and other assets 283,722
667,039

TOTAL ASSETS

December 31,

2005

$
944,840

1,401,058

5,992,833
514,576
332,534
278,000

9,463,841

787,809
602,012
255,050
1,644,871
354,430
1,290,441

216,358
216,358
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$
10,797,488
LIABILITIES AND
STOCKHOLDERS' EQUITY
Current Liabilities
$
Current portion, capital lease obligations 11,315
Accounts payable 2,215,484
Accrued expenses 4,177,559
Income taxes payable 279,685
Unearned income 1,104,075
Loans payable-other -
TOTAL CURRENT LIABILITIES 7,788,118
Noncurrent Liabilities
Deferred rent 46,623
Deferred income taxes 36,368
Capital lease obligation, net of current 47,254
TOTAL NONCURRENT LIABILITIES 130,245
COMMITMENTS AND CONTINGENCIES
Stockholders' Equity
Preferred stock, $.001 par value; 5,000,000 shares
authorized,
707,800 (2006) and 797,800 (2005) shares issued and
outstanding 708
Common stock, $.001 par value; 100,000,000 shares
authorized,
5,808,774 (2006) and 5,639,410 (2005) shares issued
and outstanding 5,809
Additional paid-in capital 6,270,299
Comprehensive income 2,027
Accumulated deficit (3,303,720)
2,975,123
Less: Treasury stock, at cost,177,694 common shares (95,998)

$
10,970,640

$
11,099

2,708,784
4,260,304
109,000
1,161,562
57,000

8,307,749

45,410

9,000

50,165

104,575

798

5,639
6,054,606

(3,406,729)

2,654,314
(95,998)
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TOTAL STOCKHOLDERS' EQUITY 2,879,125 2,558,316
TOTAL LIABILITIES AND STOCKHOLDERS' $ $
EQUITY 10,797,488 10,970,640

Note: See notes to condensed consolidated financial statements.
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CORDIA CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

For the Three Months Ended

March 31,
2006 2005
Revenues
$ $
Telecommunications 9,898,341 9,129,190
Other 167,978 164,634
10,066,319 9,293,824
Cost of Revenues
Resale and wholesale line charges 5,317,941 5,024,714
Gross Profit 4,748,378 4,269,110
Operating Expenses
Sales and marketing 717,878 921,726
Provision for doubtful accounts 820,612 1,071,940
General and administrative 2,779,194 1,814,015
Depreciation 187,976 33,020
4,505,660 3,840,701
Operating Income 2427718 428,409
Other Income (Expenses)
Interest income 4915 -
Interest expense (2,621) (1,048)
2,294 (1,048)
Income Before Income Taxes 245,012 427,361
Income tax provision 142,003 4,531
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$ $
Net Income 103,009 422,830
$ $
Basic Income per share 0.02 0.09
Weighted Average Common Shares Outstanding 5,529,841 4,506,543
$ $
Diluted Income per share 0.01 0.08

Weighted Average Common and Common Equivalent Shares
Outstanding 7,004,879 5,308,556
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Note: See notes to condensed consolidated financial statements.
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CORDIA CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

For the Three Months Ended

March 31,
2006 2005
Cash Flows From Operating Activities
$ $
Net Income from continuing operations 103,009 422,830
Adjustments to reconcile net income to net cash
provided (used) by operations, net of acquisition
Compensatory stock expense 23,722 24,000
Provision for doubtful accounts receivable 820,612 1,071,940
Depreciation expense 187,976 33,021
Deferred income taxes (106,997) -
(Increase) decrease in assets:
Restricted cash (4,915) (950,000)
Accounts receivable 251,010 (2,156,654)
Prepaid expenses and other current assets (32,205) (64,265)
Accrued usage receivable (17,195) 25,014
Security deposits (66,559) (25,750)
Other long term assets (23,088) -
Increase (decrease) in liabilities:
Accounts payable (516,273) (1,009,320)
Accrued expenses (82,745) 987,634
Income taxes payable 170,685 -
Unearned income (57,488) 158,005
Deferred rent 1,213 710
NET CASH PROVIDED (USED) BY OPERATING
ACTIVITIES 650,762 (1,482,835)
Cash Flows from Investing Activities
Capitalized software costs (188,096) (112,382)
Leasehold improvements (27,280) -
Purchase of property and equipment (140,569) (46,102)
Payment for acquisition of Triamis, net of cash acquired (201,410) -
NET CASH USED BY INVESTING ACTIVITIES (557,355) (158,484)

11



Edgar Filing: CORDIA CORP - Form 10QSB

Cash Flows From Financing Activities
Net proceeds from issuance of preferred stock
Principal payments on capital leases
Payments of loans payable to affiliates

Purchase of treasury stock

NET CASH (USED) PROVIDED BY FINANCING
ACTIVITIES

Effect of exchange rate changes on cash

Increase (Decrease) in Cash

Cash, beginning

Cash, ending

Supplemental Disclosures of Cash Flow Information: Cash paid
during the quarter
for:

Interest

Income tax

Non-cash activities:
Stock issued in Triamis acquisition
Conversion of preferred stock into common

Purchase accounting adjustment for goodwill

(2,695)
(57,000)

(59,695)

2,027

35,739

944,840

$
980,579

2,621

78,315

$
200,000

$
90,000

$
52,001

1,455,000

(40,000)

1,415,000

(226,319)

300,119

73,800

12
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Note: See notes to condensed consolidated financial statements.

CORDIA CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2006

Unaudited

13
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Note 1: Basis of Presentation

Our unaudited condensed consolidated financial statements have been prepared in accordance with the instructions to
Form 10-QSB and do not include all of the information and disclosures required by accounting principles generally
accepted in the United States of America. Therefore, these financial statements should be read in conjunction with the
financial statements and related footnotes included in our Annual Report on Form 10-KSB for the most recent
year-end. These financial statements reflect all adjustments that are, in the opinion of management, necessary to fairly
state the results for the interim periods reported. The results of operations for the three-month period ended March 31,
2006, are not necessarily indicative of the results to be expected for the full year.

The condensed consolidated financial statements include the accounts of Cordia Corporation ( Cordia ) and the
accounts of our wholly owned subsidiaries Cordia Communications Corp. ( CCC ), My Tel Co, Inc ( My Tel ), Cordia
International Corp. ( CIC ), and its subsidiaries, and CordialP Corp. ( CordialP ) as of March 31, 2006 and December 31,
2005, and for the three months ended March 31, 2006 and March 31, 2005. Cordia and its subsidiaries are
collectively referred to herein as the Company. All material intercompany balances and transactions have been
eliminated.

Certain amounts in the March 31, 2005 condensed consolidated financial statements have been reclassified to conform
with the current period presentation.

Note 2: Restricted Cash

At March 31, 2006, the Company held four Certificates of Deposit ( CD s ) totaling $1,367,000. The CD s secure four
Letters of Credit ( LOC s ), which were required as a result of its contract with Verizon Communications, Inc.

( Verizon ). The CD s mature in April and July 2006 and March 2007 and are shown as restricted cash on our balance
sheet due to the Company s inability to withdraw the funds prior to maturity. The LOC s expire in April and July 2006
and March 2007, respectively. The LOC s expiring in April and July 2006 will total $417,000, plus accrued interest of
approximately $13,800 and the LOC s expiring in March 2007 total $950,000 plus accrued interest of approximately
$25,000. The LOC s are not renewable upon their expiration.

Note 3: Acquisition

14
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On February 15, 2006, the Company completed the acquisition of Triamis Group Limited ( Triamis ), a privately held
Hong Kong corporation. We acquired a 100% interest in Triamis by purchasing its outstanding stock, which totaled
10,000 shares, for a cash purchase price of $200,000 and the equivalent of $200,000 in shares of Cordia s common
stock, or 79,364 shares of common stock, which at the time had a cash value of $2.52 per share. Triamis is a provider
of WiFi and VolIP services in the Asian Pacific region. The results of operations of Triamis have been included in our
consolidated results of operations subsequent to its acquisition on February 15, 2006.

The values of assets acquired were estimated at fair market value. The following table presents an allocation of the
purchase price based on the estimated fair values of the assets acquired and the liabilities assumed at the date of
acquisition:

Total consideration $ 417,162
Less: cash balance acquired 5,751
$
411,411
Allocated to:

Other current assets $ 457

Property, plant and
equipment,net 40,610
Current liabilities assumed (12,973)
Goodwill 383,317
$ 411,411

4

CORDIA CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2006

Unaudited
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Note 3: Acquisition (cont d)

Goodwill was recorded based on the residual purchase price after allocating the purchase price to the fair market value

of tangible and intangible assets acquired less liabilities assumed. Goodwill arises as a result of future services, new
technologies, and new customers. In accordance with FAS 142 Goodwill and Other Intangible Assets ( SFAS 142 )
goodwill will not be amortized but will be tested at least annually for impairment.

The unaudited pro forma financial information for the three months ended March 31, 2005 has not been provided as
Triamis was incorporated on May 13, 2005. Further, unaudited pro forma financial information for the three months
ended March 31, 2006 has not been provided as Triamis had minimal operations during the period from January 1,
2006 through February 15, 2006, the date of acquisition.

Note 4: Foreign Currency Transactions

The functional currency of our Hong Kong subsidiary, is the local currency, the Hong Kong dollar ( HK$ ). For this
foreign operation, the assets and liabilities have been translated into US dollars using period-end exchange rates in
effect as of the balance sheet date and revenue and expenses have been translated using average daily exchange rates
for the period. The resulting cumulative translation adjustments are included in comprehensive income as a separate
component of stockholders equity in the condensed consolidated balance sheet for the period from February 15, 2006
(date of acquisition) through March 31, 2006 amounted to approximately $2,000.

Note 5: Employee Stock Compensation

On May 23, 2003, Cordia s shareholders voted to amend the 2001 Equity Incentive Plan (the "Plan") by authorizing an
additional 1,000,000 shares. The total number of shares of Cordia's common stock authorized for issuance under the
Plan is 6,000,000, subject to adjustment for events such as stock dividends and stock splits. All stock options under
the Plan are granted at the fair market value of the common stock at the grant date. Employee stock options vest
ratably over a three- or four-year period and generally expire 5 years from the grant date.

Effective January 1, 2006, the Company s Plan is accounted for in accordance with the recognition and measurement
provisions of Statement of Financial Accounting Standards ("FAS") No. 123 (revised 2004), Share-Based Payment
("FAS 123(R)"), which replaces FAS No. 123, Accounting for Stock-Based Compensation, and supersedes
Accounting Principles Board Opinion ("APB") No. 25, Accounting for Stock Issued to Employees, and related

16
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interpretations. FAS 123(R) requires compensation costs related to share-based payment transactions, including
employee stock options, to be recognized in the financial statements. In addition, the Company adheres to the
guidance set forth within Securities and Exchange Commission ("SEC") Staff Accounting Bulletin ("SAB") No. 107,
which provides the Staff's views regarding the interaction between FAS 123(R) and certain SEC rules and regulations
and provides interpretations with respect to the valuation of share-based payments for public companies.

Prior to January 1, 2006, the Company accounted for similar transactions in accordance with APB No. 25, which
employed the intrinsic value method of measuring compensation cost. Accordingly, compensation expense was not
recognized for fixed stock options if the exercise price of the option equaled or exceeded the fair value of the
underlying stock at the grant date.

While FAS No. 123 encouraged recognition of the fair value of all stock-based awards on the date of grant as expense
over the vesting period, companies were permitted to continue to apply the intrinsic value-based method of accounting
prescribed by APB No. 25 and disclose certain pro-forma amounts as if the fair value approach of FAS 123 had been
applied. In December 2002, FAS No. 148, Accounting for Stock-Based Compensation-Transition and Disclosure, an
amendment of FAS 123, was issued, which, in addition to providing alternative methods of transition for a voluntary
change to the fair value method of accounting for stock-based employee compensation, required more prominent
pro-forma disclosures in both the annual and interim financial statements. The Company complied with these
disclosure requirements for all applicable periods prior to January 1, 2006.

CORDIA CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2006

Unaudited
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Note 5: Employee Stock Compensation (cont.)

In adopting FAS 123(R), the Company applied the modified prospective approach to transition. Under the modified
prospective approach, the provisions of FAS 123(R) are to be applied to new awards and to awards modified,
repurchased, or cancelled after the required effective date. Additionally, compensation cost for the portion of awards
for which the requisite service has not been rendered that are outstanding as of the required effective date shall be
recognized as the requisite service is rendered on or after the required effective date. The compensation cost for that
portion of awards shall be based on the grant-date fair value of those awards as calculated for either recognition or
pro-forma disclosures under FAS 123.

As a result of the adoption of FAS 123(R), the Company's results for the three months ended March 31, 2006 include
share-based compensation expense totaling approximately $16,000 and is reflected in the Condensed Consolidated
Statements of Operations within general and administrative expense. No deferred tax asset has been recognized in the

income statement for share-based compensation arrangements. There was no stock compensation expense reported,
under APB No. 25, for the three months ended March 31, 2005.

Stock option compensation expense in 2006 is the estimated fair value of options granted amortized on a straight-line
basis over the vesting period for the entire portion of the award. The Company has not adjusted the expense by
estimated forfeitures, as required by FAS 123(R) for employee options, since the forfeiture rate based upon historical
data was determined to be immaterial.

The Plan is administered by a committee of the board of directors having full and final authority and discretion to
determine when and to whom awards should be granted. The committee will also determine the terms, conditions and
restrictions applicable to each award. Transactions under the Plan are summarized as follows:

Weighted
Average
Stock Options Exercise Price

Balance, December 31, 2005 1,148,000 $1.27

Granted with 5 year vesting - -

Exercised - -

18
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Expired (10,000) 0.60

Balance, March 31, 2006 1,138,000 $1.28

As of March 31, 2006, there were 1,044,000 options outstanding that were exercisable. As of March 31, 2006, there
was approximately $112,000 of unrecognized compensation cost, net of estimated forfeitures, related to nonvested
stock options, which is expected to be recognized over a weighted average period of approximately 2 years.

CORDIA CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2006

19
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Unaudited
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Note 5: Employee Stock Compensation (cont.)

Additional information as of March 31, 2006, with respect to all outstanding options is as follows:

Range of
Prices

$0.40 - $0.60

$1.50 -
$2.36

$5.00 -
$11.25

TOTAL

Options
Outstanding
Weighted
Average
Remaining Weighted
Number Contractual Average
Outstanding Life Exercise Price
864,000 2.00 $0.60
211,000 4.32 $1.90
63,000 0.53 $8.49
1,138,000 2.35 $1.28

Options Exercisable

Weighted
Average
Number
Exercisable Exercise Price

862,000 $0.60
119,000 $1.90
63,000 $8.49
1,044,000 $1.22

There were no options granted during the three months ended March 31, 2006 or the three months ended March 31,

2005.

Pro Forma Information under FAS 123 for Periods Prior to Adoption of FAS 123(R):

The following table illustrates the effect on net income and earnings per share as if the fair value recognition
provisions of FAS 123 had been applied to all outstanding and unvested awards in the prior year comparable period.

21



Net income, as reported

Add: Stock-based compensation

included in reported net income

Deduct: Total stock based

compensation determined under

the

fair value based method for all

awards

(no tax effect)

Pro forma net income

Net income per share:

Basic income per share, as
reported

Diluted income per share, as
reported

Basic income per share, pro
forma

Diluted income per share, pro
forma
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For the
Three

Months
Ended

March 31,
2005

$422,830

($25,706)

$397,124

$ 0.09

$ 0.08

$ 0.09

$ 007
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CORDIA CORPORATION AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2006

Unaudited
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Note 5: Employee Stock Compensation (cont.)

The fair value of each option grant was estimated on the date of the grant using the Black-Scholes option-pricing
model. The following weighted-average assumptions for 2004 issuances averaged an expected volatility of 300%; an
average risk-free rate of 2.67% and an expected life of four years.

Note 6: Commitments

Operating Leases

The Company is committed for annual rentals under four (4) separate non-cancelable operating leases for its office
space. Future minimum rental commitments under these leases from April 1, 2006 to December 31, 2006 are
$303,817 and for years subsequent to December 31, 2006 are as follows:

Year Ending

December 31

2007 $ 424,483
2008 403,014
2009 354,643
2010 312,218
Thereafter 421,230
$

1,915,588

Rent and other occupancy charges included in operating expenses were $167,474 and $51,592 for the three-month
periods ended March 31, 2006 and 2005, respectively.

24
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In White Plains, New York we lease (1) approximately 2,840 square feet of office space at a rental price of $4,970 per
month plus utilities with incremental annual increases in rent commencing in year three of the lease term and (2)
approximately 4,725 square feet at a rental price of $8,663 per month plus utilities with incremental annual increases
in rent commencing in year three of the lease term. Both leases are for a term of five years and expire on November
30, 2008 and July 31, 2010, respectively. The rent commencement date on the lease expiring in 2010, was August 1,
2005.

In Winter Garden, Florida we lease approximately 32,000 square feet of office space at a rental price of $18,849 per
month plus utilities. Incremental increases in rent commence in year two of the seven and Y2 year lease term. The
lease term commenced on April 1, 2005 and the rent commencement date was September 1, 2005.

In Hong Kong, we lease office space at a rental price of HK $26,258 or approximately US $3,383 per month plus
management fees and air conditioning charges totaling HK $4,146 or approximately US $534. The lease provides for
a two (2) month rent-free period with a rent commencement date of May 21, 2006 and an expiration date of March 21,
2008.

CORDIA CORPORATION AND SUBSIDIARIES

25
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

March 31, 2006

Unaudited
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Employee Benefit Plan

In 2004, the Company began the Cordia Corporation 401(k) Profit Sharing Plan covering all eligible employees.
Under the plan, the Company matches on an elective basis, 50% of the first 6% contributed by the employee, for an
aggregate maximum of 3%. Participating employees shall become vested in employer contributions after three (3)
years of service. If a participating employee is terminated or resigns before the three (3) year vesting period employer
contributions shall be forfeited. The plan became effective January 1, 2004, and employee and employer
contributions commenced April 16, 2004.

For the plan year beginning on January 1, 2006, the Company implemented a fully-vested safe harbor matching
contribution to all eligible participants. Under the safe harbor matching contribution, the Company matches 100% of
employee deferrals up to 3% of compensation, plus 50% of cash deferrals in excess of 3% of compensation not to
exceed 5% of compensation. For the three months ended March 31, 2006, employee contributions totaled $25,010
and employer contributions totaled $14,240 as compared to $17,448 and $8,109, respectively, for the same period in
2005.

27
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION.

Certain statements in this Report constitute "forward-looking statements" within the meaning of the Private Securities
Litigation Reform Act of 1995. Such forward-looking statements involve known and unknown risks, uncertainties and
other factors that may cause our actual results, performance or achievements to be materially different from any future
results, performance or achievements expressed or implied by such forward-looking statements. Factors that might
cause such a difference include, among others, uncertainties relating to general economic and business conditions;
industry trends; changes in demand for our products and services; uncertainties relating to customer plans and
commitments and the timing of orders received from customers; announcements or changes in our pricing policies or
that of our competitors; unanticipated delays in the development, market acceptance or installation of our products and
services; changes in government regulations; availability of management and other key personnel; availability, terms
and deployment of capital; relationships with third-party equipment suppliers; and worldwide political stability and
economic growth. The words "believe", "expect", "anticipate”, "intend" and "plan" and similar expressions identify
forward-looking statements. Readers are cautioned not to place undue reliance on these forward-looking statements,
which speak only as of the date the statement was made.

Critical Accounting Policies and Estimates

The preparation of financial statements and related disclosures in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions that affect the
amounts reported in the unaudited Condensed Consolidated Financial Statements and accompanying notes.
Management bases its estimates on historical experience and on various other assumptions that are believed to be
reasonable under the circumstances. Actual results could differ from these estimates under different assumptions or
conditions. The Company believes there have been no significant changes during the three-month period ended
March 31, 2006, to the items disclosed as significant accounting policies in management's Notes to Consolidated
Financial Statements in the Company's Annual Report on Form 10-KSB for the year ended December 31, 2005.

Overview

Cordia is a global telecommunications services firm generating a majority of its revenue through its wholly owned
subsidiary, CCC, and the telecommunications products and services is offers its customers located in the United
States. We provide both domestic and international business, residential, and wholesale customers with local and long
distance voice services utilizing traditional wireline and Voice Over Internet Protocol ( VoIP ) technologies. In
addition, we develop and provide, on a contractual and on a month-to-month basis, a suite of proprietary web-based
operating support systems ( OSS ), which includes billing software and outsourced services to other local, long distance
and VolP telecommunications service providers.
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We provide our wireline service by leasing a portion of the network owned by other larger telecommunications
carriers, namely Verizon, Qwest Communications International Inc. ( Qwest ), and AT&T, Inc. ( AT&T ), formerly
known as SBC Communications, Inc. hereafter collectively referred to as Incumbent Local Exchange Carriers

( ILEC s ). We have multi-state, multi-year interconnection and commercial services agreements with the ILEC s
governing our network leasing arrangements. The term of these agreements range from three (3) years to five (5)
years, expiring in 2008 and 2009, and are subject to termination for material breach, including, but not limited to a
default in payment, upon written notice and defaulting party s failure to cure. These agreements allow us to offer
telecommunications services to consumers in the Northeast and Western regions of the United States without
incurring capital expenditures associated with building our own network.

10
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We also offer, through our wholly-owned subsidiary CordialP, a voice over broadband solution enabling delivery of
voice services over any broadband Internet Protocol ( IP ) connection. We believe VolP is the logical extension of our
traditional wireline telecommunications service offerings and began our development of VolP services during the
second quarter of 2004. After a period of internal and external beta testing, we commenced our initial commercial
rollout during June 2005. In January 2006, we achieved compliance with Federal Communication Commission ( FCC )
mandated E911 emergency calling capabilities, in that customers can make 911 calls over our VolIP network, allowing
us to proceed with our complete roll-out and related marketing efforts of VoIP. We are also developing a
business-grade VolP service with enhanced business related features and functionality and dedicated Internet access.
To carry out our plan for a business-grade VolP service, we renewed our nationwide agreement with Covad
Communications Group, Inc. for an additional term so we can continue offering our customers dedicated digital
subscriber lines ( DSL ) and T-1 Internet access services. This agreement may be terminated if we fail to pay for
service within forty (40) days after the date of the invoice or for other material breach. In addition, all terms and
conditions of the agreement will survive expiration of the agreement with respect to end user circuits currently in
service or for pending orders.

In providing VolP, it is our goal to provide increased productivity, enhanced quality of service and next generation
integrated services to our consumers. As VoIP technology evolves and continues to improve, we believe it will gain
widespread acceptance as a competitive alternative to traditional telecommunications service offerings. We believe
the acceptance of VoIP will provide us with a strategic advantage in years to come, specifically the opportunity to
convert our customer base to a VoIP network as an alternative to renegotiating our commercial services agreements
upon their expiration, as well as expand our marketing footprint from a regional carrier to a global carrier. In
furtherance of our global strategy, our wholly owned Hong Kong subsidiary, Cordia HK Limited, established a
network Point of Presence ( POP ), network of servers allowing us to connect to other communications services, in
Hong Kong. Cordia also launched a fully integrated Spanish language VoIP service, and we acquired Triamis, an
owner and operator of a Wi-Fi network in Hong Kong.

In addition to our suite of wireline and VolP telecommunications service offerings, we generate revenue from our
web-based service offerings, which include the solutions we provide on an outsourced basis to other
telecommunications service providers. We provide secure Internet enabled software systems through user-friendly
web client front ends, which we refer to as Workspaces® that serve as an interface for integration with our software
systems. Through our Workspaces®, clients are able to outsource tasks incident to the provision of
telecommunications services such as provisioning, order entry, repair, customer service, collections, margin integrity
and purchase local telecommunications services directly from us for retail purposes. An additional, but lesser source
of revenue is derived from Carrier Access Billing Services ( CABS ), which is compensation we receive from other
telecommunications carriers who utilize a portion of our loop to complete long distance calls to our customers.

The majority of our revenue is derived from traditional wireline services offered domestically in the Northeast and
Western regions of the United States by CCC. Our primary source of customers is from third-party telemarketers
focusing on residential subscribers. In addition to telemarketing we are developing additional channels of distribution,
which include agent sales, online sales, direct mail and email. We will use the aforementioned channels to promote
our traditional wireline service and our VolIP service, targeting residential users and small to medium sized businesses.
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With the increased acceptance of VoIP technology, we expect to experience a steady decline in our cost of acquisition
throughout 2006 and beyond.
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Subsidiaries

Cordia Communications Corp. ( CCC )

In July 2001, we formed CCC, providing local exchange, local access, domestic and international long distance
telephone, and a full suite of local features and calling plans to small business and residential consumers in
Massachusetts, New Jersey, New York, Oregon, Pennsylvania, and Washington. We are also licensed to provide local
and long distance telecommunications services in Colorado, Florida, Illinois, Maryland, Michigan, and Ohio. We are
not, however, actively marketing or providing retail telecommunications services in these states at this time.
Applications for authorization to operate as a telecommunications carrier are pending before regulatory agencies in
Arizona, Idaho, Minnesota, Utah, and Virginia. In addition, we anticipate offering our services in conjunction with
Verizon DSL during second quarter 2006, pursuant to an addendum to our commercial agreement. We believe our
ability to offer customers our quality voice service with Verizon DSL will increase customer loyalty and reduce churn.
In accordance with the terms of the addendum, the DSL component will be branded and identified as Verizon DSL.
This arrangement allows us to offer telephone service to Verizon DSL customers, which we were unable to do
historically. In the past, if a customer wished to subscribe to Cordia telephone service and they were a Verizon DSL
customer they would lose their DSL as a result of the migration to our service platform.

CCC also offers an extensive outsourced service product line, which includes wholesale telecommunications services.
Customers who utilize this service have access to our secure Internet enabled software systems in which user-friendly
web client front-ends called Workspaces® serve as an interface for integration with our software systems. Our
operations support systems referred to as a Telecom Account Management System or simply ( TAMS ) represent a
suite of services available to telecommunications service providers wishing to outsource tasks incident to operating as

a full service telecommunications carrier. These services include Data Interconnection, which provides call detail and
cost data for line level margin analysis, revenue integrity and wholesale bill auditing; Rate Plan Administration, which
includes all the tools necessary to create, edit and enable rate plans; Rating and Invoicing, which allows for rating on a
near real time basis with resulting data being passed to revenue integrity and invoicing system; and Ticketing and
Transaction Posting, which provides for real time transaction posting and an integrated ticketing and messaging
system. TAMS was developed to facilitate our Professional Outsourced Telecommunications Solutions ( POTS )
service offering, which is a suite of services designed around our Workspaces®. These services include Billing, New
Order Provisioning, Repair in which customer service representatives can run tests from within the workspace to
determine if a technician needs to be sent to the customer s location, Level I Customer Service, which includes all
inbound calls from end-users, Secondary Provisioning, Collections, which involves management of the collection
process and real time collection status and Regulatory services. During 2006, we anticipate the introduction of an
updated version of TAMS to include Workspaces® and software functionality designed to support VoIP and wireless
services.

We are confident in our OSS service and utilize the same OSS offered to our outsourced clientele to serve as the
backbone for the provision of telecommunications services to our own local and long distance consumers. We believe
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clients will find TAMS and POTS attractive because it is not a pre-packaged all or nothing product; the customer has
the power to assess their organization and then adopt and utilize only the functions they believe will increase their
own profitability. Our goal is to tailor our services to our client s needs and create a mutually beneficial and profitable
relationship. We believe this is achieved by offering process driven software whereby client required modifications to
our OSS are made at the server level and then instantly passed onto the client s end users, promoting continuous
development and improvement of our Workspaces®. We also offer emergency backup and transitional services
allowing our customers to outsource these functions during times of unplanned facilities outages, loss of key
personnel or rapid growth. By utilizing our suite of outsourced services our clients are able to maximize profitability
because they are in a position to provide telecommunications services with less investment and capital expenditures
and with greater efficiency and expertise. Our client s ability to rely on our expertise, while saving money entering the
marketplace, makes our outsourced telecommunications services a valuable option for any new entrant s business
strategy.
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CordialP Corp. ( CordialP )

In response to the rapid global acceptance of the Internet and standardized IP technologies, and in recognition of the
opportunity to globally deliver voice communications service over the Internet and IP networks, we decided to
broaden the scope of our services to include VoIP services and formed CordialP in April 2004. In June 2004, we
commenced our initial deployment and testing of VoIP services utilizing wholesale offerings and network sharing
arrangements from other VolP-enabled carriers. The results of our testing produced marginally acceptable results.
Believing greater long-term shareholder value and better results would come from the development of our own
proprietary VolP services, technologies, network software and OSS capabilities we hired additional personnel. Beta
testing of the CordialP developed VoIP service platform began during the second quarter of 2004, and during the first
quarter of 2005, we hired additional personnel to support the continued development and sales and marketing of our
VolIP service in preparation of our commercial roll-out which we commenced both domestically and internationally,
in June 2005. Our roll-out was temporarily suspended during the third quarter of 2005 and extended into the first
quarter 2006 while we achieved compliance with 911 dialing capability. In January 2006, we resumed our roll-out and
marketing efforts.

We believe that the range of service plans we offer, which includes a flat rate plan starting as low as $14.95 per
month, combined with a full suite of enhanced features make our service an attractive value proposition to existing
and potential customers. We offer consumers quality voice services with an attractive array of standard and enhanced
features. Our calling plans, which include residential, business, toll-free and international, all include Call Waiting,
Caller ID, Caller ID Privacy, Anonymous Call Block, Call Return, Busy Number Redial, 3 Way Conference, Speed
Dial 8, VoIP Mail, Online Billing and Account Management, including the ability to update the customer s Registered
Location, and a Flexible AutoPayment Program at no additional cost. Also, at no additional cost, we give customers
the option of choosing their desired area code, for their telephone number regardless of their physical location creating
the ability to make long distance calls local, a feature not available with traditional wireline service. For an additional
fee, customers may also choose a telephone number from over thirty countries including Argentina, Canada, Chile,
Hong Kong, Israel, Japan, and the United Kingdom. In addition, all telephone numbers are nomadic; the telephone
number is associated with the CordialP provided telephone adapter, which connects to the customer s standard
telephone and broadband connection, allowing the customer to utilize their CordialP service wherever there is an
available broadband connection.

In addition to our consumer service offerings, we also provide VolIP on a resale or wholesale basis and in December
2005, we entered into a wholesale relationship with Imperio Movilcom ( Imperio ), a subsidiary of Alert
Communications, which allowed Imperio to expand its service offering in the Dominican Republic utilizing our
network.

Historically, traditional wireline telecommunications, unlike Internet services, have been subject to extensive federal
and state regulation. Recently, however, the FCC and various state regulatory agencies have taken an interest in the
regulation of VoIP due to its similarity to traditional wireline services. While the FCC does not presently regulate
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VolP it has commenced a proceeding to examine its role in the new Internet based environment for voice services.
The FCC has also directed VolP providers to supply enhanced 911 emergency calling capabilities to customers as a
mandatory feature of service. The FCC required compliance with this requirement as of November 28, 2005, as
evidenced by the submission of a compliance report describing the VoIP provider s 911 solution. In January 2006, we
achieved compliance with the FCC s mandated E911 emergency calling capabilities allowing us to proceed with our
complete roll-out and related marketing efforts of VoIP. In addition, in September 2005, the FCC released an order,
which requires VolIP service providers to accommodate law enforcement wiretaps in accordance with the
Communications Assistance For Law Enforcement Act ( CALEA ). The compliance deadl