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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington D.C. 20549

FORM 10-KSB

(Mark One)
(=] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year period ended December 31, 2004
OR

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 Number: 000-31559
E-centives, Inc.
(Name of Small Business Issuer in Its Charter)
Delaware 52-1988332
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

6901 Rockledge Drive, 6th Floor, Bethesda, MD 20817
(Address of principal executive offices)

(240) 333-6100
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act: Not Applicable
Securities registered pursuant to Section 12(g) of the Act: Not Applicable

Common Stock, par value $0.01 per share
(Title of class)

Check whether the issuer: (1) filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the past 12 months (or
such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90
days. Ye No

Check if disclosure of delinquent filers in response to Item 405 of Regulation S—B is not contained herein, and no disclosure will be contained, to the best of
registrant’&lknowledge, in definitive proxy or information statements incorporated by reference in Part Ill of this Form 10-KSB or any amendment to this Form
10-KSB.

Issuer’s revenues for the fiscal year ended December 31, 2004: $5,386,193.

The aggregate market value of common stock held by non—affiliates of the registrant, based upon the closing price of the issuer’'s common stock on the SWX
Swiss Exchange as of February 28, 2005 was $12,339,896

As of February 28, 2005, there were 58,788,696 shares of issuer's common stock outstanding.

Transitional Small Business Disclosure Format (check one): MesNo E

@ Assumes an exchange rate of 1.16185 Swiss Francs per one U.S. Dollar as of February 28, 2005.
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Cautionary Note Regarding Forward-Looking Statements

Except for any historical information, the matters we discuss in this Annual Report on Form 10-KSB concerning our company contain forward—-looking
statements. Any statements in this Annual Report on Form 10-KSB that are not statements of historical fact, are intended to be, and are, “forward-looking
statements” under the safe harbor provided by Section 27(a) of the Securities Act of 1933. Without limitation, the words “anticipates,” “believes,” “estimates,”
“expects,” “intends,” “plans” and similar expressions are intended to identify forward—looking statements. The important factors we discuss below under the
captions “Risk Factors” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations”, as well as other factors identified in o
filings with the SEC and those presented elsewhere by its management from time to time, could cause actual results to differ materially from those indicated |
the forward-looking statements made in this Annual Report on Form 10-KSB. The Company assumes no obligation to update any forward—looking informatic
to reflect actual results or changes in the factors affecting such forward-looking information.
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E-CENTIVES, INC.

PART |

ITEM 1—DESCRIPTION OF BUSINESS

Overview

We provide interactive database marketing technologies and services, as well as on-line advertising capabilities and solutions for companies across a range
industries. We were founded in 1996 to enable businesses to acquire and retain customers through the Internet. With our proprietary technologies and servic
we provide customer acquisition and retention solutions for companies that do business with millions of Internet users every day. We currently derive our
revenues from two operating segments: the Interactive Database Marketing division and the ConsumerREVIEW.com division.

. Our Interactive Database Marketing division offers a suite of digital marketing technologies and services, including e-mail marketing system,
Internet coupon system, data warehousing system, online reporting system, strategic consulting and program management, user experience desi
and development, and analytics and data mining. Through a hosted technology infrastructure, this division provides solutions for relationship
marketing, including creating, targeting, publishing, managing and tracking e—mails, coupons and promotional incentives, as well as data
management and tracking of individual consumer’s responses to such activities.

. Our ConsumerREVIEW.com division manages web communities around common product interests, and provides on-line advertising and
e—commerce services through its network of web communities. The web properties are dedicated to meeting the needs of consumers who are
researching products on the web. We focus on creating an online environment that fosters communication and consumer—generated reviews of
products, by providing an interface to a large database of product information, forums, and other useful content.

Of our total net revenue of $5.4 million for the year ended December 31, 2004, one of our Interactive Database Marketing Division customers, Reckitt Benckis
contributed $1.2 million, or 22%, of our net revenue. Although this customer’s initial contract expired in October 2002, the customer subsequently signed thre
annual renewal agreements, with the most recent renewal expiring on December 31, 2005. Although the percentage of our total revenue that this customer h:
contributed over the past three years has decreased, loss of this customer would have a material adverse effect on our business, financial condition, results ¢
operations and cash flow.

Industry Background

The Internet has emerged as a powerful marketing medium that allows millions of consumers and marketers to conduct business and interact with each other
unprecedented ways. The Internet is particularly well suited to direct marketers because of its ability to access both broad audiences, as well as precisely def
groups. As a result, the Internet provides marketers with opportunities to identify and attract customers, as well as target specific types of users and collect de
on their preferences. At the same time, we believe the Internet appeals to consumers because it offers more individual control over marketing messages. The
growth of the Internet has encouraged companies to spend more of their marketing budgets via the Internet. We believe there is a need for a marketing
infrastructure that could satisfy the objectives of both marketers and consumers, which would enable businesses to acquire and retain customers, yet operate
a consumer—centric approach that would provide relevant information and meaningful value to the individual user.

2



Table of Contents
Products And Services

Our current products and services offered by our two divisions:
Interactive Database Marketing Division

For the years ended December 31, 2004, 2003 and 2002, the Interactive Database Marketing Division generated 55%, 56% and 72%, respectively, of our tot
revenue. Approximately 41%, 81% and 87% of the division’s revenue for the years ended December 31, 2004, 2003 and 2002, respectively, was generated fi
our contract with Reckitt Benckiser. Our principal products and services of the Interactive Database Marketing Division include the Interactive Database
Marketing System, the Promotions System, the E-mail Marketing System and related professional services.

Interactive Database Marketing System

In December 2001, we combined our Promotions System, our E-mail Marketing System, our data warehousing system and our online reporting system
and began offering these services as part of our Interactive Database Marketing System. This is a hosted technology infrastructure which allows compa
to establish direct consumer relationships through a set of integrated tools that include campaign management, targeted e—mail marketing, transaction
database, data warehouse, micro site and survey generator and our patented coupon promotion system. This system enables companies to acquire
consumers, collect consumers’ preferences and usage information, segment consumers within loyalty categories, communicate with consumers via e—n
marketing, deliver coupons, track individual usage of each coupon, as well as track and report every consumer interaction with the system.

Promotions System

Our Promotions System, which we acquired in December 2001 as part of the acquisition of substantially all of the assets of BrightStreet.com, enables
companies to create, manage, deliver and track promotions, such as print—at-home online coupons. Our system'’s printable coupons can be individually
tailored with relevant content and different incentive values based on the respective recipients, enabling manufacturers to target coupons much more
efficiently and cost—effectively than traditional methods. In addition, our system has high tracking capabilities, including individually coded offers that car
be cross-referenced against specific consumer profiles.

E-mail Marketing System

Our E-mail Marketing System allows companies to build ongoing, personalized dialogs with their audiences by outsourcing their e-mail marketing need
to us. It lets businesses cost—effectively conduct e-mail marketing without having to acquire or develop their own e—-mail infrastructure and manage the
process. This solution consists of list management and hosting, e-mail delivery and management, as well as tracking and analytical services. It is desig
to help build an ongoing, personalized communication with the client’s intended audience and maximize effectiveness of marketing efforts through
improved targeting.

Professional Services

We provide a broad range of professional services to assist our clients in their digital marketing needs. The service teams blend interactive consumer
marketing expertise with technical capabilities to ensure the most effective management of our clients’ programs. Our professional services include
strategic consulting & program management, user experience design & development, and analytics & data mining.

ConsumerREVIEW.com Division

For the years ended December 31, 2004, 2003 and 2002, the ConsumerREVIEW.com division generated 45%, 44% and 3%, respectively, of our revenues
through its advertising and e-commerce related services. Our
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ConsumerREVIEW.com division is a source of user—generated buying advice for outdoor sporting goods and consumer electronics. Consumers visit this
division’s websites to learn, interact, and buy or sell the products showcased within our network of web communities, including sites like AudioREVIEW.com
and MtbREVIEW.com. On these websites, users find the products they are interested in, read and write reviews, participate in discussions, compare prices, &
are able to link to other sites where they can shop online. Our ConsumerREVIEW.com division’s revenues are primarily derived from online advertising and
e-commerce referral fees.

Acquisitions
Collabrys

On June 29, 2004, we acquired substantially all of the assets of Collabrys, Inc. The assets acquired primarily consisted of hardware, software, furniture and a
customer list, none of which are considered significant. We acquired Collabrys for $15,000 in cash at closing, plus future royalty payments as defined in the
Agreement. The acquisition was accounted for under the purchase method of accounting and, accordingly, the purchase price was allocated to the assets ac
based on their estimated fair values at the acquisition date. We do not expect the royalty payments to be significant and are therefore expensing the royalty a
incurred.

Collabrys is a provider of interactive marketing technologies and services to enable customer acquisition and retention. Similar to the e—-mail marketing servic
of our Interactive Database Marketing division, Collabrys enables businesses to cost-effectively conduct e—-marketing without having to acquire or develop th
own e—mail infrastructure and manage the process. This solution consists of list management and hosting, strategy and creative services, e-mail delivery anc
management, as well as tracking and reporting services. In addition, Collabrys enables a streamlined solution to source content from third party publishers,
content providers and creators, as well as to facilitate the content selection, approval, management and e—publication process through Web-based tools.

ConsumerREVIEW.com

On December 4, 2002, we acquired substantially all of Consumer Review Inc.’s assets and certain of its liabilities. The cost of the acquisition was approximat
$2.6 million, consisting of 400,000 shares of Series B convertible preferred stock valued at approximately $2.1 million, $290,000 in cash and about $216,000
acquisition costs. Upon the one year anniversary of the closing date, the conversion rate for each share of the Series B convertible preferred stock was deteri
based upon the achievement of contractually defined revenue during the calculation period and was adjusted pursuant to a defined schedule. Based upon the
revenue generated by our ConsumerREVIEW.com division during the calculation period, the conversion rate for each share of the Series B convertible prefer
stock has been adjusted to 8 to 1.

The acquisition was accounted for under the purchase method of accounting and, accordingly, the purchase price was allocated to the assets acquired and
liabilities assumed based on their estimated fair values. We engaged an independent third—party appraiser to perform a valuation of the Series B convertible
preferred stock and intangible assets associated with the acquisition.

Sales and Marketing

We seek to establish relationships with clients principally through our direct sales force, as well as working with advertising or promotional agencies to reach
their clients. During 2004, we maintained sales personnel in the Washington, D.C. and San Francisco metropolitan areas, New York, Connecticut and Florida

In order to strengthen our existing relationships with clients, we offer account management, technology integration and consulting services. We assign accoul
managers with knowledge of on-line marketing to clients
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with the goal of increasing the performance of their marketing efforts and overall satisfaction with our services. Our account managers also provide periodic
reports to clients and help formulate strategies to more effectively market their products and services.

Our primary marketing efforts include conferences and tradeshows.

Technology

We have a variety of technologies that enable our solutions. Our Interactive Database Marketing division technologies are delivered through a hosted
infrastructure and consist of a variety of hardware and software, such as application servers, database servers, data collection and transformation servers, we
servers, mail servers, reporting servers, and client-side plug—in software. Our hardware infrastructure has been designed to allow us to scale our systems, by
adding hardware as required. Our ConsumerREVIEW.com division has a proprietary web architecture based on MicrosofiekiiiEe server technology

that enables it to meet the demands of its network of growing web communities and product research sites. The system was built for scalability, reliability, anc
interoperability with web—enabled enterprise partners.

We host our systems in a data center that provides redundant network connectivity and diesel generated backup power. In addition we monitor and test our
system and software, and from time to time have identified minor defects. We address such defects by rewriting software code and, if possible, replacing sma
portions of our proprietary software with commercially available software components. Any difficulties in implementing new software may result in greater thatr
expected expense and may cause disruptions to our business.

We spent approximately $1.3 million, $2.5 million and $4.1 million in 2004, 2003 and 2002, respectively, on research and development activities.
Competition
We generally compete for the budgets that companies allocate to marketing.

We believe that the market for our Interactive Database Marketing division’s solutions to be rapidly evolving and intensely competitive. As a provider of digital
marketing technologies and services, we generally compete with other marketing programs for a portion of a marketer’s total marketing budget. In this area, v
compete with a variety of businesses. Current or potential competitors include vendors that provide:

. marketing technologies and services;

. e—mail marketing solutions;

. coupon and promotion programs;

. database marketing solutions; and

. interactive advertising agencies.

We believe the market for our ConsumerREVIEW.com division to also be rapidly evolving and competitive. In this area, some of our current and potential
competitors include:

. other providers of product reviews;

. publishers of content and information on special interest product categories;

. shopping comparison or price search web sites; and

. providers of community forums, message boards, and photo galleries.

The failure to compete successfully would impair our ability to generate revenues and become profitable. Our ability to compete depends on many factors.
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Factors over which we have some level of control include:

. ability to enter into relationships with marketers;

. ability to provide simple, cost—effective and reliable solutions;

. timely development and marketing of new services; and

. ability to manage rapidly changing technologies, frequent new service introductions and evolving industry standards.

Factors outside our control include:

. development, introduction and market acceptance of new or enhanced services by our competitors;
. changes in pricing policies of our competitors;

. entry of new competitors in the market;

. ability of marketers to provide simple, cost—effective and reliable promotions; and

. market economy impacts on our clients’ marketing budgets.

We expect competition to intensify as more competitors enter our markets. However, as referenced below, one of our most important assets is our intellectua
property, which we believe will help offset some of the competitive pressures for certain of our offerings. Many of our existing competitors, as well as a numbe
of potential new competitors, have significantly greater financial, technical, marketing and managerial resources than we do. Many of our competitors also

generate greater revenue and are better known than we are. They may compete more effectively and be more responsive to industry and technological chan

Intellectual Property Rights

A large part of our success depends on protecting our intellectual property, which we believe is one of our most important assets. If we do not adequately pro
our intellectual property, our business, financial condition, results of operations and cash flow could be seriously harmed.

We have developed and acquired various proprietary technologies. Our clients enter into technology and services agreements with us. In addition, we genera
require employees, contractors and other persons with access to our proprietary information to execute confidentiality and non—compete agreements. We see
protect our software, documentation and other written materials under trade secret and other intellectual property laws, which afford only limited protection. W
have not registered any copyrights in the U.S. or elsewhere related to our software or other technology.

We have several issued U.S. patents and a nhumber of pending U.S. and foreign patent applications. Many of our pending patent applications seek to protect
technology we use or may use in our business. We have no issued foreign patents, but we have several pending foreign patent applications. It is possible tha
patents will be issued from the currently pending U.S. or foreign patent applications. It is also possible that our patents or any potential future patents may be
found not infringed, invalid or unenforceable, or otherwise be successfully challenged. Also, any patent we have currently or that is issued to us may not prov
us with any competitive advantages. We may not develop future proprietary products or technologies that are patentable, and the patents of others may serio
limit or prevent our ability to do business. Some of our acquired patent rights are subject to reversion if certain payments are not made (see below regarding t
acquisition of substantially all of BrightStreet.com’s assets including patent rights for further details).

We have filed intent to use U.S. trademark applications for BrightStreet and BrightStreet.com. We have also filed two applications for registration of the
trademark MAESTRO. One of the applications is undergoing
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pre—publication review prior to being republished. The other application was opposed by MasterCard International. We have negotiated a settlement with
MasterCard International relating to the opposition proceeding it filed against that application. In accordance with the settlement terms, we have filed propose
amendments to the description of services in the application and are waiting for the U.S. Trademark Office to start the pre—publication review. Through our
acquisition of substantially all of the assets of Consumer Review, Inc., we obtained several additional registered U.S. trademarks, including but not limited to ¢
Review, MTB Review, PC Photo Review, Golf Review, Garden Review, Computing Review, Videogame Review and Photography Review. We currently own
several additional U.S. registered trademarks related to the ConsumerREVIEW.com business line, and we also claim rights in a number of additional tradena
associated with our business activities.

We hold rights to various web domain names including E—centives.com, BrightStreet.com, ConsumerREVIEW.com and Collabrys.com, as well as several ott
review—-related domains. Regulatory bodies in the United States and abroad could establish additional top—level domains, appoint additional domain name
registrars or modify the requirements for holding domain names. The relationship between regulations governing domain names and laws protecting tradema
and similar proprietary rights is unclear. We may be unable to prevent third parties from acquiring domain names that are similar to or diminish the value of ot
trademarks and other proprietary rights.

Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy aspects of our products or to obtain and use information that we
regard as proprietary. Policing unauthorized use of our products is difficult, and, while we are unable to determine the extent to which piracy of our software
products exists, software piracy can be expected to be a persistent problem. In addition, the laws of some foreign countries do not protect our proprietary righ
as great an extent as do the laws of the United States. Our means of protecting our proprietary rights may not be adequate, and our competitors may
independently develop similar technology, duplicate our products or design around patents issued to us or our other intellectual property.

There has been a substantial amount of litigation in the software industry regarding intellectual property rights. In fact, in 2000, we settled litigation with one of
our competitors regarding our intellectual property (see ltem 3—“Legal Proceedings” for further details). It is possible that in the future, other third parties may
claim that our current or potential future products infringe upon their intellectual property. We expect that software developers will increasingly be subject to
infringement claims as the number of products and competitors in our industry segment grows and the functionality of products in different industry segments
overlaps. Any claims, with or without merit, could be time-consuming to defend, result in costly litigation, require us to enter into royalty or licensing
agreements or subject us to an injunction. These agreements, if required, may not be available on terms acceptable to us or at all, which could materially
adversely affect our business, financial condition, results of operations and cash flow. We have filed a patent infringement action against Coupons, Inc., pend
in the United States District Court for District of Maryland and Consumer Networks, LLC in the United States District Court for the Southern District of
California. Other patent infringement enforcement actions may be necessary to protect our intellectual property. See Item 3—“Legal Proceedings” for further
details.

We integrate third—party software from vendors such as Oracle Corporation into the software we use in our business. The third—party software may not contir
to be available to us on commercially reasonable terms. We may not be able to renew these agreements or develop alternative technology. If we cannot mair
licenses to key third—party software, develop similar technology or license similar technology from another source on a timely or commercially feasible basis,
our business, financial condition, results of operations and cash flow could be materially adversely affected.

Employees

As of December 31, 2004, we employed a total of 42 employees, all of whom are full-time and based in the United States. None of our employees are
represented by a labor union, nor have we ever experienced a work stoppage. We believe our relationship with our employees is good.
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Risk Factors

We caution you that our performance is subject to risks and uncertainties. There are a variety of important factors like those that follow that may cause our fut
business, financial conditions, results of operations and cash flow to differ materially and/or adversely from those projected in any of our forward-looking
statements made in this Annual Report on Form 10-KSB or otherwise. The following risk factors and other information in this Annual Report on Form 10-KSE
should be carefully considered. The risks and uncertainties described below are not the only ones we face. Additional risks and uncertainties not presently kn
to us or that we currently deem immaterial may also impair our business, financial conditions, results of operations and cash flow.

Risks Related to Our Business
We have incurred net losses since inception, expect to incur continuing losses and may never become profitable.

To date, we have not been profitable. As of December 31, 2004, we had an accumulated deficit of approximately $139.9 million. We incurred net losses in 20
2003, and 2002 of $10.3 million, $12.3 million and $17.1 million, respectively. We may continue to incur losses and may never become profitable. If we cannc
achieve operating profitability or positive cash flows from our operating activities, we may be unable to secure additional funding, our stock price may decline
and we may be unable to continue our operations.

Our future results and the demand for our services are uncertain, and we will not become profitable if our services do not achieve market acceptance.

We were incorporated in August 1996 and launched our online direct marketing system in November 1998. We did not charge for our services and did not be
to generate revenues until the third quarter of 1999. Since then, we have discontinued offering certain services and have started offering additional services, :
through acquisitions and others through the launching of internally developed services. Since some of our services are new, our future results are uncertain a
our historical results may not be representative of our future results. If our products and services do not achieve market acceptance, our business will not bec
profitable.

Factors over which we have some level of control include:

. the number of customers we can attract to our solutions;
. our ability to compete successfully in our market; and
. our success in promoting our products and services through our sales, marketing and business development personnel.

Factors outside our control include:

. uncertainty about the value and effectiveness of our marketing solutions;
. our customers’ ability to sell their products and services to their consumers; and
. the quality, accuracy and utility of the information provided to us that we provide to marketers regarding member demographics, memb

activity and promotional success.

Loss of a significant customer could have a material adverse effect on our business, financial condition, results of operations and cash flow.

Approximately 22%, 45% and 62% of our revenue for the years ended December 31, 2004, 2003 and 2002, respectively, was derived from one of our Interac
Database Marketing Division customers, Reckitt Benckiser. Our contract with this customer expires on December 31, 2005. While this customer has renewed
contract for the past three years, there can be no assurance that it will renew again. The loss of this client could be a material adverse effect on our business,
financial condition, results of operations and cash flow.
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If we are unable to obtain financing to fund our business we may be forced to cease operations.

We believe that future revenues and cash from our existing financing sources will be sufficient to meet our anticipated cash needs for working capital and cap
expenditures into the first quarter of 2006. This forecast is based on our plan to use the funds from the financing commitment described below. Our existing
credit arrangement is with Friedli Corporate Finance, Inc. and InVenture, Inc., two entities controlled by our principal stockholder and director, Peter Friedli, ar
is structured in the form of two $6 million global three-year convertible promissory notes that were issued in March 2003 and March 2004. As of February 28,
2005, we had borrowed $11 million of the $12 million available pursuant to these convertible promissory notes. Friedli Corporate Finance also has provided u
written commitment to provide us with debt or equity financing of up to $20 million in the aggregate, of which $12 million was in the form of the two $6 million
convertible promissory notes. If Friedli Corporate Finance is unable to fulfill its financing commitment to us or we are not offered financing on acceptable term
and conditions, we may not be able to replace such committed funds on acceptable terms or at all. We are presently in discussions with Friedli Corporate Fin:
for a preferred stock financing which would consist of an offering of shares of a newly created series of preferred stock designated Series C preferred stock. €
“Management’s Discussion And Analysis Of Financial Condition And Results of Operations—Liquidity and Capital Resources” for a description of some of the
material terms of the Series C preferred stock. However, the aggregate dollar size and other material terms and conditions of this preferred stock financing he
not been finalized as of the date of this Form 10-KSB and there can be no assurance that we will be able to consummate this proposed financing on accepta
terms or at all.

If future revenues in 2006 are insufficient to cover our operating costs we will need to secure additional financing to continue operations. In addition, we may
need to raise additional funds sooner than anticipated to respond to competitive pressures, to develop new or enhanced products or services, to fund our futu
expansion or to make acquisitions. Numerous companies engaged in the provision of goods or services online have encountered significant difficulty obtainin
funding from the public capital markets as well as through private transactions. If we do not receive the proceeds from the financing commitment or need to
obtain addition funding as discussed above, we may not be able to obtain replacement or additional financing on acceptable terms or at all. In such event, we
would not be able to continue our operations, which could result in the full loss of your investment in us. In addition, even if we were able to raise additional
capital through the issuance of equity securities or debt securities convertible into equity, the common stock interest of investors holding shares prior to such
issuance would likely be substantially diluted. It is likely we may raise any necessary additional capital through the issuance of preferred stock, with rights
superior to those of the common stock purchased by investors prior to such issuance.

We may not be able to compete successfully against current and future competitors.

We generally compete with companies for the budgets that companies allocate to marketing. We expect competition to continue to increase as a result of suc
factors as:

. market acceptance of existing, or development, introduction of new or enhanced, services by our competitors;

. changes in pricing policies of our competitors; and

. entry of new competitors in the market;

The market to provide our Interactive Database Marketing solutions is intensely competitive and rapidly changing. We compete for marketing budgets with mz
companies in several fields, such as vendors that provide:

. marketing technologies and services;

. e—mail marketing solutions;

. coupon and promotions programs;
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. database marketing solutions; and

. interactive advertising agencies.

We believe the market for our ConsumerREVIEW.com division to also be rapidly evolving and competitive. In this area, some of our current and potential
competitors include:

. other providers of product reviews;

. publishers of content and information on special interest product categories;

. shopping comparison or price search web sites; and

. providers of community forums, message boards and photo galleries.

Many of our other existing and potential competitors have significantly greater financial, technical, marketing and managerial resources than we do. Many
competitors also generate greater revenue and are better known than we are. As a result, they may compete more effectively than we do and be more respor
to industry and technological change than we are. We operate in an intensely competitive environment with a significant number of existing and potential
competitors.

Our ability to successfully compete depends on many factors.

Factors over which we have some level of control include:

. ability to enter into relationships with marketers;

. ability to provide simple, cost—effective and reliable solutions;

. timely development and marketing of new services; and

. ability to manage rapidly changing technologies, frequent new service introductions and evolving industry standards.

Factors outside our control include:

. ability to enforce our intellectual property portfolio;

. development, introduction and market acceptance of new or enhanced services by our competitors;
. changes in pricing policies of our competitors;

. entry of new competitors in the market; and

. ability of marketers to provide simple, cost—effective and reliable promotions.

The failure to compete successfully would impair our ability to generate revenues and become profitable.



Our E-centives brand may not achieve the level of recognition necessary to attract additional clients, and building recognition of the E-centives brand may
require us to expend funds on marketing, either of which could materially adversely affect our business, financial condition, results of operations and cash
flow.

To be successful, we must continue to build and increase market recognition of our corporate brand because our market is competitive, with low barriers to el
We do not advertise to attract visitors to our website, but rather are attempting to build a brand that businesses identify with online marketing. We believe that
recognition of the E—centives brand is critical to our success and the importance of this will increase as more companies enter our market and competition for
marketers’ attention increases. Building recognition of the E-centives brand may require us to expend funds on marketing. The outcome of our marketing effc
is hard to predict. If we are not successful in our marketing efforts to increase our brand awareness, our ability to attract marketing clients could be harmed w
would cause a materially adverse affect on our business, financial condition, results of operations and cash flow.
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Our ConsumerReview brand, and the brands of our respective web sites, may not achieve the level of recognition necessary to attract additional clients and
consumers, and building recognition of such brands may require us to expend funds on marketing, either of which could materially adversely affect our
business, financial condition, results of operations and cash flow.

To be successful, we also must continue to build and increase market recognition of the brands within our ConsumerReview network of sites. We believe that
recognition of these brands is critical to our success and the importance of this will increase as more companies enter our market and competition for markete
and consumers’ attention increases. Building recognition of the ConsumerReview brands may require us to expend significant funds on marketing. If we are r
successful in our marketing efforts to increase our brand awareness, our ability to attract consumers and marketing clients could be harmed which would cau:
materially adverse affect on our business, financial condition, results of operations and cash flow.

Our network infrastructure, computing systems or software may fail or be compromised or damaged, which could harm our reputation, as well as materially
adversely affect our business, financial condition, results of operations and cash flow.

The performance of our hardware and software is critical to our business. System failures that cause an interruption in service or a decrease in responsivene:s
our transaction processing or data storage capabilities could impair our reputation and the attractiveness of our products and services. We have experienced
periodic system interruptions, which may occur from time to time in the future. All such disruptions were caused by errors in our software code that were all
subsequently corrected and did not result in a material disruption to our business. Any significant increase in the frequency or severity of future disruptions co
have a material adverse effect on our business, financial condition, results of operations and cash flow.

The software for our systems is complex and may contain undetected errors or defects, especially when we implement upgrades to our system. Any errors or
defects that are discovered after our software is released for use could damage our reputation or result in lost revenues.

We regularly monitor and test our system and software, and from time to time we have identified minor defects. We currently address such defects by rewritin
software code and, if possible, replacing portions of our proprietary software with commercially available software components. Any difficulties in implementin
this new software may result in greater than expected expense and may cause disruptions to our business.

SAVVIS hosts our systems and provides us with communications links. The delivery of our services is substantially dependent on our ability and the ability of
the provider to protect our computer hardware and network infrastructure against damage from, among other things:

. human error;

. fire and flooding;

. power loss;

. telecommunications failure; and

. online or physical sabotage.

We rely on SAVVIS for a significant portion of our Internet access as well as monitoring and managing the power and operating environment for our server ar
networking equipment. Any interruption in these services, or any failure of SAVVIS to handle higher volumes of Internet use, could result in financial losses or
impair our reputation.

Our system capacity needs are untested and our failure to handle the growth of our database may materially adversely affect our business, financial
condition, results of operations and cash flow or require us to expend substantial capital.

The capacity of our system has not been tested and we do not yet know the ability of our system to manage substantially larger amounts of users and related
activity or data. A substantial increase in the number of users
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and a corresponding increase in the number of data records could strain our servers and storage capacity, which could lead to slower response time or systel
failures. We may not be able to handle our expected user and transaction levels while maintaining satisfactory performance. System failures or slowdowns
adversely affect the speed and responsiveness of our transaction processing. These would have a negative impact on the experience for our clients’ users ar
sites’ users, and reduce our system'’s effectiveness. Such an increase could require us to expand and upgrade our technology, processing systems and netw
infrastructure. Any unexpected upgrades could be disruptive and costly. Our failure to handle the growth of our databases could lead to system failures,
inadequate response times or corruption of our data, and could materially adversely affect our business, financial condition, results of operations and cash flo
We believe that on average, our various systems’ hardware, at peak traffic levels, run at approximately 10-50% of capacity. We may be unable to expand an
upgrade our systems and infrastructure to accommodate this growth in a timely manner. Any failure to expand or upgrade our systems could damage our
reputation and our business.

In addition, if our usage of telecommunications capacity increases, we will need to purchase additional networking equipment and rely more heavily on our we
hosting providers to maintain adequate data transmission speeds. The availability of these products or services may be limited or their cost may be significan

Our business could suffer if Internet users reduce or block our access to their personal data.

For certain parts of our business, we collect consumer demographic and purchase preference information from users and also collect certain data, such as dz
regarding the e—mails viewed or offers clicked—on by such users. Privacy concerns may cause users to resist signing up for our system, providing personal
information and allowing us to monitor their usage. If users were to reduce the information voluntarily supplied or block access to their data, our ability to
improve our database of user information and the value of our service would diminish.

Privacy laws may be enacted or applied to us, which could restrict our ability to disclose consumer data to third parties, which could materially adversely
affect our business, financial condition, results of operations and cash flow.

For certain parts of our business we currently report consumer information to our clients about their users. Our clients receive detailed and specific informatio
about the activities of their users for purposes of targeting marketing messages or promotions to subscribers with certain demographic or purchase preferenc
criteria. Growing concern about privacy and the collection, distribution and use of personal information, even in the aggregate, may lead to the enactment anc
application of federal or state laws or regulations that would restrict our ability to provide user data to third parties. In addition, several states have proposed
legislation that would limit the uses of user information gathered online. Consequently, any future regulation that would restrict our ability to provide informatic
regarding users would have a materially adverse impact on our business, financial condition, results of operations and cash flow by restricting our methods of
operation or imposing additional costs.

If we are not successful in protecting our intellectual property, our business will suffer.

We depend heavily on technology to operate our business. Our success depends on protecting and enforcing our intellectual property, which is one of our mc
important assets. We have developed and acquired various proprietary technologies.

Our means of protecting our intellectual property may not be adequate. Unauthorized parties may attempt to copy aspects of our service or to obtain and use
information that we regard as proprietary. It is also possible that our patents or any potential future patents may be found invalid or unenforceable, or otherwis
be successfully challenged. If any of our current or future patents are successfully challenged by a third party, we could be deprived of our right to prevent otf
from using the methods covered by such patents. In addition, competitors may be able to devise methods of competing with our business that are not covere
our patents or other
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intellectual property. Although Internet users can access our service over the Internet from anywhere in the world, we currently only provide our services from
the U.S. The laws of some foreign countries do not protect our intellectual property rights to as great an extent as do the laws of the United States. Our
competitors may independently develop similar technology, duplicate our technology or design around any patents that we may obtain or our other intellectua
property. If we do not adequately protect our intellectual property, our business, financial condition, results of operations and cash flow could be materially
adversely affected.

If we infringe upon the intellectual property rights of others, our business, financial condition, results of operations and cash flow could be materially
adversely affected.

There has been a substantial amount of litigation in the software and Internet industry regarding intellectual property rights. It is possible that, in the future, thi
parties may claim that our current or potential future technologies infringe upon their intellectual property. We expect that software developers will increasingl
be subject to infringement claims as the number of products and competitors in our industry segment grows. Any such claims, with or without merit, could be
time—consuming, result in costly litigation and diversion of management resources, require us to enter into royalty or licensing agreements or subject us to an
injunction. Royalty or licensing agreements, if required, may not be available on terms acceptable to us or at all, which could seriously harm our ability to
operate our business and our financial condition may suffer. For more information on pending intellectual property litigation, see Item 3—"Legal Proceedings”
for further details.

We may be subject to claims based on the content of promotions we deliver.

The online promotions developed by our clients may not comply with federal, state or local laws governing the content of advertisements and the sale of prod
and services. We do not control the content of the promotions for which we provide promotions technology. Our role in facilitating these promotions may expo
us to liability based on the content of the promotions. We also may face liability if the promotional information in the promotions is defamatory, inaccurate, or
infringes on proprietary rights of others. Our clients or our employees may make errors or enter inaccurate information, and we do not verify the accuracy of
information contained in the promotions or otherwise for compliance with applicable advertising laws. We may face civil or criminal liability for unlawful
advertising or other marketer activities. We could also face claims based on the content that is accessible from our website through links to other websites.

We may not be adequately insured to cover these claims. Any claims could require us to spend significant time and money in litigation, even if we ultimately
prevail. In addition, negative publicity caused by these inaccuracies could damage our reputation and diminish our brand.

Our business may be affected by seasonal fluctuations in marketing spending and Internet use, which could cause our stock price to fluctuate widely and/or
materially adversely affect our business, financial operations, financial results and cash flow.

We expect seasonal fluctuations will affect our ConsumerREVIEW.com division. We believe that marketing spending is generally highest in the fourth quarter
each calendar year due to increased consumer spending during the holiday period, and lowest during the summer months of the third quarter. Because the ir
for Internet marketing services is emerging, we cannot be certain of these seasonal patterns and additional patterns may develop in the future as the market
matures. This could cause our operating results and stock price to fluctuate widely and/or materially adversely affect our business, financial operations, financ
results and cash flow.

If we do not manage our growth, our business, financial condition, results of operations and cash flow could be materially adversely affected.

We may not be successful in managing our growth. We have gone from 60 employees at June 30, 1999 to 153 employees at December 31, 2001 to 42 empl
at December 31, 2004. Past growth has placed, and future growth will continue to place, a significant strain on our management and resources, related to the
successful integration of personnel.
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To manage the expected growth of our operations, we will need to improve our operational and financial systems, procedures and controls. We will also neec
manage our finance, administrative, client services and operations staff and train and manage our growing employee base effectively. Our current and planne
personnel, systems, procedures and controls may not be adequate to support our future operations. Our business, financial condition, results of operations at
cash flow could be materially adversely affected if we do not effectively manage our growth.

If we lose the services of any of our key personnel, our business and stock price could suffer.

Our success depends in large part on the contributions of Mehrdad Akhavan, our Chief Executive Officer, and certain other key executives, whose understan
of our services, strategy and relationships would be extremely difficult to duplicate from outside our company. The loss of the services of any of such key
personnel could have a material adverse effect on our business, financial condition, results of operations and cash flow. On June 17, 2004, our co—founder
Kamran Amjadi resigned as our Chairman and Chief Executive Officer. On June 22, 2004, Mr. Akhavan, our co—founder and previously our President and Ch
Operating Officer, succeeded Mr. Amjadi as Chief Executive Officer, and Mr. Sean Deson (who was named a director effective as of April 19, 2004) was
appointed as Chairman of the Board. David Samuels resigned as our Senior Vice President, Chief Financial Officer and Treasurer, effective as of May 14, 20
by mutual agreement. Tracy Slavin (previously our Controller and Senior Director of Accounting) was appointed as Chief Financial Officer, effective as of Jun
22,2004.

If we are unable to attract and retain highly skilled employees, our business, financial condition, results of operations and cash flow could be materially
adversely affected.

Our future success also depends on our ability to identify, attract, retain and motivate highly skilled employees, particularly additional technical, sales and
marketing personnel. We face competition in hiring and retaining personnel from a number of sectors, including technology and Internet companies, governm
contractors and traditional businesses. Many of these companies have greater financial resources than we have to attract and retain qualified personnel. We
occasionally encountered and expect to continue to encounter difficulties in hiring and retaining highly skilled employees. We may be unable to retain our higt
skilled employees or identify, attract, assimilate or retain other highly qualified employees in the future, which may in turn materially adversely affect our
business, financial operations, financial results and cash flow.

We have stock-based compensation expense relating to stock option grants, which will decrease earnings over, at least, the next three years.

Stock-based compensation represents an expense associated with the recognition of the difference between the fair market value of common stock at the tin
an option grant and the option exercise price. Stock compensation is amortized over the vesting period of the options, generally four years. For the year ende
December 31, 2004, the charge relating to stock option grants was approximately $449,000. We estimate the charge relating to stock option grants will be
$202,000, $153,000 and $88,000 in 2005, 2006 and 2007, respectively. These charges will dilute earnings for those years and may have a negative impact o
stock price.

Risks Related to Our Industry
The demand for Internet direct marketing services is uncertain.

The market for online direct marketing has only recently begun to develop. Many businesses have little or no experience using the Internet for direct marketin
and promotion. As a result, many businesses have allocated only a limited portion of their marketing budgets to online marketing. In addition, companies that
have invested a significant portion of their marketing budgets in online marketing may decide after a time to return to more
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traditional methods if they find that online marketing is a less effective method of promoting their products and services than traditional marketing methods. W
cannot predict the amount of marketing spending on the Internet in general, or demand for our targeted direct marketing services in particular. The demand fc
online marketing may not develop to a level sufficient to support our continued operations or may develop more slowly than we expect.

Many of the clients for our ConsumerREVIEW.com business unit are emerging Internet companies that represent credit risks.

Many of our ConsumerREVIEW.com clients are Internet companies, which have significant losses, negative cash flow and limited access to capital. Many of
these companies represent credit risks and could fail. Any financial difficulties of our clients may result in difficulties in our ability to collect accounts receivable
or lower than expected sales of our products and services. If our Internet clients continue to have financial difficulties or if such difficulties worsen, our busines
financial condition, results of operations and cash flow could be materially adversely affected.

New regulation of, and uncertainties regarding the application of existing laws and regulations to, online direct marketing and the Internet could prohibit,
limit or increase the cost of our business.

New laws or regulations applicable to online direct marketing, e-mail marketing or the Internet, or the application of existing laws and regulations to online
direct marketing, e-mail marketing or the Internet, could negatively impact our business. Due to the increasing popularity and use of the Internet, as well as
increase in e-mail marketing, it is likely that additional laws and regulations will be adopted covering issues such as privacy, pricing, content, copyrights,
distribution, taxation, antitrust, characteristics and quality of services and consumer protection. The adoption of any additional laws or regulations may impair
growth of the Internet or online direct marketing, which could, in turn, decrease the demand for our services and prohibit, limit or increase the cost of our doin
business.

Additional Risks Related to Ownership of Our Common Stock
We are, and will continue to be, controlled by our board members, who may approve corporate actions with which you may disagree.

We are, and will continue to be, controlled by our board members, who may approve corporate actions with which you may disagree. As of December 31, 20(
our Board of Directors owned directly or indirectly approximately 48.1% of our outstanding common stock. To the extent that these stockholders exercise thei
voting rights in concert, they may to be able to control most matters requiring stockholder approval, such as electing a majority of the directors and approving
significant corporate matters, including a merger or sale of the business. The interest of these stockholders may at times conflict with the interests of our othe
stockholders.

Although our common stock is listed on the SWX Swiss Exchange, it is thinly traded. The market price of our common stock, like the market prices of stocks
of other Internet-related companies, may fluctuate widely and rapidly.

For the most part, trading volume in our common stock has been low. Although our common stock has been listed on the SWX Swiss Exchange since Octobe
2000, there is no assurance that more trading activity in the common stock will develop.

In addition, the market price of our common stock, like the market prices of stocks of other Internet-related companies, may fluctuate widely and rapidly. The
market price and trading volume of our common stock, since our initial public offering has been and may continue to be highly volatile. Factors such as
variations in our revenue, earnings and cash flow and announcements of new service offerings, technological innovations, strategic alliances and/or acquisitic
involving competitors or price reductions by us, our competitors or
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providers of alternative services could cause the market price of our common stock to fluctuate substantially. Also, broad market fluctuations, including
fluctuations of the SWX Swiss Exchange, which result in changes to the market prices of the stocks of many companies but are not directly related to the
operating performance of those companies, could also adversely affect the market price of our common stock.

The listing of our shares on the SWX Swiss Exchange may limit our ability to raise capital and could limit our ability to do acquisitions with our stock.

We are the first U.S. company to list solely on the SWX Swiss Exchange. We are not listed on any U.S. exchange. Because we are the first U.S. company to
this, we are uncertain what effect, if any, our listing solely on the SWX Swiss Exchange will have upon our ability to raise additional financing in the U.S. capit
markets. If the listing of our shares solely on the SWX Swiss Exchange is received by investors with uncertainty, the listing may discourage potential investor:
and could hinder our ability to raise necessary financing on acceptable terms. In addition, the fact that our shares are not listed on any U.S. exchange may m:
acquisitions using our stock more difficult or more costly due to concerns about or unfamiliarity with the listing on the SWX Exchange.

Our stockholders have experienced substantial dilution in their equity ownership and voting power over the last several years and may experience further
dilution in the future.

Over the last several years, our stockholders have experienced substantial dilution of their percentage of equity ownership interest and voting power in our
company due to the issuance of convertible securities issued in connection with various financings and acquisitions. Our stockholders may experience further
dilution based on the conversion or exercise of our outstanding convertible preferred stock, convertible promissory notes, options and warrants. We may cont
to raise additional financing or to pay for acquisitions from time to time through the issuance of equity or debt securities convertible into common stock. For
example, we are presently in discussions with Friedli Corporate Finance for a convertible preferred stock financing. In the event of any such issuances, the
relative voting power and equity interests of persons who purchased the common stock prior to the time of such issuances would be reduced. Further, a
significant amount of shares of common stock sold on the SWX Swiss Exchange after the conversion of such securities could adversely affect the market pric
for our common stock.

Available Information

Our Internet website address is www.e—centives.com. We make available, free of charge, on or through our website our Annual Reports on Forms 10-KSB a
10-K, Quarterly Reports on Forms 10-QSB and 10-Q and Current Reports on Form 8-K, and amendments to these reports, as soon as reasonably practica
after we electronically file such material with, or furnish such material to, the Securities and Exchange Commission. The information contained on our website
does not for a part of and is not incorporated in this Form 10-KSB.

ITEM 2—DESCRIPTION OF PROPERTY

We do not currently own any real estate. Our headquarters and principal administrative, finance, legal, sales and marketing operations are located in leased
space in Bethesda, Maryland, a suburb of Washington, D.C. This lease, which was renegotiated during 2002, is for approximately 23,500 square feet and ex
in September 2005. Our current monthly rent payment under this lease is approximately $72,000. In March 2002, we subleased approximately 10,000 square
of the office space, with a monthly base rent of approximately $22,000 that increases 4% annually. In addition, in February 2004, we signed another sublease
agreement with a monthly base rent of approximately $2,500 that commenced in February 2004 and expires in September 2005.

We also maintain an office in California. Through a lease that expired in November 2004, we had approximately 11,000 square feet in Foster City with monthi
rental payments of approximately $20,000. In December 2004, we entered into a 8,000 square foot office space lease in San Mateo with monthly rent payme
of approximately $11,000.
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ITEM 3—LEGAL PROCEEDINGS

On or about September 24, 2003, Trifocal, LLC (“Trifocal”) filed suit against us in California Superior Court, County of Santa Clara, alleging, among other
things, breach of contract and intentional and negligent misrepresentation. Trifocal initially claimed approximately $126,819 in compensatory money damages
as well as additional unspecified money damages, interest, punitive damages and attorneys’ fees and costs. In December 2003, we removed the case to the
States District Court for the Northern District of California (San Jose Division), denied any liability, and filed counterclaims seeking money damages in excess
$1.8 million for Trifocal's breach of contract, breach of the implied covenant of good faith and fair dealing, intentional interference with contract, negligent
interference with contract, and breach of fiduciary duty. Trifocal has since claimed that its damages are over $1 million. Pursuant to local court rules regarding
alternative dispute resolution, the parties participated in mediation. Two mediation sessions were held in 2004, but no settlement has been reached by the pa
We deny any liability to Trifocal and plan to vigorously defend the complaint, as well as prosecute our counterclaim.

On or about November 14, 2002, we filed a joint patent infringement action with Black Diamond CCT Holding, LLC against Coupons, Inc. in the Federal
District Court of Maryland. In this suit, we alleged infringement of two U.S. patents relating to online coupons, rights of which we acquired from
BrightStreet.com. We are pursuing in this suit claims of direct infringement, induced infringement and joint infringement against Coupons, Inc. Coupons, Inc.
has answered our complaint by denying infringement and raised affirmative defenses including non-infringement, invalidity, unenforceability, laches and/or
estoppels, defenses under 35 U.S.C. section 273 and other defenses. Coupons, Inc. has withdrawn some of its defenses, including unenforceability and its
defenses under 35 U.S.C. section 273. No counter claims were filed against us by Coupons, Inc. Discovery has concluded and the parties filed motions and
crossmotions for summary judgment on infringement and invalidity issues. The Court recently denied all of the summary judgment motions. The parties
participated in mediation sessions in mid—March 2005. The Court has scheduled a trial to begin in July 2005.

There were no other material additions to, or changes in status of, any ongoing, threatened or pending legal proceedings during the fiscal year ended Decem
31, 2004, including no changes in the status of the settlement with CoolSavings.com, Inc. (“CoolSavings”). The terms of the settlement with CoolSavings
provided for a cross-license between CoolSavings and us for each of the patents in dispute. There are no royalties or other incremental payments involved ir
cross—license. Pursuant to this settlement, we paid $650,000 to CoolSavings on September 29, 2000, at the signing of the settlement documents. In addition,
may have to make payments of up to $700,000 to CoolSavings as follows:

. $250,000, which was accrued for during 2001, was due if, within one year from the date of entry of the Stipulated Order of Dismissal filed on or
about March 3, 2000, Catalina Marketing Corporation prevailed in a motion for summary judgment in a separate litigation between it and
CoolSavings, involving the CoolSavings’ patent currently in dispute. However, a dispute has arisen between the parties regarding whether this
portion of the license fee is actually due, despite Catalina Marketing Corporation not prevailing in its motion. This dispute is based in part on the
fact that we may be entitled to a license under the CoolSavings’ patent at issue as a result of our acquisition of the assets of BrightStreet.com, wh
acquisition included the settlement of infringement litigation between CoolSavings and BrightStreet.com regarding the same CoolSavings patent
issue in our settled litigation. CoolSavings previously filed a lawsuit to collect such $250,000 amount, but we understand that it later voluntarily
dismissed the lawsuit without prejudice.

. Up to $450,000 if and to the extent the CoolSavings’ patent in dispute survives the pending reexamination proceedings at the Patent and Tradem
Office that were initiated by a third party. This component of the settlement arrangement has not been accrued for because, in the opinion of
management, the possibility of us having to make this payment continues to remain remote.

Depending on the amount and timing, an unfavorable resolution of some or all of these matters could materially adversely affect our business, financial
condition, results of operations and cash flow in a particular period.
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In addition, from time to time, we are a party to various legal proceedings incidental to our business. None of these proceedings is considered by managemer
be material to the conduct of our business, operations or financial condition.

ITEM 4—SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

We held our annual meeting of stockholders on December 16, 2004 for the purpose of considering and voting upon the following matters:

. To elect three directors to our Board of Directors for the ensuing year and until their successors are elected.

. To ratify the designation of BDO Seidman, LLP as our independent certified public accountants.

The following table sets forth the number of votes cast for, against or withheld, as well as the number of abstentions as to each of the matters set forth above.

“FOR” “AGAINST” “WITHHELD”
MATTER DESCRIPTION Votes Votes Votes Abstentions
Election of Directors:
Mehrdad Akhavan 42,393,406 — 5,000 —
Peter Friedli 42,393,406 — 5,000 —
Sean Deson 42,393,406 — 5,000 —
Ratify BDO Seidman, LLP as our independent certified
public accountants 42,398,406 — — —
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PART Il

ITEM 5—MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
Market Information
Since our initial public offering on October 3, 2000, our common stock has traded on the SWX Swiss Exchange under the symbol “ECEN.” The following table

reflects the high and low sales prices, in Swiss Francs and U.S. Dollars, reported on the SWX Swiss Exchange for each quarter listed. The amounts listed in |
Dollars reflect the relevant exchange rate as of the date of such high or low price.

SWISS FRANCS US DOLLARS EXCHANGE RATES
PERIOD HIGH LOW HIGH LOW  HIGH LowW
2003
Quarter ended March 31, 2003 CHF 0.85 CHF0.30% 0.61 $ 0.22 0.71979 0.72296
Quarter ended June 30, 2003 CHF 0.64 CHF0.32% 0.48 $ 0.23 0.75470 0.72443
Quarter ended September 30, 2003 CHF 0.98 CHF0.46% 0.71 $ 0.34 0.72230 0.74010
Quarter ended December 31, 2003 CHF 1.04 CHF0.60%$ 0.79 $ 0.48 0.76080 0.80100
2004
Quarter ended March 31, 2004 CHF 0.90 CHF0.61% 0.71 $ 0.48 0.78340 0.79450
Quarter ended June 30, 2004 CHF 0.79 CHF0.63$ 0.63 $ 0.50 0.78950 0.80240
Quarter ended September 30, 2004 CHF 0.67 CHF0.51% 054 $ 0.40 0.81160 0.78410
Quarter ended December 31, 2004 CHF 0.65 CHF0.45% 0.54 $ 0.39 0.82850 0.86090

Holders
As of December 31, 2004, there were approximately 85 holders of record of our common stock.
Dividends

We have never declared or paid any cash dividends on our common stock. We intend to retain future earnings, if any, to finance the expansion of our busines
and do not expect to pay any cash dividends in the foreseeable future. Please see Item 7—“Management’s Discussion and Analysis of Financial Conditions &
Results of Operations—Liquidity and Capital Resources” for further details.

The declaration of dividends is within the discretion of our Board of Directors and subject to limitations set forth in the Delaware General Corporation Law. Ou
certificate of incorporation provides that if dividends are paid, they must be paid equally on each share of outstanding common stock. Payment of any dividen
on our common stock is subject to the rights of any preferred stock then outstanding.

Securities Authorized for Issuance Under Equity Compensation Plans

Below is information as of December 31, 2004 with respect to compensation plans under which equity securities are authorized for issuance.

A B C

Number of securities
remaining available

Weighted—average for future issuance under
Number of securities to be exercise price equity compensation
issued upon exercise of of plans (excluding
outstanding outstanding options, securities reflected

options, warrants and rights warrants and rights in column A)

Equity compensation plans approved by

security holders (1) 7,881,903(2) $ 1.23 13,028,097(2)
Equity compensation plans not

approved by security holders — — —

Total 7,881,903 13,028,097
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(1) Plans approved by stockholders include the Amended and Restated Stock Incentive and Option Plan.
(2) 90,000 options were granted to Peter Friedli, one of our directors, as compensation for a non—-employee member of our Board of Directors.

Recent Sale and Issuance of Unregistered Securities
Options

During the year ended December 31, 2004, we granted options to purchase a total of 847,000 shares of common stock under our stock incentive plan to cert:
our employees. During that period, 575,337 options were exercised and 2,185,482 options were cancelled due to the forfeiture of options resulting from
employees leaving the Company and unearned performance based options.

Convertible Promissory Notes

In March 2003, we executed convertible promissory notes for an aggregate sum of up to $6 million, from which we could draw down against at any time and i
any amount during the first two years of the notes. Subsequent to the issuance of the promissory notes, we agreed to assemble a syndicate of third parties to
whom we would issue convertible promissory notes on terms similar to the March 2003 convertible promissory notes (as noted below). The aggregate dollar
amount of the convertible promissory notes that we issue to third parties through the syndication process will reduce, on a dollar-for—dollar basis, the $6 milli
convertible promissory notes and the balance, if any, will continue to be available to us under the initial $6 million commitment. During March 2004, the credit
facility available to us was increased from $6 million to $12 million pursuant to amended notes. During 2004 and 2003 we received an aggregate of $7,050,0(
and $3,450,000, respectively, in connection with the issuance of convertible promissory notes. The terms of the notes include, among other things:

. an 8% interest rate;

. a maturity date three years from the date of issuance;

. an automatic conversion feature, whereby the note automatically converts into shares of our common stock at a conversion rate, as defined in the
note, on the date when the average trading price on the SWX Swiss Exchange of our common stock for 30 consecutive trading days has been eq
to or greater than 2.75 CHF;

. the conversion price will be 2 CHF or lower in certain circumstances described below (as converted to U. S. dollars pursuant to a then recent
exchange rate, as calculated us);

. a one-time final payment charge of 10% of the principal for each year that the principal is not paid on or before each annual anniversary of the da
the notes were issued (with a maximum of 30%); and

. a security interest in substantially all of our assets.

The number of shares of common stock to which the holders of the convertible promissory notes will be entitled upon an automatic conversion would be equa
the product of the principal amount outstanding under the convertible notes divided by the average trading price on the SWX Swiss Exchange of the common
stock for the five previous trading days (but in no event higher than CHF 2). If all of the aggregated principal amount of the convertible notes outstanding as o
December 31, 2004 were to be converted into shares of common stock at the conversion price of 2 CHF (assuming an exchange rate of 1.1314 CHF per one
Dollar as of December 31, 2004), the aggregated number of shares issued upon such conversion would be approximately 5,954,000.

Series B Convertible Preferred Stock

In December 2002, in connection with our purchase of substantially all of the assets of Consumer Review, Inc., we issued 400,000 shares of our Series B
convertible preferred stock as part of the consideration for the
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acquisition. Upon the one year anniversary of the closing date, the conversion rate for each share of the Series B convertible preferred stock was determined
based upon the achievement of contractually defined revenue during the calculation period and was adjusted pursuant to a defined schedule. Based upon the

revenue generated by the ConsumerREVIEW.com division during the calculation period, the conversion rate for each share of the Series B convertible prefer
stock has been adjusted to 8 to 1.

ITEM 6—MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion of our financial condition and results of operations together with our financial statements and the notes to those
financial statements elsewhere in this Annual Report on Form 10-KSB beginning on page F-1. In addition to historical information, this discussion contains
forward-looking information that involves risks and uncertainties. Our actual results could differ materially from those anticipated by such forward-looking
information due to competitive factors, risks associated with our expansion plans and other factors.

Overview

We provide customer acquisition and retention solutions for companies that do business with millions of Internet users every day. We currently derive our
revenues from two operating segments: the Interactive Database Marketing division and the ConsumerREVIEW.com division.

. Our Interactive Database Marketing division offers a suite of digital marketing technologies and services, including e-mail marketing system,
Internet coupon system, data warehousing system, online reporting system, strategic consulting and program management, user experience desi
and development, and analytics and data mining. Through a hosted technology infrastructure, this division provides solutions for relationship
marketing, including creating, targeting, publishing, managing and tracking e-mails, coupons and promotional incentives, as well as data
management and tracking of individual consumer’s responses to such activities.

. Our ConsumerREVIEW.com division manages web communities around common product interests, and provides on-line advertising and
e—commerce services through its network of web communities. The web properties are dedicated to meeting the needs of consumers who are
researching products on the web. We focus on creating an online environment that fosters communication and consumer—generated reviews of
products, by providing an interface to a large database of product information, forums, and other useful content.

We launched our online direct marketing service in November 1998 by delivering e—centives (promotions including such items as digital coupons, sales notice
free shipping offers, minimum purchase discounts and repeat purchase incentives) through our Promotions Network (subsequently called Perform Network). |
March 2001, we acquired the Commerce Division of Inktomi Corporation and began offering our commerce products and services. In 2001, we also started
producing revenue from our e-mail marketing technology and services. Through the acquisition of BrightStreet.com in December 2001 we started providing
technology for enabling online promotional offerings such as Internet print—at—-home coupons. During 2002 we suspended offerings of the Commerce Divisior
and the PerformOne Network. With the acquisition of substantially all of the assets of Consumer Review, Inc., in December 2002, we began providing online
advertising and e—commerce services from the ConsumerREVIEW.com division. During the second quarter of 2004, we increased our interactive database
marketing technologies and services through the acquisition of substantially all the assets of Collabrys.

To date we have not been profitable, incurring net losses of $10.8 million, $12.3 million and $17.1 million for the years ended December 31, 2004, 2003 and
2002, respectively. Over the past few years we have shifted focus away from our older solutions and devoted resources towards building our two operating
segments. We have undertaken a series of cost—cutting measures to preserve cash and have continued to decrease our losses over
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the past few years. These have included reduction in personnel and other operating expenses such as rent, hosting charges and professional fees. We also
continue to examine ways to reduce general overhead expenses and manage our human and capital resources more efficiently, without materially impacting
ability to properly serve our clients and continue technological innovation.

We believe that as more consumers use the Internet and as the economy continues to recover, marketers will shift more of their marketing budgets online. W
believe this will improve demand for Internet based marketing programs. According to Forrester Research, the interest of marketers in direct, digital marketing
will push online marketing spending to $15.6 billion by 2008.

During 2004, we expanded our list of clients and continued to focus on further building our products and services through internal development and corporate
acquisition. We gained additional new clients through our internal sales force, and expanded our relationship with existing clients through the provision of
additional products and services. We have recently renewed agreements with key clients, including with Reckitt Benckiser whose renewal also included the
addition of a new division and expansion of the solutions we provide to them.

We have recently revamped and expanded the sales force of our Interactive Database Marketing division, and have hired new sales personnel whose backgr
and experience we believe are better suited to positively impact revenues. We have also revamped and expanded our client services and service delivery
personnel in order to improve operational efficiencies and enhance our strategic capabilities. We believe these changes will enable us to acquire new clients
to better focus on increasing the size of our existing clients’ businesses through growing the level and types of technologies and services we provide to them.
ConsumerREVIEW.com division also plans to focus on enhancing the user experience on its sites, growing traffic to its various sites and increasing business
with its existing clients and expanding its number of advertiser clients.

The acquisition of substantially all of the assets of Collabrys in 2004 also enabled us to increase our client base and provide services to companies in the
consumer products, healthcare and financial services industries. We plan to continue to evaluate corporate acquisitions or other strategic arrangements that
enable us to increase our revenues, expand our list of clients or add to our products and services.

We believe that the combination of expense reduction and control measures, new sales and client services resources and the pursuit of additional acquisition
would enable us to achieve profitability, although there can be no assurances as to the timing or effectiveness of any such efforts. We are continuing to work
Friedli Corporate Finance to agree upon terms and conditions for additional financing. If future revenues are insufficient to cover our operating costs, or if we
not receive the proceeds from the financing commitments or obtain addition funding as discussed above, we may not be able to obtain replacement or additic
financing on acceptable terms or at all. In such event, we would not be able to continue our operations, which could result in the full loss of your investment in
us. (See “Liquidity and Capital Resources” below for further details.)

Acquisitions
BrightStreet.com

On December 3, 2001, we acquired substantially all of BrightStreet.com’s assets and certain of its liabilities. We acquired BrightStreet.com for approximately
$2.2 million, consisting of approximately $1.7 million in cash, a guaranteed warrant to purchase 500,000 shares of our common stock valued at approximately
$185,000, a contingent performance-based warrant to purchase up to 250,000 shares of our common stock and about $369,000 in acquisition costs. In
conjunction with the Agreement, we entered into a Patent Assignment Agreement (the “Assignment”) with BrightStreet.com. Pursuant to the Assignment,
BrightStreet.com has agreed to assign to us all rights, title and interest in and to all the issued and pending BrightStreet.com patents (collectively, the “Patent:
subject to certain pre—existing rights granted by BrightStreet.com to third parties (“Pre—existing Rights”), provided we make a certain payment to
BrightStreet.com by December 3, 2005 (the
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“Payment”). If we make the Payment by that date, we shall own all rights title and interest in and to the Patents, subject to the Pre—existing Rights. Until the
Payment is made, we have, subject to the Pre—existing Rights, an exclusive, worldwide, irrevocable, perpetual, transferable, and sub-licensable right and lice
under the Patents, including the rights to control prosecution of the Patents and Patent applications and the right to sue for the infringement of the Patents. Ui
we take formal title to the Patents, we may not grant an exclusive sublicense to the Patents to any unaffiliated third party. In the event we do not make the
Payment by December 3, 2005, we shall retain a license to the Patents, but the license shall convert to a non—exclusive license, and other rights to the Paten
Patent applications shall revert to BrightStreet.com or its designee. In exchange for the rights granted under the Assignment, beginning December 2002, we |
been obligated to pay BrightStreet.com 10% of revenues received that are directly attributable to (a) the licensing or sale of products or functionality acquired
from BrightStreet.com, (b) licensing or royalty fees received from enforcement or license of the Patents covered by the Assignment, and (c) licensing or royal
fees received under existing licenses granted by BrightStreet.com to certain third parties. If the total transaction compensation paid, as defined by the Agreen
at any time prior to December 3, 2005 exceeds $4,000,000, the Payment will be deemed to have been made. As of December 31, 2004, we have recorded
approximately $2.1 million in transaction compensation. Additionally, we have the right, at any time prior to December 3, 2005, to satisfy the Payment by payi
to BrightStreet.com the difference between the $4,000,000 and the total compensation already paid.

With the acquisition of substantially all of BrightStreet.com’s assets, we started offering online promotions technology and infrastructure that is used for
powering a variety of promotional offerings, including coupons, rebates, sales circulars, surveys, trial offers and loyalty programs. This system designs, deplo
and manages promotions and tracks individual consumer response to offers for manufacturers, retailers, and websites. It also enables businesses to gain ins
about their consumer preferences and motivations, and enhance consumer relationships with rich data modeling and sophisticated targeting. Revenue consis
fees from the sale of licenses and related services.

ConsumerREVIEW.com

On December 4, 2002, we acquired substantially all of Consumer Review, Inc.’s assets and certain of its liabilities through an Asset Purchase Agreement. Th
cost of the acquisition was approximately $2.6 million, consisting of 400,000 shares of Series B convertible preferred stock valued at approximately $2.1 millic
$290,000 in cash and about $216,000 in acquisition costs. Following the one year anniversary of the closing date, the conversion rate for each share of the S
B convertible preferred stock was determined based upon the achievement of contractually defined revenue during the calculation period and was adjusted
pursuant to a defined schedule. Based upon the revenue generated by our ConsumerREVIEW.com division during the calculation period, the conversion rate
each share of the Series B convertible preferred stock has been adjusted to 8 to 1.

ConsumerREVIEW.com manages web communities around common product interests. The web properties are dedicated to meeting the needs of consumers
are researching products on the web. It provides an interface to a large database of product information, forums, and other useful content. Consumers visit to
learn, interact, and buy or sell the products showcased within our network of web communities, including sites like AudioREVIEW.com and MtbREVIEW.com.
Users find the products they are interested in, read and write reviews, participate in discussions, compare prices, and shop online. ConsumerREVIEW.com
business services primarily include advertising and e-commerce referrals.

Collabrys

On June 29, 2004, we acquired substantially all of the assets of Collabrys, Inc. The assets acquired primarily consisted of hardware, software, furniture and
customer list, none of which are considered significant. Collabrys was acquired for $15,000 in cash at closing, plus future royalty payments as defined in the
Agreement. The
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acquisition was accounted for under the purchase method of accounting and, accordingly, the purchase price was allocated to the assets acquired based on
estimated fair values at the acquisition date. We do not expect the royalty payments to be significant and are therefore expensing the royalty as it is incurred.

The Collabrys system provides interactive marketing technologies and services to enable customer acquisition and retention. Similar to our e-mail marketing
technology, this system enables businesses to cost-effectively conduct e-marketing without having to acquire or develop their own e-mail infrastructure and
manage the process. This solution consists of list management and hosting, strategy and creative services, e-mail delivery and management, as well as trac
and reporting services. In addition, the system enables a streamlined solution to source content from third party publishers, content providers and creators, as
as to facilitate the content selection, approval, management and e—publication process through Web-based tools.

Results of Operations
Year ended December 31, 2004 compared to year ended December 31, 2003:

Revenue. Revenue decreased by $673,000 to $5,386,000 for the year ended December 31, 2004, compared to $6,059,000 for the year ended Decemb
2003. The Interactive Database Marketing division’s revenue of $3.0 million was lower by $420,000 when compared to the prior year. Although we had
more customers for our Interactive Database Marketing division during 2004, revenue decreased as a result of the reduced service fee for the Reckitt
Benckiser renewal agreement. The ConsumerREVIEW.com division’s revenue of $2.4 million was lower by $244,000 primarily due to lower e-commerc
related revenue. To increase our future revenue, we intend to focus on increasing the size of our existing clients’ businesses through growing the level ¢
types of technologies and services we provide to them, as well as acquiring new clients.

Cost of Revenue. Cost of revenue consists primarily of expenses related to providing our services, including related personnel costs, depreciation of ser
content costs, network and hosting charges. For the year ended December 31, 2004, the cost of revenue of $2,865,000 was $1,000 lower than the
$2,866,000 for the year ended December 31, 2003. Although network and hosting charges and depreciation was lower, personnel related costs were hi

Product Development. Product development consists primarily of expenses related to the development and enhancement of our technology and service
including payroll and related expenses for personnel, as well as other associated expenses for our technology department. We expense product develo
costs as incurred. Product development expenses decreased by $1,160,000 to $1,359,000 for the year ended December 31, 2004, compared to $2,519
for the year ended December 31, 2003. The reduction in cost can primarily be attributed to the reduction in staff. We expect that product development ct
will remain at the same level, with no current plans to significantly change the number of personnel related to this group.

General and Administrative. General and administrative expenses include payroll and related expenses for accounting, finance, legal, human resources
administrative personnel, as well as selected executives. In addition, general and administrative expenses include fees for professional services, occupe
related costs, and all other corporate costs, including depreciation and amortization. For the year ended December 31, 2004, general and administrative
expenses increased by $560,000 to $8,192,000 when compared to $7,632,000 for the year ended December 31, 2003. This increase can be attributed |
higher legal fees associated with our patent infringement action (see Item 3—"Legal Proceedings” for further details) as well as higher legal and
accounting fees associated with the independent investigation (see Item 8A—“Controls and Procedures” for further details).

Sales and Marketing. Sales and marketing expenses consist primarily of payroll, sales commissions and related expenses for personnel engaged in sal
and marketing, as well as advertising and promotional expenditures. Sales and marketing expenses of $1,591,000 for the year ended December 31, 20
were lower by $721,000, a decrease from $2,312,000 over the year ended December 31, 2003. This decrease can primarily be attributed to the reductic
personnel associated with marketing efforts.

24



Table of Contents
Stock-based Compensation. Stock-based compensation expense consists of the difference between the fair value of our common stock and the exerci
price of certain performance—based options prior to the measurement date and the difference between the estimated fair value of our common stock an
exercise price of stock options issued to employees recognized ratably over the vesting period. Stock-based compensation expenses decreased by
$2,159,000 to $449,000 for the year ended December 31, 2004, compared to $2,608,000 for the year ended December 31, 2003. This decrease was
primarily attributable to the 7.9 million options issued during the fourth quarter of 2003, at a price below the fair value of our common stock on the
measurement date. We estimate the future stock option grant charges of $202,000 and $153,000 for 2005 and 2006, respectively.

Interest Expense. Interest expense of $1,732,000 for the year ended December 31, 2004 was $1,253,000 higher than interest expense for the year end
December 31, 2003, primarily due to the interest related to the convertible promissory notes, as well as amortization of deferred financing fees associate
with the convertible promissory notes. During 2004 and 2003 we received an aggregate of $7,050,000 and $3,450,000, respectively, in connection with
issuance of convertible promissory notes.

Net Loss. Net loss decreased by $1.5 million to $10.8 million for the year ended December 31, 2004, compared to $12.3 million for the year ended
December 31, 2003. This is the combined effect of lower revenue of $673,000, decreased operating costs of $3.5 million and higher interest expense of
$1.3 million.

Liquidity and Capital Resources

Since our inception through December 31, 2000, we funded our operations primarily from the private sale of our convertible preferred stock and common stoc
as well as our initial public offering on the SWX Swiss Exchange. Through these financing activities, we raised net proceeds of approximately $82.5 million. Ir
late 2001, we closed a rights offering in which we received approximately $12.6 million in net proceeds during 2001, and the remaining net proceeds of $9.6
million received during the second quarter of 2002.

In March 2003, we executed convertible promissory notes for an aggregate sum of up to $6 million, from which we could draw down against at any time and i
any amount during the first two years of the notes. Subsequent to the issuance of the promissory notes, we agreed to assemble a syndicate of third parties to
whom we would issue convertible promissory notes on terms similar to the March 2003 convertible promissory notes. The aggregate dollar amount of the
convertible promissory notes that we issue to third parties through the syndication process will reduce, on a dollar-for—dollar basis, the $6 million convertible
promissory notes and the balance, if any, will continue to be available to us under the initial $6 million commitment. Through December 31, 2004 we received
aggregate of $10,500,000 in connection with the issuance of convertible promissory notes.

On December 31, 2004, we held $303,000 in cash and cash equivalents. In addition, we had restricted cash of $70,000 in the form of a certificate of deposit.
certificate of deposit serves as collateral for letter of credit commitments to secure our lease payment obligations for our Bethesda, Maryland office.

Cash used in operating activities for the year ended December 31, 2004 was $6.1 million, an increase of $1 million over the $5.1 million for the year ended
December 31, 2003. The increase primarily reflects the increase in net loss adjusted for non—cash operating expenses of $7.6 million and $6.3 million,
respectively, for each year.

Investing activities for the year ended December 31, 2004 used $59,000, while investing activities for the year ended December 31, 2003 provided $195,000
cash. Cash used in investing activities for the year ended December 31, 2004 included $27,000 outflow for the purchase of property and equipment, $63,000
transaction compensation for the patent related to the BrightStreet.com, $11,000 security deposit for the San Mateo office lease, $15,000 for the purchase of
substantially all of the assets of Collabrys, Inc, as well as a decrease in restricted cash of $57,000 due to the return of security deposit associated with the Fo
City office lease. Cash provided by investing activities for the year ended December 31, 2003 included a decrease in restricted cash of
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$618,000 due to the reduction of the security deposit required for the Maryland office, as well as the reduction in the letter of credit commitment related to our
D&O insurance policy. Activity for 2003 also reflected the transaction compensation for the Patent related to the BrightStreet.com acquisition of $411,000.

For the year ended December 31, 2004, net cash provided by financing activities of $6.2 million reflects the $7.1 million in funding associated with issuance o
convertible promissory notes, $76,000 from the conversion of warrants, $16,000 from the exercise of options, offset by $705,000 in debt issuance costs and
$244,000 in payments for capital lease obligations. The net cash provided by financing activities of $2.8 million, for the year ended December 31, 2003,
primarily reflects the $3.5 million in funding associated with issuance of nine convertible promissory notes and $41,000 in proceeds from the exercise of stock
options, offset by $360,000 in debt issuance costs and $286,000 in payments for capital lease obligations.

We currently anticipate that future revenues and cash from our existing financing sources will be sufficient to meet our anticipated cash needs for working cay
and capital expenditures into the first quarter of 2006. This forecast is based on our plan to use the funds from the financing commitment described below. Ot
existing credit arrangement is with Friedli Corporate Finance, Inc. and InVenture, Inc., two entities controlled by our principal stockholder and director, Peter
Friedli, and is structured in the form of two $6 million global three—year convertible promissory notes that were issued in March 2003 and March 2004. As of
February 28, 2005, we had borrowed $11 million of the $12 million available pursuant to these convertible promissory notes. Friedli Corporate Finance also h
provided us a written commitment to provide us with debt or equity financing of up to $20 million in the aggregate, of which $12 million was in the form of the
two $6 million convertible promissory notes. If Friedli Corporate Finance is unable to fulfill its financing commitment to us or we are not offered financing on
acceptable terms and conditions, we may not be able to replace such committed funds on acceptable terms or at all. We are presently in discussions with Frie
Corporate Finance for a preferred stock financing which would consist of an offering of shares of a newly created series of preferred stock designated Series
preferred stock. The Series C preferred stock will have an 8% cumulative dividend feature and will be convertible into 10 shares of our common stock. The is:
price for each share of Series C preferred stock is expected to be $4.00 per share. The Series C preferred stock will have a liquidation feature providing for a
payment of 2 times the initial purchase price upon a liquidation, dissolution, merger or sale of the company. However, the aggregate dollar size and other
material terms and conditions of this preferred stock financing have not been finalized as of the date of this Form 10-KSB and there can be no assurance tha
will be able to consummate this proposed financing on acceptable terms or at all.

In connection with this financing, three of our existing convertible noteholders have agreed to exchange their existing convertible promissory notes for shares
the newly created Series C preferred stock. The exchanges are expected to occur even if the proposed preferred stock financing is not consummated. See
“Iltem 12—Certain Relationships and Related Transactions” for additional details. If future revenues are insufficient to cover our operating costs, we will need
secure additional funds to continue operations. In addition, we may need to raise additional funds sooner than anticipated to respond to competitive pressure:
develop new or enhanced products or services, to fund our future expansion or to make acquisitions. We cannot be certain that additional financing will be
available to us on acceptable terms or at all. If adequate funds are not available, or not available on acceptable terms, we may not be able to continue operati
See “Risk Factors—If we are unable to obtain financing to fund our business we may be forced to cease operations.”

Critical Accounting Policies

E-centives financial statements are prepared in conformity with accounting principles generally accepted in the United States. For a comprehensive discussi
our accounting policies, see Note 2 of the Notes to the Financial Statements, which notes begin on page F-8.

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management to
make estimates and assumptions that affect the reported
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amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue:s
expenses during the reporting period. Actual results may differ from those estimates.

Estimates are used in accounting for, among other things, allowances for uncollectible receivables, recoverability of long-lived assets, intangible assets, and
investments, depreciation and amortization, goodwill, employee benefits, restructuring accruals, taxes and contingencies. Estimates and assumptions are
reviewed periodically and the effects of revisions are reflected in the financial statement in the period they are determined to be necessary.

Our critical accounting policies are as follows:
Revenue Recognition
Interactive Database Marketing Division

The Interactive Database Marketing division, which represented 55% and 56% of our revenue for the years ended December 31, 2004 and 2003,
respectively, is a solution that allows businesses to build direct consumer relationships. Revenue is generated by charging fees for data hosting, databa
management, e—mail delivery, promotion delivery, campaign and program management, strategy services, creative services, as well as various analytic
services. Revenue related to one-time service fees for setting up the customer is recognized ratably over the expected term of the customer relationshij
all other revenue is recognized when the service is provided, assuming collection is reasonably assured. For agreements that also include a
performance-based incentive fee component that is not finalized until a specified date, we recognize the amount that would be due under the formula a
interim reporting dates as if the contract was terminated at that date. This policy does not involve a consideration of future performance, but does give ri
to the possibility that fees earned by exceeding performance targets early in the measurement period may be reversed due to missing performance targ
later in the measurement period. Our only client with a performance-based incentive fee contributed no such revenue for the year ended December 31,
2004, while for the years ended December 31, 2003 there was $319,000 in such revenue. The original agreement (which ended in October 2002) and tt
first renewal agreement (which ended in October 2003) included performance-based incentive fees, while the second renewal agreements (which ende
December 2004) did not contain a performance-based incentive fee component.

For the year ended December 31, 2004, one of our Interactive Database Marketing division customers, Reckitt Benckiser, contributed $1.2 million, or 22
of our total revenue. This customer’s original agreement expired in October 2002 and the customer subsequently entered into three renewal agreement:
with the most recent one expiring on December 31, 2005.

ConsumerREVIEW.com Division

ConsumerREVIEW.com, which was acquired in December 2002, manages web communities around common product interests. The web properties are
dedicated to meeting the needs of consumers who are researching products on the web. Revenue is predominantly generated through on-line advertisi
and e-commerce fees. Advertising revenue is derived from the sale of advertisements on pages delivered to community members of our websites. This
revenue is recognized in the period in which the advertisements are delivered. E-commerce fees are derived from on-line performance-based progran
and are earned on either a lead referral basis or on an affiliate commission basis. Revenue is earned from performance—based programs when a user ¢
websites responds to a commerce link by linking to a customer’s websites. For lead referral programs, customers are charged on a cost—per—click basis
revenue is recognized in the month the click occurs. For affiliate—commission programs revenue is recognized when the commission is earned, which is
the month the transaction occurs. ConsumerREVIEW.com represented 45% and 44% of our total revenue for years ended December 31, 2004 and 200
respectively.
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Estimating valuation allowance for doubtful accounts

The preparation of financial statements requires us to make estimates and assumptions that affect the reported amount of assets and disclosure of cont
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reported period. We analyze
historical bad debts, customer concentrations, customer credit-worthiness, and current economic trends when evaluating the adequacy of the allowanc
doubtful accounts. As a result, we recorded bad debt expense of approximately $30,000 and $44,000 for the years ended December 31, 2004 and 200:
respectively. As of December 31, 2004, our accounts receivable balance was approximately $1.4 million, net of allowance for doubtful accounts of
approximately $64,000.

Impairment of long-lived and amortizable intangible assets

We perform an on—going analysis of the recoverability of our long-lived and amortizable intangible assets and, for the year ended December 31, 2004, 1
was done in accordance with FAS 144, Accounting for the Impairment or Disposal of Long-Lived Assets, which we adopted on January 1, 2002. Based
guantitative and qualitative measures, we assess the need to record impairment losses on long-lived and amortizable intangible assets used in operatic
when impairment indicators are present. The impairment conditions evaluated by us may change from period to period, given that we operate in a volati
business environment. However, such impairment conditions considered are the ability to maintain financial performance objectives, access to new mar
and customers, overall market conditions, as well as the value of new contracts. We recorded no impairment charges during 2004 and 2003.

Because the conditions underlying the factors we use to evaluate our acquisitions change from time to time, we may determine that it is necessary to tal
additional material impairment charges in future periods, which could have a material adverse impact on our business, financial condition, results of
operations and cash flow.

Impairment of Goodwill and intangible assets with indefinite useful lives

We adopted the provisions of FAS 142, Goodwill and Other Intangible Assets, as of January 1, 2002. FAS 142 requires that goodwill and intangible asst
with indefinite useful lives no longer be amortized, but instead be tested, at least annually, for impairment. We continually evaluate whether events and
circumstances that have occurred that indicate that the remaining value of any goodwill and/or intangible assets with indefinite useful lives may not be
recoverable. At December 31, 2004, we had no goodwill or intangible assets with indefinite useful lives.

Contractual Obligations and Commercial Commitments

As of December 31, 2004, our contractual obligations and commercial commitments, which consist of future minimum lease payments under non—cancelable
leases and long—term debt, are as follows:

1)
@

less than
Contractual Obligations 1 year 1-3 years after 3 years total
capital lease obligations (1) $124,723 $ 5,286 $ — $ 130,009
operating lease obligations 734,617 156,000 — 890,617
long—term debt (2) — 16,170,000 — 16,170,000
total $859,340 $16,331,286 $ — $17,190,626

Includes approximately $2,100 in interest.
Includes approximately $2,520,000 in interest and $3,150,000 in final payment fees.
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Lease Obligations

We are obligated under several non—cancelable capital leases for certain computer and office equipment that expire by early 2006. Payments under capital le
were approximately $244,000 and $286,000 for the years ended December 31, 2004 and 2003, respectively. In addition, we are obligated under non-cancele
operating leases for office space in Maryland and California, which expire in September 2005 and in December 2006, respectively. Rent expense under oper:
leases was approximately $744,000 and $829,000 for the years ended December 31, 2004 and 2003, respectively.

In March 2002, we subleased approximately 10,000 square feet of the office space in our Bethesda, MD office, with a monthly base rent of approximately
$22,000 that increases 4% annually. This sublease commenced in March 2002 and expires in September 2005. In addition, in February 2004, we signed ano
sublease agreement with a monthly base rent of approximately $2,500 that commenced in February 2004 and expires in September 2005.

Long-Term Debt

In March 2003, we executed convertible promissory notes for an aggregate sum of up to $6 million, from which we could draw down against at any time and i
any amount during the first two years of the notes. Subsequent to the issuance of the promissory notes, we agreed to assemble a syndicate of third parties to
whom we would issue convertible promissory notes on terms similar to the March 2003 convertible promissory notes (as noted below). The aggregate dollar
amount of the convertible promissory notes that we issue to third parties through the syndication process will reduce, on a dollar-for—-dollar basis, the $6 milli
convertible promissory notes and the balance, if any, will continue to be available to us under the initial $6 million commitment. During March 2004, the credit
facility available to us was increased from $6 million to $12 million pursuant to amended notes. Through December 31, 2004 we received an aggregate of
$10,500,000 in connection with the issuance of convertible promissory notes. The terms of the notes include, among other things:

. an 8% interest rate;

. a maturity date three years from the date of issuance;

. an automatic conversion feature, whereby the note automatically converts into shares of our common stock at a conversion rate, as defined in the
note, on the date when the average trading price on the SWX Swiss Exchange of our common stock for 30 consecutive trading days has been eq
to or greater than 2.75 CHF;

. the conversion price will be 2 CHF or lower in certain circumstances described below (as converted to U. S. dollars pursuant to a then recent
exchange rate, as calculated us);

. a one-time final payment charge of 10% of the principal for each year that the principal is not paid on or before each annual anniversary of the da
the notes were issued (with a maximum of 30%); and

. a security interest in substantially all of the our assets.

At December 31, 2004, we had accrued interest of approximately $608,000, which is due within one year, and we had accrued final payment charges of
approximately $814,000, which is due at the time the corresponding convertible promissory note’s principal payment is made.

Patent Assignment

On December 3, 2001, in conjunction with the acquisition of substantially all the assets of BrightStreet.com, we entered into a Patent Assignment Agreement
“Assignment”) with BrightStreet.com. Pursuant to the Assignment, BrightStreet.com has agreed to assign to us all rights, title and interest in and to all the isst
and pending BrightStreet.com patents, subject to certain pre—existing rights granted by BrightStreet.com to third parties, provided we make a certain paymen
BrightStreet.com by December 3, 2005 (the “Payment”).
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In exchange for the rights granted under the Assignment, beginning December 2002, we are obligated to pay BrightStreet.com ten percent of revenues recei
that are directly attributable to (a) the licensing or sale of products or functionality acquired from BrightStreet.com, (b) licensing or royalty fees received from
enforcement or license of the patents covered by the Assignment, and (c) licensing or royalty fees received under existing licenses granted by BrightStreet.cc
certain third parties. If the total transaction compensation paid, at any time prior to December 3, 2005 exceeds $4,000,000, the Payment will be deemed to ha
been made. Additionally, we have the right, at any time prior to December 3, 2005, to satisfy the Payment by paying to BrightStreet.com the difference betwe
the $4,000,000 and the total compensation already paid.

Off Balance Sheet Arrangements
We do not currently have any off balance sheet arrangements.
Recent New Accounting Pronouncements

In December 2004, the FASB issued FAS 123(R), Share-Based Payments. FAS 123(R) requires stock options and other share-based payments made to
employees to be accounted for as compensation expense and recorded at fair value, and to reflect the related tax benefit received upon exercise of the optio
the statement of cash flows as a financing activity inflow rather than an adjustment of operating activity as currently presented. Consistent with the provisions
the new standard, we intend to adopt FAS 123(R) in the first quarter of 2006. The ultimate impact of adopting FAS 123(R) is not yet known.

ITEM 7—FINANCIAL STATEMENTS
Our financial statements are set forth starting on page F-1 of this annual report.
ITEM 8—CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

In July 2004, with the approval of the Board of Directors, we decided to no longer engage KPMG LLP (“KPMG”) as our independent accountants and on
September 27, 2004 the Board of Directors engaged BDO Seidman, LLP as our independent accountants. KPMG's audit reports on our consolidated financis
statements as of and for each of the years ended December 31, 2003 and December 31, 2002 did not contain an adverse opinion or disclaimer of opinion, nc
were they qualified or modified as to uncertainty, audit scope, or accounting principles, except as follows:

KPMG's report on our consolidated financial statements as of and for the years ended December 31, 2003 and 2002, contained a separate paragraph s
that the “Company is dependent upon its principal shareholder for continued funding”. KPMG's report on our consolidated financial statements as of anc

for the years ended December 31, 2003 and 2002, also contained a separate paragraph stating that “effective January 1, 2002, the Company adopted tl
provisions of Statement of Financial Accounting Standards No.142, Goodwill and Other Intangible Assets.”

The change in our independent auditors was previously reported, along with all required disclosures, on Form 8-Ks filed on October 1, 2004 and July 22, 20C
ITEM 8A—CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Our management, with the participation of the Chief Executive Officer and Chief Financial Officer, has evaluated the Company’s disclosure controls and
procedures (as defined in Rules 13a-15(e) and 15d-15(3) under the Exchange Act) as of December 31, 2004. Based on such evaluation, the Chief Executive
Officer and Chief Financial Officer have concluded that, as of the end of such period, except as noted below, the Company’s
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disclosure controls and procedures were designed to ensure that information required to be disclosed by the Company in the reports that it files or submits ur
the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and were operating in an
effective manner.

Limitations on the Effectiveness of Controls

A control system is subject to inherent limitations and, as a result, can provide only reasonable, not absolute, assurance that the system’s objectives will be
achieved. In the first instance, the design of a control system must reflect the fact that there are resource constraints, and the benefits of controls must be
considered relative to their costs. Further, decision—-making in connection with system design or operation can be faulty, and breakdowns can occur because
simple error or mistake. In addition, controls can be circumvented by the acts of single individuals, by collusion of two or more individuals, or by management
override of the controls. The design of any system of controls is based in part upon certain assumptions about the likelihood of future events, and there can b
assurance that any design will succeed in achieving its stated objectives under all potential future conditions. Over time, controls may become inadequate
because of changes in conditions or deterioration in the degree of compliance with policies or procedures. In light of the inherent limitations in a cost—effective
control system, misstatements due to error or fraud may occur and not be detected.

Scope of the Controls Evaluation

In a Form 8-K filed with the SEC on May 13, 2004, we disclosed that, in connection with finalizing our Annual Report, we had encountered a recent
non-financial representation by a senior Company official that we deemed to be inaccurate. Our Board of Directors determined that it was appropriate to
undertake an independent investigation to review this and other matters. Our Board of Directors established a separate Committee of the Board to lead the
investigation, with Sean Deson (a non—-management director) serving as Chairman of the Committee. The Committee retained an independent law firm, whicl
then conducted the investigation and looked into various matters, including the following:

. the adequacy of Company procedures regarding the issuance of press releases, including a possible misstatement in a certain press release issu
the Company,

. corporate governance and Board independence issues, including the adequacy of the Company’s internal controls governing employee and office
conduct, and

. the accuracy and completeness of financial disclosures, including those related to certain expense reversals or accruals.

In connection with its investigation, the independent law firm reviewed a significant number of Company documents and records, and interviewed numerous
individuals with relevant knowledge of the matters at hand. As of the conclusion of the investigation, all matters reviewed had no material impact to our currer
or previously reported financial results or disclosures. The two areas of concern noted by the investigation were related to:

. A certain press release issued by the Company in late 2003 introducing four new technology features that had misstated certain factual informatic
about the availability of one of the new technology features at the time the press release was issued. Specifically, a senior Company official likely
made a misrepresentation to the Company’s auditors concerning the availability of that one feature at the time when the press release was issuec

. A single, isolated episode in which a small number (approximately 300 prints) of a pilot program’s coupons were improperly printed by
unauthorized users. In connection with such unauthorized use, a senior Company official directed the allocation of such coupons to known user
accounts to, according to the senior Company official, enable the proper tracking of such coupons. The investigation suggested that this action m:
have been inappropriate or could have been construed as misleading by an external party.
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The investigation also determined that neither of these two matters had any impact on current or previously reported financial statements or disclosures.

In response to recommendations by the independent law firm as to a plan of remediation, we have taken or expect to take the actions recommended by the
independent law firm, including certain changes in management as noted below.

In performing its audit of our consolidated financial statements for the year ended December 31, 2003, and in connection with its review of the results of the
independent investigation described above, our independent auditors, KPMG LLP, noted two matters involving our internal controls that it considered to be
reportable conditions under the standards established by the American Institute of Certified Public Accountants. A reportable condition is a matter coming to t
auditors’ attention that, in its judgment, relate to significant deficiencies in the design or operation of internal control and could adversely affect our ability to
record, process, summarize and report financial data consistent with the assertions of management in the financial statements.

The first identified reportable condition related to appropriate segregation of duties to ensure that accurate information is contained in certain types of internal
and external corporate communications, including press releases. The second identified reportable condition related to the absence of certain controls such a
mechanism for employees to report concerns of questionable employee behavior to an independent party for investigation and resolution. Neither reportable
condition was considered to be a material weakness.

In response, in part, to the results of the investigation, and, in part, in order to pursue new professional opportunities, the Company’s co—founder and then
Chairman & Chief Executive Officer voluntarily decided to resign his positions from the Company effective June 17, 2004. On June 22, 2004, Mehrdad
Akhavan, the Company’s co—founder, President and Chief Operating Officer, was appointed as the new Chief Executive Officer. Sean Deson (who was name
non—-management director effective as of April 19, 2004 and served as Chairman of the special Committee that led the investigation) was appointed as the ne
Chairman of the Board. Tracy Slavin, the Company’s Controller and Senior Director of Accounting, was appointed Chief Financial Officer effective June 22,
2004.

Also, the Company intends to make changes to its controls and procedures to enhance integrity, accuracy and reliability, including the following:

Strengthening its internal processes and review procedures to assure that accurate information is contained in external corporate communication:

. Implementing a mechanism for employees to properly communicate and address their concerns, including to an independent party,

. Expanding its current Board of Directors to accommodate a separately designated Audit Committee, and

Adding an independent director to the Board of Directors.

The Company believes that its efforts should resolve both reportable conditions.

The Company is fully committed to implementing controls identified by the Company’s independent auditors, and anticipates completing its remediation effort:
in connection with the reportable conditions identified by its independent auditors as soon as possible.

Internal Control over Financial Reporting

No change in the Company’s internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) occurred during t
year ended December 31, 2004 that has materially affected, or is reasonably likely to materially affect, the Company’s internal control over financial reporting.
As previously discussed, the Company intends to take necessary steps to address certain reportable conditions noted above while enhancing and improving

internal controls and procedures.
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PART IlI

ITEM 9—DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AND CONTROL PERSONS; COMPLIANCE WITH SECTION 16(A) OF THE
EXCHANGE ACT

The following table presents information about each of our executive officers, key employees and directors as of December 31, 2004.

Name Age Position(s) with Company

Mehrdad Akhavan 41  Chief Executive Officer, Secretary and Director
Tracy Slavin 35  Chief Financial Officer

Paul Wassem 34  President of ConsumerREVIEW.com

Wendy Roberts 40  Senior Vice President, Business Development
John Hoffman 45  Vice President of Network Operations

Amori Langstaff 33  Vice President of Client Services

Peter Friedli 50 Director

Sean Deson 41  Chairman

Mehrdad Akhavan was appointed as our Chief Executive Officer on June 22, 2004. Prior to that time, he had served as our President and Chief Operating Of
since October 1999, having served as our Executive Vice President and Secretary since he co—founded our business in August 1996. Mr. Akhavan was elect
our Board of Directors in October 1996. From December 1994 until August 1996, Mr. Akhavan was President of TechTreK, a children’s computer entertainme
and education center. From January 1991 until December 1994, Mr. Akhavan was President of Trident Software, a company he co-founded, which digitized
works of art.

Tracy Slavin became our Chief Financial Officer in June 2004. Ms. Slavin joined us in September 2000, and until her promotion served as Controller and Sen
Director of Accounting. Ms. Slavin, a certified public accountant, has an MBA and over twelve years of corporate accounting, finance and auditing experience
Prior to joining E-centives, she served as Vice President of Accounting for Thomson Financial, a division of The Thomson Corporation, a leading provider of
financial information, analysis, research and software products. From 1993 to 1997, Ms. Slavin served as Assistant Controller for Phillips International, Inc., a
consumer and business—to—business information company. Ms. Slavin began her career as an auditor with PricewaterhouseCoopers LLP.

Paul Wassem is the President of our ConsumerREVIEW.com division. He joined us in December 2002, when we acquired ConsumerREVIEW.com, as Vice
President and General Manager. Prior to the acquisition, he was the President and CEO of ConsumerREVIEW, Inc. Before joining ConsumerREVIEW.com ir
June 2000, he was a channel manager at BuyersEdge.com, an online marketplace backed by CMGI @ Ventures. From 1998 to 2000, Paul was vice presider
general manager of GSS, Inc., a start-up staffing firm. Until 1998, he was a general manager at Borg—Warner Security Corporation. During his nine years at
Borg-Warner, Paul was promoted from front-line sales and consulting positions to executive general management.

Wendy Roberts was promoted to Senior Vice President, Business Development in March 2003. She was hired as our Vice President of Emerging Markets in
2002. Wendy brings more than 18 years of experience in the areas of new business development, management consulting and strategic planning. From 199°
2001, she served as Senior Partner at ionStrategy and served as Vice President of New Business Development and as Partner of Strategy at Agency.com, a
in the development of Digital Relationship Management for Fortune 1000 companies. At Agency.com she developed and grew vertical market strategies and
relationships in the areas of Pharmaceuticals, Financial Services and Insurance, High Technology, Retail and Travel. Through various senior roles in Sales,
Marketing, Consulting and Client Management areas, Wendy has lead efforts to develop Relationship Management strategies for many leading companies.

John Hoffman oversees our internal and external computer services, security and operation as our Vice President of Network Operations. He became a mem
or our team when we acquired BrightStreet.com in
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December 2001. At BrightStreet.com he oversaw their network infrastructure and managed more than 24 systems providing scalability and high availability
architectures. John brings more than 19 years of experience in computer operations, software development and security. He has obtained varied developmer
operational experience both in high security government work and the Internet. Prior to BrightStreet.com, he held various positions at Lockheed Missile & Spé
Company, from 1998 to 2000, and at Netcom Online Communications, from 1994 to 1998.

Amori Langstaff, our Vice President of Client Services, joined us in March 2000. Amori oversees all client implementations, managing such processes as
account services, business strategy, performance analyses and production. She brings to E-centives ten years of experience designing and delivering
results—based database and customer loyalty marketing solutions for retail and hospitality companies, including the Mandarin Oriental Hotel Group, Asset
Marketing and Regent International Hotels. Amori has extensive experience in creating and implementing marketing campaigns, customer segmentations,
database marketing programs and corporate business plans, and in leading consultative client engagements. At E—centives, her contributions have promoted
better and more profitable client relationships, streamlined sales and fulfillment processes.

Peter Friedli co—founded our business in August 1996. Mr. Friedli was elected to our Board of Directors in October 1996. Mr. Friedli has been the principal of
Friedli Corporate Finance, Inc., a venture capital firm, since its inception in 1986. Prior to joining Friedli Corporate Finance, Mr. Friedli worked as an
international management consultant for service and industrial companies in Europe and the U.S. Mr. Friedli also serves as the President of Venturetec and if
parent corporation, New Venturetec AG, a publicly traded Swiss venture capital investment company and currently serves as a director of VantageMed
Corporation, a publicly traded provider of healthcare information services. He also serves as an investment advisor to certain of our shareholders (see

“ltem 12—Certain Relationships and Related Transactions” for additional details) and as a director of certain private companies.

On June 22, 2004, Sean Deson (who was named a director effective as of April 19, 2004) was appointed as Chairman of the Board. Mr. Deson is the founder
Deson & Co., Deson Ventures, and Treeline Capital, all technology-focused investment related firms. Prior to founding his investment firms, Mr. Deson was ¢
Senior Vice President at Donaldson, Lufkin & Jenrette, now Credit Suisse First Boston. Messrs. Friedli and Deson have co-invested in a number of companie

Board of Directors

As of December 31, 2004, our Board of Directors consisted of Mehrdad Akhavan, Peter Friedli and Sean Deson, with Mr. Deson serving as Chairman of the
Board. Mr. Deson was appointed to our Board of Directors on April 19, 2004. On June 17, 2004, Kamran Amjadi resigned as director and Chairman of our Bo
of Directors, and on June 22, 2004, Mr. Deson was appointed Chairman of the Board.

Compensation Committee: Our Board of Directors currently has a Compensation Committee. The Compensation Committee determines the salaries and
incentive compensation of our officers and provides recommendations for the salaries and incentive compensation of other employees and consultants. The
Compensation Committee also administers our various incentive compensation, stock and benefit plans. As of December 31, 2004, the Compensation Comr
consisted of Mr. Friedli.

Director Compensation: We do not currently compensate our directors who are also employees. Each non-employee director currently is reimbursed for
reasonable travel expenses for each board meeting attended. Though the year ended December 31, 2003, each non—-employee director received 10,000 stoc
options per year of service, with vesting one year from the date of grant. When Mr. Deson agreed to serve as Chairman of the Board, we awarded him 50,00(
shares of our common stock. Starting in 2005, each non—employee director will receive 100,000 shares of our common stock.
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Compensation Committee Interlocks and Insider Participation: None of our executive officers serves as a member of the Board of Directors or compensation
committee of any entity that has one or more executive officers serving on our Board of Directors or Compensation Committee.

Stockholder Communications with Directors: Company stockholders who want to communicate with the Board or any individual director can write to:

E-centives, Inc.

Board Administration

6901 Rockledge Drive, 6th Floor
Bethesda, MD 20817

Letters should indicate that you are a Company stockholder. Depending on the subject matter, management will:

. Forward the communication to the director or directors to whom it is addressed;

. Attempt to handle the inquiry directly, when it is a request for information about the Company or it is a stock-related matter; or

. Not forward the communication if it is primarily commercial in nature or if it relates to an improper or irrelevant topic.

At each Board meeting, a member of management will present a summary of all communications received since the last meeting that were not forwarded anc
will make those communications available to the directors on request.

Limitation of Liability and Indemnification of Directors and Officers

Our certificate of incorporation provides that our directors will not be personally liable to us, or our stockholders, for monetary damages for breach of their
fiduciary duties as a director, except for liability:

. for any breach of the director’s duty of loyalty to us or our stockholders;

. for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law;

. under a provision of Delaware law relating to unlawful payment of dividends or unlawful stock purchase or redemption of stock; or

. for any transaction from which the director derives an improper personal benefit.

As a result of this provision, we and our stockholders may be unable to obtain monetary damages from a director for breach of his or her duty of care.

Our bylaws provide for the indemnification of our directors and officers and any person who is or was serving at our request as a director, officer, employee,
partner or agent of another corporation or of a partnership, joint venture, limited liability company, trust or other enterprise. This indemnification is provided to
the fullest extent authorized by, and subject to the conditions set forth in, the Delaware General Corporation Law. This indemnification will include the right to
advanced payment of expenses by us of any proceeding for which indemnification may be had in advance of its final disposition.

Audit Committee/Audit Committee Financial Expert

We do not have a separately designated standing Audit Committee of our Board of Directors, and therefore we do not have any independent audit committee
financial experts under Iltem 401(e) of Regulation S-B. We are
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listed on the SWX Swiss Exchange, which exchange does not currently require that listed companies have an audit committee. We intend to expand our curre
Board of Directors to accommodate a separately designated Audit Committee, and to appoint members of such Committee, at a later date.

Beneficial Ownership Reporting Compliance under Section 16

To our knowledge, based solely on review of the copies of reports under Section 16(a) of the Exchange Act that have been furnished to us and written
representations that no other reports were required, during the fiscal year ended December 31, 2004 all executive officers, directors and greater than 10%
beneficial owners have complied with all applicable Section 16(a) filing requirements.

Code of Ethics

We have adopted a Code of Ethics that applies to our directors and to all of our employees, including our chief executive officer and chief financial officer. Ou
Code of Ethics has been distributed to all employees and is available at our website (www.e-centives.com).

ITEM 10—EXECUTIVE COMPENSATION
Summary Compensation Table
The following table sets forth the compensation paid during the years ended December 31, 2004, 2003 and 2002 to our current and previous Chief Executive

Officers and our other executive officers as of December 31, 2004, and two other most highly compensated employees for the year ended December 31, 200
(collectively, the “Named Executive Officers”).

Long-Term
Annual Compensation Compensation
Securities
Bonus Other Underlying All Other
Name and Principal Position(s) Year Salary ($) (6] &) Options Compensation
Mehrdad Akhavan (1) _ 2004 $135,00q7) $ — $ — — $ =
Chief Executive Officer, Secretary and Director 2003 $141,257) $25,00q2) $ — 1.868.256 $ _
2002 $150,000 $ — $ — — $ —
Kamran Amjadi (2) 2004 $ 98,0777) $ — $ — — $ 84,5379)
Consultant 2003  $160,0837) $25,000 $ — 3,311,971  $ —
2002 $170,000 $ — $ — — $ —
Tracy Slavin (3) 2004 $130,1027) $ — $ — 305,000 $ =
Chief Financial Officer 2003 $129,8417) $11,5042) $ — 45000 $ —
2002 $122,954 $ 5,75Q3) $ — = $ —
PauI‘Wassem (4) 2004 $138,030 $ 4,4414) $ — — $ —
President of ConsumerREVIEW.com 2003 $136.525 $ 3.347 $ — 134.000 $ _
2002 $ 10,750 $ — $ — — $ —
Wendy Roberts (5) _ 2004 $180,0047) $ — $ — — $ —
Senior Vice President, Business Development 2003 $188,3337) $ — $ — 350.000 $ _
2002 $116,667 $ — $ — 150,000 $ —
James Thomas (6€) 2004 $ 87,550 $ — $71,1818) — $ —
Sales Manager of ConsumerREVIEW.com 2003 $ 87.125 $ — $64,35(8) 10,500 $ —
2002 $ 7,083 $ — $ 4,5958) — $ —

(1) Mehrdad Akhavan was made Chief Executive Officer in June 2004. He was previously President and Chief Operating Officer.
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(2) Kamran Amijadi resigned as our Chairman and Chief Executive Officer in June 2004 and has been working for us as a consultant.

(3) Tracy Slavin joined E—centives in September 2000 as Controller and in June 2004 she was promoted to Chief Financial Officer.

(4) Paul Wassem joined E-centives in December 2002 as General Manager of the ConsumerREVIEW.com division and in September 2004 he was promo
to President of the ConsumerREVIEW.com division.

(5) Wendy Roberts joined E-centives in May 2002 as Vice President of Emerging Markets and in March 2003 she was promoted to Senior Vice President,

Business Development.

(6) James Thomas joined E-centives in December 2002
(7) Salaries for 2004 and 2003 included a 10% deferral that began in mid— 2003

(8) Commissions.

(9) Consulting fees and reimbursement of business expenses.

Employment Agreements

Currently we do not have employment agreements with any of our executive officers, and as such they remain employees “at will.” On December 8, 2003
Messrs. Amjadi and Akhavan were awarded 3,311,791 and 1,868,256 stock options, respectively, of which 2,311,791 and 1,304,134, respectively, vest upon
issuance, although the underlying common stock is subject to a twelve (12) month trading restriction from the date of issuance of the options. Each officer’s
respective trading restriction automatically sunsets upon such officer’s respective termination from us for any reason. Thus, Mr. Amjadi’s trading restriction
terminated as of June 17, 2004 and he may freely exercise such stock options and sell all shares of underlying common stock, which sale can adversely impe
our stock price. If Mr. Akhavan leaves us, he would be free, without restriction, to exercise such stock options and sell all shares of underlying common stock,
which sale could adversely impact our stock price. The remaining 1,000,000 and 564,122 stock options, respectively, automatically vest on the two year
anniversary of the issuance date, although vesting may be accelerated upon the achievement of certain performance criteria.

Option Grants in Last Fiscal Year

The following table contains information concerning grants of stock options made to each of the Named Executive Officers during the year ended December :

2004:

Name

Mehrdad Akhavan
Kamran Amjadi
Tracy Slavin

Paul Wassem
Wendy Roberts
James Thomas

Number of Shares
of Common Stock
Underlying
Options Granted

% of Total
Options
Granted to
Employees
in 2004

0.0%
0.0%
36.0%
0.0%
0.0%
0.0%
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Potential Realizable Value
at Assumed Annual Rates
of Stock Price Appreciation

for Option Term

Exercise

Price Per Expiration

Share Date 5% 10%

$ — $ — $ —
$ — $ — $ —
$ 0.13 06/22/14 218,693 371,718
$ — — —
$ — — —
$ — —_ —_
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Aggregated Option Exercises and Holdings

The following table presents information with respect to stock options exercised by each of our Named Executive Officers during the year ended December 3.
2004 and stock options owned by each of our named executive officers at December 31, 2004 on an aggregated basis.

Number of Securities

Number of Shares Underlying Value of Unexercised
Acquired on Value Unexercised Options at In-the—Money Options at
Name Exercise Realized December 31, 2004 December 31, 2004
Exercisable Unexercisable Exercisable Unexercisable
Mehrdad Akhavan — — 2,243,256 — $515,201 $ —_—
Kamran Amjadi — — 2,986,791 — 720,243 —
Tracy Slavin — — 26,250 327,500 3,102 90,313
Paul Wassem — — 33,500 67,000 8,903 17,806
Wendy Roberts — — 250,000 250,000 48,259 48,259
James Thomas — — 6,263 5,025 1,664 1,335

ITEM 11—SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS

The following table presents information regarding the beneficial ownership of common stock as of January 31, 2005:

. each person, or group of affiliated persons, who is the beneficial owner of more than 5% of our outstanding common stock;

. each of our Named Executive Officers;

. each of our directors; and

. all of our executive officers and directors as a group.

Unless otherwise indicated, the address of each person identified is c/o E-centives, Inc., 6901 Rockleddmive Bethesda, Maryland 20817.
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Holders of our common stock are entitled to one vote for each share held on all matters submitted to a stockholder vote. The persons named in this table hav
sole voting power for all shares of our common stock shown as beneficially owned by them, subject to community property laws where applicable and except
indicated in the footnotes to this table. Beneficial ownership is determined in accordance with the rules of the Securities and Exchange Commission. In
computing the number of shares beneficially owned by a person and the percentage ownership of that person, shares of common stock subject to options an
warrants held by that person that are currently exercisable or exercisable within 60 days after January 31, 2005 are deemed outstanding. These shares, how
are not deemed outstanding for the purpose of computing the percentage ownership of any other person.

Shares Beneficially Owned

Name Number Percent of Class
Mehrdad Akhavan (1) 2,903,256 4.8
Sean Deson 50,000 *

Peter Friedli (2) 31,329,861 50.2

c/o Friedli Corporate Finance AG
Freigutstrasse 5
8002 Zurich, Switzerland

Venturetec, Inc. (3) 10,035,263 16.3
c/o Friedli Corporate Finance AG

Freigutstrasse 5

8002 Zurich, Switzerland

New Venturetec AG (4) 10,035,263 16.3
c/o Friedli Corporate Finance AG

Freigutstrasse 5

8002 Zirich, Switzerland

InVenture, Inc. 11,983,337 20.5
c/o Friedli Corporate Finance AG

Freigutstrasse 5

8002 Zirich, Switzerland

Bank J Vontobel & Co AG 5,000,000 8.6
Bahnhofstrasse 3
8002 Zurich, Switzerland

Rahn & Bodmer Banquiers 4,187,535 7.2
Talstrasse 15, Postfach
8002 Zurich, Switzerland

Tracy Slavin (5) 26,250 *
Paul Wassem (6) 33,500 *
Wendy Roberts (7) 250,000 *
James Thomas (8) 6,263 *
Kamran Amjadi (9) 4,582,791 7.5
All executive officers and directors as a 34,342,867 53.1

group (5 persons) (10)

* Less than 1% of the outstanding shares of common stock.
(1) Includes 2,243,256 shares issuable upon exercise of vested stock options.
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(2) Includes 27,374,341 shares of common stock, 90,000 shares issuable upon exercise of vested stock options, 1,907,000 shares issuable upon exercise
warrants and 1,958,520 shares issuable upon conversions of Series B preferred stock held by Mr. Friedli individually, as well as shares of common stoc
and common stock underlying warrants held by entities over which Mr. Friedli has control, as follows: InVenture, Inc.—11,983,337 shares of common
stock; Joyce, Ltd.—235,000 shares of common stock; Pine Inc.—255,000 shares of common stock and 36,000 shares issuable upon conversions of Se
B preferred stock; Savetech, Inc.—165,383 shares of common stock; Spring Technology Corp.—177,520 shares of common stock; USVentech—145,7
shares of common stock; and Venturetec, Inc.—7,112,743 shares of common stock, 1,000,000 issuable on exercise of warrants and 1,922,520 shares
issuable upon conversions of Series B preferred stock. Mr. Friedli has sole voting and investment power with respect to 8,159,608 shares and shared v
and investment power with respect to 27,374,341 shares. See “ltem 12—Certain Relationships and Related Transactions” for a description of Mr. Fried|
relationships with these entities.

(3) Includes 7,112,743 shares of common stock, 1,000,000 issuable on exercise of warrants and 1,922,520 shares issuable upon conversions of Series B
preferred stock.

(4) Includes 7,112,743 shares of common stock, 1,000,000 issuable on exercise of warrants and 1,922,520 shares issuable upon conversions of Series B
preferred stock held by Venturetech, Inc. New Venturetec AG may be deemed to control Venturetec, Inc. by virtue of its ownership of 100% of
Venturetec, Inc.’s capital stock and its corresponding right to elect Venturetec, Inc.’s directors, and, therefore, our capital stock owned by Venturetec, In
may also be deemed to be beneficially owned by New Venturetec, Inc. New Venturetech AG has shared voting and investment power with respect to
10,035,263 shares.

(5) Includes 26,350 shares issuable upon exercise of vested stock options.

(6) Includes 33,500 shares issuable upon exercise of vested stock options.

(7) Includes 250,000 shares issuable upon exercise of vested stock options.

(8) Includes 6,263 shares issuable upon exercise of vested stock options.

(9) Includes 2,986,791 shares issuable upon exercise of vested stock options.

(10) Includes 28,084,311 shares of common stock, 2,393,006 shares issuable upon exercise of vested stock options, 1,907,000 shares issuable upon exerc
warrants and 1,958,520 shares issuable upon conversions of Series B preferred stock.

ITEM 12—CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Peter Friedli, one of our stockholders and directors, serves as the investment advisor to both Venturetec, Inc. and Pine, Inc. and also serves as President of
Venturetec, Inc. and its parent corporation, New Venturetec AG. Mr. Friedli also has relationships with several of our other stockholders; he serves as the
investment advisor to InVenture, Inc., Joyce, Ltd., Savetech, Inc., Spring Technology Corp. and USVentech, Inc. Mr. Friedli also services as the President of
Friedli Corporate Finance, Inc., a company that provides us with consulting services.

On October 8, 2002, our Board of Directors approved the issuance of 6,000,000 warrants to four investors as consideration for a $20 million financing
commitment. Two of the investors were Peter Friedli and Venturetec, and each received 1,000,000 warrants. As part of this financing, in March 2003, we
executed convertible promissory notes in favor of Friedli Corporate Finance and InVenture, Inc. The notes allow us to draw down against the available princip
of up to $6 million at any time and in any amount during the first two years of the notes. All principal drawn upon will be secured by substantially all of our
assets. Subsequent to the issuance of these promissory notes, we, Friedli Corporate Finance and InVenture, Inc. agreed to assemble a syndicate of third par
whom we would issue convertible promissory notes on terms similar to the March 2003 $6 million convertible promissory notes. The aggregate dollar amount
the convertible promissory notes that we issue to third parties through syndication will reduce, on a dollar—for—dollar basis, the $6 million convertible promissc
notes of Friedli Corporate Finance and InVenture, Inc. and the balance, if any, will continue to be available to us under the initial $6 million commitment. Durir
March 2004, the credit facility available to us under Friedli Corporate Finance’s and InVenture, Inc.’s initial commitment was increased from $6 million to $12
million, pursuant to amended notes. As part of the syndication process, through December 31, 2004 we issued convertible promissory notes totaling $10,500.
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Venturetec, Inc. and Pine, Inc. were debenture holders in Consumer Review, Inc. Therefore, as a result of our acquisition of substantially all the assets of
Consumer Review, Inc. in December 2002, Venturetec, Inc. and Pine, Inc. received 240,315 shares and 4,500 shares, respectively, of our Series B convertib
preferred stock.

In July 1996, we entered into a consulting agreement with Friedli Corporate Finance, Inc., whereby Mr. Friedli provides us with financial consulting services al
investor relations advice. Pursuant to the most recent renewed agreement, which is scheduled to expire in November 2008, Friedli Corporate Finance, Inc. is
$4,000 per month plus reimbursement of expenses related to Mr. Friedli's services. In connection with his continued support of the business and his assistan
with fundraising, on December 8, 2003, Peter Friedli was issued 345,000 warrants with an exercise price of $0.50 and an expiration date of December 8, 200
As a result of the help provided in securing the funds associated with the convertible promissory notes, Friedli Corporate Finance, Inc. was paid fees of
$1,035,000, which Friedli Corporate Finance, Inc. has indicated to us will be distributed to a number of third party banks, affiliated entities and individuals whc
assisted in the financing effort.

We are presently in discussions with Friedli Corporate Finance for a preferred stock financing which would consist of an offering of shares of a newly created
series of preferred stock designated Series C preferred stock. The Series C preferred stock will have an 8% cumulative dividend feature and will be convertib
into 10 shares of our common stock. The issue price for each share of Series C preferred stock is expected to be $4.00 per share. The Series C preferred sto
have a liquidation feature providing for a payment of 2 times the initial purchase price upon a liquidation, dissolution, merger or sale of the company. Howevel
the aggregate dollar size and other material terms and conditions have not been finalized as of the date of the Form 10-KSB and there can be no assurance
we will be able to consummate this proposed financing on acceptable terms or at all. In connection with this financing, each of InVenture, Inc., Pine, Inc. and

Venturetec, Inc. (collectively, the “Noteholders”) have agreed to exchange their existing convertible promissory notes for shares of the newly created Series C
preferred stock. The exchange is expected to be effective on March 31, 2005. Under these exchange agreements, we will issue shares of Series C preferred

to each of the Noteholders in exchange for their convertible promissory notes. Upon the exchange, the notes will be immediately cancelled and we will owe n
further amounts thereunder. As additional consideration for participating in the exchange, each Noteholder would receive a warrant to purchase shares of the
Company’s common stock, which would be exercisable on or after February 2, 2009 only if the shares of Series C preferred stock have not been converted ir
shares of common stock prior to that date. The exercise price for each warrant would equal twenty percent below the average of the market prices for the five
trading days prior to, but not including, February 2, 2009. The foregoing exchanges are expected to occur even if the proposed preferred stock financing is nc
consummated.

The following table presents information regarding the amounts of outstanding principle and accrued but unpaid interest that the Company owes each Notehc
under their convertible promissory notes, as well as the number of shares of Series C preferred stock being issued in the exchange and the number of shares
common stock underlying each of the warrants to be granted to each of the Noteholders.

Amount of Number of Shares of Common
Outstanding Principal Shares of Stock Underlying
Noteholders and Interest Preferred Stock the Warrants
InVenture, Inc. $ 5,065,288 1,266,322 2,026,115
Pine, Inc. $ 2,195,090 548,773 878,035
Venturetec, Inc. $ 3,198,795 799,699 1,279,518

As a member of our Board of Directors, through December 31, 2004, Peter Friedli has received 90,000 options as Director Compensation and in August 200~
awarded Sean Deson 50,000 shares of our common stock for his agreement to serve as Chairman of the Board.
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ITEM 13—EXHIBITS AND REPORTS ON FORM 8-K

Exhibits
See Exhibit Index attached.
Reports on Form 8-K

On October 1, 2004 we filed a Form 8-K under Section 4 reporting that the Board of Directors had engaged BDO Seidman, LLP as the Company’s independ
auditors.

ITEM 14—PRINCIPAL ACCOUNTING FEES AND SERVICES

Aggregate fees for professional services rendered to the Company by BDO Seidman, LLP and KPMG LLP for the years ended December 31, 2004 and 2003
respectively, are summarized in the table below.

2004 2003
Audit fees (1) $ 128,000 $ 210,345
Audit Related fees 0 0
Tax fees (2) 25,000 33,380
All Other fees 0 0
Total fees $ 153,000 $ 243,725

(1) Audit fees include consents and review of and assistance with documents filed with the SEC
(2) Tax fees consisted of fees for tax consultation and tax compliance services.

Audit Committee Pre—Approval Policies and Procedures

As we do not have an Audit Committee, the Board of Directors has established a policy regarding pre—approval of all audit and non-audit services provided t
by our independent auditor. On an ongoing basis, management communicates specific projects and categories of service for which the advance approval of t
Board of Directors is requested. The Board of Directors reviews these requests and advises management if the Board of Directors approves the engagement
independent auditor. On a periodic basis, management reports to the Board of Directors regarding the actual spending for such projects and services compar
the approved amounts. The projects and categories of service are as follows:

. Audit fees: Professional services rendered for the audits of the financial statements of the Company and assistance with review of documents file
with the SEC.

. Audit Related fees: Services related to employee benefit plan audits, business acquisitions, accounting consultations and consultations concernin
financial and accounting and reporting standards.

. Tax fees: Services related to tax compliance, including the preparation of tax returns, tax planning and tax advice.

. All Other fees: Other services are pre—approved on an engagement-by—engagement basis.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized, in the city of Bethesda, State of Maryland, on March 25, 2005.

E-CENTIVES, INC.

By: /sl MEHRDAD AKHAVAN

Mehrdad Akhavan
Chief Executive Officer

Pursuant to the requirements of the Securities Act of 1934, this annual report has been signed by the following persons in the capacities and on the dates
indicated.

Name Title Date
/s/  \EHRDAD AKHAVAN Chief Executive Officer (Principal Executive Officer) March 25, 2005
and Director
Mehrdad Akhavan
[s/ TRACY | SAVIN Chief Financial Officer (Principal Financial and March 25, 2005
Accounting Officer)
Tracy L. Slavin
[s] ~ EAN DESON Chairman and Director March 25, 2005
Sean Deson
/s/  PETERERIEDLI Director March 25, 2005
Peter Friedli
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
E-centives, Inc.
Bethesda, MD

We have audited the accompanying balance sheet of E-centives, Inc. (the Company) as of December 31, 2004 and the related statement of operations,
stockholders’ equity (deficit) and comprehensive loss, and cash flows for the year then ended. These financial statements are the responsibility of the Compa
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. The Company is not req
to have, nor were we engaged to perform, an audit of its internal control over financial reporting. Our audit included consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made
management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

As discussed in Note 1 to the financial statements, the Company is dependent upon its principal stockholder for continued funding.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of E-centives, Inc. at December 31, 200.
and the results of its operations and its cash flows for the year then ended in conformity with accounting principles generally accepted in the United States of
America.

/s/ BDO Seidman, LLP
Bethesda, MD
March 11, 2005, except for Note 16(c) which is as of March 29, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
E-centives, Inc.:

We have audited the accompanying consolidated balance sheet of E-centives, Inc. and subsidiary as of December 31, 2003, and the related consolidated
statements of operations, stockholders’ equity (deficit) and comprehensive loss and cash flows for the year then ended. These consolidated financial stateme
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our auc

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that v
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes exami
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles usec
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonabl
basis for our opinion.

As discussed in Note 1 to the consolidated financial statements, the Company is dependent upon its principal shareholder for continued funding.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of E-centives, Inc. and
subsidiary as of December 31, 2003, and the results of their operations and their cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States of America.

/sl KPMG LLP
McLean, Virginia
June 29, 2004
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E-CENTIVES, INC.

BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance for doubtful accounts of $64,081 and $63,086 at December 31,
2004 and December 31, 2003, respectively
Other receivables
Prepaid expenses
Restricted cash

Total current assets
Property and equipment, net
Other intangible assets, net
Restricted cash

Deferred financing fee
Other assets

Total assets

LIABILITIES AND STOCKHOLDERS'’ DEFICIT
Current liabilities:
Accounts payable
Accrued expenses
Deferred revenue
Current portion of capital leases
Other liabilities

Total current liabilities

Capital leases, net of current portion
Long-term debt

Other long—term liabilities

Total liabilities

Commitments and contingencies

Stockholders’ deficit:

Series B convertible preferred stock (voting), $.01 par value, 400,000 shares of preferred stock
authorized, issued, and outstanding at December 31, 2004 and December 31, 2003.

December 31, 2004

$ 303,136

1,370,240
28,848
93,636
70,000

1,865,860
257,723
534,286

1,088,455
11,000

$ 3,757,324

$ 3,060,148
1,002,691
254,669
122,710
672,475

5,112,693
5,208
10,500,000
814,452

16,432,353

4,000

Common stock, $.01 par value, 120,000,000 shares authorized 58,388,946 and 57,663,609 shares issued

and outstanding at December 30, 2004 and December 31, 2003, respectively.
Additional paid-in capital

Accumulated deficit

Total stockholders’ deficit

Total liabilities and stockholders’ deficit

See accompanying notes to financial statements.

F-4

583,889
126,627,098

(139,890,016)

(12,675,029)

$ 3,757,324

December 31, 2003

$ 285,076
1,582,763

67,367
57,069

1,992,275
849,407
2,063,507
70,000
857,840

$ 5,833,029

$ 2,654,601
842,967
653,741
297,327
214,783

4,663,419
31,718
3,450,000
124,465

8,269,602

4,000
576,636

126,073,611
(129,090,820)

(2,436,573)

$ 5,833,029
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E-CENTIVES, INC.

STATEMENTS OF OPERATIONS

Revenue

Operating expenses:

Cost of revenue

Product development, exclusive of stock—based compensation
General and administrative, exclusive of stock—based compensation
Sales and marketing, exclusive of stock—-based compensation
Stock-based compensation:

Product development

General and administrative

Sales and marketing

Loss from operations
Interest expense
Interest income
Other income

Loss before income taxes
Income taxes

Net loss

Basic and diluted net loss per common share
Shares used to compute basic and diluted net loss per common share

See accompanying notes to financial statements.
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Year ended December 31

2004 2003

$ 5386193 $ 6,059,123
2,865,216 2,866,193
1,359,355 2,518,649
8,192,374 7,632,263
1,591,263 2,311,809
16,830 156,316
374,513 2,203,114
57,232 248,146
(9,070,590) (11,877,367)
(1,732,135) (479,172)
3,529 10,963

— 3,386

(10,799,196)

(12,342,190)

$ (10,799,196)

$ (12,342,190)

$ (0.19)
57,881,791

$ (0.29)
42,521,083
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E-CENTIVES, INC.

STATEMENTS OF STOCKHOLDERS’ EQUITY (DEFICIT) AND COMPREHENSIVE LOSS

Series A Series B
Preferred Stock Preferred Stock Common Stock Other Total
Add_itional ) Comprehensive Stock%toa;ders’
paid—in Comprehensive  Gain Accumulated

Shares Amount Shares Amount  Shares Amount Capital Loss (Loss) Deficit Equity (Deficit)
Balance at January 1,
2003 2,000,000 $ 20,000 400,000%$4,00037,349,284$373,493$123,452,566 $ 3,386 $(116,748,630% 7,104,815
Conversion of Series A
preferred stock to
common stock (2,000,000) (20,000) — — 20,000,000 200,000 (180,000) — — — —
Issuance of Warrants — — — — — — 155,250 — — — 155,250
Exercise of stock
options — — — — 314,325 3,143 38,219 — — — 41,362
Stock-based
compensation — — — — — — 2,607,576 — — — 2,607,576
Foreign Currency
Translation Adjustment — — — — — — — (3,386) (3,386) — (3,386)
Net loss — — — — — — — (12,342,190) — (12,342,190) (12,342,190)
Comprehensive loss $(12,345,576)
Balance at December
31, 2003 — — 400,000 4,00057,663,609 576,636 126,073,611 0 (129,090,820) (2,436,573)
Exercise of stock
options — — — — 575,337 5,753 70,184 — — — 75,937
Stock-based
compensation — — — — — — 448,575 — — — 448,575
Conversion of warrants
to common stock — — — — 100,000 1,000 15,233 — — — 16,233
Issuance of common
stock to Chairman of the
Board — — — — 50,000 500 19,495 — — — 19,995
Net loss — — — — — — — (20,799,196) — (10,799,196) (10,799,196)
Comprehensive loss $(10,799,196)
Balance at December
31, 2004 — $ — 400,000%$4,00058,388,946$583,889$126,627,098 $ 0 $(139,890,016)$(12,675,029)

See accompanying notes to financial statements.
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Cash flows used in operating activities:

E-CENTIVES, INC.
STATEMENTS OF CASH FLOWS

Year ended December 31

2004

2003

Net loss $ (10,799,196) $ (12,342,190)
Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization 2,263,541 3,006,890
Amortization of deferred financing fee 474,385 222,160
Stock-based compensation 448,575 2,607,576
Issuance of common stock to Chairman of the Board 19,995 —
Issuance of warrants for consulting services — 155,250
Foreign currency translation gain — (3,386)
Provision for doubtful accounts 30,000 44,097
(Increase) decrease in:

Accounts receivable 182,522 1,346,269
Prepaid expenses and other current assets (26,269) 246,724
Other receivables (28,848) 140,169
Increase (decrease) in:

Accounts payable 405,548 721,845
Deferred revenue (399,072) (441,872)
Accrued expenses and other liabilities 1,312,841 (775,759)
Net cash used in operating activities (6,115,978) (5,072,227)
Cash flows from investing activities:

Decrease in restricted cash 57,069 617,980
Acquisition of property and equipment (27,139) (51,531)
Refund of purchase of property and equipment — 25,050
(Increase) decrease in security deposits (11,000) 14,790
Acquisition of Collabrys (15,000) —
Purchase of intangible asset (62,637) (411,299)
Net cash (used in) provided by investing activities (58,707) 194,990
Cash flows from financing activities:

Payments on obligations under capital lease (244,425) (286,403)
Proceeds from issuance of debt 7,050,000 3,450,000
Debt issuance costs (705,000) (360,000)
Proceeds from conversion of warrants 75,937 —
Exercise of stock options 16,233 41,362
Net cash provided by financing activities 6,192,745 2,844,959
Net increase (decrease) in cash and cash equivalents 18,060 (2,032,278)
Cash and cash equivalents, beginning of period 285,076 2,317,354
Cash and cash equivalents, end of period $ 303,136 $ 285,076
Supplemental disclosure of cash flow information:

Cash paid for interest $ 15,775 $ 32,973

Supplemental disclosure of non—cash investing and financing activities:

During 2004, the Company entered into capital leases totaling approximately $43,000.

During 2003, 2,000,000 shares of the Company’s series A convertible preferred stock was converted into 20,000,000 shares of the Company’s common
stock.

During December 2003, the Company issued 345,000 warrants valued at $155,250.

During 2003, the Company entered into capital leases totaling approximately $138,000.

See accompanying notes to financial statements.
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E-CENTIVES, INC.

NOTES TO FINANCIAL STATEMENTS
(1) Organization

E-centives, Inc. (“E-centives” or the “Company”) was established as Imaginex, Inc. on August 2, 1996, through incorporation in the State of Delaware. Durin
October 1996, the Company amended its articles of incorporation to change its name to Emaginet, Inc. and again, in March 1999, the Company amended its
articles of incorporation to change its name to E—centives, Inc. During March 2001, the Company expanded its international operations by establishing a
subsidiary in the United Kingdom, E-centives Limited. However, the operations of this subsidiary were terminated in conjunction with the Company’s second
quarter 2002 restructuring plan that involved closing down the operating activities of the Commerce Division and the PerformOne Network.

E-centives provides interactive database marketing technologies and services, as well as on-line advertising capabilities and solutions for companies across
range of industries. Businesses rely on the Company'’s solutions to acquire and retain customers. With its proprietary technology, the Company provides
acquisition and retention solutions for companies that do business with millions of Internet users every day. The Company currently derives its revenues from
two divisions: the Interactive Database Marketing division and the ConsumerREVIEW.com division. The principal offerings of the Interactive Database
Marketing division include: data warehousing, online reporting, Internet couponing, e-mail marketing, strategic consulting and program management, user
experience design and development, as well as analytics and data mining. The ConsumerREVIEW.com division provides on-line advertising and e—commerc
services through its network of web communities.

One of the Company’s Interactive Database Marketing Division customers, Reckitt Benckiser, contributed 22% and 45%, respectively, of the Company’s
revenue for the years ended December 31, 2004 and 2003. This customer’s initial contract expired in October 2002, its first renewal agreement with the
Company expired in October 2003, and the customer entered into a subsequent renewal agreement that expired in December 2004. The customer recently s
another renewal agreement that expires in December 2005. Due to the lower scope of work to be performed by the Company, and the customer’s savings thr
automation, the fixed fees associated with the renewal agreements have been lower than the original agreement. However, fees may increase with the additi
new countries, brands and services with the customer, which additions are currently under negotiation. Loss of this customer could have a material adverse e
on the Company'’s business, financial condition, results of operations and cash flow.

The Company currently anticipates that future revenues and cash from existing financing sources will be sufficient to meet its anticipated cash needs for work
capital and capital expenditures into the first quarter of 2006. This forecast is based on the Company’s plan to use funds from the financing commitment
described below. The Company’s existing credit arrangement is with Friedli Corporate Finance, Inc. and InVenture, Inc., two entities controlled by the
Company’s principal stockholder and director, Peter Friedli, and is structured in the form of two $6 million global three—year convertible promissory notes that
were issued in March 2003 and March 2004. As of February 28, 2005, the Company had borrowed $11 million of the $12 million available pursuant to these
convertible promissory notes. Friedli Corporate Finance also has provided a written commitment to provide the Company with debt or equity financing of up tc
$20 million in the aggregate, of which $12 million was in the form of the two $6 million convertible promissory notes. If Friedli Corporate Finance is unable to
fulfill its financing commitment or the Company is not offered financing on acceptable terms and conditions, the Company may not be able to replace such
committed funds on acceptable terms or at all. The Company is presently in discussions with Friedli Corporate Finance for a preferred stock financing which
would consist of an offering of shares of a newly created series of preferred stock designated Series C preferred stock. However, the aggregate dollar size ar
other material terms and conditions of this preferred stock financing have not been finalized as of the date of this Form 10-KSB and there can be no assuran
that we will be able to consummate
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E-CENTIVES, INC.

NOTES TO FINANCIAL STATEMENTS—(Continued)

this proposed financing on acceptable terms or at all. If future revenues are insufficient to cover the Company’s operating costs, the Company will need to se
additional funds to continue operations. In addition, the Company may need to raise additional funds sooner than anticipated to respond to competitive presst
to develop new or enhanced products or services, to fund our future expansion or to make acquisitions. The Company cannot be certain that additional financ
will be available on acceptable terms or at all. If adequate funds are not available, or not available on acceptable terms, the Company may not be able to con
operations.

(2) Summary of Significant Accounting Policies
(a) Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires management to
make estimates and assumptions that affect the reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results may differ from those estimates.

Estimates are used in accounting for, among other things, allowances for uncollectible receivables, recoverability of long-lived assets, intangible assets,
depreciation and amortization, goodwill, employee benefits, restructuring accruals, taxes and contingencies. Estimates and assumptions are reviewed periodi
and the effects of revisions are reflected in the financial statements in the period they are determined to be necessary.

(b) Cash and Cash Equivalents

All highly liquid investments with maturities of three months or less when purchased are considered cash equivalents. Those investments with maturities less
than twelve months at the balance sheet date are considered short-term investments. Cash and cash equivalents consist of cash on deposit with banks and |
market funds stated at cost, which approximates fair value.

(c) Property and Equipment

Property and equipment are stated at cost, and equipment under capital leases are stated at the present value of minimum lease payments. Depreciation is
calculated using the straight-line method over the estimated useful lives of the assets, which range from three to seven years. Equipment under capital lease
leasehold improvements are capitalized and amortized using the straight-line method over the shorter of their estimated useful life or the term of the respecti
lease (see Note 6).

Expenditures for maintenance and repairs are charged to expense as incurred. Expenditures for major renewals and betterments that extend the useful lives
property and equipment are capitalized and depreciated over the remaining useful lives of the asset. When assets are retired or sold, the cost and related
accumulated depreciation are removed from the accounts and any resulting gain or loss is recognized in the results of operations.

(d) Long-Lived and Amortizable Intangible Assets

Effective January 1, 2002, the Company adopted the provisions of FAS 144, Accounting for the Impairment or Disposal of Long-Lived Assets, which superce
both FAS 121 and the accounting and reporting provisions of APB Opinion 30, Reporting the Results of Operations—Reporting the Effects of Disposal of a
Segment of a
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NOTES TO FINANCIAL STATEMENTS—(Continued)

Business, and Extraordinary, Unusual and Infrequently Occurring Events and Transactions, for the disposal of a segment of a business (as previously definec
that Opinion). The Company assesses the recoverability of long-lived assets, including amortizable intangible assets, whenever adverse events or changes i
circumstances or business climate indicate that the carrying value of the asset may not be recoverable. Each impairment test is based on a comparison of the
undiscounted cash flows to the recorded value of the asset. If impairment is indicated, the asset is written down by the amount, if any, in which the carrying v:
of the asset exceeds the related fair value of the asset. No impairment charges were recorded during the years ended December 31, 2004 and 2003.

In accordance with the amortization provisions of FAS 142, Goodwill and Other Intangible Assets, the Company amortizes intangible assets with definite usef
lives over their respective estimated useful lives to their estimated residual values, and reviews them for impairment in accordance with FAS 144,

Amortizable intangible assets at December 31, 2004 and December 31, 2003, consisted of patents, technology and tradenames, which were acquired in
connection with the BrightStreet.com and ConsumerREVIEW.com acquisitions. As of December 31, 2004, the Company had the following amortizable
intangible assets:

Gross Carrying

Accumulated

Net

Amount Amortization Value
Amortizable intangible assets:
Patents $ 473,936 $ (473,936) $ —
Technology 3,774,685 (3,274,746) 499,939
Tradenames 112,408 (78,061) 34,347
Total amortizable intangible assets $ 4,361,029 $(3,826,743) $534,286
Aggregate Amortization Expense:
For the year ended December 31, 2004 $ 1,591,858

Estimated Amortization Expense:
For the year ended December 31, 2005 $ 534,286
For the year ended December 31, 2006 $ =
For the year ended December 31, 2007 $

(e) Goodwill

Goodwill represents the excess of costs over fair value of tangible and separately identifiable intangible assets of businesses acquired. The Company adopte
provisions of FAS 142 as of January 1, 2002. Goodwill and intangible assets acquired in a purchase business combination that are determined to have an
indefinite useful life are not amortized, but instead tested for impairment at least annually in accordance with the provisions of FAS 142. At December 31, 20C
and December 31, 2003, the Company had no goodwill or other intangible assets with indefinite useful lives.

(f) Deferred Revenue

Deferred revenue represents billings or collections on contracts in advance of performance of services and is recognized as revenue as the related service is
performed based upon the applicable revenue recognition methodology.

(g9) Revenue Recognition

Revenue is generated by providing promotions marketing services, e—mail marketing services, advertising services and various other consulting services, as
as licensing our software products. Revenue is currently generated by providing the services of the Company’s two divisions: Interactive Database Marketing
division and ConsumerREVIEW.com.
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The Interactive Database Marketing division, which represented 55% and 56% of the Company'’s revenue for the years ended December 31, 2004 and 2003,
respectively, is a solution that allows businesses to build direct consumer relationships. Revenue is generated by charging fees for data hosting, database
management, e—mail delivery, promotion delivery, campaign and program management, strategy services, creative services, as well as various analytical
services. Revenue related to one-time service fees for setting up the customer is recognized ratably over the expected term of the customer relationship and
other revenue is recognized when the service is provided, assuming collection is reasonably assured. For agreements that also include a performance-basec
incentive fee component that is not finalized until a specified date, we recognize the amount that would be due under the formula at interim reporting dates as
the contract was terminated at that date. This policy does not involve a consideration of future performance, but does give rise to the possibility that fees earn
by exceeding performance targets early in the measurement period may be reversed due to missing performance targets later in the measurement period. TF
Company’s only client with a performance-based incentive fee contributed no such revenue for the year ended December 31, 2004, while for the year ended
December 31, 2003 there was $319,000 in such revenue. The original agreement (which ended in October 2002) and the first renewal agreement (which end
October 2003) included performance-based incentive fees, while the second renewal agreements (which ended in December 2004) did not contain a
performance-based incentive fee component.

ConsumerREVIEW.com, which was acquired in December 2002, manages web communities around common product interests. The web properties are
dedicated to meeting the needs of consumers who are researching products on the web. Revenue is predominantly generated through on-line advertising an
e—commerce fees. Advertising revenue is derived from the sale of advertisements on pages delivered to community members of our websites. This revenue i
recognized in the period in which the advertisements are delivered. E-commerce fees are derived from on-line performance—based programs and are earne:
either a lead referral basis or on an affiliate commission basis. Revenue is earned from performance-based programs when a user of our websites responds
commerce link by linking to a customer’s websites. For lead referral programs, customers are charged on a cost—per—click basis, and revenue is recognized i
month the click occurs. For affiliate—commission programs revenue is recognized when the commission is earned, which is in the month the transaction occul
ConsumerREVIEW.com represented 45% and 44% of the Company’s total revenue for years ended December 31, 2004 and 2003, respectively.

(h) Cost of Revenue

Cost of revenue consists primarily of expenses related to providing the Company’s services, including related personnel costs, depreciation of servers, contel
costs, as well as network and hosting charges.

(i) Product Development Costs

Product development consists primarily of compensation and related benefits and other operating expenses associated with the Company’s technology
department. The technology performs research and development, enhances and maintains existing products and provides quality assurance. The Company
expenses product development costs as they are incurred, as the costs do not meet the criteria to be capitalized.

() Sales and Marketing Costs

Sales and marketing expenses consist primarily of payroll, sales commissions and related expenses for personnel engaged in sales, marketing and customet
support, as well as advertising and promotional expenditures. Such costs are expensed as incurred.
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(k) Advertising Costs

Advertising costs are expensed as incurred. Advertising expense was approximately $0 and $5,000 for the years ended December 31, 2004 and 2003,
respectively.

() Stock-Based Compensation

At December 31, 2004, the Company had one stock—based employee compensation plan, which is described more fully in Note 13c. As permitted under FAS
148, Accounting for Stock-Based Compensation—Transition and Disclosure, which amended FAS 123, Accounting for Stock—-Based Compensation, the
Company has elected to continue to follow the intrinsic value method in accounting for its stock—-based employee compensation arrangement as defined by A
25, Accounting for Stock Issued to Employees, and related interpretations including FASB Interpretation No. 44, Accounting for Certain Transactions involvin
Stock Compensation an interpretation of APB Opinion No. 25. The following table illustrates the effect on net income and earnings per share if the Company |
applied the fair value recognition provisions of FAS 123 to stock—based employee compensation.

Year ended December 31

2004 2003
Net loss applicable to common stockholders, as reported $ (10,799,196) $ (12,342,190)
Add: Total stock-based employee compensation expense included in reported net loss, net of
related tax effects 448,575 2,607,576
Deduct: Total stock—based employee compensation expense as determined under fair value based
method for all awards, net of related tax effects (2,918,302) (2,069,647)
Pro forma net loss $ (12,268,923) $ (11,804,261)
Basic and diluted net loss per share:
As reported $ (0.19) $ (0.29)
Pro forma (0.21) (0.28)

(m) Income Taxes

The Company uses the asset and liability method of accounting for income taxes. Under the asset and liability method, deferred tax assets and liabilities are
recognized for future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases and operating and tax loss carry forwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of
change in tax rates is recognized in income in the period that includes the enactment date. The Company records a valuation allowance to reduce the deferre
assets to the amount that is more likely than not to be recognized.

(n) Net Income (Loss) Per Share

The Company computes net income (loss) applicable to common stockholders in accordance with FAS 128, Earnings Per Share. Under the provisions of FAS
128, basic net income (loss) available per share is computed by dividing the net income (loss) available to common stockholders for the period by the weighte
average number of common shares outstanding during the period. Diluted net income (loss) available per share is computed by dividing the net income (loss)
the period by the weighted average number of common and dilutive common equivalent shares outstanding during the period. As the Company had a net los
each of the periods presented, basic and diluted net income (loss) available per share is the same.
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(o) Fair Value of Financial Instruments

The Company considers the carrying value of the Company’s financial instruments, which include cash equivalents, restricted cash, accounts receivable,
accounts payable, and accrued expenses to approximate fair value at December 31, 2004 and 2003 because of the relatively short period of time between
origination of the instruments and their expected realization or settlement. The convertible promissory notes issued in connection with the Company’s
syndication process were recorded at their respective face values, which are assumed to approximate fair value.

(p) Concentration of Credit Risk

Financial instruments, which potentially subject the Company to concentrations of credit risk, consist of cash and cash equivalents, restricted cash and accou
receivable. The Company maintains its cash and cash equivalents and restricted cash with high quality financial institutions. At times, these accounts may ex
federally insured limits. The Company has not experienced any losses in such bank accounts. The Company believes it is not exposed to significant credit ris
related to cash and cash equivalents and short-term investments.

In the year ended December 31, 2004, the Company incurred charges related to bad debts of approximately $30,000. While the Company believes that its
allowance for doubtful accounts as of December 31, 2004 is adequate to cover any difficulties with the collection of its accounts receivable balance, there car
no assurance that the allowance will be adequate to cover any receivables later deemed to be uncollectible.

For the years ended December 31, 2004 and 2003, one customer accounted for 22% and 45%, respectively, of the Company’s total revenue.
(q) Retirement Plan

The Company sponsors a defined contribution retirement plan established under the provisions of Internal Revenue Code 401(k). Eligible employees may def
up to 25% of their pre—tax earnings, subject to the Internal Revenue Service’s annual contribution limit. The 401(k) plan permits the Company to make
additional discretionary matching contributions on behalf of all participants in the 401(k) plan in an amount determined by the Company; however, no
contributions have been made for the years presented.

(r) Comprehensive Income (Loss)

Effective January 1, 1998, the Company adopted the provisions of FAS 130, Reporting Comprehensive Income. FAS 130 established standards for reporting
comprehensive income and its components in financial statements.

The functional currency of the Company’s international operation, which was closed during 2002, was the local currency. Accordingly, all assets and liabilities
of its U.K. subsidiary were translated using exchange rates in effect at the end of the period, and revenue and costs were translated using weighted average
exchange rates for the period. The related translation adjustments were reported in accumulated other comprehensive income (loss) in stockholders’ equity
(deficit).

Year Ended December 31,

2004 2003
Net loss $(10,799,196) $(12,342,190)
Other comprehensive income (loss):
Foreign currency translation adjustments — (3,386)
Comprehensive loss $(10,799,196) $(12,345,576)
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(s) Recent New Accounting Pronouncements

In December 2004, the FASB issued FAS 123(R), Share-Based Payments. FAS 123(R) requires stock options and other share-based payments made to
employees to be accounted for as compensation expense and recorded at fair value, and to reflect the related tax benefit received upon exercise of the optio
the statement of cash flows as a financing activity inflow rather than an adjustment of operating activity as currently presented. Consistent with the provisions
the new standard, the Company intends to adopt FAS 123(R) in the first quarter of 2006. The ultimate impact of adopting FAS 123(R) is not yet known.

(t) Reclassifications

Certain reclassifications have been made to prior year balances in order to conform to the current year's presentation.
(3) Equity Offerings

(a) Initial Public Offering

On October 3, 2000, the Company completed its initial public offering (“IPO”") in which it sold 3,700,000 shares of its common stock to investors in Switzerlanc
resulting in proceeds to the Company of approximately $36.7 million, after deducting underwriters’ commissions and other offering-related expenses. In
connection with the IPO, 1,700,000 shares of the Company’s then—existing Series A convertible preferred stock, 2,500,000 shares of the Company’s
then—-existing Series B convertible preferred stock, and 2,328,434 shares of the Company’s then—existing Series C convertible redeemable preferred stock wi
converted to common stock on a one—for-one basis.

(b) Rights Offering

On October 19, 2001, the Company closed a rights offering of common stock for approximately $24.6 million with subscriptions for 20,000,000 shares. Each
subscriber in the rights offering also received, for no additional consideration, based upon the number of shares of common stock purchased by such subscril
the rights offering, a pro-rata portion of 2,000,000 shares of the Company’s Series A convertible preferred stock, convertible on a 10—for-1 basis into
20,000,000 shares of common stock under certain circumstances (see Note 14a). After deducting expenses, underwriting discounts and any foreign currency
the net proceeds from this transaction were approximately $22.2 million, with $12.6 million of the net proceeds received by December 31, 2001 and the
remaining net proceeds of $9.6 million, which related to promissory notes issued to the Company as part of the consideration for the rights offering, was recei
during the second quarter of 2002.

During 2003, all of the shares of the Company’s Series A convertible preferred stock, that were issued in connection with the rights offering, were converted i
20,000,000 shares of the Company’s common stock. Such shares of common stock have been listed on the SWX Swiss Exchange since February 21, 2002.

(c) Series B Convertible Preferred Stock

During December 2002, the Company issued 400,000 shares of Series B convertible preferred stock as part of the Company’s acquisition of substantially all
the assets of Consumer Review, Inc. See Notes 4b and 13b.

(d) Warrants

In December 2001, as part of the purchase price for substantially all of BrightStreet.com’s assets, the Company issued a warrant to purchase 500,000 shares
the Company’s common stock and a contingent performance—based warrant to purchase up to 250,000 shares of the Company’s common stock. The warran
500,000 is exercisable from June 3, 2002 through December 3, 2005 at an exercise price of $0.5696 per share. The performance-based warrant was exercis
in whole or in part, beginning June 4, 2003 until December 3, 2005 based upon the achievement of certain performance targets at an exercise price of $2.44
share. However, since the target revenue was not reached, the warrants were not earned and were deemed expired as of June 3, 2003. See Note 4c.
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On October 8, 2002, the Company’s Board of Directors authorized the issuance of 6,000,000 warrants to four investors as consideration for a $20 million

financing commitment, which was memorialized in a letter to the Company, by Friedli Corporate Finance, dated September 12, 2002. In the commitment lette
Friedli Corporate Finance, agreed to provide the Company with the $20 million financing commitment, for continued operations and future business expansior
purposes, in both sales and marketing and merger and acquisition activities. The warrants were issued to the investors in January 2003 in connection with Fr
Corporate Finance agreeing to provide the financing commitment. The warrants entitle each investor to purchase one share of the Company’s common stock
$0.01 per value per share, for an initial exercise price of CHF 0.19 per share during the exercise period. Pursuant to an amendment to the warrants, the exerc
period began three months from January 6, 2003 and will end on April 7, 2008. The fair value of these warrants, using the Black—Scholes pricing model on thi
date they were granted, is estimated to be approximately $720,000 and was recorded as a deferred financing fee. This deferred financing fee is being amorti:
to interest expense, over the three—year life of the $6 million convertible promissory note, dated March 18, 2003, that was issued in relation to these warrants

In addition, on December 8, 2003, Peter Friedli was issued 345,000 warrants, with an exercise price of $0.50 and an expiration date of December 8, 2007, in
connection with his continued support of the business and his assistance with fundraising. The fair value of these warrants, using the Black—-Scholes pricing
model on the date they were granted, is estimated to be approximately $155,000 and was included as a component of general and administrative costs in the
accompanying statement of operations.

(4) Acquisitions
(a) Collabrys

On June 29, 2004, the Company entered into an Asset Purchase Agreement (“Agreement”) with Collabrys, Inc. (“Collabrys”), whereby the Company acquired
substantially all of the assets of Collabrys. The assets acquired primarily consisted of hardware, software, furniture and customer list, none of which are
considered significant. Collabrys was acquired for $15,000 in cash at closing, plus future royalty payments as defined in the Agreement. The acquisition was
accounted for under the purchase method of accounting and, accordingly, the purchase price was allocated to the assets acquired based on their estimated f
values at the acquisition date. The Company does not expect the royalty payments to be significant and are therefore expensing the royalty as it is incurred.

Collabrys is a provider of interactive marketing technologies and services to enable customer acquisition and retention. Similar to the Company’s E-mail
Marketing System component of its Interactive Database Marketing division, Collabrys enables businesses to cost-effectively conduct e-marketing without
having to acquire or develop their own e—mail infrastructure and manage the process. This solution consists of list management and hosting, strategy and cre
services, e-mail delivery and management, as well as tracking and reporting services. In addition, Collabrys enables a streamlined solution to source content
from third party publishers, content providers and creators, as well as to facilitate the content selection, approval, management and e—publication process thr
Web-based tools.

(b) ConsumerREVIEW.com

On December 4, 2002, the Company acquired substantially all of Consumer Review Inc.’s assets and certain of its liabilities through an Asset Purchase
Agreement. The cost of the acquisition was approximately $2.6 million, consisting of 400,000 shares of Series B convertible preferred stock valued at
approximately $2.1 million, $290,000 in cash and about $216,000 in acquisition costs. Upon the one year anniversary of the closing date, the conversion rate
each share of the Series B convertible preferred stock was determined based upon the achievement of contractually defined revenue during the calculation p
and was adjusted pursuant to a
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defined schedule. Based upon the revenue generated by the ConsumerREVIEW.com division during the calculation period, the conversion rate for each shar
the Series B convertible preferred stock has been adjusted to 8 to 1.

The acquisition was accounted for under the purchase method of accounting and, accordingly, the purchase price was allocated to the assets acquired and
liabilities assumed based on their estimated fair values at the acquisition date. The Company engaged a third—party appraiser to perform a valuation of the St
B convertible preferred stock and the intangible assets. The Company is amortizing the identifiable intangible assets on a straight-line basis over three years
total purchase price of $2,573,471 was allocated as follows:

Cash $ 352,097
Fixed assets 231,834
Accounts receivable 284,082
Technology 1,688,380
Tradenames 112,408
Other liabilities (95,330)
Total consideration $2,573,471

(c) BrightStreet.com

On December 3, 2001, the Company entered into an Asset Purchase Agreement (the “Agreement”) with BrightStreet.com, Inc. (“BrightStreet.com”), whereby
the Company acquired substantially all of BrightStreet.com’s assets and certain of its liabilities. The Company acquired BrightStreet.com for approximately $2
million, consisting of approximately $1.7 million in cash, a guaranteed warrant to purchase 500,000 shares of the Company’s common stock valued at
approximately $185,000, a contingent performance-based warrant to purchase up to 250,000 shares of the Company’s common stock and approximately
$369,000 in acquisition costs. The cash payments consisted of approximately $843,000 in cash advances to fund BrightStreet.com’s working capital under th
terms of a Management Services Agreement and an $825,000 payment at closing. The guaranteed warrant is exercisable from June 3, 2002 through Decem!
2005 at an exercise price of $0.5696 per share. The performance-based warrant is exercisable, in whole or in part, beginning June 4, 2003 until December 3
2005 based upon the achievement of certain performance targets at an exercise price of $2.44 per share. Because the target revenue was not met, the
performance—based warrant was not earned.

In conjunction with the Agreement, the Company entered into a Patent Assignment Agreement (the “Assignment”) with BrightStreet.com. Pursuant to the
Assignment, BrightStreet.com has agreed to assign to the Company all rights, title and interest in and to all the issued and pending BrightStreet.com patents
(collectively, the “Patents”), subject to certain pre—existing rights granted by BrightStreet.com to third parties (“Pre—existing Rights”), provided the Company
makes a certain payment to BrightStreet.com by December 3, 2005 (the “Payment”). If the Company makes such Payment by that date, the Company shall o
all rights, title and interest in and to the Patents, subject to the Pre—existing Rights. Until such Payment is made, the Company has, subject to the Pre—existin
Rights, an exclusive, worldwide, irrevocable, perpetual, transferable, and sub-licensable right and license under the Patents, including the rights to control
prosecution of the Patents and Patent applications and the right to sue for the infringement of the Patents. Until the Company takes formal title to the Patents
may not grant an exclusive sublicense to the Patents to any unaffiliated third party. In the event the Company does not make the Payment by December 3, 2(
the Company shall retain a license to the Patents, but the license shall convert to a non—exclusive license, and other rights to the Patents and Patent applicat
shall revert to BrightStreet.com or its designee.
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In exchange for the rights granted under the Assignment, beginning December 2002, the Company is obligated to pay BrightStreet.com ten percent of revent
received that are directly attributable to (a) the licensing or sale of products or functionality acquired from BrightStreet.com, (b) licensing or royalty fees receiv
from enforcement or license of the patents covered by the Assignment, and (c) licensing or royalty fees received under existing licenses granted by
BrightStreet.com to certain third parties. If the total transaction compensation paid at any time prior to December 3, 2005 exceeds $4,000,000, the Payment v
be deemed to have been made. Additionally, the Company has the right, at any time prior to December 3, 2005, to satisfy the Payment by paying to
BrightStreet.com the difference between the $4,000,000 and the total compensation already paid. As of December 31, 2004, the Company recorded

approximately $474,000 in additional transaction compensation, representing $124,000 royalty accrual and $350,000 in patent fees.

The BrightStreet.com acquisition was accounted for under the purchase method of accounting and, accordingly, the purchase price was allocated to the asse
acquired and liabilities assumed based on their estimated fair values at the acquisition date. The Company is amortizing the identifiable intangible assets on &

straight-line basis over three years. The original total purchase price of $2,221,901 was allocated as follows:

Fixed assets, net
Accounts receivable
Licensed technology
Capital lease obligations
Other liabilities

Total consideration

Due to additional transaction compensation incurred during the years ended December 31, 2004 and 2003, the Company subsequently recorded a patent
intangible asset for $474,000, representing the $124,000 royalty accrual (as noted above) and $350,000 in patent fees. This intangible asset has the potentia

increase if the Company incurs more transaction compensation related to the Patent.

(5) Letters of Credit

The Company'’s restricted cash relates to three letters of credits associated with their Bethesda, Maryland office, their Foster City Office and their D&O

Insurance policy. The following table shows the balances of restricted cash as of December 31, 2004:

Current Restricted Cash Balance at December 31, 2003
Non-Current Restricted Cash Balance at December 31, 2003

Total Restricted Cash Balance at December 31, 2003
Activity

Interest

Transfers to operating account

Total activity

Current Restricted Cash Balance at December 31, 2004
Non-Current Restricted Cash Balance at December 31, 2004

Total Restricted Cash Balance at December 31, 2004

$ 742,301
136,827
2,086,305
(695,479)
(48,053)

$2,221,901

Bethesda, Foster City, D&O
Maryland California Insurance Total
$ — $ 40,849 $ 16,220 $ 57,069
70,000 —_ —_ 70,000
70,000 40,849 16,220 127,069
— 901 — 901
— (41,750) (16,220) (57,970)
— (40,849) (16,220) (57,069)
70,000 — — 70,000
$ 70,000 $ = $ — $ 70,000
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(a) Bethesda, Maryland Office

As part of the amended and modified lease agreement dated June 29, 2000 for the Company’'s headquarters office space lease in Bethesda, Maryland, the
Company was required to have an irrevocable letter of credit as a security deposit throughout the lease term of five years. In the event that the letter of credit
drawn upon, the Company established a certificate of deposit for an equivalent amount, which served as collateral for the letter of credit. The $449,579 letter
credit, which was reduced from the first year value of $542,984 on June 29, 2001, was to be reduced by 20% on the first day of each subsequent lease year.
However, in accordance with a September 25, 2002 partial lease termination agreement, which provided for early termination of half of the office space, a ne\
letter of credit was established with a provision that permitted a partial draw by the landlord of $309,579 any time after January 1, 2003 as partial consideratio
for the new agreement. Per the new agreement, in April 2003 the required security deposit for the remaining office space was reduced to $70,000; therefore,
letter of credit and the associated certificate of deposit was also reduced to that amount. As of December 31, 2003, the balance was $70,000 and it will remai
that value until the expiration of the lease, which will occur in September 2005.

(b) Foster City, California Office

In November 2002, the Company entered into a sublease agreement for office space in Foster City, California. As part of the sublease agreement, the Comp:
required to have an irrevocable letter of credit in the amount of $40,000 as a security deposit throughout the lease term and has therefore established a certif;
of deposit for this amount. The lease for this office space ended in November 2004 and the funds were transferred into the Company’s operating account in
December 2004.

(c) D&O Insurance

In October 2002, the Company established an approximate $280,000 certificate of deposit to serve as collateral for a letter of credit commitment related to its
D&O insurance policy. As the Company made its monthly payments on the policy, the certificate of deposit was reduced by the corresponding amount and th
money was transferred to its operating account. Due to a renegotiation of the D&O policy, the Company'’s rates were reduced and the required letter of credit
reduced. As a result, in June 2003, an additional $39,000 was transferred out of the certificate of deposit that serves as collateral for the letter of credit
commitment. As of December 31, 2004, the full amount of the letter of credit was transferred to the Company’s operating account. No letter of credit is require
for the current renewal of the D&O policy.

(6) Property and Equipment

Property and equipment consists of the following:

December 31,

useful life 2004 2003
Computer equipment 3 years $ 6,715,204 $ 7,315,814
Furniture and equipment 5-7 years 195,562 195,562
Leasehold improvements 5 years 23,072 23,072
6,933,838 7,534,448
Less: accumulated depreciation (6,676,115) (6,685,041)

$ 257,723 $ 849,407
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Depreciation expense related to property and equipment was approximately $672,000 and $1,578,000 for the years ended December 31, 2004 and 2003,
respectively

(7) Intangible Assets and Goodwill

In conjunction with the acquisition of substantially all the assets of Consumer Review, Inc. in December 2002, the Company recorded approximately $1,688,C
and $112,000 for technology and tradenames, respectively. The intangible assets were recorded at their estimated fair value and are being amortized on a
straight-line basis over three years.

In association with the acquisition of substantially all of BrightStreet.com’s assets in December 2001, the Company acquired licensed technology and a paten
The intangible assets were recorded at their estimated fair value and were amortized on a straight-line basis over three years. At December 31, 2004 the
intangible assets had been fully amortized.

As of December 31, 2004 and 2003, intangible assets consisted of the following:

December 31,

2004 2003
Patent $ 473,936 $ 411,299
Technology 3,774,685 3,774,685
Tradenames 112,408 112,408
4,361,029 4,298,392
Less: accumulated amortization (3,826,743) (2,234,885)
$ 534,286 $ 2,063,507

(8) Income Taxes

The Company has incurred operating losses since its inception and has recognized no US current or deferred income tax provision or benefit. For the years €
December 31, 2004 and 2003, there was no income tax expense or benefit attributable to operations.

The provision for income taxes is different from that which would be obtained by applying the statutory US federal income tax rate to pretax loss before incom
taxes. The items causing this difference are as follows:

Year Ended December 31,

2004 2003
Expected tax benefit at statutory rate $ 3,671,726 $4,211,501
State tax, net of federal 420,800 476,526
Stock—based compensation, not deductible (647) (54,251)
Foreign tax rate differential — —
Other, net (2,563) (2,922)
Increase in valuation allowance (4,089,316) (4,630,853)
Tax benefit $ — $ —
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Temporary differences and carry forwards that give rise to deferred tax assets and liabilities are as follows:

Year Ended December 31,

2004 2003

Deferred tax assets:

Net operating loss and general business credits carryforwards $ 46,496,178 $ 42,873,853
Start—up costs and organizational costs — 362,484
Intangible assets 2,276,820 1,897,497
Accrued expenses 94,750 94,750
Deferred compensation 1,646,924 1,133,564
Allowance for doubtful accounts receivable 24,097 23,909
Property and equipment 246,829 536,933
Total gross deferred tax assets 50,785,598 46,922,990
Valuation allowance (50,785,598) (46,922,990)

$ — $ —

In assessing the realizability of deferred tax assets, management considers whether it is more likely than not that some portion or the entire amount of deferre
tax assets will not be realized. The ultimate realization of the deferred tax asset is dependent upon the generation of future taxable income during the periods
which temporary differences become deductible and credit carry forwards are available. Management considers scheduled reversal of deferred tax liabilities,
projected future taxable income, and tax planning strategies that can be implemented by the Company in making this assessment. Based upon the lack of
historical taxable income, scheduled reversal of deferred tax liabilities, projections for future taxable income and uncertainty regarding ultimate realization of t
tax benefits regarding the deferred tax assets, the Company has established a valuation allowance of $50,786,000 and $46,923,000 as of December 31, 200
2003, respectively. The net change in the valuation allowance for the years ended December 31, 2004 and 2003 was an increase of $3,863,000 and $5,351,(
respectively. The federal net operating loss is $122,172,000 as of December 31, 2004. The federal net operating loss carry forward period expires commenci
2011 through the year 2022. Further, as a result of certain financing and capital transactions, an annual limitation on the future utilization of a portion of the ne
operating loss may occur. As a result, the net operating loss carry forward may not be fully utilized before expiration.

(9) Long-Term Debt

The Company’s long-term debt of $10,500,000 and other long—term liabilities of $814,452 at December 31, 2004, consisted of the principal balance and final
payment charges, respectively, associated with convertible promissory notes issued from May 2003 through December 2004. The terms of the notes include,

among other things:

. an 8% interest rate;

. a maturity date three years from the date of issuance;

. an automatic conversion feature, whereby the note automatically converts into shares of our common stock at a conversion rate, as defined in the
note, on the date when the average trading price on the SWX Swiss Exchange of our common stock for 30 consecutive trading days has been eq

to or greater than 2.75 CHF;

. the conversion price will be 2 CHF or lower in certain circumstances described below (as converted to U. S. dollars pursuant to a then recent
exchange rate, as calculated us);
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. a one-time final payment charge of 10% of the principal for each year that the principal is not paid on or before each annual anniversary of the da
the notes were issued (with a maximum of 30%); and

. a security interest in substantially all of our assets.

Of the total long—term debt, $3,450,000 matures in 2006 and the remainder matures in 2007. If the Company holds this long—term debt to maturity, as current
intended, final payment charges of $1,035,000 and $2,265,000 will be due in 2006 and 2007, respectively.

(10) Guarantees and Indemnifications

The Company adopted FIN 45 effective December 31, 2002. The initial recognition and measurement provisions of FIN 45 apply on a prospective basis to
certain guarantees and indemnifications issued or modified after December 31, 2002. Accordingly, any contractual guarantees or indemnifications the Compsa
issues or modifies subsequent to December 31, 2002 will be evaluated and, if required, a liability for the fair value of the obligation undertaken will be
recognized. The adoption of FIN 45 did not have a material effect on the Company’s financial position or results of operations.

The Company guarantees the payment of sublease rentals to its Landlord on the property that it sublets. As of December 31, 2004, the maximum guarantee
this property is approximately $242,000. The two sub-leases expire in September 2005.

The Company sometimes indemnifies certain of its customers against damages, if any, they might incur as a result of a claim brought against them related to
patent infringement from the use of the Company’s products. The Company is unable to estimate the maximum exposure of such indemnifications due to the
inherent uncertainty and the varying nature of the contractual terms.

(11) Commitments and Contingencies
(a) Leases

In association with the acquisition of BrightStreet.com’s assets, effective November 1, 2001, the Company entered into a Modification, Assignment and
Assumption Agreement with Pentech Financial Services, Inc. (“Pentech”) and BrightStreet.com regarding the Master Equipment Lease (“Lease”) that
BrightStreet.com had entered into with Pentech in May 2000 for computer equipment. Per the agreement, with the consent of Pentech, BrightStreet.com assi
the Lease to the Company with certain modifications to the terms and conditions of the Lease. In addition, the Company agreed to defend, indemnify, save ar
hold harmless BrightStreet.com from and against any and all claims, demands, costs, and any other damages which BrightStreet.com may sustain as a resul
any failure or delay by the Company in performing the assumed obligations. This is a guarantee under FIN 45; however, the Company cannot estimate the
maximum exposure.

The Company is obligated under non—cancelable capital leases, for certain computer and office equipment, all of which expire by mid 2006. Amounts related
assets under non-cancelable capital leases that have been capitalized as property and equipment as of December 31, 2004 and 2003 are as follows:

December 31,

2004 2003
Computer equipment $ 570,580 $ 527,282
Office equipment 23,789 23,789
Less: accumulated depreciation (498,938) (315,433)
$ 95,431 $ 235,638
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In addition, the Company is obligated under non—cancelable operating leases, primarily for office space. Rent expense under operating leases was approxim
$744,000 and $829,000 for the years ended December 31, 2004 and 2003, respectively. In February 2002 and in March 2004, the Company signed sublease
agreements to sublease portions of the Bethesda, Maryland facility.

As of December 31, 2004, future minimum lease payments and future sublease rental income under non-cancelable leases are as follows:

Year Ending December 31, Capital Leases Operating Leases Rental Income
2005 $ 124,724 $ 734,617 $ 241,535
2006 5,285 156,000 —
2007 — — —
Total 130,009 $ 890,617 $ 241,535
Less: amount representing interest (2,091)

Present value of net minimum lease payments 127,918

Less: current installments (122,710)

Obligation under capital leases, excluding current portion $ 5,208

(b) Patent Assignment

On December 3, 2001, in conjunction with the acquisition of substantially all the assets of BrightStreet.com, the Company entered into a Patent Assignment
Agreement (the “Assignment”) with BrightStreet.com. Pursuant to the Assignment, BrightStreet.com has agreed to assign to the Company all rights, title and
interest in and to all the issued and pending BrightStreet.com patents (collectively, the “Patents”), subject to certain pre—existing rights granted by
BrightStreet.com to third parties, provided the Company makes a certain payment to BrightStreet.com by December 3, 2005 (the “Payment”).

In exchange for the rights granted under the Assignment, beginning December 2002, the Company is obligated to pay BrightStreet.com 10% of revenues
received that are directly attributable to (a) the licensing or sale of products or functionality acquired from BrightStreet.com, (b) licensing or royalty fees receiv
from enforcement or license of the patents covered by the Assignment, and (c) licensing or royalty fees received under existing licenses granted by
BrightStreet.com to certain third parties. If the total transaction compensation paid at any time prior to December 3, 2005 exceeds $4,000,000, the Payment v
be deemed to have been made. Additionally, the Company has the right, at any time prior to December 3, 2005, to satisfy the Payment by paying to
BrightStreet.com the difference between the $4,000,000 and the total compensation already paid.

(c) Litigation

The Company is subject to legal proceedings and claims, which arise in the ordinary course of business. Other than the matters described below, as of Decel
31, 2004 management is not aware of any asserted or pending litigation or claims against the Company that would have a material adverse effect on the
Company’s financial condition, results of operations or liquidity.

On or about September 24, 2003, Trifocal, LLC (“Trifocal”) filed suit against the Company in California Superior Court, County of Santa Clara, alleging, amon
other things, breach of contract and intentional and negligent misrepresentation. Trifocal initially claimed approximately $126,819 in compensatory money
damages, as well as additional unspecified money damages, interest, punitive damages and attorneys’ fees and costs. In
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December 2003, the Company removed the case to the United States District Court for the Northern District of California (San Jose Division), denied any
liability, and filed counterclaims seeking money damages in excess of $1.8 million for Trifocal's breach of contract, breach of the implied covenant of good fait
and fair dealing, intentional interference with contract, negligent interference with contract, and breach of fiduciary duty. Trifocal has since claimed that its
damages are over $1 million. Pursuant to local court rules regarding alternative dispute resolution, the parties participated in mediation. Two mediation sessic
were held in 2004, but no settlement has been reached by the parties. The Company denies any liability to Trifocal and plans to vigorously defend the comple
as well as prosecute the Company’s counterclaim.

On or about November 14, 2002, the Company filed a joint patent infringement action with Black Diamond CCT Holding, LLC against Coupons, Inc. in the
Federal District Court of Maryland. In this suit, the Company alleged infringement of two U.S. patents relating to online coupons, rights of which we acquired
from BrightStreet.com. The Company is pursuing in this suit claims of direct infringement, induced infringement and joint infringement against Coupons, Inc.
Coupons, Inc. has answered the complaint by denying infringement and raised affirmative defenses including non-infringement, invalidity, unenforceability,
laches and/or estoppels, defenses under 35 U.S.C. section 273 and other defenses. Coupons, Inc. has withdrawn some of its defenses, including unenforcea
and its defenses under 35 U.S.C. section 273. No counter claims were filed against the Company by Coupons, Inc. Discovery has concluded and the parties
motions and crossmotions for summary judgment on infringement and invalidity issues. The Court recently denied all of the summary judgment motions. The
parties participated in mediation sessionin mid—March of 2005. The Court has scheduled a trial to begin in July 2005.

There were no other material additions to, or changes in status of, any ongoing, threatened or pending legal proceedings during the year ended December 31
2004, including no changes in the status of the settlement with CoolSavings.com, Inc. (“CoolSavings”). The terms of the settlement with CoolSavings provide
for a cross-license between the Company and CoolSavings for each of the patents currently in dispute. There are no royalties or other incremental payments
involved in the cross-license. Pursuant to this settlement, the Company paid $650,000 to CoolSavings on September 29, 2000, at the signing of the settleme
documents. The Company may have to make payments of up to $700,000 to CoolSavings as follows:

. $250,000, which was accrued for during 2001, was due if, within one year from the date of entry of the Stipulated Order of Dismissal filed on or
about March 3, 2000, Catalina Marketing Corporation prevailed in a motion for summary judgment in a separate litigation between it and
CoolSavings, involving the CoolSavings’ patent currently in dispute. However, a dispute has arisen between the parties regarding whether this
portion of the license fee is actually due, despite Catalina Marketing Corporation not prevailing in its motion. This dispute is based in part on the
fact that the Company may be entitled to a license under the CoolSavings’ patent at issue as a result of the Company’s acquisition of the assets ¢
BrightStreet.com, which acquisition included the settlement of infringement litigation between CoolSavings and BrightStreet.com regarding the
same CoolSavings patent at issue in the Company’s settled litigation. CoolSavings previously filed a lawsuit to collect such $250,000 amount, but
the Company understands that it later voluntarily dismissed the lawsuit without prejudice.

. Up to $450,000 if and to the extent the CoolSavings’ patent currently in dispute survives the pending reexamination proceedings at the Patent an
Trademark Office that were initiated by a third party. This component of the settlement arrangement has not been accrued for because the possib
of the Company’s having to make this payment continues to remain remote.

(d) Employment Agreements

The Company has employment agreements with certain officers and employees. The Company also has bonus agreements with certain officers and employe
defined in the agreements.
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(12) Segment Information
(a) Operating Segments

Starting in 2002, with the acquisition of substantially all of the assets of Consumer Review, Inc., the Company has two reportable operating segments: Interac
Database Marketing division (“IDBM”") and ConsumerREVIEW.com. IDBM includes the such products and services as data warehousing system, online
reporting system, Internet coupon system, e-mail marketing system, strategic consulting and program management, user experience design and developmei
and analytics and data mining; while ConsumerREVIEW.com includes on-line advertising and e-commerce services that are provided through its network of
web communities.

Information as to the operations of the reportable operating segments as of and for the year ended December 31, 2004 and 2003 are set forth below. The
Company’s chief operating decision maker evaluates performance based primarily on operating profit and cash generated from operations. The accounting
policies of the operating segments are the same as those described in the summary of significant accounting.

Segment Unallocated
2004 IDBM ConsumerReview.com Totals Amounts Total
Operating revenue $ 2,957,103 $ 2,429,090 $ 5,386,193 $ — $ 5,386,193
Operating loss (8,319,798) (750,792) (9,070,590) — (9,070,590)
Depreciation and amortization 1,606,539 657,002 2,263,541 — 2,263,541
Capital expenditures 18,804 8,335 27,139 — 27,139
Assets 2,306,918 1,077,270 3,384,188 373,136(1) 3,757,324

Segment Unallocated
2003 IDBM ConsumerReview.com Totals Amounts Total
Operating revenue $ 3,386,115 $ 2,673,008 $ 6,059,123 $ — $ 6,059,123
Operating loss (11,311,587) (565,780) (11,877,367) — $(11,877,367)
Depreciation and amortization 2,214,465 792,425 3,006,890 — 3,006,890
Capital expenditures 47,034 4,497 51,531 — 51,531
Assets 3,673,420 1,747,464 5,420,884 412,145(1) 5,833,029

(1) The asset, unallocated amounts, represents corporate assets that consist of cash and equivalents, as well as restricted cash.
(b) Customers

For the years ended December 31, 2004 and 2003, one of the Company'’s Interactive Database Marketing Division customers, Reckitt Benckiser, contributed
$1.2 million and $2.7 million, respectively, in revenue, or 22% and 45%, respectively, of the Company’s revenue. This customer’s original agreement expired
October 2002, and the customer has subsequently entered into three renewal agreements, with the most recent one expiring on December 31, 2005.

(13) Capital Stock, Stock Plans and Warrants
(a) Authorized Capital

On November 7, 2001, the Company’s Board of Directors unanimously approved, subject to stockholder approval, (i) an amendment of the Company’s Resta
Certificate of Incorporation, as amended (“Restated
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Certificate of Incorporation”), to increase the total authorized capital stock from 50,000,000 shares to 130,000,000 shares in connection with an increase in th
authorized common stock from 40,000,000 shares to 120,000,000 shares (this amendment will not effect a change to the 10,000,000 shares of authorized
preferred stock); and (ii) an amendment to the Company’s Amended and Restated Stock Option and Incentive Plan, as amended (the “Stock Option Plan”), tc
increase the maximum number of shares available for issuance from 5,000,000 to 21,000,000. On November 30, 2001, holders of a majority of the outstandir
shares of the Company’s common stock executed a written stockholder consent approving the amendment of the Company’s Restated Certificate of
Incorporation and the amendment to the Company’s Stock Option Plan. Under applicable federal securities laws, the amendments are not effective until at le
20 days after this information statement is sent or given to the Company’s stockholders.

(b) Preferred Stock

On November 30, 2001, the Company’s proposal to amend and restate its Articles of Incorporation to authorize 10,000,000 shares of preferred stock was
approved by a majority of the stockholders.

As part of the Company’s acquisition of substantially all of the assets of Consumer Review, Inc. in December 2002, 400,000 shares of Series B convertible
preferred stock were issued. As of December 31, 2004, there were 400,000 shares of Series B convertible preferred stock authorized, issued and outstanding

Voting: The holders of Series B convertible preferred stock shall vote with the holders of common stock on all matters submitted to the stockholders.
Within the first twelve months of issuance, each holder of shares of Series B convertible preferred stock will be entitled to one vote for each share of Sel
B convertible preferred stock held immediately after the close of business on the record date fixed for such meeting or the effective date of such written
consent. After the first twelve months from issuance, each holder of shares of Series B convertible preferred stock will be entitled to such number of vote
as will be equal to the whole number of shares of common stock into which such holder’s aggregate number of shares of Series B convertible preferred
stock are convertible (pursuant to the conversion table below) immediately after the close of business on the record date fixed for such meeting or the
effective date of such written consent.

Dividends: No dividends will be paid on the Series B convertible preferred stock.

Voluntary Conversion: Each share of Series B convertible preferred stock is convertible into the Company’s common stock, beginning one year after the
closing date of the Consumer Review, Inc. acquisition, based upon the achievement of contractually defined revenue during the calculation period. Base
upon the revenue generated by the ConsumerREVIEW.com division during the calculation period, the conversion rate for each share of the Series B
convertible preferred stock has been adjusted to 8 to 1.

Mandatory Conversion: Each share of Series B convertible preferred stock shall automatically be converted into shares of common stock at the convers
rate (as defined above) upon the earlier to occur of: (i) the consummation by the Company of a public offering of equity securities with proceeds in exce:
of CHF 20,000,000 or equivalent in United States Dollars, (ii) an Acquisition, Asset Transfer or other Liquidation (as defined below) or (iii) thirty months
from the date of issuance, provided the Series B preferred convertible stock shall automatically convert into shares of the Company’s common stock (at
ten for one basis) at the conversion price then in effect if the Company experienced a change in control before the one year anniversary of the closing d
of the ConsumerREVIEW.com acquisition.

Liguidation: Upon any voluntary or involuntary liquidation, dissolution or winding up of the Company (“Liquidation”), before any distribution or payment
is made to the holders of the common stock and any other stock of the Company that is not by its terms expressly senior in right of payment to the Serie
convertible preferred stock, but following any distribution or payment to the holders of the Series A
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convertible preferred stock (which is expressly senior to the Series B convertible preferred stock), the holders of Series B convertible preferred stock wil
be entitled to be paid out of the assets of the Company with respect to each share of Series B convertible preferred stock held, an amount equal to the
product of (i) (a) if the Liquidation is not a sale, conversion or other transfer of the Company’s stock, the average of the high and low closing prices of the
Company’s common stock on the day prior to the date of such Liquidation, as such prices are reported by the SWX Swiss Exchange, after applying the
CHF-USD exchange rates, as determined by 5 p.m., Swiss time on such date, by swissfirst Bank AG or (b) if the Liquidation is a sale, conversion or otf
transfer of the Company’s stock, the purchase price or other valuation of the Company’s common stock pursuant to such Liquidation, and (ii) the numbe
of shares of common stock into which a share of Series B convertible preferred stock would be convertible pursuant to the conversion table above if the
conversion had occurred immediately prior to such Liquidation, as appropriately adjusted for any future stock splits, stock combinations, or similar
transactions affecting the Series B convertible preferred stock. If, upon any Liquidation, the assets of the Company are insufficient to make payment in fi
to all holders of Series B convertible preferred stock, then such assets will be distributed among the holders of Series B convertible preferred stock at th
time outstanding, ratably in proportion to the full amounts to which they would otherwise be respectively entitled. After payment in full to the holders of
Series B convertible preferred stock of the aggregate liquidation preference as aforesaid, the holders of the Series B convertible preferred stock shall, a:
such, have no right or claim to any of the remaining assets of the Company. The following events will be considered a Liquidation: any merger,
consolidation, business combination, reorganization, reclassification or recapitalization of the Company in which the Company is not the surviving entity
or in which the stockholders of all classes and series of stock of the Company immediately prior to such transaction own capital stock representing less
than 50% of the Company’s voting power of all classes and series of stock immediately after such transaction (an “Acquisition”); or a sale, lease or othe!
disposition of all or substantially all of the assets of the Company (an “Asset Transfer”).

(c) Stock Incentive and Option Plan

The Company’s Amended and Restated Stock Incentive and Option Plan provides for the grant of options, restricted stock and other stock-based compensat
to its employees, consultants and advisors. As of December 31, 2004, there were 21,000,000 shares of common stock reserved for issuance and there were
7,971,903 options to purchase shares of common stock outstanding at a weighted average exercise price of $1.23 per share. Options granted under the plan
typically vest over time, usually ratably over four years from the date of grant, with some subject to acceleration in the event of a change of control of
E-centives. Typically, an option granted under the plan expires ten years after it is granted. In addition, the plan allows for grants of options the vesting of whi
is tied to the employee’s performance. The plan provides for the granting of both incentive stock options within the meaning of Section 422 of the Internal
Revenue Code of 1986 and non-statutory options.

From 1997 through 2004, the following performance—based option grants were issued:

Year Options Price

1997 65,618 $2.50
1998 34,400 $2.50
1999 50,000 $2.50
1999 110,400 $3.50
2001 25,000 $3.40
2002 200,000 $0.50
2003 10,000 $0.55
2003 216,810 $0.14
2003 16,500 $0.41
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Compensation expense related to performance-based option grants of ($63,047) and $ 84,556 was recorded for the years ended December 31, 2004 and 2C
respectively. The credit for 2004 reflects the reversal of historical stock—based compensation expense related to terminated employees, that was recorded in
excess of the expense pertaining to their options vested through termination, as well as the reversal of historical stock—based compensation expense for une:
performance-based option grants.

As allowed by FAS 123, the Company applies the intrinsic value-based method of accounting prescribed by APB 25 and related interpretations in accounting
its employee stock options, rather than the alternative fair value accounting method. Under this method, compensation expense is recorded on the date of gre
only if the current market price of the underlying stock exceeded the exercise price. For the years ended December 31, 2004 and 2003, the Company recorde
equity—-based compensation expense, exclusive of performance based stock option compensation expense, of $511,622 and $2,542,327, respectively. These
expenses relate to the difference between the fair value of the Company’s common stock on the grant date and the exercise price of options granted during 2
through 2004. Additionally, the Company expects to incur approximately $202,000 and $153,000 and $88,000, respectively, of stock—-based compensation
expense during 2005, 2006 and 2007. Had compensation expense for the Company’s stock option plan been determined based upon the fair value methodol
under FAS 123 the Company’s net loss applicable to common stockholders would have been adjusted to the pro forma amounts presented below:

Year ended December 31,

2004 2003
Net loss applicable to common stockholders, as reported $ (10,799,196) $ (12,342,190)
Add: Total stock-based employee compensation expense included in reported net loss, net of
related tax effects 448,575 2,607,576
Deduct: Total stock—based employee compensation expense as determined under fair value based
method for all awards, net of related tax effects (1,918,302) (2,069,647)
Pro forma net loss $ (12,268,923) $ (11,804,261)
Basic and diluted net loss per share:
As reported $ (0.19) $ (0.29)
Pro forma (0.21) (0.28)

The fair value of each option is estimated on the date of grant using the Black—Scholes option—pricing model with the following assumptions used for options
issued during 2004 and 2003, respectively: volatility factors of 75% and 120%, risk—free interest rates of 3.6% and 3%, weighted—average expected life of 5
years, and no dividend yields.

The weighted—average fair value of stock options granted during 2004 and 2003 was $0.42 and $0.53, respectively.
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A summary of the Company’s stock option activity and weighted average exercise price is as follows:

Balance, January 1, 2003
Granted

Exercised

Canceled

Balance, December 31, 2003
Granted

Exercised

Canceled

Balance, December 31, 2004

Range of exercise prices

$0.13 - $0.50
$0.54 - $0.84
$2.50

$3.50 - $3.86
$5.53

$6.50

$8.02 - $8.17
$11.21
$13.00

Weighted
Number of average
shares exercise price
2,206,800 5.18
8,594,897 0.13
(314,325) 0.13
(689,150) 2.61
9,798,222 1.10
847,000 0.21
(575,337) 0.13
(2,097,982) 0.51
7,971,903 $ 1.23
The following table summarizes information concerning currently outstanding and exercisable options at December 31, 2004:
Options outstanding
Weighted—
Number average Options
outstanding remaining exercisable
at contractual at
12/31/2004 life 12/31/2004
6,736,903 9.6 years 5,320,116
203,500 9.1 years 66,000
332,000 4.2 years 332,000
78,000 4.9 years 77,500
30,000 6.2 years 22,500
33,000 5.5 years 33,000
5,500 6.0 years 4,625
3,000 5.8 years 3,000
550,000 5.5 years 550,000
7,971,903 9.0 years 6,408,741

(d) Warrants

The Company has issued warrants to purchase common shares in connection with several equity issuances: during 1997 warrants were granted in connectio
with the issuance of Series A convertible preferred stock, during 1999 warrants were granted in connection with the issuance of Series B convertible preferrec
stock and during 2000 warrants were granted in connection with the issuance of Series C convertible redeemable preferred stock. The warrants granted in 2C
were in conjunction with the acquisition of the Commerce Division and BrightStreet.com, with rights to purchase common shares of 1,860,577 and 750,000,
respectively. The warrants issued in 2002 were issued in consideration of a financing commitment (see Note 3d). The warrants issued during 2003 were issu
connection with Peter Friedli's continued support of the business and his assistance with fundraising.

The warrant issued to Inktomi Corporation, in 2001, as part of the Commerce Division acquisition was a contingent performance-based warrant that Inktomi \

eligible to exercise based upon the achievement of
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revenue targets for the Commerce Division at the end of 12 months following the closing of the acquisition. Since revenue did not meet the contractually defir
revenue target, the right to exercise the earn—out warrant expired during 2002.

The warrants issued in conjunction with the BrightStreet.com acquisition consist of a warrant to purchase 500,000 shares of the Company’s common stock ar
contingent performance—based warrant to purchase up to 250,000 shares of the Company’s common stock. The performance-based warrant was based upo
achievement of a revenue target of $7 million for BrightStreet.com during the 18 months following the closing of the acquisition. Since revenue did not meet tt
contractually defined revenue target, the right to exercise the performance-based warrant expired during 2003.

The following table is a roll forward of the warrants outstanding, the underlying common shares and the weighted average exercise price per share:

Weighted
Average
Exercise
Warrants Price
Balance, January 01, 2003 7,357,485 0.71
Granted 345,000 0.50
Expired (628,000) 0.14
Balance, December 31, 2003 7,074,485 0.75
Exercised (100,000) 0.14
Balance, December 31, 2004 6,974,485 $ 0.76

Of the 6,974,485 balance at December 31, 2004, 729,485 were issued through December 31, 2000 with 119,485 expiring on February 18, 2005, 110,000 exf
on December 31, 2008 and 500,000 expiring on December 3, 2005. The 6,000,000 warrants issued during 2002 expire on April 7, 2008. Of the 345,000 warr:
issued in 2003 that expire on December 8, 2007, 100,000 were exercised during 2004.

(14) Related Party Transaction

Peter Friedli, one of the Company’s directors and stockholders, serves as the investment advisor to both Venturetec and Pine, and also serves as President c
Venturetec and its parent corporation, New Venturetec AG. Mr. Friedli also has relationships with several of the Company’s other stockholders; he serves as
investment advisor to InVenture, Inc., Joyce, Ltd., Savetech, Inc., Spring Technology Corp. and USVentech, Inc. Mr. Friedli also serves as the President of
Friedli Corporate Finance, Inc., a consulting company that is utilized by the Company.

On October 8, 2002, the Company’s Board of Directors approved the issuance of 6,000,000 warrants to four investors as consideration for a $20 million
financing commitment which was memorialized in a letter to the Company, by Friedli Corporate Finance, dated September 12, 2002. The warrants entitle eac
investor to purchase one share of the Company’s common stock, $0.01 per value per share, for an initial exercise price of CHF 0.19 per share during the exe
period. Pursuant to an amendment to the warrants, the exercise period began three months from January 6, 2003 and ends on April 7, 2008. The fair value o
these warrants, using the Black—Scholes pricing model on the date they were granted, was estimated to be approximately $720,000. Two of the investors, Pe
Friedli and Venturetec, are stockholders of the Company and pursuant to the terms of the private placement each received 1,000,000 warrants. As part of thic
financing, in March 2003, the Company
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executed convertible promissory notes in favor of Friedli Corporate Finance and InVenture, Inc. The notes allow the Company to draw down against the
available principal of up to $6 million at any time and in any amount during the first two years of the notes. All principal drawn upon will be secured by
substantially all of the Company’s assets. Subsequent to the issuance of these promissory notes, the Company, Friedli Corporate Finance and InVenture, Inc
agreed to assemble a syndicate of third parties to whom the Company would issue convertible promissory notes on terms similar to the March 2003 $6 millior
convertible promissory notes. The aggregate dollar amount of the convertible promissory notes that the Company issues to third parties through syndication v
reduce, on a dollar-for—dollar basis, the $6 million convertible promissory notes of Friedli Corporate Finance and InVenture, Inc. and the balance, if any, will
continue to be available to the Company under the initial $6 million commitment. During March 2004, the credit facility available to the Company under Friedli
Corporate Finance’s and InVenture, Inc.’s initial commitment was increased from $6 million to $12 million. As part of the syndication process, through
December 31, 2004, the Company issued convertible promissory notes totaling $10,500,000 (see Note 9 above for further details).

Venturetec and Pine were debenture holders in Consumer Review, Inc. Therefore, as a result of the Company’s acquisition of substantially all of the assets o
Consumer Review, Inc. in December 2002, Venturetec and Pine received 240,315 shares and 4,500 shares, respectively, of the Company’s Series B convert
preferred stock.

In July 1996, the Company entered into a consulting agreement with Friedli Corporate Finance, which has been renewed, with the most recent renewal occur
during 2004. Under the agreement, Friedli Corporate Finance provides services to the Company in the form of consultation, advice and other assistance upor
Company’s request. Such services may include, but are not limited to, (a) providing general business, financial and investment advice to the Company during
term of the agreement, and (b) serving as liaison between Friedli Corporate Finance clients/investors and the Company by disseminating information to such
investors on behalf of the Company. In connection with his continued support of the business and his assistance with fundraising, on December 8, 2003, Pete
Friedli was issued 345,000 warrants with an exercise price of $0.50 and an expiration date of December 8, 2007. As a result of the help provided in securing
funds associated with the convertible promissory notes, Friedli Corporate Finance, Inc. was paid fees of $705,000 during the year ended December 31, 2004
$360,000 during the year ended December 31, 2003, which Friedli Corporate Finance, Inc. has indicated to the Company will be distributed to a number of th
party banks, affiliated entities and individuals who assisted in the financing effort.

As a member of the Company’s Board of Directors, through September 30, 2004, Peter Friedli has received 90,000 options as Director Compensation. In Auc
2004, the Company awarded Sean Deson 50,000 shares of its common stock for his agreement to serve as Chairman of the Board.
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(15) Selected Quarterly Financial Data (unaudited)

The following tables contain unaudited Statement of Operations information for each quarter of 2004 and 2003. The Company believes that the following
information reflects all normal recurring adjustments necessary for a fair presentation of the information for the periods presented. The operating results for ar
quarter are not necessarily indicative of results for any future period.

2004
1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
Revenues $ 1,086,811 $1,292,747 $ 1,422,750 $ 1,583,885
Gross Profit 400,345 603,870 606,943 909,819
Operating loss (2,928,498) (2,902,709) (1,868,624) (2,370,759)
Loss before income tax (3,186,544) (3,272,165) (2,361,275) (1,979,212)
Net loss applicable to common stockholders (3,186,544) (3,272,165) (2,361,275) (1,979,212)
Basic and diluted net loss per common share $ (0.06) $ (0.06) $ (0.04) % (0.03)
2003
1st Quarter 2nd Quarter 3rd Quarter 4th Quarter
Revenues $1,621,735 $ 1,380,657 $ 1,457,411 $ 1,599,320
Gross Profit 852,838 607,523 764,957 967,612
Operating loss (2,859,221) (2,393,645) (1,998,054) (4,626,447)
Loss before income tax (2,861,751) (2,474,838) (2,151,324) (4,854,277)
Net loss applicable to common stockholders (2,861,751) (2,474,838) (2,151,324) (4,854,277)
Basic and diluted net loss per common share $ (0.08) % (0.06) $ (0.05) % (0.09)

(16) Subsequent Events
(a) Convertible Promissory Notes

As part of the Company’s syndication process, as discussed in Note 9, during January 2005, the Company issued a convertible promissory note with a princi
amounts of $500,000. The terms are the same as those noted in Note 9.

(b) Series C Preferred Stock

The Company is presently in discussions with Friedli Corporate Finance for a preferred stock financing which would consist of an offering of shares of a newly
created series of preferred stock designated Series C preferred stock. The Company expects that the Series C preferred stock will have an 8% cumulative
dividend feature and will be convertible into 10 shares of our common stock. The issue price for each share of Series C preferred stock is expected to be $4.(
per share. The Series C preferred stock will have a liquidation feature providing for a payment of 2 times the initial purchase price upon a liquidation, dissoluti
merger or sale of the company. However, the aggregate dollar size and other material terms and conditions of this preferred stock financing have not been
finalized and there can be no assurance that the Company will be able to consummate this proposed financing on acceptable terms or at all. In connection wi
this financing, each of InVenture, Inc., Pine, Inc. and Venturetec, Inc. (collectively, the “Noteholders”) have agreed to exchange their existing convertible
promissory notes for shares of the newly created Series C preferred stock. The exchange is expected to be effective on March 31, 2005. Under these exchan
agreements, the Company will issue shares of Series C preferred stock to each of the Noteholders in exchange for their convertible promissory notes. Upon t
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exchange, the notes will be immediately cancelled and the Company will owe no further amounts thereunder. As additional consideration for participating in tl
exchange, each Noteholder would receive a warrant to purchase shares of the Company’s common stock, which would be exercisable on or after February 2
2009 only if the shares of Series C preferred stock have not been converted into shares of common stock prior to that date. The exercise price for each warra
would equal twenty percent below the average of the Market Prices (as determined in accordance with the proposed Certificate of Designations for the Series
preferred stock) for the five trading days prior to, but not including, February 2, 2009. The foregoing exchanges are expected to occur even if the proposed

preferred stock financing is not consummated.

The following table presents information regarding the amounts of outstanding principle and accrued but unpaid interest that the Company owes each Notehc
under their convertible promissory notes, as well as the number of shares of Series C preferred stock being issued in the exchange and the number of shares
common stock underlying each of the warrants to be granted to each of the Noteholders.

Noteholders

InVenture, Inc.
Pine, Inc.
Venturetec, Inc.

(c) Preferred Stock Financing

In late March 2005, the Company received $900,000 related to the preferred stock financing noted above. However, as of March 29, 2005, the preferred stocl

associated with this financing was not yet issued.

Amount of
Outstanding Principal
and Interest

5,065,288
2,195,090
3,198,795

F-32
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1,266,322
548,773
799,699
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the Warrants

2,026,115
878,035
1,279,518
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Asset Purchase Agreement, dated January 18, 2001, by and between E—centives, Inc. and Inktomi Corporation (incorporated herein by
reference to Exhibit 2.1 to the Current Report on Form 8-K filed by E-centives on April 11, 2001).

Asset Purchase Agreement, dated December 3, 2001, by and between E—centives, Inc. and BrightStreet.com, Inc. (incorporated herein by
reference to Exhibit 2.1 to the Current Report on Form 8-K filed by E-centives on December 18, 2001).

Amended and Restated Asset Purchase Agreement, dated December 26, 2001, by and between E-centives, Inc. and BrightStreet.com, Inc
(incorporated herein by reference to Exhibit 2.1 to the Amended Current Report on Form 8-K/A filed by E-centives on January 3, 2002).

Asset Purchase Agreement, dated November 08, 2002, by and between E-centives, Inc. and Consumer Review, Inc. (incorporated herein |
reference to Exhibit 2.1 to the Amended Current Report on Form 8-K filed by E—centives on December 13, 2002).

Restated Certificate of Incorporation of E-centives, Inc.

Amended and Restated Bylaws of E-centives, Inc.

Registration Rights Agreement, dated February 18, 2000, by and among E—centives, Inc. and certain stockholders named therein.
Common Stock Purchase Warrant, dated as of March 28, 2001, between E-centives, Inc. and Inktomi Corporation.

Warrant to Purchase Common Stock, dated as of December 3, 2001, between E—centives, Inc. and BrightStreet.com, Inc.

Warrant to Purchase 500,000 shares of Common Stock, dated as of December 3, 2001, between E-centives, Inc. and BrightStreet.com, In
Form of Warrant to Purchase shares of Common Stock between E-centives, Inc. and certain holders of such warrants.

Amendment to Form of Warrant to Purchase shares of Common Stock between E-centives and certain holders of such warrants.

1996 Stock Incentive Plan.

Lease Agreement, dated September 23, 1997, by and between E—centives, Inc. and Democracy Associates Limited Partnership, as amenc
and modified on June 29, 2000.

Amended and Restated Stock Option and Incentive Plan (incorporated herein by reference to Exhibit 99.2 to the E-centives’ Registration
Statement on Form S-8 (Registration No. 333-58244))

Modification, Assignment and Assumption Agreement, dated November 1, 2001, by and among E-centives, Inc., BrightStreet.com, Inc. anc
Pentech Financial Services, Inc. (incorporated herein by reference to Exhibit 10.12 to the Annual Report Form 10-K filed by E—centives on
March 31, 2003).

Convertible Promissory Note dated as of March 18, 2003 by E-centives to the order of Friedli Corporate Finance, Inc. and/or InVenture Inc.
Amendment to Convertible Promissory Note dated as of June 2003 by E-centives, Friedli Corporate Finance, Inc. and InVenture Inc.
Convertible Promissory Note dated as of March 25, 2004 by E-centives to the order of Friedli Corporate Finance, Inc. and/or InVenture Inc

Consent of BDO Seidman, LLP.
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Exhibit 10.6

AMENDMENT
TO
CONVERTIBLE PROMISSORY NOTE

This Amendment to Convertible Promissory Note, dated as of June , 2003, is between E-centives, Inc., a Delaware corporation (the “Company”), having al
address of 6901 Rockledge Drivéd! Bloor, Bethesda, Maryland 20817, and Friedli Corporate Finance, Inc. (“FCF”) and InVenture Inc. (“InVenture”, and
collectively with FCF, the “Holder”), having an address of c/o Friedli Corporate Finance AG, Friegutstrasse 5, Zurich, Switzerland 8002.

WHEREAS, reference is made to that certain $6 million convertible promissory note (the “Note”), dated as of March 18, 2003, issued by the Company in favo
of the Holder;

WHEREAS, the Holder of the Note has sought and intends to continue to seek third parties willing to offer the Company financing on the same or similar term
as the Note;

WHEREAS, in connection with any such third party financing offered to and accepted by the Company, the Holder of the Note desires to reduce the amount
available under the Note, on a dollar-for-dollar basis, by the amount any convertible promissory note issued by the Company to any third party; and

WHEREAS, the Company and the Holder desire to enter into this Agreement to reflect the intention of each of the parties that the Note will be amended on a
quarterly basis to reduce, on a dollar-for-dollar basis, the principal amount outstanding under the Note by the aggregate amount of any and all convertible
promissory note(s) issued by the Company to any third party described in the clause above.

NOW, THEREFORE, the parties agree as follows:

1. Amendment of Introductory Paragraph. The introductory paragraph of the Note shall be amended by deleting it in its entirety and inserting the followir
text:

“FOR VALUE RECEIVED, E-centives, Inc., a Delaware corporation (the “Company”), having an address of 6901 Rockledge"tﬁm,r,BBethesda,
Maryland 20817, hereby promises to pay to the order of Friedli Corporate Finance, Inc. (“FCF”) and InVenture Inc. (“InVenture”, and collectively with
FCF, the “Holder”), at the offices of Holder at c/o Friedli Corporate Finance AG, Friegutstrasse 5, Zurich, Switzerland 8002, or such other place as may |
designated by Holder to the Company in writing, the aggregate principal amount of up to Six Million Dollars ($6,000,000) (subject to adjustment pursuan
to Section 1 hereof), together with interest on the unpaid principal hereof, upon the terms and conditions hereinafter set forth.”

2. Amendment to Section 1. Section 1 of the Note shall be amended by deleting it in its entirety and inserting the following text:

“1. Draw Down. (a) The Company may, in its sole discretion, draw upon up to Six Million Dallars ($6.000,000) (subject to adjustment pursuant to this
Section 1), which shall be made available by Holder for a period of 24 months, for use as operating capital and for general corporate purposes (the draw
down portion referred herein as “Principal”). The terms and conditions set forth herein shall only apply to the Principal.

(b) Subject to any applicable laws, the aggregate available amount outstanding under this Note shall be reduced, on a dollar-for-dollar basis, by the
aggregate dollar amount of any additional convertible promissory notes, with terms similar to or the same as this Note, issued by the Company to a thirc
party, so long as (i) such third party note(s) are duly executed by the Company and such third party, (ii) such third party note(s) are fully funded and (iii)
the holder(s) of such third party note(s) were referred to the Company by the Holder of this Note (each a “Third Party Note” and collectively, the “Third
Party Notes”).



(c) Subject to the provisions of paragraph (b) hereof, the Company will send written notice (the “Notice”) to the Holder to report, on a quarterly basis, the
aggregate dollar amount by which the Note shall be reduced. If the Holder agrees with the information contained in the Notice, the Holder shall execute
Notice and return it to the Company. If the Holder does not agree with the information contained in the Notice, the Holder shall have 30 days from receif
of such Notice to send it response to the Company, which response shall set forth in writing the Holder’s objections to the information contained in the
Notice.

(d) The Company shall be required to send the Notice to the Holder within 30 days following the end of a fiscal quarter of the Company, commencing wi
the third quarter of 2003 (such quarter is subject to adjustment should the Company change its fiscal year end after the date hereof). The requirement o
Company to send the Notice shall continue for every fiscal quarter thereafter for so long as any dollar amount remains available for draw down under thi
Note by the Company, unless this Note is otherwise terminated or redeemed or the Holder waives its right, in writing, to receive such Notice. If, during a
fiscal quarter of the Company, no Third Party Notes are duly issued by the Company, the Company shall not be required to send the Notice.

(e) Any notice required or permitted pursuant to this Amendment shall be deemed given (i) when personally delivered to any officer of the party to whorr
is addresses, (ii) on the earlier of actual receipt thereof or three days following mailing thereof by certified or registered mail, postage prepaid, or (jii) upc
actual receipt thereof when sent by a recognized overnight delivery service, in each case addressed to each party at its address set forth above or at su
other address as has been furnished in writing by a party to the other by like notice.”

3. Counterparts. This Amendment may be executed in counterparts, each of which shall be deemed an original, but all of which taken together shall constitute
one and the same instrument. This Amendment may be duly executed and delivered by a party by execution and facsimile delivery of a counterpart signature
page.

4. Miscellaneous. No modification, rescission, waiver, forbearance, release or amendment of any provision of this Amendment shall be made, except by a wri
agreement duly executed by the Company and the Holder. The Company and the Holder each hereby submits to personal jurisdiction in the State of Marylan
consents to the jurisdiction of any competent state or federal district court sitting in the City or County of Montgomery County, Maryland, and waives any and .
rights to raise lack of personal jurisdiction as a defense in any action, suit or proceeding in connection with this Note or any related matter. This Amendment
shall be governed by, and construed and interpreted in accordance with, the laws of the State of Maryland, without reference to conflicts of law provisions of
such state.

5. Conflicts. In the event of any conflict between the terms and conditions provisions of this Amendment and the terms and conditions of the Note, the terms ¢
conditions of this Amendment shall control.

[The remainder of this page intentionally left blank]

2



IN WITNESS WHEREOF, the undersigned have caused this Amendment to the Convertible Promissory Note to be executed and delivered by a duly authoriz
officer as of the date first written above.

E-centives, Inc.

By: /sl Kamran Amjadi

Name: Kamran Amjadi
Title:  Chief Executive Officer

ACCEPTED AND AGREED:

Friedli Corporate Finance, Inc.

By: /sl Peter Friedli

Name: Peter Friedli
Title:  Authorized Signatory

InVenture Inc.

By: /sl Peter Friedli

Name: Peter Friedli
Title:  Authorized Signatory



Exhibit 10.7

THIS CONVERTIBLE PROMISSORY NOTE AND THE SECURITIES THAT MAY BE ACQUIRED PURSUANT TO THIS CONVERTIBLE
PROMISSORY NOTE HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT"), OR
UNDER THE SECURITIES LAWS OF ANY STATE OR OTHER JURISDICTION. THIS CONVERTIBLE PROMISSORY NOTE AND SUCH OTHER
SECURITIES MAY NOT BE SOLD, OFFERED FOR SALE, PLEDGED, HYPOTHECATED OR OTHERWISE DISPOSED OF IN THE ABSENCE OF A
REGISTRATION STATEMENT AND LISTING APPLICATION IN EFFECT WITH RESPECT TO THIS CONVERTIBLE PROMISSORY NOTE OR SUCH
OTHER SECURITIES UNDER THE SECURITIES ACT AND ANY OTHER APPLICABLE SECURITIES LAW, OR AN OPINION OF COUNSEL
SATISFACTORY TO THE COMPANY THAT SUCH REGISTRATION AND LISTING NOT REQUIRED PURSUANT TO A VALID EXEMPTION
THEREFROM UNDER THE SECURITIES ACT AND THE APPLICABLE SECURITIES LAW OF ANY STATE OR OTHER JURISDICTION.

CONVERTIBLE PROMISSORY NOTE
US $5.000,000 As of March 25, 2004

FOR VALUE RECEIVED, E-centives, Inc., a Delaware corporation (the “Company”), having an address of 6901 Rockledgé'tﬁluer,ﬂBethesda,

Maryland 20817, hereby promises to pay to the order of Friedli Corporate Finance, Inc. and /or InVenture Inc. (the “Holder”), at the offices of Holder at c/o
Friedli Corporate Finance AG, Friegutstrasse 5, Zurich, Switzerland 8002, or such other place as may be designated by Holder to the Company in writing, as
directed by Friedli Corporate Finance, the aggregate amount of_up to Five Million Dollars ($5.000,0000), together with interest on the unpaid principal amount
hereof, upon the terms and conditions hereinafter set forth.

1. Draw Down. The Company may, in its sole discretion, draw upon up to Five Million Daollars ($5.000,0000), which shall be made available by the Holder for
period of 24 months, for use as operating capital and for general corporate purposes (the drawn down portion referred herein as “Principal”). The terms and
conditions set forth herein shall only apply to the Principal.

2. Payment Terms. The Company promises to pay to Holder the balance of Principal, together with accrued and unpaid interest, on March 25, 2007, unless tt
Note is earlier prepaid as herein provided or earlier converted into Common Stock (as hereinafter defined) of the Company pursuant to Section 3 hereof. All
payments hereunder shall be made in lawful money of the United States of America. Payment shall be credited first to the accrued interest then due and payze
and the remainder to Principal.

3. Interest. Interest on the outstanding portion of Principal of this Note shall accrue at a rate of eight percent (8%) per annum. All computations of interest sha
be made on the basis of a 365—day year for actual days elapsed. Such interest shall be paid in arrears on the last business day of each successive one year
anniversary of the date of this Note.

4. Conversion of this Note.

(a) Automatic Conversion. This Note shall automatically be converted into shares of the Company’s common stock (“Common Stock”) at the Note Conversior
Rate (hereinafter defined) as hereinafter provided on the date when the average trading price on the SWX New Market of the SWX Swiss Exchange of the
Common Stock for 30 consecutive trading days has been equal to or greater than CHF 2.75 (“Conversion Date”). The conversion price will be 2 CHF, (as
converted to U. S. dollars pursuant to a then recent exchange rate, as calculated by the Company) (“Note Conversion Rate”).

(b) Note Conversion Rate; Conversion Price. The number of shares of Common Stock to which Holder shall be entitled upon such conversion specified in
Section 3(a) above shall be equal to the product of: the




Principal amount outstanding under this Note on the Conversion Date, divided by the average trading price on the SWX New Market of the SWX Swiss
Exchange of the Common Stock for the 5 previous trading days, but in no event higher than CHF 2, (as converted to U. S. dollars pursuant to a then recent
exchange rate, as calculated by the Company) (“Note Conversion Rate”). The conversion price payable by Holder upon any such conversion hereunder shall
zero (0).

(c) Mechanics of Automatic Conversion. Upon the occurrence of the event specified in Section 3(a) above, this Note shall be converted into Common Stock
automatically without any further action by Holder; provided, however, that the Company shall not be obligated to issue a certificate or certificates evidencing
the shares of Common Stock issuable upon such conversion of this Note (“Conversion Shares”) unless the original of this Note is delivered to the Company, «
Holder notifies the Company in writing that such original of this Note has been lost, stolen or destroyed, and Holder executes an agreement satisfactory to the
Company to, among other things, indemnify the Company from any loss incurred by the Company in connection with such original of this Note. Upon surrend
by Holder to the Company of the original of this Note at the office of the Company, there shall be issued and delivered to Holder promptly at such office and ir
Holder's name as shown on the original of this Note, a certificate or certificates for the applicable number of Conversion Shares on the date on which such
automatic conversion is deemed to have occurred.

(d) Conversion Calculations: No Fractional Shares. Conversion calculations pursuant to this Section 3 shall be rounded to the nearest whole share of Commc
Stock, and no fractional shares shall be issuable by the Company upon conversion of this Note. Conversion of this Note shall be deemed payment in full of th
Note and this Note shall thereupon be cancelled.

5. Subordination. The indebtedness evidenced hereby is subordinate in right of payment to all existing and future bank indebtedness, including lease and
equipment finance obligations. The indebtedness represented hereby is senior in right of payment to all classes and series of the Company’s capital stock. Tt
indebtedness represented hereby is pari passu with any and all convertible debt securities issued by the Company.

6. Redemption. This Note may be redeemed by the Company by payment of the entire Principal and interest outstanding under this Note, plus the applicable
Final Payment Amount (hereinafter defined), in cash to Holder. The Company must provide notice to Holder not less than thirty (30) days prior to effecting su
redemption. During the period from providing of such notice to Holder and the Company effecting the redemption, the Company may cancel such redemption
providing notice of such cancellation to Holder.

(a) “Final Payment Amount” means an amount equal to: (i) during the first full year of this Note, 10% of the unpaid Principal amount under this Note, (ii) during
the second full year of this Note, 20% of the unpaid Principal amount under this Note or (iii) from and after the first business day of the third full year of this
Note, 30% of the unpaid Principal amount under this Note.

7. Representations and Warranties of the Company. The Company represents and warrants to Holder as follows:

(a) The execution and delivery by the Company of this Note (i) are within the Company’s corporate power and authority, and (ii) have been duly authorized by
all necessary corporate action.

(b) This Note is a legally binding obligation of the Company, enforceable against the Company in accordance with the terms hereof, except to the extent that
such enforceability is limited by bankruptcy, insolvency, reorganization, moratorium or other laws relating to or affecting generally the enforcement of creditor:
rights and (ii) the availability of the remedy of specific performance or in injunctive or other equitable relief is subject to the discretion of the court before which
any proceeding therefore may be brought.



8. Representations, Warranties and Covenants of Holder. Holder represents and warrants to the Company, and agrees, as follows:

(a) This Note and any Conversion Shares issuable upon conversion of this Note are being acquired by Holder for its own account for investment and not with
view to, or for sale in connection with, any distribution thereof.

(b) Holder is an “accredited investor” within the meaning of Rule 501 under the Securities Act.

(c) Holder has sufficient knowledge and experience in financial and business matters and is capable of evaluating the risks and merits of Holder’s investment
the Company; Holder believes that Holder has received or had access to all information Holder considers necessary or appropriate to make an informed
investment decision with respect to this Note; and Holder is able financially to bear the risk of losing Holder’s full investment in this Note.

(d) Holder understands that this Note and any Conversion Shares have not been registered under the Securities Act or registered or qualified under any the
securities laws of any state or other jurisdiction, are “restricted securities,” and cannot be resold or otherwise transferred unless they are registered under the
Securities Act, and registered or qualified under any other applicable securities laws, or an exemption from such registration and qualification is available. Pri
to any proposed transfer of this Note or any Conversion Shares, Holder shall, among other things, give written notice to the Company of its intention to effect
such transfer, identifying the transferee and describing the manner of the proposed transfer and, if requested by the Company, accompanied by (i) investmen
representations by the transferee similar to those made by Holder in this Section 7 and (ii) an opinion of counsel satisfactory to the Company to the effect tha
proposed transfer may be effected without registration under the Securities Act and without registration or qualification under applicable state or other securiti
laws. Each certificate for any Conversion Shares shall bear a legend to the foregoing effect.

9. Use of Proceeds. The proceeds received by the Company from the sale of this Note shall be used by the Company for working capital or other general
corporate purposes.

10. No Waiver in Certain Circumstances. No course of dealing of Holder nor any failure or delay by Holder to exercise any right, power or privilege under this
Note shall operate as a waiver hereunder and any single or partial exercise of any such right, power or privilege shall not preclude any later exercise thereof
any exercise of any other right, power or privilege hereunder.

11. Certain Waivers by the Company. Except as expressly provided otherwise in this Note, the Company and every endorser or guarantor, if any, of this Note
waive presentment, demand, notice, protest and all other demands and notices in connection with the delivery, acceptance, performance, default or enforcen
of this Note, and assent to any extension or postponement of the time of payment or any other indulgence, to any substitution, exchange or release of collatel
available to Holder, if any, and to the addition or release of any other party or person primarily or secondarily liable.

12. No Unlawful Interest. Notwithstanding anything herein to the contrary, payment of any interest or other amount hereunder shall not be required if such
payment would be unlawful. In any such event, this Note shall automatically be deemed amended so that interest charges and all other payments required
hereunder, individually and in the aggregate, shall be equal to but not greater than the maximum permitted by law.

13. Security Agreement. The Company’s obligations under this Note have been secured by a grant of a security interest to Holder in certain collateral, as mor
particularly described in that certain Security Agreement between the Company and Holder dated as of the date of this Note.

14. Miscellaneous. No modification, rescission, waiver, forbearance, release or amendment of any provision of this Note shall be made, except by a written
agreement duly executed by the Company and Holder. This Note may not be assigned by Holder without the prior written consent of the Company. The
Company and Holder each hereby submits to personal jurisdiction in the State of Maryland, consents to the jurisdiction of any competent state or federal distr
court sitting in the City or County of Montgomery County, Maryland, and waives any and all rights to raise lack of personal jurisdiction as a defense in any
action, suit or proceeding in connection with this Note or any related matter. This Note shall be governed by, and construed and interpreted in accordance wit
the laws of the State of Maryland, without reference to conflicts of law provisions of such state.
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IN WITNESS WHEREOF, the undersigned have caused this Convertible Promissory Note to be executed and delivered by a duly authorized officer as of the
date first above written.

E-centives, Inc.

By: /sl Kamran Amjadi

Name: Kamran Amjadi
Title:  Chief Executive Officer

ACCEPTED AND AGREED:

Friedli Corporate Finance, Inc.

By: /sl Peter Friedli

Name: Peter Friedli
Title:  Authorized Signatory



Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
E-centives, Inc.
Bethesda, MD

We hereby consent to the incorporation by reference in the Registration Statements on Form S-8 (Nos. 333-69276 and 333-58244) of E—centives, Inc. of oL

report dated March 11, 2005, except for Note 16(c) which is as of March 29, 2005, relating to the financial statements which appears in this Annual Report on
Form 10-KSB.

/s/ BDO Seidman, LLP
Bethesda, MD
March 29, 2005



Exhibit 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
E-centives, Inc.:

We consent to the incorporation by reference in the registration statements (No. 333-69276 and No. 333-58244) on Form S-8 of E-centives, Inc. of our repc
dated June 29, 2004, with respect to the consolidated balance sheet of E-centives, Inc. and subsidiary as of December 31, 2003, and the related consolidate

statements of operations, stockholders’ equity (deficit) and comprehensive loss, and cash flows for the year then ended, which report appears in the Decemb
2004 annual report on Form 10-KSB of E—centives, Inc.

Our report dated June 29, 2004, indicates that the Company is dependent upon its principal shareholder for continued funding.

/s/ KPMG LLP
McLean, Virginia
March 29, 2005



Exhibit 31.1
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Mehrdad Akhavan, certify that:

1) | have reviewed this annual report on Form 10—-KSB of E—centives, Inc.;

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

report;

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

4)  The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a)

b)

©)

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

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

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

5)  The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to th
registrant’s auditors and the audit committee of registrant’s Board of Directors (or persons performing the equivalent function):

a)

b)

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

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

Date: March 25, 2005

By: /s/ Mehrdad Akhavan

Mehrdad Akhavan
Chief Executive Officer



Exhibit 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Tracy L. Slavin, certify that:

1) | have reviewed this annual report on Form 10—-KSB of E—centives, Inc.;

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

report;

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

4)  The registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a)

b)

©)

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

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

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

5)  The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to th
registrant’s auditors and the audit committee of registrant’s Board of Directors (or persons performing the equivalent function):

a)

b)

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

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

Date: March 25, 2005

By: /s/ Tracy L. Slavin

Tracy L. Slavin
Chief Financial Officer



Exhibit 32.1

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 the Annual Report of E-centives, Inc. (the “Company”) on Form 10-KSB for the fiscal year ended December 31, 2004, as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), the undersigned hereby certifies, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes—Oxley Act of 2002, that to the undersigned’s knowledge:

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

(b) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company

Dated this 25th day of March, 2005

By: /s/ Mehrdad Akhavan

Mehrdad Akhavan
Chief Executive Officer



Exhibit 32.2

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 the Annual Report of E-centives, Inc. (the “Company”) on Form 10-KSB for the fiscal year ended December 31, 2004, as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), the undersigned hereby certifies, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes—Oxley Act of 2002, that to the undersigned’s knowledge:

(a) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(b) the information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company

Dated this 25th day of March, 2005

By: /s/ Tracy L. Slavin

Tracy L. Slavin
Chief Financial Officer
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