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I ndi cate by check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 nonths (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such
filing requirenments for the past 90 days. Yes X No__

APPLI CABLE ONLY TO REG STRANTS | NVOLVED | N BANKRUPTCY PROCEEDI NGS DURI NG THE
PRECEDI NG FI VE YEARS

I ndi cate by check mark whether the registrant has filed all docunments and
reports required to be filed by Section 12, 13 or 15(d) of the Securities
Exchange Act of 1934 subsequent to the distribution of securities wunder a plan
confirmed by a court.

Yes No

(APPLI CABLE ONLY TO CORPORATE REGQ STRANTS)
Indicate the nunber of shares outstanding of each of the registrant's
cl asses of common stock, as of the latest practicable date.

Title CQut st andi ng

Conmon Stock, $.01 par value per share As of Novenber 14, 2000
4,049, 525 shares outstandi ng

<PAGE>

PART |. FI NANCI AL | NFORMATI ON

I TEM 1. FI NANCI AL STATEMENTS

| - SECTOR CORPORATI ON AND SUBSI DI ARI ES
CONSCLI DATED BALANCE SHEETS
(I'n thousands, except share and par val ue anounts)

Sept enber 30, Decenber 31
2000 1999

(Unaudi t ed)

ASSETS

Current assets:
Cash and cash equival ents $ 8, 762 $ 4,647
Accounts recei vabl e, net 5, 630 37,726
Accounts receivable - affiliates 467 423
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| nventory 962 7,442

Def erred taxes 2,400 836

Ot her current assets 181 384
Total current assets 18, 402 51, 458

Property and equi pnent 1, 252 2,280
O her assets 149 178
Tot al $ 19, 803 $ 53,916

LI ABI LI TI ES AND STOCKHOLDERS' EQUI TY

Current liabilities:

Not es payabl e $ $ 15,869
Account s payabl e 1,786 21, 687
Accrued expenses 2,138 3, 896
Net liabilities related
to discontinued operations 1, 051 199
| ncone taxes payabl e 1, 383
Deferred service revenue 97 240
Total current liabilities 6, 455 41, 891
Deferred credit - stock warrants 195 195

Conmi t ments and conti ngenci es
St ockhol ders' equity:

Preferred stock, $.01 par val ue, 5,000,000 shares
aut hori zed, no shares issued

Comon st ock:
$.01 par value, 15,000,000 shares authori zed,
4,441, 325 and 4, 442, 325 shares issued at

Sept enber 30, 2000 and Decenber 31, 1999 44 44
Addi ti onal paid in capital 10, 037 10, 037
Unear ned equity conpensation (1) (1)

Treasury stock (391, 800 and 381, 800 shares,
at cost) at Septenber 30, 2000 and

Decenber 31, 1999 (986) (972)
Ret ai ned ear ni ngs 4,059 2,722
Total stockhol ders' equity 13, 153 11, 830

Tot al $ 19, 803 $ 53,916
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See notes to consolidated financi al

<PAGE>

statenents

| - SECTOR CORPCRATI ON AND SUBSI DI ARI ES
CONSCL| DATED STATEMENTS OF | NCOVE

(I'n thousands, except share and per share anounts)

(Unaudi t ed)

Total revenue
Cost of sal es and services

Gross profit
Selling, general and admi nistrative expenses

Operating (loss) incone

I nterest expense (incone), including other incone

(Loss) incone fromcontinuing operations before
(benefit) provision for income taxes
(Benefit) provision for incone taxes

Net (loss) incone from continuing operations
Di sconti nued Operations:
Net incone from discontinued operations,
net of taxes
Loss on disposal, net of taxes

Net (| oss) incone

Net (Il oss) incone per share:
Basi ¢ and dil ut ed:
Net (loss) incone from continuing
oper ati ons
Net incone from discontinued operations
Loss on disposal, net of taxes

Net (loss) income per share
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Wi ght ed average shares out st andi ng:

Basi ¢ and dil uted 4,048, 525 4,169, 125

See notes to consolidated financial statenents

<PACGE>
| - SECTOR CORPORATI ON AND SUBSI DI ARl ES
CONSOL| DATED STATEMENTS OF | NCOVE
(I'n thousands, except share and per share anounts)
(Unaudi t ed)
Ni ne Mont hs Ended Sept enber 30,
2000 1999
Total revenue $ 14,386 $ 13,754
Cost of sal es and services 10, 407 8, 792
Gross profit 3,979 4,962
Selling, general and admi nistrative expenses 7,544 5,033
OQperating | oss (3,565) (71)
I nterest expense (incone), net of other incone (135) (4)
Loss from conti nui ng operations before
benefit for incone taxes (3,430) (67)
Benefit for inconme taxes (1, 075) (3)
Net | oss from continuing operations (2, 355) (64)
Di sconti nued QOperations:
Net inconme (loss) from discontinued
operations, net of taxes 300 (28)
Gai n on disposal, net of taxes 3,392
Net inconme (Il oss) $ 1, 337 $ (92)

Net inconme (loss) per share:
Basi ¢ and di | ut ed:
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Net | oss from continuing operations
Net incone (loss) on discontinued

oper ati ons
Gai n on disposal, net of taxes

Net incone (loss) per share

Wei ght ed average shares out standi ng:

Basi ¢ and dil uted

$  (0.58) $ (0.01)
0.07 (0.01)

0.84
$ 0.33 $ (0.02)
4,048, 672 4,169, 023

See notes to consolidated financial statenents
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| - SECTOR CORPCRATI ON AND SUBSI DI ARI ES
CONSCLI DATED STATEMENTS OF CASH FLOWS

(I'n thousands)
(Unaudi t ed)

Net | oss from continuing operations

Adj ustnents to reconcile net loss to net cash
provi ded by (used in) operating activities:

Depreciation and anortization
Deferred tax provision
Changes in assets and liabilities that
provi ded (used) cash:

Accounts receivabl e, net
Accounts receivable - affiliates
| nventory

O her current assets

O her assets

Accounts payabl e

Accrued expenses

| ncone taxes payabl e

Deferred service revenue
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Ni ne Mont hs Ended Sept enber 30,

2000 1999
$  (2,355) $ (64)
376 453
(2, 233)
32, 096 2, 415
(44) (83)
(82) (1, 505)
181 213
29
(19, 901) 3, 258
(1, 758) (4)
(521)
(143) (61)
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Net cash provided by continuing operating
activities
Net operating activities fromdiscontinued
activities
Net cash provi ded by operating activities
Cash flows frominvesting activities:
Proceeds from sale of fixed assets
Capi tal expenditures

Net cash used in investing activities:

Cash flows fromfinancing activities:
Purchase of treasury stock
Net decrease in notes payabl e

Net cash used in financing activities:

Net increase in cash and cash equival ents
Cash and cash equival ents at begi nning of period

Cash and cash equival ents at end of period $

Suppl enent al di scl osures of cash flow i nfornmation:

Cash paid for interest $

Cash paid for taxes $

See notes to consolidated financi al

<PAGE>

statenents

| - SECTOR CORPCRATI ON AND SUBSI DI ARI ES
NOTES TO CONSCLI DATED FI NANCI AL STATEMENTS

(I'n thousands, except share and per share anounts)

1. DESCRI PTI ON OF BUSI NESS AND SUMVARY OF SI GNI FI CANT ACCOUNTI NG PCLI CI ES
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| -Sector Corporation and subsidiaries ("I-Sector"), formerly Allstar
Systens, Inc., has historically been engaged in the sale and service of conputer
and teleconmunication hardware and software products in the United States.
During 1995, |-Sector formed and incorporated Stratasoft, Inc., ("Stratasoft") a
wholly owned subsidiary, to create and nmarket software related to the
i ntegration of conmputer and tel ephone technologies. In January 1997, |-Sector
formed IT Staffing Inc. ("IT Staffing”), a wholly owned subsidiary, to provide
t enporary and pernanent pl acenent services of i nformation t echnol ogy
professionals. |In March 1998, |-Sector forned Allstar Systems Rio Grande, Inc.
a wholly owned subsidiary, to engage in the sale and service of conputer
products in western Texas and New Mexico. 1In July 2000, the shareholders
approved the nanme change from Al l star Systens, Inc. to |I-Sector Corporation in
order to better comunicate the business purpose and m ssion of the Conpany,
that of owning, operating or investing in conpanies which are expected to
benefit from the manner in which the Internet is changing comerce and
comuni cations. Recently, in July 2000 |-Sector formed and incorporated two new
whol |y owned corporations, Synergy Hel pdesk Solutions, Inc. ("Synergy") and

Al |l star Conputer Service, |Inc. ("ACS') and contributed certain operating assets
associ at ed with its previously reported |T Services segnent to such
corporations. Also in July 2000, |-Sector formed and incorporated a new wholly

owned subsi diary, Internetworking Sciences Corporation ("INX') to neet the needs
of custoners in the area of |arge-scale network infrastructure requirements that
are Cisco centric. Subsequent to Septenber 30, 2000, INX acquired certain assets
of Internetwork Experts, Inc. along with the right to use that name and changed
its name to Internetwork Experts, Inc. ("INX").

The condensed consolidated financial statements presented herein as of and
for the three and nine nonths ended Septenber 30, 2000 are unaudited; however,

all adjustnments which are, in the opinion of nanagenent, necessary for a fair
presentation of the financial position, results of operations and cash flows for
the periods covered have been made and are of a normal, recurring nature.

Accounting neasurements at interimdates inherently involve greater reliance on
estimates than at vyear-end. The results of the interim periods are not
necessarily indicative of results for the full year. The consolidated bal ance
sheet at Decenber 31, 1999 is derived from audited consolidated financial
statements but does not include all disclosures required by accounting
principles generally accepted in the United States of Anerica. Al though
managenent believes the disclosures are adequate, certain information and
disclosure normally included in the notes to the financial statenents has been
condensed or omtted as permtted by the rules and regul ati ons of the Securities
and Exchange Comm ssion

Recl assifications - Certain amunts in the consol i dat ed financi a
statements presented herein have been reclassified to conformto current year
presentation.
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Use of Estimates - The preparation of the financial statements in
conformty with accounting principles generally accepted in the United States of
America requires nmanagenent to nmake estimates and assunptions that affect the
reported anounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statenents and the reported anount
of revenue and expense during the reporting period. Actual results could differ
fromthese estinates.

Accounti ng Pronouncenents - |In June 1998, the Financial Accounting
Standards Board issued Statenent of Financial Accounting Standards No. 133,
"Accounting for Derivative Instrunments and Hedging Activities- ("SFAS No. 133").
SFAS No. 133, as anended, is effective for all fiscal quarters of fiscal years
begi nning after June 15, 2000. Managenent does not believe the adoption of SFAS
No. 133 will have a material inpact on its financial position and the results of
operations and cash flows..

In Decenber 1999, the Securities and Exchange Conmmi ssion ("SEC') issued
Staff Accounting Bulletin ("SAB') No. 101, "Revenue Recognition in Financi al
Statenents." SAB 101 summarizes certain of the SEC s views in applying generally
accepted accounting principles to revenue recognition in financial statenents.
The Conpany is required to adopt SAB 101, as anended, in the fourth quarter of
fiscal 2000. The Conpany does not expect the adoption of SAB 101 to have a
material effect on its financial position or results of operations.

<PAGE>
2. DI SCONTI NUED OPERATI ONS

On March 16, 2000, |-Sector entered into an agreenent to sell certain
assets of and the ongoing operations of its Conputer Products Division. The sale
transaction closed on May 19, 2000, after stockhol der approval was obtai ned and
other required conditions of closing were satisfied. Under the terns of the
agreenent, |-Sector received a cash purchase price at closing of approxi mtely
$16, 440, including $1,952 attributable to inventory and $279 attributable to
equi pnent, plus the contingent right to receive up to $500 in proceeds from an
escrow account established to satisfy the Conpany's Iliability for any breaches
of the Conpany's representations and warranties under the agreenment. The cash
purchase price was subject to certain post-closing adjustnents that resulted in
a credit to the purchaser of approxinmately $384. The transacti on was recogni zed
for financial reporting purposes in the quarter ended March 31, 2000 and pretax
incone fromthe discontinued operations of the Conputer Products Division (net
of taxes of $156) was $302 for the three nonths ended March 31, 2000. In the
quarter ended March 31, 2000, a gain on disposal of $5,6091 (net of taxes of
$2, 625) was recognized, which included an estinmated | oss of $604 (net of taxes
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of $311) for the operating results fromthe neasurenment date, March 16, 2000 to
the closing date of the sale, as well as a loss on the equipnent sold of $352
(net of taxes of $181) and estimates for the inpairment of assets caused by the
di sposal decision of $2,593 (net of taxes of $1,336). During the quarter ended
June 30, 2000, I-Sector revised its estimates relating to the inpairnent of
assets and recogni zed a | oss on di sposal of $387 (net of taxes of $199). During
the quarter ended Septenber 30, 2000, |[|-Sector again revised its estimtes
relating to the inpairnent of assets and recognized a | oss on disposal of $969
(net of taxes of $500). |-Sector retained accounts receivable attributable to
t he Conmputer Products Division, which, at Septenber 30, 2000, was approxi mately
$1,293, net of reserves. |-Sector also retained fixed assets of $255 and
liabilities related to the Conmputer Products Division. Fixed assets that were
not sold are being redeployed in the continuing operations. The bal ance sheet
caption "Net liabilities related to discontinued operations" at Septenber 30,
2000 includes $984,000 of estimated expenses relating to the disposal. Revenue
for the Conputer Products Division for the three and nine nonth periods ending
Septenber 30, 2000 through the date of disposition was $120 and $49, 333,
respectively and $44,611 and $132,826 for the sane periods in 1999. The Conpany
allocates interest expense to its various divisions on a proportional basis
based on accounts receivable. Interest expense allocated to the Conputer
Products Division for the nine nonths ended Septenber 30, 1999 and 2000 and for
the period from April 1, 2000 to May 19, 2000 was $566, $237 and $62,
respectively. 1In connection wth the sale of the Conputer Products Division

| -Sector also sold the El Paso portion of the IT Services business. The El Paso
branch office portion of the IT Services business accounted for revenue of
$1, 305 and $942 and an operating |oss of $244 and $720 in the nine nonths ended
Sept enber 30, 1999 and 2000, respectively. The EIl Paso services business has
been included through the close date of May 19, 2000 in the continuing
operations (as a part of the Corporate segnent) for the nine nonths ended
Sept enber 30, 2000.

On Novenber 2, 1999, |-Sector approved a plan to sell or close its Tel ecom
division. This was the neasurement date. The sale was finalized on March 16,
2000. Under the terns of the sale |-Sector received $250 cash and the ability to
obtain restricted stock in the purchaser contingent upon the performnce of the
acquired operations during a period ending six nonths after the closing date.
Addi tional ly, the purchaser assumed all tel ephone equiprment warranty obligations
of |-Sector up to a maxi mum of $30. Any excess warranty costs incurred by the

purchaser wll be billed to |I|-Sector at an agreed upon rate. Loss from
di sconti nued operations (net of tax benefit of $354) was $687 for the nine
nont hs ended September 30, 1999. A disposal loss, including an estinmate of the

operating results fromthe neasurenent date, Novermber 2, 1999 to the cl osing
date of the sale, as well as estimates for inpairnment of assets caused by the
di sposal decision were recogni zed at Decenber 31, 1999. During the nine nonths
ended Septenber 30, 2000, |I|-Sector revised its estimate of the |oss on di sposa
and recorded an additional 1oss (net of tax benefit of $65) of $127. |-Sector
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has retained accounts receivable of approxinmately $218, net of reserves, at
Sept enber 30, 2000, related to the Tel ecom Division. The Revenue for the Tel ecom
Division for the three and nine nonth periods ending Septenber 30, 2000 through
the date of disposition, March 16, 2000, was $0 and $752, respectively, and $704
and $3, 164 for the sane periods in 1999.

3. I NCENTI VE STOCK PLANS

In Septenber 1996 |1-Sector adopted the 1996 Incentive Stock Plan (the
"Incentive Plan"') and the 1996 Non-Enployee Director Stock Option Plan (the
"Director Plan"). Under the Incentive Plan, |[|-Sector's Conpensation Conmmittee
may grant up to 442,500 shares of comon stock, which have been reserved for
i ssuance to certain key enployees of |-Sector. The Incentive Plan provides for
the granting of incentive awards in the formof stock options, restricted stock
phant om st ock, stock bonuses and cash bonuses in accordance with the provisions
of the plan. Additionally, no shares may be granted after the tenth anniversary
of the Incentive Plan's adoption. 1-Sector has reserved for issuance, under the
Director Plan, 100,000 shares of compbn stock, subject to certain antidilution
adj ust ment s.

<PAGE>

Historically the Director Plan provided for a one-time option by newy
elected directors to purchase up to 5,000 shares of common stock, after which
each director was entitled to receive an option to purchase up to 2,000 comon
shares upon each date of reelection to |I-Sector's Board of Directors. On May 2,
2000, the I-Sector Board of Directors anended the Non-Enployee Director Stock
Option Plan to provide for the issuance of options to purchase 5,000 shares of
common stock to each Non-enployee Director upon his election as a director. 1In
addition, the Board of Directors authorized the issuance of 5,000 shares to each
of the Non-enployee Directors, who was serving as a director at that date, as
addi tional conpensation for prior periods, each such additional option to be
issued at the time of that Director's next election as an |-Sector director

Options granted under the Director Plan and the Incentive Plan have an
exercise price equal to the fair market value on the date of grant and generally
expire ten years after the grant date. The Incentive Plan stock option grants
will vest ratably over the five-year period fromthe date of issuance.

In May 2000, |-Sector adopted the 2000 Stock |Incentive Plan (the "2000
Incentive Plan"). Under the 2000 Incentive Plan, 1-Sector's Conpensation
Committee may grant up to the greater of 400,000 shares of common stock or 10%
of the nunber of shares of common stock issued and outstanding on the first day
of the then preceding cal endar quarter. The 2000 Incentive Plan provides for the
granting of incentive awards in the formof stock options, stock appreciation
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rights, restricted stock, performance wunits and performance shares, other
st ock-based awards and cash bonuses in accordance wth the provisions of the
plan. Al enployees, including officers, and consultants and non-enployee
directors are eligible to participate in the 2000 Stock Incentive Plan

CGenerally, the Conpensation Committee has the discretion to determine the
exercise price of each stock option under the 2000 Incentive Plan, and they nust
be exercised wthin ten years of the grant date, except those classified as
Incentive Stock Option ("1SO') grants to a 10%or greater stockholder. [1SO
options grants to a 10% or greater stockholder nust be exercised wthin five
years of the grant date. The exercise price of each 1SO option grant nay not be
| ess than 100% of the fair market value of a share of combn stock on the date
of grant (110%in the case of a 10% or greater stockhol der).

The nunmber of options outstanding and the exercise price under each of the
three Plans were as follows at Septenber 30, 2000:

1996 2000

Exercise Price Director Plan I ncentive Pl an | ncentive Plan

$1. 063 190, 012

$1. 375 4,500

$1. 500 28, 000 192, 640 14, 100

$1.563 17, 020

$1. 750 9, 000 1, 900

$2. 188 5, 000

$2. 266 35, 800

$2. 313 32,471

$2. 938 400

$6. 000 8, 000 0
Total granted 37,000 414,072 87,771
In addition, incentive awards in the formof restricted stock were granted

for 14,286 shares that woul d have vested ratably over the two-year period ending
July 7, 1999, and 50,000 shares, which would have vested ratably over the
five-year period ending May 20, 2004. During the quarter ended June 30, 1999
| -Sector exchanged restricted stock awards for 62,086 shares for stock option
grants on 126,172 shares at an exercise price of $1.06 per share. The stock
option grants vest over the sane period as the exchanged restricted stock
awards. As of Septenber 30, 2000, I-Sector had restricted stock awards
out standi ng for 1,200 shares.

4. SEGVENT | NFORVATI ON

| -Sector has six reportable segnents: ACS, Synergy, INX, IT Staffing,
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Stratasoft and Corporate. Corporate includes the operations of the Conpany's E
Paso service operations which were sold on May 19, 2000, and service operations
relating to conputer installations for a certain custoner. The installations for
this custonmer ceased when the Conputer Products Division was sold on May 19,
2000. The conbined ACS, Synergy and IT Staffing, plus the El Paso service
business and the service operations related to that certain custoner were
previously reported as the IT Services segment prior to the quarter ended June

<PAGE>

30, 2000. ACS provides customers wth on-site and carry-in conmputer repair,
application support and operating systemand network mgration services. Synergy
provides customers wth turnkey outsourced IT hel pdesk solutions, technica
staff augmentation for |IT hel pdesk operations and hel pdesk solutions consulting
servi ces. IT Staffing provides |T professionals to wrk on tenporary
assignments, recruiting services and placenents. |NX provides professiona
services in the area of |arge-scale network infrastructure requirements that are
Cisco centric. Stratasoft, reported prior to the quarter ended June 30, 2000, as
the CTl Software segnment, produces software products that facilitate telephony
and conputer i ntegration primarily for tel emarketing and call center
applications. The accounting policies of the business segnents are the same as
those for |[I-Sector. |1-Sector evaluates perfornance of each segnment based on
operating inconme. Managenent only views accounts receivable, and not tota
assets, by segnment in their decision-nmaking. |Intersegnment sales and transfers
are not significant and are shown in the Elimnation colum in the foll ow ng
table. The tabl es bel ow show the results of the six reportable segments:

For the quarter ended Septenber 30, 2000:

<TABLE>
<CAPTI ON> I T
ACS Syner gy I NX Staffing Stratasoft Corporate Elimnation

Consol i dat ed
<S> <C <C <C <C <C <C <C <C
Total revenue $ 571 $ 841 $ 700 $ 334 $ 1,779 $ (41 $ (11 $ 4,173
Cost of sal es and services 511 735 735 250 1,015 79 (11) 3,314
Gross profit (loss) 60 106 (35) 84 764 (120) 0 859
Selling, general and

adm ni strative expenses 330 360 327 138 1,139 988 0 3,282
Operating |oss $ (270) $ (254) $ (362 $ (54 $ (375 $(1,108) $ 0
2,423)

I nterest expense (incone), net of
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ot her incone

(100)
Loss before benefit for incone tax
(2,323)
Benefit for incone tax
(708)
Net | oss from continuing operations
(1, 615)
Net | oss on disposal, net of taxes
(1, 095)
Net | oss
$(2,710)
Accounts receivabl e, net $ 700 $ 1,016 $ 266 $ 279 $ 803 $ 1,055 $ 0 $ 4,119
Accounts receivable retained from
di sconti nued operations, net 1,511
Total accounts receivable, net $ 5,630

For the quarter ended Septenber 30, 1999:

Total revenue $ 926 $ 1,838 $ 0 $ 269 $ 1,329 $ 558 $ 0 $ 4,920
Cost of sales and services 586 1,163 0 189 623 477 0 3,038
Gross profit 340 675 0 80 706 81 0 1, 882
Sel ling, general and

admi ni strative expenses 276 548 0 113 524 264 0 1,725
Operating income (Il oss) $ 64 $ 127 $ 0 $ (33 $ 182 $ (183) $ 0 157

I nterest expense (incone), net of
ot her incone

(19)

I ncone before benefit for income tax 176
Provi sion for incone tax 60
Net inconme from continuing operations 116

Net income from

di sconti nued operations, net of tax 216
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Net incone $ 332
Accounts recei vabl e, net $ 1,571 $ 704 $ 0 $ 133 $ 916 $ 693 $ 0 $ 4,017
Accounts receivable retained from

di sconti nued operations, net 28, 461
Total accounts receivable, net $éé:;%é
JTABLE>

For the nine nonths ended Septenber 30, 2000:
<TABLE>
<CAPTI ON\>
I T
ACS Syner gy I NX Staffing Stratasoft Corporate Elimnation
Consol i dat ed

<S> <C <C <C <C <C <C <C <G
Total revenue $ 1,955 $ 3,725 $ 700 $ 970 $ 5,424 $ 1,623 $ (11 $14, 386
Cost of sal es and services 1,551 2,899 735 722 2,841 1,670 (11) 10, 407
G oss profit (loss) 404 826 (35) 248 2,583 (47) 0 3,979
Sel ling, general and

admi ni strative expenses 864 1,474 327 312 2,947 1, 620 0 7,544
Operating income (loss) $ (460) $ (648) $ (362) $ (64) $ (364) $(1, 667) $ 0
(3, 565)

I nterest expense (incone), net of
ot her incone
(135)
Loss before benefit for inconme tax
(3, 430)
Benefit for inconme tax
(1,075)
Net | oss from continuing operations
(2, 355)
Net income from discontinued operations,
net of tax 300
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Net gain on disposal, net of taxes

Net i ncone

Accounts recei vabl e, net $ 700

Accounts receivable retained from
di sconti nued operations, net

Total accounts receivable, net

For the nine nonths ended Septenber 30, 1999:

Total revenue $ 2,741
Cost of sales and services 1, 856
Gross profit 885
Sel ling, general and

admi ni strative expenses 828
Operating i ncome (Il oss) $ 57
(71)

I nterest expense (incone), net of
ot her incone

(4)

Loss before benefit for income tax
(67)

Benefit for incone tax

(3)

Net | oss from continuing operations

(64)

Net | oss from discontinued operations,
net of tax

(28)

Net | oss
(92)

Accounts receivabl e, net $ 1,571
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$ 1,055
$ 1,478
1,112
366

607

$ (241)
$ 693
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Accounts receivable retained from
di sconti nued operations, net 28, 461

Total accounts receivable, net $32, 478

<FN>

| -Sector has previously allocated the cost of its corporate departnent to its
operating subsidiaries. Beginning in the quarter ended Septenber 30, 2000 that
departnent is included in the Corporate segnent.

</ FN>

</ TABLE>

5. EARNI NGS PER SHARE

Basi ¢ EPS excludes dilution and is conputed by dividing inconme available to
common st ockhol ders by the wei ght ed-average nunber of common shares outstandi ng
for the period. Diluted EPS is based on the weighted-average nunber of shares
outstanding during each period and the assumed exercise of dilutive stock
options and warrants | ess the nunber of treasury shares assunmed to be purchased
fromthe proceeds using the average market price of the Conpany's comopn stock
for each of the periods presented.

The potentially dilutive options totaling 148,733 and 214, 360 shares for
the three and nine nonths ended Septenber 30, 2000 and 67,559 shares for the
three and ni ne nonths ended Septenber 30, 1999, respectively, calculated under
the treasury stock nmethod, were not used in the calculation of diluted earnings
per share since the effect of potentially dilutive securities in conputing a
| oss per share on continuing operations is antidilutive.

There were warrants to purchase 176, 750 shares of commobn stock for the nine
nont hs ended Septenber 30, 2000 and 1999 which were not included in conmputing
the effect of dilutive securities because the inclusion would have been
antidilutive.

6. LI TI GATI ON

On February 1, 2000, a conpetitor brought a suit against |-Sector
Corporation's wholly owned subsidiary Stratasoft, Inc. inthe United States
District Court for the Northern District of Georgia. The plaintiff alleges
infringenent of <certain patents owned by the conpetitor and is seeking
unspeci fied nmonetary danages. |-Sector believes that this suit is without nerit
and intends to vigorously defend such action

On May 16, 2000, Jack B. Corey ("Corey") filed suit against the Conpany in
JACK B. COREY V. ALLSTAR SYSTEMS, [INC., Cause No. 2000-24796, in the District
Court of Harris County, Texas, 113th Judicial District, seeking to enjoin the
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sale of its conputer product division and certain other assets to Anherst
Technol ogi es, and for unspecified damages. On May 17, 2000, a state court denied
Corey's Application for Tenporary Restraining Oder and on May 22, 2000, a
second state court denied his Application for a Tenporary Injunction and for
Expedited Discovery as noot. The present pleadings lack specificity as to
Corey's claimfor danages and it is unclear at this tinme whether Corey will
pursue such a claim However, the Conpany strongly denies that it engaged in any
i mproper conduct with regard to the asset sale and intends to vigorously defend
any claimthat m ght be pursued by Corey.

| -Sector is party to litigation and clainms which nanagenent believes are
normal in the course of its operations; while the results of such litigation and
cl ai ms cannot be predicted with certainty, |-Sector believes the final outcone
of such matters wll not have a materially adverse effect onits results of
operations or financial position.

7. SUBSEQUENT EVENT

On Cctober 27, 2000, |[INX acquired certain assets and liabilities of

Internetwork Experts, Inc., a Dallas professional services firmthat was al so
focused on the architecture, design, inplenentation and support of high-end
network infrastructure for service providers and large enterprises. The

transaction is being accounted for as a purchase of certain of the assets of
Internetwork Experts by INX. The conbined entity is a wholly owned subsidiary of
| -Sector Corporation. |INS subsequently went through a |egal nane change to
I nternetwork Experts, Inc. ("INX"). The seller received a cash purchase price of
$200,000 plus a right to further paynents contingent upon attaining certain
Cisco designations within 6 nmonths and upon performance of the acquired
operati ons.

<PAGE>

| TEM 2. MANAGEMENT' S DI SCUSSI ON AND ANALYSI' S OF FI NANCI AL
CONDI TI ON AND RESULTS OF OPERATI ON

| - SECTOR CORPCRATI ON
MANAGEMENT' S DI SCUSSI ON AND ANALYSI S
OF FI NANCI AL CONDI TI ON AND RESULTS OF OPERATI ONS

The following discussion is qualifiedinits entirety by, and should be
read in conjunction with, the Conpany's consolidated financial statenents,
including the notes thereto included elsewhere in this Form 10-Q and the
Conpany's Form 10-K, previously filed with the Securities and Exchange
Conmi ssi on.
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Overvi ew

| -Sector Corporation ("l-Sector") historically engaged in the business of
providing its customers with solutions to their information and conmmunications
technol ogy needs. Historically, our revenue was derived through four primry
areas of business, |IT Services, CTl Software, Conputer Products and Tel ecom
Systens, each of which had historically been reported as a segnment. W recently
sol d our Tel ecom Systens and Conputer Products businesses. After the sale of
these businesses, we separated what was the IT Services business into three
separ at e busi nesses, each of which is a wholly owned subsidiary corporation. One
of these subsidiary conpanies is IT Staffing, Inc. ("IT Staffing"), which had
al ready been operated as a wholly owned subsidiary since its inception in
January, 1997. In July, 2000 we contributed the remaining conponents of the
former IT Services business to tw newWy fornmed wholly owned corporations,
Al l star Conputer Services, Inc. ("ACS') and Synergy Hel pdesk Solutions, Inc.
("Synergy"). Asoin July, 2000 we forned another wholly owned conpany,
I nternetworking Sciences Corporation ("INX"), which operates in the IT services
busi ness sector. Subsequent to Sepenber 30, 2000, INX acquired certain assets of
Internetwork Expert, 1Inc., along wth the right to use its name, and began
operating as Internetwork Expert, Inc. (INX). Qur CTlI Software business was not
affected by the recent sale of the Conputer Products and Telecom Systens
business units, however we are now referring to this segnent by its corporate
nane, "Stratasoft” rather than "CTl Software" as we have in the past. W market
our services businesses in Texas fromfour |locations in the Houston, Dall as-Fort
Wirth, Austin and San Antonio netropolitan areas. Stratasoft markets its
products worldwide through a direct sales force and an authorized dealer
net wor k.

On March 16, 2000 we entered into separate agreenents whereby (i) we sold
certain key assets of, and the ongoing business operations of, our Telecom
Systens business and (ii) we agreed to sell the ongoing business operations of
our Conputer Products business, together wth certain key assets of our IT
Servi ces business located in El Paso, Texas. W retained accounts receivable and
inventory related to the businesses that were sol d.

A disposal loss (net of taxes), including an estimate of the operating
results fromthe neasurenment date, Novenmber 2, 1999 to the closing date of the
sale of Telecom Systens was recognhized at Decenber 31, 1999. The sale of
Conput er Products cl osed on May 19, 2000 after stockhol der approval was obtai ned
and other conditions to closing were satisfied. The terns of the agreenent
i ncl uded cash consideration of $16.4 nillion, plus the possibility of receiving
a future paynent of up to $500,000 froman escrow account. The terms of the
agreenent also included possible future cash paynents contingent wupon future
performance of the operations being sold. W recognized a gain of approximately
$3.7 million, net of taxes, on the sale. W retained the other assets of our IT
Servi ces business, which provides a variety of services related to the use of

file://1Y]/2000/11_14 10Q.htm (19 of 38)8/18/2004 5:37:35 AM



file:///Y2000/11_14 10Q.htm

informati on technol ogy, and, as discussed above, <contributed those assets to
newly formed wholly owned subsidiaries. By operating through these highly
focused whol Iy owned subsidiaries, we believe that we will offer better customner
service and inprove our financial performance. W also retained our Stratasoft
busi ness, which devel ops and markets tel ecomunications software. During the
guarter ended Septenber 30, 2000, Stratasoft produced 42.6% of total revenue
while ACS, IT Staffing and Synergy contributed 13.7% 8.0% and 20. 2% of revenue,
respectively. INX, our newy formed subsidiary, contributed 16.8% of our
revenue. Qur Corporate segnent, which includes operations that are not on-going
because of the sale of the Conputer Products Division, conprised the remaining
(0.1)% of revenue.

We believe the sale of our Conmputer Products Division provided sufficient

cash to initiate a fundanental change in our business strategy that will allow
us to deploy our liquid capital in endeavors that we believe wll ultimtely
result in inproved stockholder value. W believe we will produce nore rapid

growh, and better financial performance, by the separation of our various
i nformati on technol ogy services into focused, specialized conpanies with each
led by a separate managenent teamw th personal financial incentives tied to
their conmpany's financial performance. Additionally, we plan to continue to
expand our Stratasoft business through our wholly owned subsidiary, Stratasoft,
I nc.

<PAGE>

W also intend to pursue starting, acquiring or investing in, including
taking significant stakes in, other conpanies that we expect to benefit fromthe
manner in which the Internet is changi ng conmrerce and communications. Targeted
busi nesses are expected to include B2B E-Commerce product or services sales
conpani es, conpanies providing IT services related to network, Wb devel opnent
and other Internet related IT services, and conpanies involved in the enabling
of E-Commerce and E-Busi ness.

ACS provides custoners with on-site and carry-in conmputer repair,
application support and operating systemand network mgration services. Synergy
provides customers wth turnkey outsourced IT hel pdesk solutions, technica
staff augnentation for |IT hel pdesk operations and hel pdesk sol utions consulting

servi ces. IT Staffing continues its est abl i shed busi ness placing |IT
professionals on tenporary assignnents and pernmanent placenents. [|NX focuses on
t he design, deploynent and support of networking infrastructure. |NX provides

prof essional services for custoners that have | arge-scale network infrastructure
requirements that are Cisco centric. The areas of practice for INX include
network design, inplenmentation, turnkey support, security audits and firewal
design, network infrastructure managenent and network infrastructure consulting
servi ces.
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Qur ability to attract and retain qualified professional and technica
personnel is critical to the success of all of our services businesses. The nost
significant portion of the costs associated with the delivery of services is
personnel costs. Therefore, in order to be successful, our billable rates nust
be in excess of the personnel costs and our margin is dependent upon naintaining
high utilization of our service personnel. In addition, the conpetition for high
qual ity personnel has generally intensified, causing both our and other service
provider's personnel costs to increase. |In markets where we do not naintain
branch offices, we often subcontract for necessary technical personnel.

Qur cost of services for each of our service businesses is primarily
conprised of labor. Labor has a nore fixed nature such that higher |evels of
service revenue produces higher gross nmargin while lower |evels of service
revenue produces |ess gross nmargin. Mnagenent of |abor cost is inportant in
order to prevent erosion of gross nargin.

Stratasoft develops and nmarkets proprietary software that integrates
busi ness tel ephone systens and networked conputer systens. Stratasoft's basic
products are sonetimes custom zed to suit a custoner's particular needs and are
sometimes bundled wth conmputer hardware supplied by us at the custoner's
request. Stratasoft products include software for call center managenent, both
i n-bound and out-bound, as well as interactive voice response software.

A significant portion of our selling, general and adm nistrative expenses
in all of our businesses relate to personnel costs, sone of which are variable
and others of which are relatively fixed. Qur variable personnel costs are
substantially conprised of sales conm ssions, which are typically calculated
based upon our gross profit on a particular sales transaction and thus generally
fluctuate with our overall gross profit. The renmainder of selling, general and
adm nistrative expenses are relatively nore fixed and, while still sonmewhat
variable, do not vary wth increases in revenue as directly as do sales
conmi ssi ons.

Speci al notice regarding forward-I|ooking statements
This quarterly report on Form10-Q contains forward-looking statenents

within the nmeaning of the Private Securities Litigation Reform Act of 1995
relating to future events or our future financial performance including, but not

limted to, statenents contained in Item2. - "Mnagenent's D scussion and
Analysis of Financial Condition and Results of Operations." Readers are
cautioned that any statenment that is not a statement of historical fact,
including but not Ilimted to, statenents which nay be identified by words
including, but not Ilimted to, "anticipate," "appear," "believe," "could,"
"estimate,” "expect," "hope," "indicate," "intend," "likely," "may," "mght,"
"plan,"” "potential," "seek," "should,” "will,” "would," and other variations or
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negati ve expressions thereof, are predictions or estimations and are subject to
known and unknown risks and uncertainties. Nunerous factors, including factors
whi ch we have little or no control over, may affect the conpany's actual results
and may cause actual results to differ nmaterially fromthose expressed in the
forward-1ooking statements contained herein. |n evaluating such statenents,
readers shoul d consider the various factors identified in the conpany's annua
report on Form 10-K, as filed wth the Securities and Exchange Conm ssion
including matters set forth inltem1.- "Factors Which May Affect The Future
Results O Operations," which could cause actual events, perfornmance or results
to differ materially fromthose indicated by such statenents.

<PAGE>

Three Mont hs Ended Septenber 30, 2000 Conpared To Three Mnths Ended
Sept enber 30, 1999 (Dollars in thousands)

The following table sets forth, for the periods indicated, certain
financial data derived fromour unaudited consolidated statenents of operations
for the three nonths ended Septenber 30, 2000 and 1999. The discussion bel ow
relates only to our continuing operations, unless otherw se noted.

Three nont hs ended Sept enber 30,

2000 1999
Amount % Amount %
Revenue
ACS $ 571 13.7 $ 926 18.8
Syner gy 841 20. 2 1,838 37.4
I NX 700 16. 8 0 0.0
IT Staffing 334 8.0 269 5.5
Stratasoft 1,779 42.6 1, 329 27.0
Cor porate (41) (0.1) 558 11.3
El i m nation (112) (0.2) 0 0.0
Total revenue 4,173 100.0 4,920 100.0
Gross profit (loss):
ACS 60 10.5 340 36.7
Syner gy 106 12.6 675 36.7
I NX (35) (5.0) 0 0.0
IT Staffing 84 25.1 80 29.7
Stratasoft 764 42.9 706 53.1
Cor por at e (120) 292.7) 81 14.5
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El i m nati on

Total gross profit

Selling, general and adm nistrative

expenses:
ACS

Syner gy

| NX

IT Staffing
Stratasoft
Cor por ate

Total selling, genera
adm ni strative
Expenses
Qperating incone (loss):

ACS

Syner gy

I NX

IT Staffing

Stratasoft

Cor porate

Total operating | oss
I nterest expense (incone) net of
ot her incone

Loss before benefit for incone taxes

Benefit for incone taxes

Net | oss from continuing operations

Di sconti nued operations:

Net | oss from discontinued operations

Loss on di sposa

Net | oss

3, 282

(270)
(254)
(362)

(54)
(375)
(1, 108)

(2, 323)
(708)

(1, 615)

(1, 095)

| -Sector has previously allocated the cost of

operating subsidiaries.

departnent is included in the Corporate segnent.

<PAGE>

TOTAL REVENUE. Total revenue
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(38.7)

(26.2)

its corporate

1,725

64
127
0

(33)

182

(183)

departnment to its
Beginning in the quarter ended Septenber 30, 2000 that

6.9
6.9
0.0

(12. 3

13.7

(32.8

decreased by $747 (15.2% to $4,173 in 2000
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from $4,920 in 1999.

ACS revenue decreased by $355 (38.3% to $571 in 2000 from $926 in 1999. As
a percentage of total revenue ACS revenue decreased to 13.7%in 2000 from 18.8%
in 1999. The decrease in ACS revenue was prinmarily attributable to issues
related to the reorgani zation of our former |IT Services Division into
whol | y- owned subsi di ari es, each of which have a particul ar market focus, and one
of which is ACS, together wth the |oss of revenue fromcertain custoners and
the loss of certain categories of revenue after the sale of the Conputer
Product s Di vi si on.

Synergy revenue decreased by $997 (54.2% to $841 in 2000 from $1,838 in
1999. As a percentage of total revenue Synergy revenue decreased to 20.2%in
2000 from 37.4%in 1999. The decrease in Synergy revenue was primarily
attributable to issues related to the reorganization of our former IT Services
Di vision into whol |l y-owned subsidiaries, each of which have a particul ar market
focus, and one of which is Synergy, together with the |oss of revenue from
certain custoners and the | oss of certain categories of revenue after the sale
of the Conputer Products D vision

I NX revenue was $700 for the quarter and represent 16.8% of total revenue.
INX was newmy formed in July, 2000 to neet the needs of custoners in the area of
| arge-scale network infrastructure requirenments that are Csco centric. |INX
exerted intense efforts to introduce itself to the market in Dallas and Houston
and formcustonmer relationships. Subsequent to the third quarter, |INX acquired
an established service business in Dallas. The purchase included an established
custoner list, seven engineers and two sal es staff nenbers.

IT Staffing revenue increased by $65 (24.2% to $334 in 2000 from $269 in
1999. As a percentage of total revenue IT Staffing revenue increased to 8.0%in
2000 from5.5%in 1999. O the various conponents of our former IT Services
division, |IT Staffing revenue was |least affected by the sale of the Conputer
Products Division. The increased revenue is a result of increased selling
efforts and new customer rel ationshi ps.

Stratasoft revenue increased by $450 (33.9% to $1,779 in 2000 from $1, 329
in 1999. Stratasoft revenue, as a percentage of total revenue, increased to
42. 6% in 2000 from 27.0% in 1999. The increase in Stratasoft revenue was due to
better recognition of Stratasoft products in the narket place, the expansion of
the sales staff and dealer network and to increased advertising and marketing
efforts.

The Corporate segnment includes both costs related to the operation of the
corporate entity that are not allocated to any subsidiary conpany, plus certain
operati ons which are not on-going because of the sale of the Conputer Products
Division and including prior period installation revenue that was related to a
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certain custonmer of our Conputer Products Division and revenue from our fornmer
El Paso branch office, which ceased because of the sale of the Conputer Products
Division. As these operations have ceased or are w nding up we expected an
i nsignificant anmount of revenue in the quarter ending Septenber 30, 2000.
Cor porate revenue decreased by $599 (107.3% to $(41) in 2000 from $558 in 1999.
Revenue in 2000 is negative because of credits issued to custoners. As a
percentage of total revenue Corporate revenue decreased to (0.1)%in 2000 from
11.3%in 1999. The El Paso branch office service business had revenue of $1 and
$416 in the quarters ended Septenber 30, 2000 and 1999, respectively.
Installation revenue for the certain custonmer of the Conputer Products Division
(al so di scontinued effective May 19, 2000) contributed revenue of $(40) and $141
in the quarters ended Septenber 30, 2000 and 1999, respectively.

GROSS PRCFIT. Gross profit decreased by $1,023 (54.4% to $859 in 2000 from
$1,882 in 1999. Goss nmargin decreased to 20.6% in 2000 from 38.3%in 1999.

ACS gross profit decreased by $280 (82.4% to $60 in 2000 from $340 in
1999. Goss margin for ACS decreased to 10.5%in 2000 from 36.7% in 2000. ACS
cost of service consists primarily of |abor cost. Labor has a nore fixed nature
such that higher Ilevels of service revenue produces higher |I|evels of gross
margin while lower |levels of service revenue produces |ower gross margin. In
periods when service revenue decreases, it beconmes nore inportant to manage
| abor cost in order to prevent erosion of gross margin. Subsequent to the
separation of the IT Services segnment into wholly owned subsidiary conpanies in
July 2000, ACS experienced |ower |abor utilization related to | ower revenue. In
addition to the billable technical staff wutilization issue, ACS had a single
large project during the quarter on which gross profit nmargin was about 12%
bel ow normal |evels, which negatively inpacted the overall margin.

<PACGE>

Synergy gross profit decreased by $569 (84.3% to $106 in 2000 from $675 in
1999 as revenue decreased by 54.2% G oss margin decreased to 12.6%in 2000 from
36.7%in 1999. As with ASC our cost of service is labor intensive. Labor has a
nore fixed nature such that higher |levels of service revenue produces higher
gross margin while |ower |evels of service revenue produces |ess gross margin.
I n periods when service revenue decreases, it becones nore inportant to manage
| abor cost in order to prevent erosion of gross margin. As with ACS, after the
restructuring and separation of the IT Service segnment into wholly owned
subsidiary conpanies, Synergy experienced |ower |abor utilization related to
| ower revenue.

I NX gross | oss was $35 and 5. 0% of revenue. Since INX was fornmed in July,
2000, there is no history for conparison. As a newy forned start-up operation
it had to have billable technical staff in place in order to be able to market
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their services, but was unable to utilize that technical staff sufficiently to
cover their |abor cost.

IT Staffing gross profit increased by $4 (5.0% to $84 in 2000 from $80 in
1999 as revenue increased by 24.2% Goss margin decreased to 25.1%in 2000 from
29.7%in 1999. The increase in gross profit was primarily due to an increase in
the revenue. The decrease in gross nargin percentages was primarily due to a
contract with a major customer which linmits the rates for that particular
custoner, which nore than offset a positive inpact related to higher |evels of
hi gher margin placenent fees for permanent placenments as conpared to the year
earlier period.

Stratasoft gross profit increased by $58 (8.2% to $764 in 2000 from $706
in 1999 as revenue increased by 33.9% G oss margin for Stratasoft decreased to
42.9%in 2000 from53.1%in 1999. The decreased gross margin was primarily due
to inventory markdowns along with increased travel costs for technical staff
traveling internationally for project installations. Goss nargin was also
negatively inpacted by the mx of sales, wth a higher proportion of tota
systens sal es, which include a hardware conponent, as conpared to software only
sal es, which do not have a hardware cost of goods conponent.

Corporate gross profit decreased by $201 (248.1% to a loss of $120 in 2000
froma gross profit of $81 in 1999 as revenue decreased by 107.3% G o0ss margin
decreased to (292.7% in 2000 from 14.5% in 1999. The El Paso service business
that was sold on May 19, 2000 produced gross profit of $19 in 2000 as conpared
to a gross profit of $71 in the sane quarter in 1999. W experienced certain
costs related to winding up our service operations in the El Paso branch office
that negatively inpacted gross profit. Augnmenting those results, the gross
margin on installations for the custonmer that was lost in the Conputer Products
Di vi sion sal e produced a gross |oss of $57 in 2000 as conpared to a gross profit
of $9 in 1999.

SELLI NG CGENERAL AND ADM NI STRATI VE EXPENSES. Selling, general and
admi ni strative expenses increased by $1,557 (90.3% to $3,282 in 2000 from
$1,725 in 1999. As a percentage of revenue, these expenses increased by 43.5%
to 78.6% of revenue in 2000 from 35. 1% of revenue in 1999. Overall, our spending
was up primarily related to organi zing the new subsidiary conpanies, hiring new
menbers of managenent for these new conpani es, and expandi ng the sal es marketing
staff in the new conpanies. |n addition, legal fees related to both collection
efforts and Ilitigation were higher than historical [|evels and higher than
expected. Selling, general and adm nistrative expenses include $142 and $120 of
depreciation in the quarters ended Septenber 30, 2000 and 1999, respectively.
During the third quarter, we identified issues related to the collectability of
certain accounts receivable accounts and realized a higher than normal bad debt
expense for the quarter in the ampbunt of $500. Corporate selling, general and
adm ni strative expenses increased by $724 (274.2% to $988 in 2000 from $264 in
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1999 primarily due to the adninistrative costs associated wth billing and
collecting of the installation revenue to wind up services for the custoner |ost
in the sale of the Conmputer Products Division and because costs related to the
mai nt enance of the corporate organization, including executive nanagenment
conpensation, corporate-level insurance, legal, director and investor relations
expenses, which were previously allocated out to the operating segnents, are now
included in the Corporate segnment beginning in the third quarter. O this
increase in Corporate selling, general and admnistrative expense, $160 was
primarily bad debt expense related to the «certain custonmer for which
installation revenue ceased because of the sale of the Conputer Products
Di vi si on.

OPERATI NG LOSS FROM CONTI NUI NG OPERATI ONS.  Qur operating |oss increased by
$2,580 (1,643.3% to a loss of $2,423 in 2000 froma profit of $157 in 1999 due,
principally, to the decrease in a Corporate operating |oss of $1,108, Synergy
operating |oss of $254, ACS operating |oss of $270, INX operating |oss of $362
and Stratasoft increase in selling, general and admnistrative expense of
$615.

<PAGE>

| NTEREST EXPENSE (1 NCOVE), NET OF OTHER I NCOVE. |nterest expense (expense),
net of other income, decreased by $81 to $(100) in 2000 conpared to $(19) in
1999, primarily due to the reduction of notes payable and investnent of
avail abl e cash.

DI SCONTI NUED OPERATI ONS. On Novenber 2, 1999 we approved a plan to sell or
cl ose our Tel ecom Systens Division. A sale of certain assets of the division and
its ongoing operations closed on March 16, 2000. As a consequence of these
events, the operations of Telecom Systems are reported as discontinued
operations. The loss on discontinued operations related to Tel ecom Systens in
the quarter ended Septenber 30, 1999 was $281, net of a tax benefit of $145. For
the quarter ended Septenmber 30, 2000 the |loss on disposal related to Tel ecom
Systens was $127, net of a tax benefit of $65, which was primarily the result of
i ncreased charges related to the carrying value of accounts receivable accounts
and inventory.

On March 16, 2000 we entered into an agreenent to sell certain assets of,
and the ongoing operation of, our Conputer Products Division. The sale
transaction closed on May 19, 2000. As a consequence of these events, the
operations of Conputer Products are reported as discontinued operations. The
sale transaction was reported in the quarter ended March 31, 2000. For the
gquarter ended Septenber 30, 2000 the loss on disposal related to Conputer
Products was $969, net of tax benefit of $500, which was primarily the result of
i ncreased charges related to the carrying value of accounts receivable accounts
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and inventory together with increased expense accruals related to w nding down
t he operations of Conputer Products..

NET LOSS. Net loss on continuing operations, after a benefit for incone
taxes totaling $708 (reflecting an effective tax rate of 30.5%in 2000 conpared
to 33.0%in 1999), increased by $1,731 to $1,615 in 2000 conpared to a profit of
$116 in 1999. The Conpany al so had a net |loss from discontinued operations of
$216, net of taxes of $114, in the quarter ended September 30, 1999.
Additionally, a | oss on disposal of $1,095 (net of taxes of $566) was recogni zed
in the quarter ended Septenber 30, 2000.

<PAGE>

Ni ne Mont hs Ended Septenber 30, 2000 Conpared To Ni ne Months
Ended Septenber 30, 1999
(Dol lars in thousands)

The following table sets forth, for the periods indicated, certain
financial data derived fromour unaudited consolidated statenments of operations
for the nine nonths ended Septenber 30, 2000 and 1999. Likew se the discussion
bel ow relates only to our continuing operations, unless otherw se noted.

Ni ne nont hs ended Sept enber 30,

2000 1999
Amount % Armount %
Revenue
ACS $ 1, 955 13.6 $ 2,741 19.9
Syner gy 3,725 25.9 5, 836 42. 4
I NX 700 4.9 0 0.0
IT Staffing 970 6.7 775 5.6
Stratasoft 5,424 37.7 2,924 21.3
Cor por at e 1,623 11.3 1,478 10.8
Eli mi nation (11) (0.1 0 0.0
Total revenue 14, 386 100. 0 13, 754 100. 0
Gross profit:
ACS 404 20.7 885 32.3
Syner gy 826 22.2 1, 876 32.1
I NX (35) (5.0 0 0.0
IT Staffing 248 25.6 278 35.9
Stratasoft 2,583 47. 6 1, 557 53.2
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Cor porat e (47) (2.9) 366 24.8

Eli mi nation 0 0.0 0 0.0
Total gross profit 3,979 27.7 4,962 36.1

Selling, general and adm nistrative

expenses:

ACS 864 44. 2 828 30.2

Syner gy 1,474 39.6 1,764 30.2

I NX 327 46. 7 0 0.0

IT Staffing 312 32.2 365 47.1

Stratasoft 2,947 54.3 1, 469 50.2

Cor porate 1,619 99.8 607 41.1

Total selling, general and
adm ni strative

Expenses 7,543 52. 4 5,033 36.6
Operating incone (loss):
ACS (460) (23.5) 57 (2.1)
Syner gy (648) (17.4) 112 (0.1)
I NX (362) (51.7) 0 0.0
IT Staffing (64) (6.6) (87) (11.2)
Stratasoft (364) (6.7) 88 3.0
Cor porat e (1,666) (102.6) (241) (16.3)
Total operating |oss (3,565) (24.8) (71) (0.5)
I nterest expense, net of interest
i ncone (135) (0.1) (4) 0.0
Loss before benefit for inconme taxes (3,430) (23.8) (67) (0.5)
Benefit for incone taxes (1,075) (7.5) (3) (0.0)
Net | oss from continuing operations (2,355) (16.4) (64) (0.5)

Di sconti nued operations:
Net income (loss) fromdiscontinued

operati ons 300 2.1 (28) 0.2
Gai n on di sposal 3,392 23.6 0 0.0
Net incone (Il oss) $ 1,337 9.3 $ (92) (0.7)

| -Sector has previously allocated the cost of its corporate departnent to its
operating subsidiaries. Beginning in the quarter ended Septenber 30, 2000 that
departnment is included in the Corporate segnent.

<PAGE>
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TOTAL REVENUE. Total revenue increased by $632 (4.6% to $14,386 in 2000
from $13, 754 in 1999.

ACS revenue decreased by $786 (28.7% to $1,955 in 2000 from $2,741 in
1999. As a percentage of total revenue ACS revenue decreased to 13.6%in 2000
from19.9%in 1999. The decrease in ACS revenue was attributable to issues
related to the reorganization our former |IT Services Division into wholly-owned
subsi diaries, each of which have a particular market focus, and one of which is
ACS, together wth the loss of revenue fromcertain custonmers and the |oss of
certain categories of revenue after the sale of the Conmputer Products Division

Synergy revenue decreased by $2,111 (36.2% to $3,725 in 2000 from $5, 836
in 1999. As a percentage of total revenue Synergy revenue decreased to 25.9%in
2000 from42.4%in 1999. The decrease in Synergy revenue was attributable to
issues related to the reorganization our former IT Services Division into
whol | y- owned subsi di ari es, each of which have a particul ar market focus, and one
of which is Synergy together with the | oss of revenue fromcertain custonmers and
the loss of certain categories of revenue after the sale of the Conputer
Product s Divi si on.

I NX revenue was $700 and 4. 9% of total revenue for the nine nonth period.
INX was newy formed in July, 2000 to neet the needs of custoners in the area of

| arge-scale network infrastructure requirenments that are Csco centric. [|INX
exerted an intense effort to introduce itself to the market in Dallas and
Houston and form custoner relationships. Subsequent to the third quarter, |NX

acqui red an established network professional services business in Dallas. The
purchase included an established custoner list, seven engineers and two sales
staff menbers.

IT Staffing revenue increased by $195 (25.2% to $970 in 2000 from $775 in
1999. As a percentage of total revenue |IT Staffing revenue increased to 6.7%in
2000 fromb5.6%in 1999. |IT Staffing revenue was | east affected by the sale of
the Computer Products Division. The increased revenue is a result of increased
selling efforts and new custoner rel ati onshi ps.

Stratasoft revenue increased by $2,500 (85.5% to $5,424 in 2000 from
$2,924 in 1999. Stratasoft revenue, as a percentage of total revenue, increased
to 37.7%in 2000 conpared to 21.3%in the sane nine nonth period of 1999. The
increase in Stratasoft revenue was due to both better recognition of Stratasoft
products in the market place, to the expansion of the sales staff and deal er
network, and to increased advertising and marketing efforts.

The Corporate segnment includes both costs related to the operation of the
corporate entity that are not allocated to any subsidiary conpany plus certain
operati ons which are not on-going because of the sale of the Conputer Products
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Division, including prior period installations revenue that were related to a
certain custonmer of our Conputer Products Division and revenue from our fornmer
El Paso branch office, which was elimnated as part of the sale of the Conputer
Products Division. As these operations have ceased or are w nding up we expect
an insignificant amunt of revenue in the quarter ending Decenber 31, 2000.
Corporate revenue increased by $145 (9.8% to $1,623 in 2000 from $1,478 in
1999. As a percentage of total revenue Corporate revenue increased to 11.3%in
2000 from 10.8%in 1999. The El Paso branch office service business had revenue
of $951 and $1,305 in the nine nonths ended Septenber 30, 2000 and 1999,
respectively. The El Paso service business has been included in the Corporate
segnent of the continuing operations for the nine nonths ended Septenber 30,
2000 through the sale of these assets which occurred on May 19, 2000.
Installation revenue for the certain customer of the Conputer Products D vision
(al so discontinued effective May 19, 2000) contributed revenue of $754 and $173
in the nine nmonths ended Septenber 30, 2000 and 1999, respectively.

GROSS PROFIT. Gross profit decreased by $983 (19.8% to $3,979 in 2000 from
$4,962 in 1999. G oss nmargin decreased to 27.7% in 2000 from 36.1% in 1999.

ACS gross profit decreased by $481 (54.4% to $404 in 2000 from $885 in
1999 as revenue decreased by 28.7% ACS cost of service is |labor intensive.
Labor has a nore fixed nature such that higher levels of service revenue
produces higher Jlevels of gross margin while | ower |evels of service revenue
produces |ower gross margin. |n periods when service revenue decreases, it
becones nore inportant to nanage | abor cost in order to prevent erosion of gross
margi n. Subsequent to the separation of our former IT Services Division into
whol | y owned subsidiary conpanies in July 2000, ACS experienced |ower |abor
utilization related to | ower revenue. In addition, gross profit was inpacted by
i ncreased enployee benefit costs for technical staff related to changing froma
partially self-funded health insurance plan to a fully funded plan

Synergy gross profit decreased by $1,050 (56.0% to $826 in 2000 from
$1,876 in 1999 as revenue decreased by 36.2% As with ASC, our cost of service
is labor intensive. Labor has a nore fixed nature such that higher |evels of

<PAGE>

service revenue produces higher gross margin while |Iower |levels of service
revenue produces less gross margin. In periods when service revenue decreases,
it becones nore inportant for nmanagenent of |abor cost in order to prevent
erosion of gross margin. Subsequent to the separation of our former |IT Services
Division into wholly owned subsidiary conpanies in July 2000, Syner gy
experienced |l ower |abor utilization related to | ower revenue. In addition, gross
profit was inpacted by increased enployee benefit costs for technical staff
related to changing froma partially self-funded health insurance plan to a
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fully funded plan.

I NX gross | oss was $35 and 5.0% of revenue. Since INX was fornmed in July,
2000, there is no history for conparison. Additionally, as a neWy forned
start-up operation, it had to have billable technical staff in place in order to
be able to market their services, but was unable to utilize that technical staff
sufficiently to cover their |abor cost.

IT Staffing gross profit decreased by $30 (10.8% to $248 in 2000 from $278
in 1999 as revenue increased by 25.2% The decrease in gross profit is primarily
due to a contract wth a major custoner, which Ilimts the rates for that
particular customer. 1In addition, gross profit was inpacted by increased
enpl oyee benefit costs for technical staff related to changing froma partially
self-funded plan to a fully funded pl an.

Stratasoft gross profit increased by $1,026 (65.9% to $2,583 in 2000 from
$1,557 in 1999. Goss margin for Stratasoft decreased to 47.6%in 2000 from
53.2% in 1999 but were in line wth expectations for this business. The
decreased gross nmargin was primarily due to inventory markdowns along with
i ncreased travel costs for technical staff traveling internationally for project
installations. Goss margin was also negatively inpacted by the nix of sales,
with a higher proportion of total systems sales, which include a hardware
conmponent, as conpared to software only sales, which do not have a hardware cost
of goods conponent.

Corporate gross profit decreased by $413 (112.8% to a |loss of $47 in 2000
fromprofit of $366 in 1999 as revenue increased by 9.8% Corporate gross margin
decreased to (2.9)%in 2000 from24.8%in 1999. The El Paso service business,
whi ch was sold on May 19, 2000, produced a gross loss of $7 in 2000 as conpared
to a gross profit of $339 in the sane nine nonths in 1999, a decrease in profits
of $346. We experienced certain costs related to wnding up our service
operations in the El Paso branch office that negatively inpacted gross profit.
The El Paso service business' gross profit was also inpacted by the sane costs
of changing froma partially self-funded enployee health insurance plan to a
fully funded plan. Augnenting those results the gross margin on installations
for the custoner that was lost in the Conputer Products Division sale produced
gross profit of $42 in 2000 as conpared to $27 in 1999.

SELLI NG GENERAL AND ADM NI STRATIVE  EXPENSES. Selling, general and
adm ni strative expenses increased by $2,511 (49.9% to $7,544 in 2000 from
$5,033 in 1999. As a percentage of revenue, these expenses increased by 15.8%
to 52.4% of revenue in 2000 from 36. 6% of revenue in 1999. Selling, general and
adm ni strative expenses include $425 and $362 of depreciation in the nine nonth
peri ods ended Septenber 30, 2000 and 1999, respectively. Overall, our spending
was up primarily related to organi zing the new subsidiary conpanies, hiring new
menbers of managenent for these new conpanies and expanding the sales and
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mar keting staff in the new conpanies. Additionally, legal fees relating to both
l[itigation and collection efforts, travel expenses and adm ni strative
conpensation for Stratasoft were higher than historical [|evels and higher than
expected. Selling, general and adm nistrative expenses for the Corporate segnment
increased by $1,012 (166.7% to $1,619 in 2000 as conpared to $607 in the sane
nine nonth period of 1999 primarily because of the adnministrative costs
associated with billing and collecting of the installation revenue to wind up
services for the custonmer Jlost in the sale of the Conputer Products Division
Additionally, <costs related to the nmaintenance of the corporate organization
i ncl udi ng executive nanagenent conpensation, corporate-|level insurance, |egal
director and investor rel ations expenses, which were previously allocated out to
the operating segnents, are now included in the Corporate segnent beginning in
the third quarter. Consolidated selling, general and administrative expenses
were also $132 higher in the nine month period of 2000 as conpared to the sane
period of 1999 due to costs related to changi ng our enployee health insurance
plan froma partially self-funded plan to a fully funded plan. During the
gquarter ended Septenber 30, 2000, we identified issues related to the
collectability of certain accounts receivable accounts and realized a higher
than normal bad debt expense for the nine nonth period of 2000 in the
approxi mat e anpunt of $900 hi gher as conpared to the same period of 1999.

OPERATI NG LOSS FROM CONTI NUI NG OPERATI ONS.  Qur operating |oss increased by
$3,494 (4921.1% to $3,565 in 2000 from$71 in 1999 due, principally, to |osses
experi enced of $1,667 in 2000 in the Corporate segnment attributable to the |oss
of focus of the El Paso Service business that was sold in May 19, 2000.
Additionally, Synergy experienced a loss in the nine-nonth period of $648 in
2000 as conmpared to incone of $112 in the same period of 1999 due to reduced
revenue and gross profit while being internally focused on reorganization
Augnenting the EIl Paso loss, a $256 loss was experienced relating to an
installation contract with a custonmer fromwhomthe revenue ceased with the sale
of the CPD division and $621 relating to corporate overhead. ACS experienced the

<PAGE>

same type of |osses as Synergy with $460 in 2000 as conmpared to incone of $57 in
the same nine-nonth period of 1999. [INX as a start up conpany experienced a
| oss of $362. Stratasoft had a | oss of $364 for the nine nonth period in 2000 as
conpared to a incone of $88 in the sane period of 1999, a decrease of $452
attributable primarily to an increase in |egal expense, travel expenses and
i ncreased sal es staff.

| NTEREST EXPENSE (1 NCOVE), NET OF OTHER I NCOVE. Interest expense (incone),
net of other income, decreased by $131 to $(135) in 2000 conpared to $4 in 1999.
The decrease in expense is attributable to both the reduction of notes payable
subsequent to the sale of the Conputer Products Division and the investment of
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avai |l abl e cash.

DI SCONTI NUED OPERATI ONS.  On Novenber 2, 1999 we approved a plan to sell or
cl ose our Tel ecom Systens Division. A sale of certain assets of the division and
its ongoing operations closed on March 16, 2000. As a consequence of these
events, the operations of Telecom Systens are reported as discontinued
operations. The conpany experienced a | oss on disposal of $344 (net of taxes of
$177) in the nine nmonths ended Septenber 30, 2000 from this discontinued
operation. The |l oss on discontinued operations related to Tel ecom Systens in the
ni ne nont hs ended Septenber 30, 1999 was $687, net of a tax benefit of $354.

On March 16, 2000 we entered into an agreenent to sell certain assets of,
and the ongoing operation of, our Conputer Products Division. The sale
transaction closed on May 19, 2000. As a consequence of these events, the
operations of Conputer Products are reported as discontinued operations. For the
ni ne nonths ended Septenber 30, 2000 the company experienced net inconme on the
di sconti nued operations of the Conputer Products Division of $301 (net of taxes
of $156) In addition, we experienced a gain on disposal of $3,736 (net of taxes
of $1,925) related to the transaction. The incone from discontinued operations
related to Conputer Products in the nine nonths ended Septenber 30, 1999 was
$660, net of taxes of $340.

NET | NCOVE. Net income increased $1,429 to $1,337 in 2000 as conpared to a
loss of $92 for the sane nine-nonth period in 1999. Net |loss on continuing
operations, after a benefit for income taxes totaling $1,075 (reflecting an
effective tax rate of 31.4%in 2000 conpared to 4.5%in 1999), decreased by
$2,290 to a loss of $2,354 in 2000 conpared to $64 in 1999. Net inconme on
di sconti nued operations was $300 (net of tax of $156) as conpared to a | ost of
$28 (net of tax benefit of $12) in 1999. Additionally, a gain on disposal of
$3,392, net of taxes of $1,748 was recogni zed in the nine nonths ended Septenber
30, 2000.

Liquidity and Capital Resources

Qur working capital was $11,947 and $9,567 at Septenber 30, 2000 and
Decenber 31, 1999, respectively. As of Septenber 30, 2000, we had outstanding
borrow ngs of $244 and we had excess available borrowi ng base of $571 under our
Deut sche Financial Services credit facility. W used the proceeds fromthe sale
of our Computer Products Division and certain assets of |IT services business
located in EIl Paso, Texas to repay $9,300 in debt, which represented all of our
secured debt, to Deutsche Financial Services ("DFS'). W expect to satisfy our
capital requirenments fromour existing cash bal ances, collection of our accounts
recei vabl es and borrow ngs under our credit facilities.

Cash Fl ow
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Qperating activities provided net cash totaling $20,052 during the nine
nmont hs ended Septenber 30, 2000. Operating activities provided net cash during
the period primarily because of cash provided by a decrease in accounts
receivable ($32,096) as well as proceeds fromthe sale of the Conmputer Products
Di vision of ($16,161) offset by a decrease in accounts payable (%$19,901) and
accrued expenses ($1,758). The decrease in accounts payable was primarily the
result of normal paynment of payables, which had swelled due to the higher |eve
of sales in the fourth quarter of 1999. The decrease in accrued liabilities
results fromlower accruals for personnel <costs resulting fromthe sale of the
Conput er Products Division. The decrease in accounts receivable was prinmarily
the result of |lower sales and ultimately a ceasing of sales in our discontinued
Comput er Product Division and an increased enphasis on collections thereafter

I nvesting activities wused cash totaling $54 during the nine nonths ended
Sept enber 30, 2000 and consi sted of proceeds of the sale of fixed assets rel ated
to the sale of the Conputer Products Division offset by capital expenditures.

Fi nanci ng activities used cash totaling $15,883 primarily because
borrowi ngs were reduced under our credit facility during the nine nonths ended
Sept enber 30, 2000.

<PAGE>
Asset Managenent

We had accounts receivable, net of allowance for doubtful accounts, of
$5, 630 at Septenber 30, 2000. The nunber of days' sales outstanding in accounts
receivable fromour continuing operations was 67.60 days, which is higher than
the 60 days outstandi ng at Decenber 31, 1999.

Current Debt Obligations

Historically, we have satisfied our cash requirements principally through
borrow ngs under our lines of credit and through operations. W mmintain a cash
position sufficient to pay due obligations and expenses. Should the anount of
cash available fall below our i mediate needs, we request advances under a
credit facility provided by the DFS facility.

On May 19, 2000, the day we <closed the sale of our Conputer Product
Division, we anended our DFS Facility to decrease the total credit available
under the facility from $30,000 to $10,000 subject to borrowi ng base linitations
that are generally conputed as a percentage of various classes of eligible
accounts receivable and qualifying inventory. Credit available under the DFS
Facility for floor plan financing of inventory from approved manufacturers (the
"I nventory Line") is $5,000. Available credit under the DFS Facility, net of
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Inventory Line advances, is $5,000, which is used primarily to carry accounts
receivable and for other working capital and general corporate purposes (the
"Accounts Line"). Borrowings under the Accounts Line bear interest at the
fluctuating prine rate mnus 1.0% per annum Under the Inventory Line, DFS pays
our inventory vendors directly, generally in exchange for negotiated financia
incentives. Typically, the financial incentives received are such that DFS does
not charge us interest until 40 days after the transaction is financed, at which

time we are required to either pay the full invoice anount of the inventory
purchased from corporate funds or to borrow under the Accounts Line for the
amount due to DFS. Inventory Line advances not paid within 40 days after the

financing date bear interest at the fluctuating prime rate plus 5.0% For
purposes of calculating interest charges the nmininumprime rate under the DFS
Facility is 7.0%

The DFS Facility is collateralized by a security interest in substantially
all of our assets, including our accounts receivable, inventory, equipnment and
bank accounts. Collections of our accounts receivable are required to be applied
t hrough a | ockbox arrangenent to repay indebtedness to DFS; however, DFS has
anended the | ockbox agreenment to make such arrangenments contingent upon certain
financial ratios. Provided we are in conpliance wth its debt to tangible net
worth covenant, we have discretion over the use and application of the funds

collected in the I ockbox. |If we exceed that financial ratio, DFS nmay require
that | ockbox paynents be applied to reduce our indebtedness to DFS. If in the
future DFS requires that all |ockbox paynents be applied to reduce our

i ndebt edness, we would be required to seek funding from DFS or other sources to
nmeet substantially all of our cash needs.

Under the DFS Facility we are required to maintain (i) a tangible net worth
of $10,000, defined wunder the agreement as book value of assets (excluding
i nt angi bl es such as recei vabl es from officers, directors, enpl oyees,
stockholders and affiliates, net |easehold inprovenents, goodwll, prepaid
expenses, franchise fees and other similar itens) less liabilities (ii) a ratio
of debt mnus subordinated debt to tangible net worth of 4 to 1 and (iii) a
ratio of current tangible assets to current liabilities of not less than 1.25 to
1

W have a $2,000 credit facility with IBMCredit Corporation (the "IBMCC
Facility") for the purchase of IBM branded inventory fromcertain suppliers.
Advances under the IBMCC Facility are typically interest free for 30 days after
the financing date for transactions in which adequate financial incentives are
received by IBMCC fromthe vendor. Wthin 30 days after the financing date, the
full amount of invoices for inventory financed through IBMCCis required to be
pai d. Anmounts renmaining outstanding thereafter bear interest at the fluctuating
prime rate (but not less than 6.5% plus 6.0% |IBMCC retains a security interest
in the inventory financed and is inmmediately term nable by either party.
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Both of our borrowing facilities prohibit the paynment of dividends unless
consented to by the I ender

<PAGE>
ITEM 3. Quantitative and Qualitative D sclosures about Market Risk

We incur certain market risks related to interest rate variations because
we hold floating rate debt. Based upon the average anount of debt outstanding
during the nine nonths ended Septenber 30, 2000, a one-percent increase in
interest rates paid by us on our debt would have resulted in an increase in
i nterest expense of approxinmately $49 for the period.

PART 11. OTHER | NFORVATI ON
| TEM 1. LEGAL PROCEEDI NGS

On February 1, 2000, a conpetitor brought a suit against our wholly owned
subsidiary Stratasoft, Inc. in ESHARE TECHNOLOG ES, | NC. AND I NVENTIONS, INC. V
STRATASOFT, |INC., Cause No. 1 99-CV-2303 for the United States District Court
for the Northern District of Georgia Atlanta Division. The plaintiff alleges
infringenent of certain patents owned by the conpetitor and is seeking a
permanent injunction to prevent Stratasoft, Inc. frommanufacturing, selling,
offering for sale or using the alleged infringing products covered by patents
owned by Eshare Technol ogy, Inc. et al, as well as unspecified nonetary danages.
The suit is inits early stages of discovery, and therefore we are unable to
determine the wultimate costs of this nmatter. W believe that this suit is
wi thout nerit and intend to vigorously defend such action

On May 16, 2000, Jack B. Corey ("Corey") filed suit against the Conpany in
JACK B. COREY V. ALLSTAR SYSTEMS, |INC., Cause No. 2000-24796, in the District
Court of Harris County, Texas, 113th Judicial District, seeking to enjoin the
sale of its conputer product division and certain other assets to Anherst
Technol ogi es, and for unspecified damages. On May 17, 2000, a state court denied
Corey's Application for Tenporary Restraining Order and on May 22, 2000, a
second state court denied his Application for a Tenporary Injunction and for
Expedited D scovery as noot. The present pleadings lack specificity as to
Corey's claimfor danages and it is unclear at this time whether Corey will
pursue such a claim However, the Conpany strongly denies that it engaged in any
i nproper conduct with regard to the sale of its assets and intends to vigorously
defend any claimthat m ght be pursued by Corey.

W are party to other litigation and claims which nanagenent believes are
normal in the course of its operations; while the results of such litigation and
claims cannot be predicted with certainty. W believe the final outcone of such
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matters will not have a materially adverse effect on its results of operations

or financial position.

SI GNATURES

Pursuant to the requirenents
regi strant has duly caused

of the Securities Exchange Act of 1934, the
report to be signed on its behalf by the

under si gned, thereunto duly authorized.

Novenber 14, 2000

Dat e

</ TEXT>
</ DOCUNMENT>
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| - Sect or Corporation.

By: /sl JAMES H. LONG

Janmes H. Long, Chief Executive Oficer

Presi dent and Chairnman of the Board
(Principal Financial and Accounting Oficer)
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