
YOUTHSTREAM MEDIA NETWORKS INC
Form 10QSB/A
March 09, 2006
UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-QSB/A
Amendment No. 1

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

For the Quarterly Period Ended March 31, 2005

TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from              to             

Commission file number:    0-27556

YOUTHSTREAM MEDIA NETWORKS, INC.

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

Delaware
(State or other jurisdiction of
incorporation or organization)

13-4082185
(I.R.S. Employer

Identification Number)
244 Madison Avenue, PMB #358, New York, New York 10016

(Address of principal executive offices) (Zip Code)

(212) 883-0083

(Issuer’s telephone number, including area code)

Not applicable

(Former name, former address and former fiscal year, if changed since last report.)

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

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).    Yes    [    ]   No    [x]

As of February 28, 2006, the issuer had 39,242,251 shares of common stock, $0.01 par value, issued and outstanding.

Transitional Small Business Disclosure Format.    Yes   [    ]   No   [x]

Edgar Filing: YOUTHSTREAM MEDIA NETWORKS INC - Form 10QSB/A

1



Documents incorporated by reference: None.

YOUTHSTREAM MEDIA NETWORKS, INC. AND SUBSIDIARIES

EXPLANATORY NOTES

This Amendment No. 1 to the Company’s Quarterly Report on Form 10-QSB for the quarterly period ended March 31,
2005 reflects changes to the March 31, 2005 consolidated financial statements as a result of a determination by
management to re-characterize a lease for certain equipment utilized by KES Acquisition Company, LLC (which was
acquired by the Company effective March 1, 2005) as a capital lease rather than an operating lease. The Company also
recorded additional interest expense with respect to notes payable of $10,000 for the three months ended March 31,
2005. These adjustments did not have a significant effect on the Company’s results of operations or cash flows. In
addition, the Company reclassified an accrued liability as a reduction to accounts receivable at March 31, 2005, which
had no effect on the Company’s results of operations, net working capital or net cash flows. The Company also made
several minor changes and revisions to improve various disclosures. Except as required to reflect the changes and
revisions noted above, this Form 10-QSB/A does not attempt to modify or update any other disclosures as set forth in
the document as originally filed. Additionally, except with respect to the disclosure set forth in Part II, Item 3 hereto,
this Form 10-QSB/A does not purport to provide a general update or discussion of any other developments at the
Company subsequent to the original filing. The filing of this Form 10-QSB/A shall not be deemed an admission that
the original filing, when made, included any untrue statement of material fact or omitted to state a material fact
necessary to make a statement not misleading.

The Company elected to file a Quarterly Report on Form 10-QSB beginning with the quarterly period ended
December 31, 2004, as the Company qualified as a Small Business Issuer in accordance with Regulation S-B. The
Company intends to file subsequent periodic reports under Regulation S-B.

This Quarterly Report on Form 10-QSB/A for the quarterly period ended March 31, 2005 contains ‘‘forward-looking
statements’’ within the meaning of Section 27A of the Securities Act of 1933, as amended, including statements that
include the words ‘‘believes’’, ‘‘expects’’, ‘‘anticipates’’, or similar expressions. These forward-looking statements include, but
are not limited to, statements concerning the Company’s expectations regarding its business, growth prospects, revenue
trends, operating costs, working capital requirements, financing requirements, and other statements of expectations,
beliefs, future plans and strategies, anticipated events or trends, and similar expressions concerning matters that are
not historical facts. The forward-looking statements in this Quarterly Report on Form 10-QSB/A for the quarterly
period ended March 31, 2005 involve known and unknown risks, uncertainties and other factors that could cause the
actual results, performance or achievements of the Company to differ materially from those expressed in or implied by
the forward-looking statements contained herein. Except as required by applicable law or regulation, the Company
undertakes no obligation to revise or update these forward-looking statements to reflect any future events or
circumstances.
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YOUTHSTREAM MEDIA NETWORKS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

March 31, 2005
September 30,

2004
(Unaudited)

(Restated—Note10)
ASSETS
Current assets:
Cash and cash equivalents $ 1,001,817 $ 674,880
Current portion of note receivable, including accrued
interest 214,094 242,189
Accounts receivable, less allowance for doubtful accounts
of $344,822 10,494,999 —
Inventories 18,434,532 —
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Prepaid expenses and other current assets 933,728 16,624
Total current assets 31,079,170 933,693
Property, plant and equipment, net 5,929,703 25,410
Note receivable, including accrued interest, less current
portion 47,732 245,465
Unamortized loan costs 578,963 —
Deposits 216,035 —
Deferred costs related to KES transaction — 175,144
Investment in KES Holdings — 125,000
Total assets $ 37,851,603 $ 1,504,712
LIABILITIES AND STOCKHOLDERS’ DEFICIENCY
Current liabilities:
Accounts payable $ 9,357,817 $ 910,074
Accrued employee compensation 225,948 225,948
Accrued expenses 1,674,275 752,043
Line of credit 16,625,470 —
Current portion of equipment contract payable and capital
lease obligation 418,671 —
Current liabilities of discontinued operations 2,476,741 2,498,468
Total current liabilities 30,778,922 4,386,533
Non-current liabilities:
Accrued interest payable to related parties 932,939 —
Deferred rent 162,405 —
4% note payable to related party, plus cumulative interest 3,952,775 3,952,775
4% note payable to investor, net of unamortized discount 962,659 961,436
12% subordinated promissory notes payable to related
parties 7,000,000 —
8% subordinated secured promissory notes payable to
related parties 39,493,000 —
Equipment contract payable, less current portion 212,080 —
Capital lease obligation, less current portion 1,505,125 —
Preferred stock of subsidiary subject to mandatory
redemption; issued and outstanding at March 31, 2005 –
24,733 shares of Series A 13% cumulative,
non-convertible, redeemable preferred stock, mandatory
redemption and liquidation value of $1,000.00 per share,
plus cumulative dividends 25,006,079 —
Preferred stock subject to mandatory redemption; issued
and outstanding at March 31, 2005 and September 30,
2004 – 1,000,000 shares of Series A 4% cumulative,
non-convertible, redeemable preferred stock, mandatory
redemption and liquidation value of $4.00 per share, plus
cumulative dividends 5,269,333 5,269,333
Minority interest – related parties 162,820 —
Total liabilities 115,438,137 14,570,077
Commitments and contingencies
Stockholders’ deficiency:
Preferred stock, $0.01 par value; authorized – 5,000,000
shares; issued and outstanding at March 31, 2005 and
September 30, 2004 – 1,000,000 shares of Series A
preferred stock (classified in long-term liabilities as

— —
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preferred stock subject to mandatory redemption)
Common stock, $0.01 par value; authorized – 100,000,000
shares; issued – 39,849,751 shares; outstanding –
39,242,251 shares at March 31, 2005 and September 30,
2004 398,486 398,486
Additional paid-in capital 268,096,138 331,200,561
Accumulated deficit (345,251,582) (343,834,836) 
Treasury stock – 607,500 shares, at cost (829,576) (829,576) 
Total stockholders’ deficiency (77,586,534) (13,065,365) 
Total liabilities and stockholders’ deficiency $ 37,851,603 $ 1,504,712

See accompanying notes to condensed consolidated financial statements.

2

YOUTHSTREAM MEDIA NETWORKS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

Three Months Ended March 31, Six Months Ended March 31,
2005 2004 2005 2004

(Restated —
Note 10)

(Restated —
Note 10)

NET SALES $ 9,133,777 $ — $ 9,133,777 $ —
COSTS AND EXPENSES
Cost of sales 8,472,228 — 8,472,228 —
Selling, general and administrative 516,544 376,414 711,215 709,957

8,988,772 376,414 9,183,443 709,957
Operating income (loss) 145,005 (376,414) (49,666) (709,957) 
OTHER INCOME (EXPENSE)
Interest income 11,169 11,149 25,534 11,448
Interest expense
    13% Series A Preferred Stock (273,079) — (273,079) —
Notes payable to related parties (339,599) — (339,678) —
Other (213,816) (10,338) (224,309) (20,598) 
Transaction costs related to KES
acquisition (792,954) — (792,954) —
Other expense, net (12,967) — (30,705) —
Other income (expense), net (1,621,246) 811 (1,635,191) (9,150) 
LOSS BEFORE INCOME TAXES
AND MINORITY INTEREST (1,476,241) (375,603) (1,684,857) (719,107) 
Income tax benefit — 12,173 — 12,113
LOSS BEFORE MINORITY
INTEREST (1,476,241) (363,430) (1,684,857) (706,994) 
MINORITY INTEREST – related
parties 268,111 — 268,111 —
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LOSS FROM CONTINUING
OPERATIONS (1,208,130) (363,430) (1,416,746) (706,994) 
LOSS FROM DISCONTINUED
OPERATIONS
Discontinued operations — (155,668) — (476,776) 
Disposal of discontinued operations — (821,721) — (821,721) 
LOSS FROM DISCONTINUED
OPERATIONS — (977,389) — (1,298,497) 
NET LOSS $ (1,208,130) $ (1,340,819) $ (1,416,746) $ (2,005,491) 
NET LOSS PER COMMON SHARE
–
BASIC AND DILUTED
Loss from continuing operations $ (0.03) $ (0.01) $ (0.04) $ (0.02) 
Loss from discontinued operations — (0.02) — (0.03) 
NET LOSS PER COMMON SHARE
–
BASIC AND DILUTED $ (0.03) $ (0.03) $ (0.04) $ (0.05) 
WEIGHTED AVERAGE NUMBER
OF COMMON SHARES
OUTSTANDING – BASIC AND
DILUTED 39,242,251 39,242,251 39,242,251 39,242,251

See accompanying notes to condensed consolidated financial statements.

3

YOUTHSTREAM MEDIA NETWORKS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS’ DEFICIENCY (UNAUDITED)
SIX MONTHS ENDED MARCH 31, 2005
(Restated — Note 10)

Common Stock Additional
Paid-inCapital

Accumulated
Deficit

Treasury
Stock

Total
Shares Amount

Balances at October 1,
2004 39,849,751 $398,486 $331,200,561 $ (343,834,836) $ (829,576) $ (13,065,365) 
Deemed distribution to
sellers of KES
Acquisition Company,
LLC in excess of
predecessor company’s
basis — — (63,104,423) — — (63,104,423) 
Net loss — — — (1,416,746) — (1,416,746) 
Balances at March 31,
2005 39,849,751 $398,486 $268,096,138 $ (345,251,582) $ (829,576) $ (77,586,534) 
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See accompanying notes to condensed consolidated financial statements.

4

YOUTHSTREAM MEDIA NETWORKS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

Six Months Ended March 31,
2005 2004

(Restated—
Note 10)

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $ (1,416,746) $ (2,005,491) 
Adjustments to reconcile net loss to net cash used in operating
activities:
Loss from discontinued operations — 476,776
Loss on disposal of discontinued operations — 821,721
Net change in assets and liabilities of discontinued operations (21,727) (196,620) 
Depreciation and amortization 66,035 9,960
Amortization of original issue discount on subordinated notes 1,223 599
Amortization of loan costs 51,395 —
Write-off of fixed assets 20,430 —
Write-off of KES acquisition costs 792,954 —
Minority interest – related parties (268,111) —
Changes in operating assets and liabilities, net of effect of
KES acquisition:
(Increase) decrease in –
Accounts receivable, net (41,514) —
Inventories 327,686 —
Accrued interest receivable (21,399) —
Prepaid expenses (12,833) 146,194
Increase (decrease) in –
Accounts payable (1,118,584) 22,703
Accrued employee compensation — (8,778) 
Accrued interest payable 614,867 —
Accrued expenses (344,784) 78,501
Deferred rent (3,008) —
NET CASH USED IN OPERATING ACTIVITIES (1,374,116) (654,435) 
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of BTW assets — 820,000
Principal and interest payments on note receivable 247,227 —
Deferred costs related to KES transaction (430,108) —
NET CASH PROVIDED BY (USED IN) INVESTING
ACTIVITIES (182,881) 820,000
CASH FLOWS FROM FINANCING ACTIVITIES
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Net increase in line of credit 1,005,374 —
Principal payments on equipment contract payable and capital
lease obligation (34,634) —
NET CASH PROVIDED BY FINANCING ACTIVITIES 970,740 —
NET CASH PROVIDED BY (USED IN) OPERATING,
INVESTING AND FINANCING ACTIVITIES (586,257) 165,565
CASH ACQUIRED IN CONNECTION WITH KES
ACQUISITION 913,194 —
CASH AND CASH EQUIVALENTS
Net increase 326,937 165,565
Balance at beginning of period 674,880 531,466
Balance at end of period $ 1,001,817 $ 697,031
SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid for –
Interest $ 191,034 $             —
Income taxes $ — $ —
NON-CASH INVESTING AND FINANCING ACTIVITIES
Preferred stock issued in connection with acquisition of KES
Acquisition Company, LLC $ 24,733,000 $ —
Notes payable issued in connection with acquisition of KES
Acquisition Company, LLC $ 39,493,000 $ —
Non-cash assets acquired in connection with acquisition of
KES Acquisition Company, LLC $ 37,019,827 $ —
Liabilities assumed in connection with acquisition of KES
Acquisition Company, LLC $ 36,255,513 $ —
Deemed distribution to sellers of KES Acquisition Company,
LLC in excess of predecessor’s basis $ 63,104,423 $ —
Loan fees capitalized and added to note principal $ 125,000 $ —

See accompanying notes to condensed consolidated financial statements.

5

YOUTHSTREAM MEDIA NETWORKS, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
THREE MONTHS AND SIX MONTHS ENDED MARCH 31, 2005 AND 2004

1.    Organization and Basis of Presentation

Basis of Presentation

The accompanying condensed consolidated financial statements include the accounts of YouthStream Media
Networks, Inc. (‘‘YouthStream’’), and its direct and indirect wholly and majority-owned subsidiaries: Network Event
Theater, Inc. (‘‘NET’’), American Passage Media, Inc. (‘‘American Passage’’), Beyond the Wall, Inc. (‘‘Beyond the Wall’’ or
‘‘BTW’’), and W3T.com, Inc. (‘‘Teen.com’’) (all inactive); and YouthStream Acquisition Corp. (‘‘Acquisition Corp.’’),
Atacama KES Holding Corporation (‘‘Atacama KES’’) and KES Acquisition Company, LLC (‘‘KES Acquisition’’) (see
Note 2) (collectively, the ‘‘Company’’).
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The condensed consolidated financial statements have been prepared in accordance with generally accepted
accounting principles in the United States of America. All intercompany items and transactions have been eliminated
in consolidation.

During fiscal 2001, the Company reorganized into two market segments: media and retail.

In August 2002, the Company sold substantially all of its remaining media assets and assigned certain liabilities of its
NET and American Passage subsidiaries to Alloy, Inc. and ceased operating the media segment.

In February 2004, the Company sold the assets and operations of its Beyond the Wall subsidiary and ceased operating
the retail segment. Beyond the Wall had been engaged in the sale of decorative wall posters through on-campus sales
events, retail stores and internet sales, primarily to teenagers and young adults. During the three months and six
months ended March 31, 2004, Beyond the Wall operated 17 stores in 12 states, plus Washington, D.C., throughout
the East and mid-West, as well as a warehouse and distribution center in Stroudsburg, Pennsylvania, and was the
Company’s only revenue-generating business operation. The condensed consolidated financial statements for the three
months and six months ended March 31, 2004 present Beyond the Wall’s operations as a discontinued operation as a
result of the disposal of its assets and operations on February 25, 2004 (see Note 3).

Commencing March 1, 2005, the Company has included the operations of a steel mini-mill located in Ashland,
Kentucky in its consolidated financial statements (see Note 2), which represents the only business segment in which
the Company currently operates.

The accompanying condensed consolidated financial statements are unaudited, but in the opinion of management of
the Company, contain all adjustments, which include normal recurring accruals, necessary to present fairly the
financial position at March 31, 2005, the results of operations for the three months and six months ended March 31,
2005 and 2004, and the cash flows for the six months ended March 31, 2005 and 2004. The balance sheet as of
September 30, 2004 is derived from the Company’s audited financial statements included in the Company’s Annual
Report on Form 10-K for the fiscal year ended September 30, 2004.

Certain information and footnote disclosures normally included in financial statements that have been prepared in
accordance with generally accepted accounting principles have been condensed or omitted pursuant to the rules and
regulations of the Securities and Exchange Commission, although management of the Company believes that the
disclosures contained in these financial statements are adequate to make the information presented therein not
misleading. For further information, refer to the financial statements and the notes thereto included in the Company’s
Annual Report on Form 10-K for the fiscal year ended September 30, 2004, as filed with the Securities and Exchange
Commission.

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 amounts of assets
and liabilities, disclosure of contingent assets and liabilities at the date of

6

the financial statements, and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates.
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The results of operations for the three months and six months ended March 31, 2005 are not necessarily indicative of
the results of operations to be expected for the full fiscal year ending September 30, 2005.

Going Concern

The Company has incurred recurring operating losses since its inception. As of September 30, 2004, the Company had
an accumulated deficit of $343,834,836, a stockholders' deficiency of $13,065,365, a working capital deficiency of
$3,452,840, and had incurred a net loss and negative cash flows from operating activities for the year ended
September 30, 2004 of $2,365,620 and $901,443, respectively. As of March 31, 2005, the Company had an
accumulated deficit of $345,251,582, a stockholders’ deficiency of $77,586,534 and had incurred a net loss and
negative cash flows from operating activities for the six months ended March 31, 2005 of $1,416,746 and $1,374,116,
respectively. As of September 30, 2004 and March 31, 2005, the Company had insufficient capital to fund all of its
obligations. These conditions raise substantial doubt about the Company’s ability to continue as a going concern. The
condensed consolidated financial statements do not include any adjustments to reflect the possible future effect of the
recoverability and classification of assets or the amounts and classifications of liabilities that may result from the
outcome of this uncertainty. The Company’s independent registered public accounting firm, in its report dated
December 17, 2004, included an explanatory paragraph stating that the Company’s recurring losses and accumulated
deficit, working capital deficiency and negative cash flow, among other things, raise substantial doubt about the
Company’s ability to continue as a going concern.

On March 9, 2005, the Company completed the acquisition of a steel mini-mill located in Ashland, Kentucky (see
Note 2). The Company utilized substantially all of its available cash resources to fund such acquisition, and will
therefore need to obtain additional operating capital to fund corporate general and administrative expenses either
through internal or external resources. In addition, the steel mini-mill restarted operations in late January 2004 after
being acquired by the previous owners, and has incurred losses to date. The steel mini-mill relies on cash flows from
operations and a line of credit with General Electric Capital Corporation to fund its separate operations. The Company
has borrowed the maximum amount available under its line of credit with General Electric Capital Corporation and is
attempting to restructure the terms of the line of credit to be able to increase its borrowings thereunder.

The Company believes that its current internal and external cash resources will be adequate to fund its operations
through September 30, 2005. However, to the extent the Company’s estimates and assumptions are inaccurate, the
Company may not have sufficient cash resources to fund its operations. In such event, the Company may be required
to consider a formal or informal restructuring or reorganization.

The Company’s management may also consider various strategic alternatives in the future, including the acquisition of
new business opportunities, which may be from related or unrelated parties. However, there can be no assurances that
such efforts will ultimately be successful. The Company may finance any acquisitions through a combination of debt
and/or equity securities.

Stock-Based Compensation

The Company generally grants stock options to management and employees for a fixed number of shares with an
exercise price equal to or greater than the fair value of the shares at the date of grant. The Company accounts for stock
option grants in accordance with Accounting Principles Board (‘‘APB’’) Opinion No. 25, ‘‘Accounting for Stock Issued to
Employees’’, and, accordingly, recognizes compensation expense only if the fair value of the underlying common stock
exceeds the exercise price of the stock option on the date of grant. As permitted by Statement of Financial Accounting
Standards (‘‘SFAS’’) No. 123, the Company continues to account for stock-based compensation in accordance with APB
Opinion No. 25 and has elected the pro forma disclosure alternative of SFAS No. 123, as amended by SFAS No. 148
(see Note 5).

7
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Net Loss Per Share

The Company calculates net loss per share as required by SFAS No. 128, ‘‘Earnings per Share’’. Basic earnings per share
excludes any dilution for common stock equivalents and is computed by dividing net loss by the weighted average
number of common shares outstanding during the relevant period. Diluted earnings per share reflects the potential
dilution that could occur if options or other securities or contracts entitling the holder to acquire shares of common
stock were exercised or converted, resulting in the issuance of additional shares of common stock that would then
share in earnings. However, diluted earnings per share does not consider such dilution if its effect would be
anti-dilutive. Accordingly, basic and diluted loss per share is the same for all periods presented.

Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123(Revised 2004), ‘‘Share-Based Payment’’. SFAS No. 123(R) revises
SFAS No. 123, ‘‘Accounting for Stock-Based Compensation’’ and supersedes APB Opinion No. 25, ‘‘Accounting for
Stock Issued to Employees’’ and amends SFAS No. 95, ‘‘Statement of Cash Flows’’. SFAS No. 123(R) focuses primarily
on the accounting for transactions in which an entity obtains employee services in share-based payment transactions.
SFAS No. 123(R) requires companies to recognize in the statement of operations the cost of employee services
received in exchange for awards of equity instruments based on the grant-date fair value of those awards (with limited
exceptions). SFAS No. 123(R) is effective as of the Company’s first interim or annual reporting period that begins
after December 15, 2005. Accordingly, the Company will adopt SFAS No. 123(R) in its quarter ending March 31,
2006. The Company is currently evaluating the provisions of SFAS No. 123(R) and has not yet determined the impact,
if any, that SFAS No. 123(R) will have on its financial statement presentation or disclosures.

In November 2004, the FASB issued SFAS No. 151, ‘‘Inventory Costs – An Amendment of ARB No. 43, Chapter 4’’
(SFAS No. 151). SFAS No. 151 clarifies that abnormal amounts of idle facility expense, freight, handling costs and
spoilage should be expensed as incurred and not included in overhead. Further, SFAS No. 151 requires that allocation
of fixed and production facilities overhead to conversion costs should be based on normal capacity of the production
facilities. The provisions in SFAS No. 151 are effective for inventory costs incurred during fiscal years beginning
after June 15, 2005. The Company is currently evaluating the provisions of SFAS No. 151 and has not yet determined
the impact, if any, that SFAS No. 151 will have on its financial statement presentation or disclosures.

In December 2004, the FASB issued SFAS No. 153, ‘‘Exchanges of Nonmonetary Assets, an amendment to APB
Opinion No. 29’’ (‘‘SFAS No. 153’’). SFAS No. 153 amends Accounting Principles Board Opinion No. 29, ‘‘Accounting
for Nonmonetary Transactions’’, to require that exchanges of nonmonetary assets be measured and accounted for at fair
value, rather than at carryover basis, of the assets exchanged. Nonmonetary exchanges that lack commercial substance
are exempt from this requirement. SFAS No. 153 is effective for nonmonetary exchanges entered into in fiscal periods
beginning after June 15, 2005. The Company is currently evaluating the provisions of SFAS No. 153, and has not yet
determined the impact, if any, that it will have on the Company’s financial statement presentation or disclosures.

2.    Acquisition of Steel Mini-Mill

In September 2003, YouthStream invested $125,000 to acquire a 1.00% membership interest in KES Holdings, LLC,
a Delaware limited liability company (‘‘KES Holdings’’), which was formed to acquire certain assets of Kentucky
Electric Steel, Inc., a Delaware company (‘‘KES’’), consisting of a steel mini-mill located in Ashland, Kentucky (the
‘‘Mill’’). On September 2, 2003, KES Holdings, through its subsidiary, KES Acquisition Company, LLC, a Delaware
limited liability company (‘‘KES Acquisition’’), completed the acquisition of the Mill pursuant to Section 363 of the
United States Bankruptcy Code for cash consideration of $2,650,000, which was funded through the contributions of
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the members of KES Holdings. Members’ contributions were also used for start-up costs, working capital purposes and
payment of deferred maintenance of the Mill. KES had ceased production on or about December 16, 2002 and filed a
voluntary petition for relief under Chapter 11 of the United States Bankruptcy Code on February 5, 2003.

8

The Mill had been in operation for approximately forty years and was refurbished by KES Acquisition subsequent to
its acquisition. The refurbished Mill has been generating revenues since late January 2004. As currently configured,
the Mill has an annual production capacity of 240,000 tons of steel, and is currently operating at approximately 80%
of such annualized capacity. Management is focusing on developing the business and improving operating
efficiencies.

The Mill produces bar flats that are produced to a variety of specifications and fall primarily into two general quality
levels — merchant bar quality steel bar flats (‘‘MBQ Bar Flats’’) for generic types of applications, and special bar quality
steel bar flats (‘‘SBQ Bar Flats’’), where more precise customer specifications require the use of alloys, customized
equipment and special production procedures to insure that the finished product meets critical end-use performance
characteristics. The Mill is a leading manufacturer of SBQ Bar Flats for the cold draw bar converter and truck trailer
support beam markets.

The Mill manufactures over 2,600 different Bar Flat items which are sold to the leaf-spring suspension market for
light- and heavy-duty trucks, mini-vans and utility vehicles, cold drawn bar converters, certain specialty applications
for steel service centers, truck trailer manufacturers and other miscellaneous markets. The Mill was specifically
designed to manufacture wider and thicker bar flats up to three inches in thickness and twelve inches in width that are
required by these markets. In addition, the Mill employs a variety of specially designed equipment which is required
in order to manufacture SBQ Bar Flats to the specifications of the Mill’s customers.

On March 9, 2005, YouthStream completed the acquisition of KES Acquisition (the ‘‘Acquisition’’), which was deemed
effective March 1, 2005. Pursuant to definitive agreements executed with KES Holdings and Atacama Capital
Holdings, Ltd., a British Virgin Islands company (‘‘Atacama’’, and together with KES Holdings, collectively, the
‘‘Sellers’’), YouthStream, through its newly-formed subsidiary, YouthStream Acquisition Corp., a Delaware corporation
(‘‘Acquisition Corp.’’), acquired 100% of the membership interests of KES Acquisition by acquiring (i) a 37.45%
membership interest from KES Holdings and (ii) all of the capital stock of Atacama KES Holding Corporation, a
wholly-owned subsidiary of Atacama (‘‘Atacama KES’’), the owner of the remaining 62.55% membership interest in
KES Acquisition. As consideration for the Acquisition, Acquisition Corp. issued to the Sellers (i) $40 million in
promissory notes (the ‘‘Notes’’), (ii) 25,000 shares of 13% Series A Non-Convertible Preferred Stock with an aggregate
liquidation value of $25 million (the ‘‘13% Series A Preferred Stock’’) and (iii) 100% of its authorized shares of Series B
Non-Voting Common Stock. With respect to the $65,000,000 of purchase consideration, $19,000,000 of the Notes and
$10,000,000 of the 13% Series A Preferred Stock were issued to KES Holdings and $21,000,000 of the Notes and
$15,000,000 of the 13% Series A Preferred Stock were issued to Atacama. YouthStream also contributed an aggregate
of $500,000 of cash to Acquisition Corp. as consideration for the issuance by Acquisition Corp. of 100% of its Series
A Voting Common Stock. In addition, YouthStream will periodically be required to purchase shares of Series B
Preferred Stock of Acquisition Corp.

As a result of these transactions, YouthStream owns 80.01% of the common stock, and 100% of the voting stock, of
Acquisition Corp. The remaining 19.99% common stock interest in Acquisition Corp. is owned 62.55% by Atacama
and 37.45% by KES Holdings. YouthStream has a 2.67% equity interest in KES Holdings, as a result of which the
Company has eliminated its $507,000 interest in the Notes and $267,000 interest in the 13% Series A Preferred Stock
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in the condensed consolidated balance sheet at March 31, 2005. YouthStream has consolidated the operations of the
Mill through its ownership of KES Acquisition commencing March 1, 2005. As a result of the Acquisition, the
financial statements for periods ending after March 1, 2005 are materially different from and are not comparable to the
financial statements prior to that date.

Subsequent to this transaction, the management of the Mill remained intact. This transaction did not result in any
change in the Mill’s business operations or financial condition, and, other than as set forth herein, the working capital,
operating cash flow, debt service obligations and credit profile of the Mill were not affected in any way by this
transaction.

9

As described herein, the Notes and 13% Series A Preferred Stock were issued by Acquisition Corp., the parent
company of KES Acquisition. KES Acquisition is a separate legal entity that owns and operates the Mill. The Notes
are legal obligations solely of Acquisition Corp., and are not obligations of KES Acquisition, nor are they secured by
the assets or cash flows of the Mill. In the future, Acquisition Corp. may grant liens to secure repayment of the Notes,
upon the consent of any senior lender to KES Acquisition at that time. In addition, the Notes are non-recourse to the
assets of YouthStream, except for the shares of capital stock of Acquisition Corp. that have been pledged by
YouthStream to the holders of the Notes.

The Notes are structurally subordinate in right and payment of up to $40,000,000 of senior debt, including existing
debt obligations in favor of General Electric Capital Corporation (‘‘GECC’’). Scheduled principal payments commence
in (i) February 2007 with respect to the $19,000,000 principal amount of Notes issued in favor of KES Holdings and
(ii) February 2011 with respect to the $21,000,000 principal amount of Notes issued in favor of Atacama. In addition,
the Notes require additional quarterly principal payments out of ‘‘free cash’’ as that term is defined in the Note Purchase
Agreement. The Notes bear interest at the rate of 8% per annum, payable annually during the first two years of the
Note (or earlier if consented to by GECC or any other senior lender) and quarterly thereafter. The obligations of
Acquisition Corp. under the Notes are secured by a limited guaranty by YouthStream, which guaranty is secured by
and limited in recourse solely to a pledge by YouthStream of all of its interest in Acquisition Corp. As of March 31,
2005, the balance outstanding on the Notes was $39,493,000, and related accrued interest payable was $268,336.

For the nine months ending September 30, 2005, Acquisition Corp., KES Acquisition and Atacama KES are
collectively required to have, on a consolidated basis, in excess of $4,000,000 of earnings before interest, taxes,
depreciation and amortization, calculated in accordance with generally accepted accounting principles (‘‘EBITDA’’). For
each of the fiscal years ending on and after September 30, 2006, Acquisition Corp., KES Acquisition and Atacama
KES are collectively required to have, on a consolidated basis, in excess of $7,200,000 of EBITDA. At March 31 of
each fiscal year following the fiscal year ending September 30, 2005 in which the obligations under the Notes remain
outstanding, Acquisition Corp., KES Acquisition and Atacama KES are collectively required to have, on a
consolidated basis, in excess of $3,000,000 of EBITDA for the six months then ended. Effective September 23, 2005,
the holders of the Notes executed an agreement to amend the Notes to eliminate the requirement that Acquisition
Corp., KES Acquisition and Atacama KES collectively have, on a consolidated basis, in excess of $4,000,000 of
EBITDA for the nine months ending September 30, 2005.

The holders of each share of 13% Series A Preferred Stock are entitled to receive a cumulative dividend at an annual
rate of 13% of the sum of $1,000 and all accrued but unpaid dividends. The 13% Series A Preferred Stock contains a
liquidation preference equal to $1,000 per share, plus accrued but unpaid dividends, and is redeemable out of, and to
the extent of, legally available funds, at a redemption price equal to the sum of $1,000 and all accrued but unpaid
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dividends on the earlier to occur of (i) any liquidation of Acquisition Corp. or (ii) the occurrence of an event of default
under the Note Purchase Agreement pursuant to which the Notes are being issued. In addition, beginning with the
second anniversary of the initial issuance of the 13% Series A Preferred Stock, Acquisition Corp. will be required to
use ‘‘free cash’’ (as that term is defined in the Securities Purchase Agreement) to commence redeeming shares of 13%
Series A Preferred Stock in increments of at least $4,000,000, with limited exceptions.

Since the acquisition of the Mill by the Sellers, the Mill has been operating under a Management Services Agreement
with Pinnacle Steel, LLC (the ‘‘Pinnacle Agreement’’), which agreement remained in effect following the closing. The
principals of Pinnacle Steel LLC that manage the Mill have significant experience and expertise in the steel industry.
The Pinnacle Agreement will remain in effect through January 31, 2009, subject to earlier termination or extension
based on the financial performance of the Mill. Pinnacle is entitled to a monthly management fee and a management
incentive fee as provided in the Pinnacle Agreement.

Subsequent to the acquisition of the Mill by the Sellers, KES Acquisition issued an aggregate of $7,000,000 of
subordinated promissory notes to the Sellers and certain of their respective affiliates (the
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‘‘Subordinated Promissory Notes’’). Cash proceeds from the Subordinated Promissory Notes were used to accelerate and
expand the operations of the Mill. The Subordinated Promissory Notes bear interest at the rate of 12% per annum,
with interest payable monthly, subject to compliance with various agreements and covenants, with principal and
interest due and payable upon the earlier to occur of (i) an event of default under the Loan and Security Agreement
with GECC or (ii) December 31, 2006.

Related parties are summarized as follows: Robert Scott Fritz, a director of YouthStream, is an investor in KES
Holdings. Hal G. Byer, another director of YouthStream, is an employee of affiliates of Libra/KES Investment I, LLC
(collectively, ‘‘Libra’’), the Manager of KES Holdings and has an economic interest in KES Holdings through his
relationship with Libra. Certain other affiliates of Libra are also investors in KES Holdings, including trusts for the
benefit of Jess M. Ravich (the ‘‘Ravich Trusts’’) and certain of his family members. Mr. Ravich is a principal of Libra
and holds 1,860,000 shares of YouthStream's common stock and warrants to purchase 500,000 shares of
YouthStream's common stock exercisable through August 31, 2008, as well as 1,000,000 shares of YouthStream's
redeemable preferred stock. Through his positions at Libra, Mr. Ravich has managed the business of KES Acquisition
through February 28, 2005. Subordinated Promissory Notes with a principal amount of $1,650,000 and $450,000 are
payable to the Ravich Trusts and Libra, respectively. Mr. Fritz and Mr. Byer have each previously acquired an option
from the Ravich Trusts for $2,500 ($0.04 per share) to purchase 62,500 shares of YouthStream's redeemable preferred
stock issued to the Ravich Trusts in January 2003, exercisable at $0.36 per share until December 31, 2006 or earlier
upon the occurrence of certain events.

The Acquisition was accounted for as a purchase in accordance with SFAS No. 141, ‘‘Business Combinations’’, and in
accordance with Emerging Issues Task Force (EITF) No. 88-16, ‘‘Basis in Leveraged Buyout Transactions’’. As a result
of the substantial and continuing relationships between YouthStream and the Sellers, including the significant
influence retained by the Sellers over the operations of the Mill, and the provisions of EITF No. 88-16 that must be
considered when determining the extent of fair value/predecessor basis to be used in recording the transaction, the
Acquisition has been recorded at predecessor basis. Since the debt and equity held by the Sellers represented almost
the entire amount of capital at risk both before and after the Acquisition, the application of the ‘‘monetary test’’ specified
in Section 3 of EITF No. 88-16, which limits the portion of the purchase consideration that can be valued at fair value
to the percentage of the total consideration that is monetary, was utilized by the Company in determining to record the
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transaction at predecessor basis. The excess of the purchase price over predecessor basis of the net assets acquired has
been reflected as a deemed distribution of $63,104,423 to the Sellers at the date of acquisition in the consolidated
financial statements.

For taxable periods beginning after February 28, 2005, Acquisition Corp. and Atacama KES will be includible in the
consolidated federal income tax return to be filed by YouthStream as the common parent. Acquisition Corp. and
Atacama KES have entered into a Tax Sharing Agreement with YouthStream, pursuant to which they have agreed to
pay YouthStream an amount equal to 50% of their respective ‘‘separate company tax liability’’. The term ‘‘separate
company tax liability’’ is defined as the amount, if any, of the federal income tax liability (including, without limitation,
liability for any penalty, fine, additions to tax, interest, minimum tax and other items applicable to such subsidiary in
connection with the determination of the subsidiary's tax liability), which such subsidiary would have incurred if its
federal income tax liability for the periods during which it is includible in a consolidated federal income tax return
with YouthStream were determined generally in the same manner in which its separate return liability would have
been calculated under Section 1552(a)(2) of the Internal Revenue Code of 1986, as amended. YouthStream has
approximately $250,000,000 of federal net operating loss carryovers currently available to offset the consolidated
federal taxable income of the affiliated group in the future.
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The total purchase price of $65,000,000, as well as the terms and conditions of the Notes and 13% Series A Preferred
Stock issued to the Sellers, was determined to be at fair value based on reports prepared by an independent valuation
firm. The following table summarizes the assets acquired and liabilities assumed at February 28, 2005.

Assets Acquired:
Cash $ 913,194
Accounts receivable, net 10,453,485
Inventories 18,762,218
Prepaid expenses and other current assets 904,271
Property, plant and equipment, net 5,990,758
Due from YouthStream Acquisition Corp. 187,702
Other non-current assets 721,393
Total assets acquired 37,933,021
Liabilities Assumed:
Accounts payable 9,566,327
Accrued expenses 1,267,016
Accrued interest payable 593,260
Deferred rent 165,413
Subordinated promissory notes payable 7,000,000
Line of credit 15,495,095
Equipment contract payable 291,223
Capital lease obligation 1,877,179
Total liabilities assumed 36,255,513
Net assets acquired 1,677,508
Adjustment to recognize minority interest (331,981) 

$ 1,345,527
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Total purchase consideration, net of intercompany
eliminations of 2.67% interest held by KES Holdings:
8% Subordinated secured promissory notes payable $ 39,493,000
13% Series A preferred stock 24,733,000
Net purchase consideration 64,226,000
Minority interests in equity 223,950
Adjustment to record deemed distribution to Sellers (63,104,423) 

$ 1,345,527

The amount due from YouthStream Acquisition Corp. of $187,702 represents costs incurred by KES Acquisition with
respect to the Acquisition, which were included in the $792,954 of transaction costs related to the KES Acquisition
charged to operations during the three months and six months ended March 31, 2005.

As of December 31, 2004 and September 30, 2004, the Company had incurred $335,146 and $175,144, respectively,
of costs with respect to the Acquisition, which were presented as deferred costs in the Company’s condensed
consolidated balance sheets at such dates. These costs were included in the $792,954 of transaction costs related to the
KES Acquisition charged to operations during the three months and six months ended March 31, 2005.

The following pro forma operating data presents the results of operations for the three months ended March 31, 2004
and 2005 as if the Acquisition had occurred on December 31, 2003 and 2004, respectively, and for the six months
ended March 31, 2004 and 2005, as if the Acquisition had occurred on September 30, 2003 and 2004, respectively.
Accordingly, transaction costs of $792,954 related to the KES Acquisition are not included in the net loss from
continuing operations shown
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below. In addition, discontinued operations for the three months and six months ended March 31, 2004 and 2005 are
not included. The Mill commenced generating revenues in late January 2004. The pro forma results are not necessarily
indicative of the financial results that might have occurred had the Acquisition actually taken place on the respective
dates, or of future results of operations.The Company’s unaudited pro forma information is summarized as follows:

Three Months Ended
March 31,

Six Months Ended
March 31,

2005 2004 2005 2004
Net revenues $ 26,250,401 $ 3,559,708 $ 53,738,048 $ 3,559,708
Operating income (loss) 10,796 (2,734,237) 348,102 (3,997,991) 
Interest expense (2,307,088) (1,605,033) (4,624,056) (3,226,815) 
Minority interest 274,005 274,005 274,005 274,005
Net loss from continuing operations $ (2,022,553) $ (4,000,775) $ (3,918,589) $ (6,813,067) 
Basic and diluted net loss per
common share $ (0.05) $ (0.10) $ (0.10) $ (0.17) 
Weighted average common shares
outstanding 39,242,251 39,242,251 39,242,251 39,242,251

A summary of significant accounting policies with respect to the operations of the Mill is presented below.
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Cash and Cash Equivalents

Cash and equivalents include all cash, demand deposits and money market accounts with original maturities of three
months or less.

Accounts Receivable

In order to determine the value of the Company's accounts receivable, the Company records a provision for doubtful
accounts to cover estimated credit losses. Management reviews and adjusts this allowance periodically based on
historical experience and its evaluation of the collectibility of outstanding accounts receivable. The Company
evaluates the credit risk of its customers utilizing historical data and estimates of future performance.

Inventories

Inventories consist of raw materials, semi-finished goods and finished goods. Inventory costs include material, labor
and manufacturing overhead. Inventories are valued at the lower of average cost or market.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Expenditures for routine maintenance and repairs are charged to
expense as incurred. Expenditures for equipment renewals and improvements, which extend the useful life of an asset,
are capitalized. Certain equipment held under capital lease is classified as property, plant and equipment and the
related obligation is recorded as a liability. Lease amortization is included in depreciation expense.

Depreciation is provided on the straight-line method over the estimated useful lives of the assets, generally 3 to 20
years for machinery and equipment, and 20 to 40 years for buildings and improvements. Equipment under capital
lease is amortized using the straight-line method over the lease term.

Impairment of Long-Lived Assets

Long-lived assets are evaluated for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable in accordance with SFAS No. 144, ‘‘Accounting for the Impairment or
Disposal of Long-Lived Assets’’. An asset is considered impaired
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if its carrying amount exceeds the future net cash flow the asset is expected to generate. If an asset is considered to be
impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the asset
exceeds its fair market value. The recoverability of long-lived assets is assessed by determining whether the
unamortized balances can be recovered through undiscounted future net cash flows of the related assets. The amount
of impairment, if any, is measured based on projected discounted future net cash flows using a discount rate reflecting
the Company's average cost of capital.

Loan Costs

Direct costs and fees associated with the establishment of debt financing are capitalized and amortized on a
straight-line basis over the term of the underlying debt.
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Revenue Recognition

The Company recognizes revenues when title passes, the earnings process is substantially complete, and the Company
is reasonably assured of the collection of the proceeds from the exchange, all of which generally occur either upon
shipment of the Company’s products or delivery of the product at the destination specified by the customer.

Shipping and Handling Fees and Costs

In accordance with EITF No. 00-10, ‘‘Accounting for Shipping and Handling Fees and Costs’’, shipping and handling
fees and costs billed to customers are included in net sales and the actual costs incurred by the Company are included
in cost of sales.

Operating Leases

Leases where substantially all the rewards and risks of ownership of the assets remain with the leasing company are
accounted for as operating leases. Rent payable under operating leases is recorded in the statement of operations on a
straight-line basis over the lease terms.

Income Taxes

The Company accounts for income taxes in accordance with SFAS No. 109, ‘‘Accounting for Income Taxes’’. Under this
method, deferred income taxes are provided for differences between the carrying amounts of the Company's assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes using expected tax rates in
effect for the year in which those temporary differences are expected to be recovered or settled. KES Acquisition is
treated as a limited liability company for federal and state income taxes. Consequently, federal and state income taxes
are not provided for, but rather, are taxed to its sole member.

Asset Retirement Obligations

The Company accounts for its asset retirement obligations in accordance with SFAS No. 143, ‘‘Accounting for Asset
Retirement Obligations’’, which addresses financial accounting and reporting for obligations associated with the
retirement of tangible long-lived assets and associated costs. SFAS 143 requires that the discounted fair value of a
liability for an asset retirement obligation be recognized in the period in which it is incurred if a reasonable estimate of
the fair value can be made. The associated asset retirement costs are capitalized as part of the carrying amount of the
long-lived asset.

All material environmental remediation liabilities for non-capital expenditures, which are probable and estimable, are
recorded in the financial statements based on current technologies and current environmental standards at the time of
evaluation. Adjustments are made when additional information is available that suggests different remediation
methods or periods may be required and affect the total cost.
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Self-Insurance

The Company is self-insured for health care costs up to $25,000 per subscriber annually. Insurance coverage is carried
for risks in excess of this amount. The Company recognized self-insured health care expense of approximately
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$122,000 for the three months and six months ended March 31, 2005. Estimated claims incurred but not reported were
approximately $112,000 as of March 31, 2005, which are included in accrued liabilities in the condensed consolidated
balance sheet at March 31, 2005.

Fair Value of Financial Instruments

The Company believes that the carrying value of its cash, accounts receivable, accounts payable, accrued liabilities,
and line of credit as of March 31, 2005 approximates their respective fair values due to the demand or short-term
nature of those instruments. The carrying value of long-term obligations approximates the fair value based on the
effective interest rates compared to current market rates.

Concentrations and Commitments

The Company’s cash balances exceeded federally-insured levels at March 31, 2005. The Company minimizes its credit
risk by investing its cash and cash equivalents with major banks and financial institutions located in the United States,
as a result of which the Company believes that it had nominal risk with respect to its concentration of balances in cash
and cash equivalents at such date.

For the three months and six months ended March 31, 2005, the Company has two suppliers that account for
approximately 90% of raw materials purchases, one providing approximately 40% and the other providing
approximately 50%, of which approximately $5,100,000 was included in accounts payable at March 31, 2005. For the
three months and six months ended March 31, 2005, the Company has two customers that each accounted for 10% or
more of net sales (aggregate 22%), of which approximately $2,000,000 was included in accounts receivable at March
31, 2005.

The Mill has been operating under a Management Services Agreement with Pinnacle Steel, LLC (‘‘Pinnacle’’) effective
through October 31, 2009 that provides for Pinnacle to provide, at its expense, employees to serve as the General
Manager of the Mill and provide oversight and general management of the operations of the Mill, for which Pinnacle
receives an annual fee of $700,000, payable monthly, and bonus payments based on 16.6% of defined earnings before
interest, taxes, depreciation and amortization (‘‘EBITDA’’) in excess of $4,500,000 for the nine months ending
September 30, 2005 and $6,000,000 for the fiscal years ending September 30, 2006 and thereafter.

The Company has various short-term commitments for the purchase of materials, supplies and energy arising in the
ordinary course of business which aggregated approximately $8,300,000 at March 31, 2005.

The Company leases a ladle metallurgy furnace facility under a capital lease arrangement and certain other machinery
and equipment under an operating lease. At March 31, 2005, future minimum annual lease payments under scheduled
capital and operating leases that have initial or remaining non-cancelable terms in excess of one year are as follows:

Twelve Months Ending March 31,
Capital
Lease

Operating
Lease

2006 $ 600,000 $ 425,868
2007 600,000 421,764
2008 600,000 392,638
2009 600,000 390,363
2010 50,000 175,610
Total minimum payments 2,450,000 $ 1,806,243
Amount representing interest (599,356) 
Obligations under capital lease 1,850,644
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Obligations due within one year (345,519) 
Long-term obligations under capital lease $ 1,505,125
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Equipment rental expense for the operating lease for the three months and six months ended March 31, 2005 was
$44,132.

3.    Discontinued Operations

On August 5, 2002, the Company sold substantially all of its media assets and assigned certain liabilities to Cass
Communications, Inc., a subsidiary of Alloy, Inc. and, as a result of the sale, the media segment of the Company’s
operations was discontinued during the three months ended September 30, 2002.

In early fiscal 2003 the Company followed through on its previously announced plans to close a number of under
performing retail stores within its Beyond the Wall chain and incurred approximately $989,000 of store-closing costs
during the three months ended December 31, 2002. The loss from discontinued operations for the six months ended
March 31, 2004 of $476,776 consists of an operating loss of $976,776, offset by a gain of $500,000 resulting from the
reduction of a prior accrual with respect to the closing of retail stores. The reduction in the accrual was a result of the
Company completing settlements with landlords below what had been originally accrued.

Effective February 25, 2004, the Company’s wholly-owned subsidiary, Beyond the Wall, Inc. (‘‘BTW’’), sold
substantially all of its assets and operations to a group unaffiliated with the Company (which included certain former
management of BTW), for $1,920,000, consisting of a cash payment of $820,000 and a subordinated secured
promissory note (the ‘‘Note’’) for $1,100,000, with interest at 10% per annum, due October 31, 2006. The buyer had the
right to make certain optional principal pre-payments on the Note by June 30, 2004, which would result in the
principal balance of the Note being adjusted downward, in excess of such principal pre-payments, based on an
agreed-upon sliding scale as set forth in the Note.

On April 30, 2004, the buyer made an optional principal pre-payment on the Note of $400,000. Accordingly, under
the provisions of the sale agreement, the buyer received a credit of $107,000 against the $1,100,000 note (in excess of
the $400,000 payment), as well as an additional $150,000 back-end credit on the Note. On October 31, 2004, the
buyer made its scheduled principal payment on the Note of $197,734, plus accrued interest of $49,493. Remaining
scheduled principal payments at March 31, 2005 with respect to the Note totaling $245,466 are as follows: October
31, 2005 – $197,734; October 31, 2006 – $47,732.

The Company initially recognized a loss of $565,000 with respect to this sale before taking into consideration the
effect of the $400,000 principal pre-payment made on April 30, 2004. Inclusive of such payment, the effect of the
accelerated payment credit and the back-end credit resulted in an additional loss of $257,000, which decreased the
carrying value of the note receivable from $1,100,000 to $843,000 and increased the loss on the BTW sale from
$565,000 to $822,000. The loss on the BTW sale was reported as a loss on the disposal of discontinued operations for
the three months and six months ended March 31, 2004. As a result of the sale, the retail segment operations have
been presented as a discontinued operation for the three months and six months ended March 31, 2004.

The Company’s unaudited net revenues and loss from discontinued operations are summarized as follows:
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Three Months Ended
March 31,

Six Months Ended
March 31,

2005 2004 2005 2004
Net revenues $        — $ 1,459,433 $        — $ 2,513,000
Loss from discontinued operations $ — $ (155,668) $ — $ (476,776) 
Loss on disposal of discontinued
operations — (821,721) — (821,721) 
Loss from discontinued operations $ — $ (977,389) $ — $ (1,298,497) 
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As of March 31, 2005 and September 30, 2004, the Company has accrued liabilities of $2,476,741 and $2,498,468,
respectively, remaining from its discontinued businesses. The accrued liabilities consist primarily of severance, lease
payments and other costs related to the operations of the discontinued businesses

4.    Inventories

Inventories are comprised of the following at March 31, 2005:

Raw materials $ 2,390,350
Semi-finished goods 5,347,329
Finished goods 10,696,853
Total $ 18,434,532

5.    Stock-Based Compensation

On October 15, 2003, the Company issued an option to purchase 50,000 shares of common stock to its Chief
Executive Officer, exercisable through October 15, 2010 at $0.26 per share, which was the fair market value on the
date of issuance. The option was fully vested upon issuance.

On June 3, 2004, the Company issued an option to purchase 200,000 shares of common stock to a new director,
exercisable through June 3, 2011 at $0.14 per share, which was the fair market value on the date of issuance. The
option was fully vested upon issuance.

On February 15, 2005, the Company issued an option to purchase 200,000 shares of common stock to new director,
exercisable through February 15, 2012 at $0.30 per share, which was the fair market value on the date of issuance. The
option vests over a 12-month period in equal monthly installments beginning March 1, 2005.

The Company accounts for stock-based employee compensation in accordance with the provisions of Accounting
Principles Board (‘‘APB’’) Opinion No. 25 and FASB Interpretation No. 44 (‘‘FIN 44’’), ‘‘Accounting for Certain
Transactions Involving Stock Compensation’’, and complies with the disclosure requirements of SFAS No. 123,
‘‘Accounting for Stock-Based Compensation’’. Under APB No. 25, compensation expense is recorded based on the
difference, if any, between the fair value of the Company’s stock and the exercise price on the measurement date. The
Company accounts for stock issued to non-employees in accordance with SFAS No. 123, which requires entities to
recognize as expense over the service period the fair value of all stock-based awards on the date of grant and EITF No.
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96-18, ‘‘Accounting for Equity Investments that are Issued to Other Than Employees for Acquiring, or in Conjunction
with Selling, Goods or Services’’, which addresses the measurement date and recognition approach for such
transactions.

Pro forma information regarding net loss per share is required by SFAS No. 123, and has been determined as if the
Company had accounted for its employee stock options under the fair value method of such statement. The fair value
for these options was estimated at the date of grant using the Black-Scholes option-pricing model.
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For purpose of pro forma disclosures, the estimated fair value of the options is amortized to operations over the
vesting period of the options or the expected period of benefit. The Company’s unaudited pro forma information is
summarized as follows:

Three Months Ended
March 31,

Six Months Ended
March 31,

2005 2004 2005 2004
Net loss attributable to common
shares — as reported $ (1,208,130) $ (1,340,819) $ (1,416,746) $ (2,005,491) 
Add: Total stock-based compensation
expense included in reported net loss — — — —
Deduct: Total stock-based
compensation expense determined
under fair value method for all awards (6,750) — (6,750) (13,000) 
Net loss – pro forma $ (1,214,880) $ (1,340,819) $ (1,423,496) $ (2,018,491) 
Basic and diluted net loss per
common share – as reported $ (0.03) $ (0.03) $ (0.04) $ (0.05) 
Basic and diluted net loss per
common share – pro forma $ (0.03) $ (0.03) $ (0.04) $ (0.05) 

Securities entitling the holder to acquire shares of common stock that have been excluded from the calculation of
diluted earnings per share due to their anti-dilutive effect are summarized as follows:

March 31, 2005
September 30,

2004
Stock options 1,405,404 1,205,404
Common stock purchase warrants 1,000,000 1,000,000

At March 31, 2005, the weighted average exercise price of the stock options and common stock purchase warrants
was $0.18 per share and $0.12 per share, respectively.

6.    Property, Plant and Equipment
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Property, plant and equipment consisted of the following at March 31, 2005 and September 30, 2004:

March 31, 2005
September 30,

2004
(Unaudited)

Land $ 142,487 $ —
Buildings and improvements 672,529 —
Machinery and equipment 5,814,996 —
Office equipment — 140,068
Total 6,630,012 140,068
Accumulated depreciation and amortization (700,309) (114,658) 
Property, plant and equipment, net $ 5,929,703 $ 25,410

Assets recorded under capitalized lease arrangements included in property, plant and equipment consist of the
following:

March 31, 2005
September 30,

2004
(Unaudited)

Machinery and equipment $ 2,101,730 $        —
Accumulated depreciation and amortization (350,288) —
Property, plant and equipment, net $ 1,751,442 $ —

Depreciation expense for the three months ended March 31, 2005 and 2004 was $66,035 and $4,980, respectively, and
for the six months ended March 31, 2005 and 2004 was $66,035 and $9,960, respectively.
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At December 31, 2004, in conjunction with the restructuring of its corporate and administrative offices, the Company
wrote off the remaining balance of its office equipment of $20,429.

7.    Non-Current Liabilities

Non-current liabilities assumed by YouthStream in conjunction with the acquisition of KES Acquisition (see Note 2)
are summarized below.

Subordinated Secured Promissory Notes Payable to Related Parties

Subordinated secured promissory notes payable consist of seven notes payable aggregating $7,000,000 issued by KES
Acquisition to three related parties. The notes bear interest at 12% per annum, with interest payable monthly, subject
to compliance with various agreements and covenants, are secured by a subordinated security interest in all of the
assets of KES Acquisition, and are subject to an Intercreditor and Subordination Agreement dated March 24, 2004
with General Electric Capital Corporation. When originally issued, the notes were due, with interest, upon the earlier
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to occur of (i) an event of default under the Loan and Security Agreement with General Electric Capital Corporation
or (ii) each note’s respective due date, which ranged from March 31, 2005 to December 31, 2005. As of June 30, 2005,
all seven of the notes have been extended to December 31, 2006. Proceeds from these notes were used to accelerate
and expand the operations of the steel mini-mill. At March 31, 2005, accrued interest payable with respect to the
subordinated secured promissory notes payable was $664,603.

Line of Credit

Effective March 24, 2004, KES Acquisition entered into a loan and security agreement, as amended, with General
Electric Capital Corporation. Under the terms of the agreement, KES Acquisition has the ability to borrow up to
$23,000,000, subject to limitations under the lender’s borrowing base formula and compliance with a minimum fixed
charge coverage ratio. Interest is payable monthly in arrears on the outstanding principal balance at the index rate
(defined as the thirty-day dealer commercial paper rate) plus 5.5% per annum. The line of credit matures on March 24,
2007, and is secured by all of the assets of KES Acquisition and a pledge of (i) the membership interests of KES
Acquisition owned by Acquisition Corp. and (ii) the capital stock of Atacama KES owned by Acquisition Corp. As of
March 31, 2005, the balance outstanding on the line of credit was $16,625,470, which has been presented as a current
liability in the condensed consolidated balance sheet at such date due to continuing uncertainty with respect to the
Company’s ability to maintain compliance with the minimum fixed charge coverage ratio.

At March 31, 2005, KES Acquisition was not in compliance with the fixed charge coverage ratio based on its
consolidated financial statements as originally filed, in part relating to changes to its accounting procedures as a result
of the review of its financial statements conducted in conjunction with its acquisition by YouthStream (see Note 2),
and subsequently received a waiver of default from the lender. The Company intends to seek an amended waiver of
default from the lender with respect to the restated March 31, 2005 consolidated financial statements. If no such
waiver is received, the lender would have the right to accelerate the maturity of the line of credit.

In the event that KES Acquisition is not in compliance with the fixed charge coverage ratio in future periods, the
Company intends to seek a further waiver of any default from the lender, and if no such waiver is received, the lender
would have the right to accelerate the maturity of the line of credit at that time.
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Equipment Contract Payable

The equipment contract payable is due in 47 equal monthly installments of $8,099, including interest at 9.35% per
annum, with a balloon payment of $35,252 due on May 8, 2008. The equipment contract payable is secured by the
related equipment. As of March 31, 2005, the balance outstanding on the equipment contract payable was $285,232.
Future scheduled principal payments on the equipment contract payable are summarized as follows:

Twelve Months Ending March 31,
2006 $ 73,152
2007 80,735
2008 88,602
2009 42,743
Total principal payments $ 285,232
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Capital Lease Obligation

The Company leases a ladle metallurgy furnace facility under a capital lease arrangement requiring monthly payments
of $50,000 per month for a term of 5 years commencing June 1, 2004, reflecting a total obligation of $3,000,000. The
Company has the option to renew the lease for an additional 5 years. The Company determined that the fair value of
this asset at the date of acquisition, calculated utilizing an effective interest rate of 15% per annum, was $2,101,730.
At March 31, 2005, future minimum annual lease payments under this capital lease arrangement are as follows:

Twelve Months Ending March 31,
2006 $ 600,000
2007 600,000
2008 600,000
2009 600,000
2010 50,000
Total minimum payments 2,450,000
Amount representing interest (599,356) 
Obligations under capital lease 1,850,644
Obligations due within one year (345,519) 
Long-term obligations under capital lease $ 1,505,125

8.    Legal Proceedings

The Company and/or its former subsidiary, Beyond the Wall, are defendants in various lawsuits and claims from
various trade creditors and former landlords seeking damages aggregating approximately $300,000. Certain of these
claims are the responsibility of the buyer of the Beyond the Wall business. The Company evaluates its response in
each situation based on the particular facts and circumstances of a claim. Accordingly, the ultimate outcome of these
matters cannot be determined at this time and may ultimately result in judgments and liens against the Company or its
assets. The Company has made sufficient accruals for the exposure related to such matters that have been deemed
probable and reasonably estimable at March 31, 2005 and September 30, 2004.

KES Acquisition has been named in a wrongful death lawsuit in West Virginia with respect to an employee of a
contractor who died while working at the Mill in April 2004. KES Acquisition is being defended by its insurance
carrier. The Company does not believe that the resolution of this litigation will have a material adverse effect on its
financial condition or results of operations.

9.    Income Taxes

No federal tax provision has been provided for the three months and six months ended March 31, 2005 and 2004 due
to the significant losses incurred to date.
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At March 31, 2005, the Company had net operating loss carryovers for federal income tax purposes of approximately
$286,000,000 that expire from 2012 through 2024. The use of approximately $36,000,000 of this net operating loss in
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future years may be restricted under Section 382 of the Internal Revenue Code. For financial reporting purposes, a
100% valuation allowance has been recognized to offset the net deferred tax asset principally related to the net
operating loss carryovers for all periods presented.

The Company is subject to periodic audits by federal, state and local tax authorities for various tax liabilities incurred
in prior periods from the parent entity and its subsidiaries, including any discontinued businesses. The amount of any
tax assessments and penalties may be material and may negatively impact the Company's operations. Given the
uncertainty in the amount and the difficulty in estimating the probability of the assessments arising from future tax
audits, the Company has not made accruals for such tax contingencies.

10.    Restatement

The Company has restated its March 31, 2005 consolidated financial statements as a result of a determination by
management to re-characterize a lease for certain equipment utilized by KES Acquisition Company, LLC (which was
acquired by the Company effective March 1, 2005) as a capital lease rather than an operating lease (see Note 7). The
Company also recorded additional interest expense with respect to notes payable of $10,000 for the three months
ended March 31, 2005. These adjustments did not have a significant effect on the Company’s results of operations or
cash flows.

The Company also reclassified an allowance for accounts receivable of $321,721, which was erroneously included as
an accrued liability at March 31, 2005, as a reduction to accounts receivable at March 31, 2005. This adjustment had
no effect on the Company’s results of operations, net working capital or net cash flows.

These adjustments had the following aggregate effect on the Company’s condensed consolidated balance sheet at
March 31, 2005:

March 31, 2005
As Originally

Reported As Adjusted
Assets:
Current assets $ 31,400,882 $ 31,079,170
Property, plant and equipment, net 4,178,262 5,929,703
Other assets 842,730 842,730
Total assets $ 36,421,874 $ 37,851,603
Liabilities and Stockholders’ Deficiency:
Current liabilities $ 30,745,115 $ 30,778,922
Non-current liabilities 52,715,858 54,220,983
Preferred stock of subsidiary subject to
mandatory    
redemption 25,006,079 25,006,079
Preferred stock subject to mandatory
redemption 5,269,333 5,269,333
Minority interest – related parties 182,452 162,820
Common stock 398,486 398,486
Additional paid-in capital 268,168,896 268,096,138
Accumulated deficit (345,234,769) (345,251,582) 
Treasury stock (829,576) (829,576) 
Total liabilities and stockholders’ deficiency $ 36,421,874 $ 37,851,603
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ITEM 2.    MANAGEMENT’S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION

General Overview:

During fiscal 2001, the Company reorganized into two market segments: media and retail. In August 2002, the
Company sold substantially all of its remaining media assets and assigned certain liabilities of its NET and American
Passage subsidiaries to Alloy, Inc. and ceased operating the media segment.

In February 2004, the Company sold the assets and operations of its Beyond the Wall subsidiary and ceased operating
the retail segment. Beyond the Wall had been engaged in the sale of decorative wall posters through on-campus sales
events, retail stores and internet sales, primarily to teenagers and young adults. During the three months and six
months ended March 31, 2004, Beyond the Wall operated 17 stores in 12 states, plus Washington, D.C., throughout
the East and mid-West, as well as a warehouse and distribution center in Stroudsburg, Pennsylvania, and was the
Company’s only revenue-generating business operation. The condensed consolidated financial statements for the three
months and six months ended March 31, 2004 present Beyond the Wall’s operations as a discontinued operation as a
result of the disposal of its assets and operations on February 25, 2004.

Commencing March 1, 2005, the Company has included the operations of a steel mini-mill located in Ashland,
Kentucky in its consolidated financial statements, which represents the only business segment in which the Company
currently operates.

Going Concern:

The Company has incurred recurring operating losses since its inception. As of September 30, 2004, the Company had
an accumulated deficit of $343,834,836, a stockholders' deficiency of $13,065,365, a working capital deficiency of
$3,452,840, and had incurred a net loss and negative cash flows from operating activities for the year ended
September 30, 2004 of $2,365,620 and $901,443, respectively. As of March 31, 2005, the Company had an
accumulated deficit of $345,251,582, a stockholders’ deficiency of $77,586,534 and had incurred a net loss and
negative cash flows from operating activities for the six months ended March 31, 2005 of $1,416,746 and $1,374,116,
respectively. As of September 30, 2004 and March 31, 2005, the Company had insufficient capital to fund all of its
obligations. These conditions raise substantial doubt about the Company’s ability to continue as a going concern. The
condensed consolidated financial statements do not include any adjustments to reflect the possible future effect of the
recoverability and classification of assets or the amounts and classifications of liabilities that may result from the
outcome of this uncertainty. The Company’s independent registered public accounting firm, in its report dated
December 17, 2004, included an explanatory paragraph stating that the Company’s recurring losses and accumulated
deficit, working capital deficiency and negative cash flow, among other things, raise substantial doubt about the
Company’s ability to continue as a going concern.

On March 9, 2005, the Company completed the acquisition of a steel mini-mill located in Ashland, Kentucky. The
Company utilized substantially all of its available cash resources to fund such acquisition, and will therefore need to
obtain additional operating capital to fund corporate general and administrative expenses either through internal or
external resources. In addition, the steel mini-mill restarted operations in late January 2004 after being acquired by the
previous owners, and has incurred losses to date. The steel mini-mill relies on cash flows from operations and a line of
credit with General Electric Capital Corporation to fund its separate operations. The Company has borrowed the
maximum amount available under its line of credit with General Electric Capital Corporation and is attempting to
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restructure the terms of the line of credit to be able to increase its borrowings thereunder.

The Company believes that its current internal and external cash resources will be adequate to fund its operations
through September 30, 2005. However, to the extent the Company’s estimates and assumptions are inaccurate, the
Company may not have sufficient cash resources to fund its operations. In such event, the Company may be required
to consider a formal or informal restructuring or reorganization.
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The Company’s management may also consider various strategic alternatives in the future, including the acquisition of
new business opportunities, which may be from related or unrelated parties. However, there can be no assurances that
such efforts will ultimately be successful. The Company may finance any acquisitions through a combination of debt
and/or equity securities.

Sale of Assets and Operations of Beyond the Wall, Inc.:

Effective February 25, 2004, the Company’s wholly-owned subsidiary, Beyond the Wall, Inc. (‘‘BTW’’), sold
substantially all of its assets and operations to a group unaffiliated with the Company (which included certain former
management of BTW), for $1,920,000, consisting of a cash payment of $820,000 and a subordinated secured
promissory note (the ‘‘Note’’) for $1,100,000, with interest at 10% per annum, due October 31, 2006. The buyer had the
right to make certain optional principal pre-payments on the Note by June 30, 2004, which would result in the
principal balance of the Note being adjusted downward, in excess of such principal pre-payments, based on an
agreed-upon sliding scale as set forth in the Note.

On April 30, 2004, the buyer made an optional principal pre-payment on the Note of $400,000. Accordingly, under
the provisions of the sale agreement, the buyer received a credit of $107,000 against the $1,100,000 note (in excess of
the $400,000 payment), as well as an additional $150,000 back-end credit on the Note. On October 31, 2004, the
buyer made its scheduled principal payment on the Note of $197,734, plus accrued interest of $49,493. Remaining
scheduled principal payments at March 31, 2005 with respect to the Note totaling $245,466 are as follows: October
31, 2005 – $197,734; October 31, 2006 – $47,732.

The Company initially recognized a loss of $565,000 with respect to this sale before taking into consideration the
effect of the $400,000 principal pre-payment made on April 30, 2004. Inclusive of such payment, the effect of the
accelerated payment credit and the back-end credit resulted in an additional loss of $257,000, which decreased the
carrying value of the note receivable from $1,100,000 to $843,000 and increased the loss on the BTW sale from
$565,000 to $822,000. The loss on the BTW sale was reported as a loss on the disposal of discontinued operations for
the three months ended March 31, 2004. As a result of the sale, the retail segment operations have been presented as a
discontinued operation for the three months and six months ended March 31, 2004.

Acquisition of Steel Mini-Mill:

In September 2003, YouthStream invested $125,000 to acquire a 1.00% membership interest in KES Holdings, LLC,
a Delaware limited liability company (‘‘KES Holdings’’), which was formed to acquire certain assets of Kentucky
Electric Steel, Inc., a Delaware company (‘‘KES’’), consisting of a steel mini-mill located in Ashland, Kentucky (the
‘‘Mill’’). On September 2, 2003, KES Holdings, through its subsidiary, KES Acquisition Company, LLC, a Delaware
limited liability company (‘‘KES Acquisition’’), completed the acquisition of the Mill pursuant to Section 363 of the
United States Bankruptcy Code for cash consideration of $2,650,000, which was funded through the contributions of
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the members of KES Holdings. Members’ contributions were also used for start-up costs, working capital purposes and
payment of deferred maintenance of the Mill. KES had ceased production on or about December 16, 2002 and filed a
voluntary petition for relief under Chapter 11 of the United States Bankruptcy Code on February 5, 2003.

The Mill had been in operation for approximately forty years and was refurbished by KES Acquisition subsequent to
its acquisition. The refurbished Mill has been generating revenues since late January 2004. As currently configured,
the Mill has an annual production capacity of 240,000 tons of steel, and is currently operating at approximately 80%
of such annualized capacity. Management is focusing on developing the business and improving operating
efficiencies.

The Mill produces bar flats that are produced to a variety of specifications and fall primarily into two general quality
levels — merchant bar quality steel bar flats (‘‘MBQ Bar Flats’’) for generic types of applications, and special bar quality
steel bar flats (‘‘SBQ Bar Flats’’), where more precise customer specifications require the use of alloys, customized
equipment and special production procedures to insure that the finished product meets critical end-use performance
characteristics. The Mill is a leading manufacturer of SBQ Bar Flats for the cold draw bar converter and truck trailer
support beam markets.
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The Mill manufactures over 2,600 different Bar Flat items which are sold to the leaf-spring suspension market for
light- and heavy-duty trucks, mini-vans and utility vehicles, cold drawn bar converters, certain specialty applications
for steel service centers, truck trailer manufacturers and other miscellaneous markets. The Mill was specifically
designed to manufacture wider and thicker bar flats up to three inches in thickness and twelve inches in width that are
required by these markets. In addition, the Mill employs a variety of specially designed equipment which is required
in order to manufacture SBQ Bar Flats to the specifications of the Mill’s customers.

On March 9, 2005, YouthStream completed the acquisition of KES Acquisition (the ‘‘Acquisition’’), which was deemed
effective March 1, 2005. Pursuant to definitive agreements executed with KES Holdings and Atacama Capital
Holdings, Ltd., a British Virgin Islands company (‘‘Atacama’’, and together with KES Holdings, collectively, the
‘‘Sellers’’), YouthStream, through its newly-formed subsidiary, YouthStream Acquisition Corp., a Delaware corporation
(‘‘Acquisition Corp.’’), acquired 100% of the membership interests of KES Acquisition by acquiring (i) a 37.45%
membership interest from KES Holdings and (ii) all of the capital stock of Atacama KES Holding Corporation, a
wholly-owned subsidiary of Atacama, the owner of the remaining 62.55% membership interest in KES Acquisition.
As consideration for the Acquisition, Acquisition Corp. issued to the Sellers (i) $40 million in promissory notes (the
‘‘Notes’’), (ii) 25,000 shares of Series A Non-Convertible Preferred Stock with an aggregate liquidation value of $25
million (the ‘‘13% Series A Preferred Stock’’) and (iii) 100% of its authorized shares of Series B Non-Voting Common
Stock. With respect to the $65,000,000 of purchase consideration, $19,000,000 of the Notes and $10,000,000 of the
13% Series A Preferred Stock were issued to KES Holdings and $21,000,000 of the Notes and $15,000,000 of the
13% Series A Preferred Stock were issued to Atacama. YouthStream also contributed an aggregate of $500,000 of
cash to Acquisition Corp. as consideration for the issuance by Acquisition Corp. of 100% of its Series A Voting
Common Stock. In addition, YouthStream will periodically be required to purchase shares of Series B Preferred Stock
of Acquisition Corp.

As a result of these transactions, YouthStream owns 80.01% of the common stock, and 100% of the voting stock, of
Acquisition Corp. The remaining 19.99% common stock interest in Acquisition Corp. is owned 62.55% by Atacama
and 37.45% by KES Holdings. YouthStream has a 2.67% equity interest in KES Holdings, as a result of which the
Company has eliminated its $507,000 interest in the Notes and $267,000 interest in the 13% Series A Preferred Stock

Edgar Filing: YOUTHSTREAM MEDIA NETWORKS INC - Form 10QSB/A

29



in the condensed consolidated balance sheet at March 31, 2005. YouthStream has consolidated the operations of the
Mill through its ownership of KES Acquisition commencing March 1, 2005. As a result of the Acquisition, the
financial statements for periods ending after March 1, 2005 are materially different from and are not comparable to the
financial statements prior to that date.

Subsequent to this transaction, the management of the Mill remained intact. This transaction did not result in any
change in the Mill’s business operations or financial condition, and, other than as set forth herein, the working capital,
operating cash flow, debt service obligations and credit profile of the Mill were not affected in any way by this
transaction.

As described herein, the Notes and 13% Series A Preferred Stock were issued by Acquisition Corp., the parent
company of KES Acquisition. KES Acquisition is a separate legal entity that owns and operates the Mill. The Notes
are legal obligations solely of Acquisition Corp., and are not obligations of KES Acquisition, nor are they secured by
the assets or cash flows of the Mill. In the future, Acquisition Corp. may grant liens to secure repayment of the Notes,
upon the consent of any senior lender to KES Acquisition at that time. In addition, the Notes are non-recourse to the
assets of YouthStream, except for the shares of capital stock of Acquisition Corp. that have been pledged by
YouthStream to the holders of the Notes.

The following pro forma operating data presents the results of operations for the three months ended March 31, 2004
and 2005 as if the Acquisition had occurred on December 31, 2003 and 2004, respectively, and for the six months
ended March 31, 2004 and 2005, as if the Acquisition had occurred on September 30, 2003 and 2004, respectively.
Accordingly, transaction costs of $792,954 related to the KES Acquisition are not included in the net loss from
continuing operations shown below. In addition, discontinued operations for the three months and six months ended
March 31,

24

2004 and 2005 are not included. The Mill commenced generating revenues in late January 2004. The pro forma results
are not necessarily indicative of the financial results that might have occurred had the Acquisition actually taken place
on the respective dates, or of future results of operations. The Company’s unaudited pro forma information is
summarized as follows:

Three Months Ended
March 31,

Six Months Ended
March 31,

2005 2004 2005 2004
Net revenues $ 26,250,401 $ 3,559,708 $ 53,738,048 $ 3,559,708
Operating income (loss) 10,796 (2,734,237) 348,102 (3,997,991) 
Interest expense (2,077,088) (1,605,033) (4,624,056) (3,226,815) 
Minority interest 274,005 274,005 274,005 274,005
Net loss from continuing operations $ (2,022,553) $ (4,000,775) $ (3,918,589) $ (6,813,067) 
Basic and diluted net loss per
common share $ (0.05) $ (0.10) $ (0.10) $ (0.17) 
Weighted average common shares
outstanding 39,242,251 39,242,251 39,242,251 39,242,251
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Critical Accounting Policies:

The Company prepared its financial statements in accordance with accounting principles generally accepted in the
United States. The preparation of these financial statements requires the use of estimates and assumptions that affect
the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amount of revenues and expenses during the reporting period. Management
periodically evaluates the estimates and judgments made. Management bases its estimates and judgments on historical
experience and on various factors that are believed to be reasonable under the circumstances. Actual results may differ
from these estimates as a result of different assumptions or conditions.

The following critical accounting policies affect the more significant judgments and estimates used in the preparation
of the Company’s financial statements. In addition, as a result of the acquisition of the Mill during the three months
ended March 31, 2005, the Company adopted additional accounting policies as described at Note 2 to the condensed
consolidated financial statements.

Revenue Recognition:

The Company recognizes revenues when title passes, the earnings process is substantially complete, and the Company
is reasonably assured of the collection of the proceeds from the exchange, all of which generally occur either upon
shipment of the Company’s products or delivery of the product at the destination specified by the customer.

Accounts Receivable:

In order to determine the value of the Company's accounts receivable, the Company records a provision for doubtful
accounts to cover estimated credit losses. Management reviews and adjusts this allowance periodically based on
historical experience and its evaluation of the collectibility of outstanding accounts receivable. The Company
evaluates the credit risk of its customers utilizing historical data and estimates of future performance.

Inventories:

Inventories consist of raw materials, semi-finished goods and finished goods. Inventory costs include material, labor
and manufacturing overhead. Inventories are valued at the lower of average cost or market.

Impairment of Assets:

The Company periodically evaluates its non-current assets for potential impairment indicators. The Company's
judgments regarding the potential impairment are based on legal factors, market
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conditions and operational performance indicators, among others. Future events could cause us to conclude that
impairment indicators exist and that such assets (primarily investments, notes receivable and fixed assets) are
impaired.

Income Taxes:
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The Company records a valuation allowance to reduce its deferred tax assets to the amount that is more likely than not
to be realized. In the event the Company was to determine that it would be able to realize its deferred tax assets in the
future in excess of its recorded amount, an adjustment to the deferred tax assets would be credited to operations in the
period such determination was made. Likewise, should the Company determine that it would not be able to realize all
or part of its deferred tax assets in the future, an adjustment to the deferred tax assets would be charged to operations
in the period such determination was made.

Results of Operations:

The retail segment operations of Beyond the Wall have been presented as a discontinued operation for the three
months and six months ended March 31, 2004. Accordingly, for the three months and six months ended March 31,
2004, the Company did not have any revenues or cost of revenues from continuing operations.

The operations of the Mill have been consolidated commencing March 1, 2005. As a result of the acquisition of the
Mill, the financial statements for periods ending after March 1, 2005 are materially different from and are not
comparable to the financial statements prior to that date.

Three Months Ended March 31, 2005 and 2004:

Net Sales.    Net sales were $9,133,777 for three months ended March 31, 2005, which reflects Mill operations for the
month of March 2005.

Cost of Sales.    Cost of sales was $8,472,228 for the three months ended March 31, 2005, which reflects Mill
operations for the month of March 2005.

Selling, General and Administrative Expenses.    For the three months ended March 31, 2005, selling, general and
administrative expenses were $516,544, which includes the operations of the Mill for the month of March 2005. For
the three months ended March 31, 2004, selling, general and administrative expenses were $376,414, which reflected
corporate general and administrative expenses, including management compensation, legal and accounting fees and
insurance costs.

Operating Income (Loss).    Operating income was $145,005 for the three months ended March 31, 2005, as compared
to an operating loss of $376,414 for the three months ended March 31, 2004.

Interest Income.    For the three months ended March 31, 2005, interest income was $11,169, as compared to $11,149
for the three months ended March 31, 2004.

Interest Expense.    For the three months ended March 31, 2005, interest expense was $826,494, which included
interest expense for the month of March 2005 related to the 8% notes payable ($268,336) and the 13% Series A
Preferred Stock ($273,079) issued in conjunction with the acquisition of the Mill, and the 12% notes payable
($71,342). For the three months ended March 31, 2004, interest expense was $10,338.

Transaction Costs Related to KES Acquisition.    The Company incurred $792,954 of costs with respect to the
acquisition of the Mill, which were charged to operations during the three months ended March 31, 2005. Included in
such costs was $187,702 of transaction costs incurred by KES Acquisition.

Other Expense.    For the three months ended March 31, 2005, other expense was $12,967. There was no other
expense for the three months ended March 31, 2004.

Loss before Income Taxes and Minority Interest.    The loss before income taxes and minority interest was $1,476,241
for the three months ended March 31, 2005, as compared to $375,603 for the three months ended March 31, 2004.
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Income Taxes.    For the three months ended March 31, 2004, the Company recorded a benefit from income taxes of
$12,173. The Company did not record any provision for or benefit from income taxes for the three months ended
March 31, 2005.

Loss before Minority Interest.    The loss before minority interest was $1,476,241 for the three months ended March
31, 2005, as compared to $363,430 for the three months ended March 31, 2004.

Minority Interest.    For the three months ended March 31, 2005, minority interest was $268,111, reflecting the
minority interest’s share in the loss of YouthStream Acquisition Corp., an 80.01%-owned consolidated subsidiary.

Loss from Continuing Operations.    The loss from continuing operations was $1,208,130 for the three months ended
March 31, 2005, as compared to $363,430 for the three months ended March 31, 2004.

Loss from Discontinued Operations.    For the three months ended March 31, 2004, the Company had a loss from
discontinued operations of $155,668, reflecting the operations of Beyond the Wall. The Company also had a loss on
the disposal of discontinued operations of $821,721 for the three months ended March 31, 2004, as a result of the sale
of the assets and operations of Beyond the Wall in February 2004.

Net Loss.    Net loss was $1,208,130 for the three months ended March 31, 2005, as compared $1,340,819 for the
three months ended March 31, 2004.

Six Months Ended March 31, 2005 and 2004:

Net Sales.    Net sales were $9,133,777 for six months ended March 31, 2005, which reflects Mill operations for the
month of March 2005.

Cost of Sales.    Cost of sales was $8,472,228 for the six months ended March 31, 2005, which reflects Mill operations
for the month of March 2005.

Selling, General and Administrative Expenses.    For the six months ended March 31, 2005, selling, general and
administrative expenses were $711,215, which includes the operations of the Mill for the month of March 2005. For
the six months ended March 31, 2004, selling, general and administrative expenses were $709,957, which reflected
corporate general and administrative expenses, including management compensation, legal and accounting fees and
insurance costs.

Operating Loss.    Operating loss was $49,666 for the six months ended March 31, 2005, as compared to an operating
loss of $709,957 for the six months ended March 31, 2004.

Interest Income.    For the six months ended March 31, 2005, interest income was $25,534, as compared to $11,448
for the six months ended March 31, 2004.

Interest Expense.    For the six months ended March 31, 2005, interest expense was $837,066, which included interest
expense for the month of March 2005 related to the 8% notes payable ($268,336) and the 13% Series A Preferred
Stock ($273,079) issued in conjunction with the acquisition of the Mill, and the 12% notes payable ($71,342). For the
six months ended March 31, 2004, interest expense was $20,598.
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Transaction Costs Related to KES Acquisition.    The Company incurred $792,954 of costs with respect to the
acquisition of the Mill, which were charged to operations during the six months ended March 31, 2005. Included in
such costs was $187,702 of transaction costs incurred by KES Acquisition.

Other Expense.    For the six months ended March 31, 2005, other expense was $30,705. There was no other expense
for the six months ended March 31, 2004.

Loss before Income Taxes and Minority Interest.    The loss before income taxes and minority interest was $1,684,857
for the six months ended March 31, 2005, as compared to $719,107 for the six months ended March 31, 2004.
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Income Taxes.    For the six months ended March 31, 2004, the Company recorded a benefit from income taxes of
$12,113. The Company did not record any provision for or benefit from income taxes for the six months ended March
31, 2005.

Loss before Minority Interest.    The loss before minority interest was $1,684,857 for the six months ended March 31,
2005, as compared to $706,994 for the six months ended March 31, 2004.

Minority Interest.    For the six months ended March 31, 2005, minority interest was $268,111, reflecting the minority
interest’s share in the loss of YouthStream Acquisition Corp., an 80.01%-owned consolidated subsidiary.

Loss from Continuing Operations.    The loss from continuing operations was $1,416,746 for the six months ended
March 31, 2005, as compared to $706,994 for the six months ended March 31, 2004.

Loss from Discontinued Operations.    For the six months ended March 31, 2004, the Company had a loss from
discontinued operations of $476,776, reflecting the operations of Beyond the Wall. The loss from discontinued
operations for the six months ended March 31, 2004 consisted of an operating loss of $976,776, offset by a gain of
$500,000 resulting from the reduction of a prior accrual with respect to the closing of retail stores. The reduction in
the accrual was a result of the Company completing settlements with landlords below what had been originally
accrued. The Company also had a loss on the disposal of discontinued operations of $821,721 for the six months
ended March 31, 2004, as a result of the sale of the assets and operations of Beyond the Wall in February 2004.

Net Loss.    Net loss was $1,416,746 for the six months ended March 31, 2005, as compared $2,005,491 for the six
months ended March 31, 2004.

Liquidity and Capital Resources – March 31, 2005:

On March 9, 2005, YouthStream completed the acquisition of the Mill. YouthStream owns 80.01% of the common
stock, and 100% of the voting stock, of Acquisition Corp, which owns, directly and indirectly, 100% of KES
Acquisition, the legal entity that owns and operates the Mill. Accordingly, YouthStream has consolidated the
operations of the Mill commencing March 1, 2005. As a result of this transaction, the financial statements for periods
ending after March 1, 2005 are materially different from and are not comparable to the financial statements prior to
that date.

The Company utilized substantially all of its available cash resources to complete the acquisition of the Mill,
including its contribution of an aggregate of $500,000 of cash to Acquisition Corp. and the payment of the costs
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related to the transaction. Accordingly, the Company will therefore need to obtain additional operating capital to fund
corporate general and administrative expenses either through internal or external resources. The Mill relies on cash
flows from operations and a line of credit with General Electric Capital Corporation to fund its separate operations.
The Company has borrowed the maximum amount available under its line of credit with General Electric Capital
Corporation and is attempting to restructure the terms of line of credit to be able to increase its borrowings thereunder.

As of March 31, 2005, the balance outstanding on the line of credit was $16,625,470, which has been presented as a
current liability in the condensed consolidated balance sheet at such date due to continuing uncertainty with respect to
the Company’s ability to maintain compliance with the minimum fixed charge coverage ratio. At March 31, 2005, KES
Acquisition was not in compliance with the fixed charge coverage ratio based on its consolidated financial statements
as originally filed, in part relating to changes to its accounting procedures as a result of the review of its financial
statements conducted in conjunction with its acquisition by YouthStream, and subsequently received a waiver of
default from the lender. The Company intends to seek an amended waiver of default from the lender with respect to
the restated March 31, 2005 consolidated financial statements. If no such waiver is received, the lender would have
the right to accelerate the maturity of the line of credit.
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In the event that KES Acquisition is not in compliance with the fixed charge coverage ratio in future periods, the
Company intends to seek a further waiver of any default from the lender, and if no such waiver is received, the lender
would have the right to accelerate the maturity of the line of credit at that time.

To the extent that the Mill generates taxable income in the future, the Tax Sharing Agreement with Acquisition Corp.
and Atacama KES will generate cash payments to YouthStream equal to 50% of their respective ‘‘separate company tax
liability’’. YouthStream has approximately $250,000,000 of federal net operating loss carryovers currently available to
offset any federal income tax liability of Acquisition Corp and Atacama KES subsequent to February 28, 2005.
YouthStream expects that its federal net operating loss carryovers will be sufficient to absorb most of any future
federal income tax liability of Acquisition Corp. and Atacama KES.

The Mill restarted operations in January 2004 after being acquired by the previous owners, and has incurred losses to
date. The long-term economic viability of the Mill and its ability to fund its operations, as well as to service the
interest and principal obligations on the Notes and the dividends and redemption features on the 13% Series A
Preferred Stock issued in connection with the acquisition of the Mill, is dependent on various internal and external
factors, including the Mill’s ability to operate on a sustained basis at 80% or more of its annual capacity of 240,000
tons per year, as currently configured. To the extent that the Mill is not able to maintain this operating threshold, the
ability of the Mill to generate sufficient cash flows to fund its operations may be impaired, and the Company may
have to consider a formal or information restructuring or reorganization, including a sale of its assets.

Operating Activities.    During the six months ended March 31, 2005, the Company used $1,374,116 of cash in
operating activities, both to fund the corporate overhead of YouthStream for the six months ended March 31, 2005
and to fund the operations of the Mill for the month of March 2005. During the six months ended March 31, 2004, the
Company used $654,435 of cash in operating activities, primarily to fund its loss from continuing operations in 2004
of $706,994, which consisted of corporate general and administrative expenses.

Investing Activities.    During the six months ended March 31, 2005, net cash used in investing activities was
$182,881, consisting of the October 31, 2004 scheduled principal payment of $197,734, plus accrued interest of
$49,493, on the note that the Company received in the February 2004 sale of the assets and operations of Beyond the
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Wall, offset by an increase of $430,108 of deferred costs with respect to the KES transaction. During the six months
ended March 31, 2004, net cash provided by investing activities of $820,000 consisted of the proceeds received from
the sale of the Beyond the Wall assets and operations in February 2004.

Financing Activities.    During the six months ended March 31, 2005, net cash provided by financing activities was
$970,740, consisting of $1,005,374 from an increase in the line of credit with General Electric Capital Corporation,
reduced by principal payments on long-term debt and capital lease obligations of $34,634. During the six months
ended March 31, 2004, the Company did not generate or use any cash in financing transactions.

The Company acquired $913,194 of cash in connection with the acquisition of KES Acquisition, LLC.
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Principal Commitments:

At March 31, 2005, the Company's principal commitments consisted of the following obligations:

Payments Due by Period

Contractual cash obligations Total
Less than

1 year
Between
2-3 years

Between
4-5 years

After
5 years

Notes payable to related
parties $ 4,915,434 $ —$ —$ —$ 4,915,434
12% subordinated promissory
notes payable 7,000,000 — 7,000,000 — —
8% subordinated secured
promissory notes payable 39,493,000 — 18,493,000 — 21,000,000
Line of credit 16,625,470 16,625,470 — — —
Operating leases 1,806,243 425,868 814,402 565,973 —
Capital lease obligation 1,850,644 345,519 866,597 638,528 —
Equipment contact payable 285,232 73,152 169,337 42,743 —
Management services
agreement 3,208,333 700,000 1,400,000 1,108,333 —
4% Series A Preferred Stock
subject to mandatory
redemption 5,269,333 — — — 5,269,333
13% Series A Preferred Stock
of subsidiary subject to
mandatory redemption,
excluding accrued dividends 24,733,000 — 7,916,000 7,916,000 8,901,000
Total $105,186,689 $18,170,009 $36,659,336 $10,271,577 $40,085,767

At March 31, 2005, the Company does not have any material commitments for capital expenditures.

At March 31, 2005, the Company has various short-term commitments for the purchase of materials, supplies and
energy arising in the ordinary course of business which aggregated approximately $8,300,000.
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Off-Balance Sheet Arrangements:

The Company does not have any transactions, obligations or relationships that could be considered off-balance sheet
arrangements at March 31, 2005.

Recent Accounting Pronouncements:

In December 2004, the FASB issued SFAS No. 123(Revised 2004), ‘‘Share-Based Payment’’. SFAS No. 123(R) revises
SFAS No. 123, ‘‘Accounting for Stock-Based Compensation’’ and supersedes APB Opinion No. 25, ‘‘Accounting for
Stock Issued to Employees’’ and amends SFAS No. 95, ‘‘Statement of Cash Flows’’. SFAS No. 123(R) focuses primarily
on the accounting for transactions in which an entity obtains employee services in share-based payment transactions.
SFAS No. 123(R) requires companies to recognize in the statement of operations the cost of employee services
received in exchange for awards of equity instruments based on the grant-date fair value of those awards (with limited
exceptions). SFAS No. 123(R) is effective as of the Company’s first interim or annual reporting period that begins
after December 15, 2005. Accordingly, the Company will adopt SFAS No. 123(R) in its quarter ending March 31,
2006. The Company is currently evaluating the provisions of SFAS No. 123(R) and has not yet determined the impact,
if any, that SFAS No. 123(R) will have on its financial statement presentation or disclosures.

In November 2004, the FASB issued SFAS No. 151, ‘‘Inventory Costs — An Amendment of ARB No. 43, Chapter 4’’
(SFAS No. 151). SFAS No. 151 clarifies that abnormal amounts of idle facility expense, freight, handling costs and
spoilage should be expensed as incurred and not included in overhead. Further, SFAS No. 151 requires that allocation
of fixed and production facilities overheads to conversion costs should be based on normal capacity of the production
facilities. The provisions in SFAS No. 151 are effective for inventory costs incurred during fiscal years beginning
after June 15, 2005. The Company is currently evaluating the provisions of SFAS No. 151 and has not yet determined
the impact, if any, that SFAS No. 151 will have on its financial statement presentation or disclosures.

In December 2004, the FASB issued SFAS No. 153, ‘‘Exchanges of Nonmonetary Assets, an amendment to APB
Opinion No. 29’’ (‘‘SFAS No. 153’’). SFAS No. 153 amends Accounting Principles
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Board Opinion No. 29, ‘‘Accounting for Nonmonetary Transactions’’, to require that exchanges of nonmonetary assets
be measured and accounted for at fair value, rather than at carryover basis, of the assets exchanged. Nonmonetary
exchanges that lack commercial substance are exempt from this requirement. SFAS No. 153 is effective for
nonmonetary exchanges entered into in fiscal periods beginning after June 15, 2005. The Company is currently
evaluating the provisions of SFAS No. 153, and has not yet determined the impact, if any, that it will have on the
Company’s financial statement presentation or disclosures.

31

ITEM 3.    CONTROLS AND PROCEDURES
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(a)   Evaluation of Disclosure Controls and Procedures

The certifications of the principal executive officer and the principal financial officer (or persons performing similar
functions) required by Rules 13a-14 and 15d-14 of the Securities Exchange Act of 1934, as amended are filed as
exhibits to this report. This section of the report contains the information concerning the evaluation of the Company's
disclosure controls and procedures (as defined in Securities Exchange Act Rules 13a-15(e) and 15d-15(e)) and
changes to internal controls over financial reporting (as defined in Securities Exchange Act Rules 13a-15(f) and
15d-15(f)) referred to in the certifications and this information should be read in conjunction with the certifications for
a more complete understanding of the topics presented herein.

Disclosure controls and procedures are designed to ensure that information required to be disclosed in the reports filed
or submitted by the Company under the Securities Exchange Act of 1934 is recorded, processed, summarized and
reported, within the time periods specified in the rules and forms of the Securities and Exchange Commission.
Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed in the reports filed under the Securities Exchange Act of 1934 is accumulated and
communicated to management, including its principal executive and financial officers, as appropriate, to allow timely
decisions regarding required disclosure.

The Company carried out an evaluation, under the supervision and with the participation of its management, including
its principal executive and financial officers, of the effectiveness of the design and operation of the Company’s
disclosure controls and procedures as of the end of the period covered by this report. Based upon and as of the date of
that evaluation, the Company’s principal executive and financial officers concluded that there were material
weaknesses in the internal controls at the Company’s steel mini-mill acquired effective February 28, 2005, the
financial statements of which are included in the consolidated financial statements of the Company from that date
forward. In addition, as a result of this evaluation, the Company’s consolidated financial reporting and disclosure
controls were also determined to have material weaknesses.

Specifically, the steel mini-mill lacks adequate accounting systems and controls and procedures to process information
for inclusion in the Company’s reports filed with the Securities and Exchange Commission. Furthermore, the steel
mini-mill also lacks adequate accounting personnel in general and adequately trained accounting personnel in
particular in order to be able to process and generate the required financial information to be included in the
Company’s consolidated financial statements on a timely basis. The Company is addressing these issues by reviewing
and revising its internal accounting policies and procedures. The Company also intends to increase the resources and
personnel allocated to the steel mini-mill’s accounting department. The Company expects that the resolution of these
issues will take several months.

(b)   Changes in Internal Controls

There were no changes in the Company’s internal controls or in other factors that could have significantly affected
those controls subsequent to the date of the Company’s most recent evaluation.
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PART II. OTHER INFORMATION

ITEM 1.    LEGAL PROCEEDINGS
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Not applicable.

ITEM 2.    UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Not applicable.

ITEM 3.    DEFAULTS UPON SENIOR SECURITIES

Effective March 24, 2004, KES Acquisition entered into a loan and security agreement, as amended, with General
Electric Capital Corporation. Under the terms of the agreement, KES Acquisition has the ability to borrow up to
$23,000,000, subject to limitations under the lender’s borrowing base formula and compliance with a minimum fixed
charge coverage ratio. Interest is payable monthly in arrears on the outstanding principal balance at the index rate
(defined as the thirty-day dealer commercial paper rate) plus 5.5% per annum. The line of credit matures on March 24,
2007, and is secured by all of the assets of KES Acquisition and a pledge of (i) the membership interests of KES
Acquisition owned by Acquisition Corp. and (ii) the capital stock of Atacama KES owned by Acquisition Corp. As of
March 31, 2005, the balance outstanding on the line of credit was $16,625,470, which has been presented as a current
liability in the condensed consolidated balance sheet at such date due to continuing uncertainty with respect to the
Company’s ability to maintain compliance with the minimum fixed charge coverage ratio.

At March 31, 2005, KES Acquisition was not in compliance with the fixed charge coverage ratio based on its
consolidated financial statements as originally filed, in part relating to changes to its accounting procedures as a result
of the review of its financial statements conducted in conjunction with its acquisition by YouthStream, and
subsequently received a waiver of default from the lender. The Company intends to seek an amended waiver of
default from the lender with respect to the restated March 31, 2005 consolidated financial statements. If no such
waiver is received, the lender would have the right to accelerate the maturity of the line of credit.

As of March 8, 2006, the Company's subsidiary, YouthStream Acquisition Corp., was in default with respect to
certain terms and provisions of its previously issued promissory notes as described below:

1. 8.0% Subordinated Secured Promissory Note due February 28, 2015 in favor of KES Holdings, LLC in the
principal amount of $19,000,000, as amended July 14, 2005. Accrued interest of approximately $1,520,000 was due
and payable on February 28, 2006.

2. 8.0% Subordinated Secured Promissory Note due February 28, 2015 in favor of Atacama Capital Holdings, Ltd. in
the principal amount of $21,000,000, as amended July 14, 2005. Accrued interest of approximately $1,680,000 was
due and payable on February 28, 2006.

The Company is in discussions with the holders of these Notes in an effort to waive the current default and amend the
Notes to revise the interest payment terms. No assurance can be given that such a waiver and amendment will be
obtained and that the holders of such Notes will not exercise their rights to accelerate payment under such Notes,
which event would have a material adverse affect on the financial condition and operations of the Company.

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

Not applicable.

ITEM 5.    OTHER INFORMATION

Not applicable.

ITEM 6.    EXHIBITS
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A list of exhibits required to be filed as part of this report is set forth in the Index to Exhibits, which immediately
precedes such exhibits, and is incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) the Securities Exchange Act of 1934, the registrant has caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

YOUTHSTREAM MEDIA NETWORKS, INC.
(Registrant)

DATE: March 7, 2006 By:   /s/ JONATHAN V. DIAMOND
Jonathan V. Diamond
Chief Executive Officer

DATE: March 7, 2006 /s/ ROBERT N. WEINGARTEN
Robert N. Weingarten
Chief Financial Officer
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INDEX TO EXHIBITS

10.88 Loan and Security Agreement dated as of March 24, 2004, as amended, between General
Electric Capital Corporation and KES Acquisition Company, LLC, previously filed as an
exhibit to the Quarterly Report on Form 10-QSB for the quarterly period ended March 31, 2005

10.89 Letter Agreement, dated July 14, 2005, regarding 8% subordinated secured promissory notes,
previously filed as an exhibit to the Quarterly Report on Form 10-QSB for the quarterly period
ended March 31, 2005

31.1 Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002

31.2 Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act
of 2002

32.1 Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002

32.2 Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002
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