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SECURI TI ES AND EXCHANGE COWM SSI ON
WASHI NGTON, D. C. 20549
FORM 10- KSB/ A
Amendment No. 1

(Mark One)
I X/ Annual report under section 13 or 15 (d) of the Securities Exchange
Act of 1934.

For the fiscal year ended Decenber 31, 1998
OR

[ Transition report under section 13 or 15 (d) of the Securities
Exchange Act of 1934

For the transition period from to

Commi ssion file nunber 0- 25159

PLENUM COMMUNI CATI ONS, | NC

(Name of Smmll Business Issuer in its charter)

M nnesot a 91- 1524747

(State or other jurisdiction of (I'RS Enpl oyer ldentification No.)
i ncorporation or organization)

3003 - 80th Avenue SE, Mercer |sland, WA 98040

(Address of principal executive offices) (Zip code)

(206) 236-1995

(I ssuers tel ephone nunber)

Securities registered pursuant to Section 12 (b) of the Act: None

Securities registered pursuant to Section 12 (g) of the Act:
Common St ock, $.001 par val ue

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 nonths (or for such
shorter period that the registrant was required to file such reports), and (2)
has been subject to such filing requirenents for the past 90 days
Yes () No (X)

Check if disclosure of delinquent filers in response to Item 405 of

Regul ation S-B is not contained in this form and no disclosure will be
contained, to the best of registrant's know edge, in definitive proxy or
informati on statenents incorporated by reference in Part IIl of this Form 10 -
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KSB or any amendment to this Form 10 - KSB (X)

I ssuer's revenues for its nost recent fiscal year $1, 856, 336

On February 28, 1999, approximately 24,848,355 shares of the Conpany's
comon stock were outstanding.

The aggregate market value of the voting stock held by non-affiliates
of the Conpany as of February 28, 1999 was approxi mately $22, 460, 000 based on
the closing price for shares of the Company's common stock as reported by the
OTC Bul l etin Board for that date. Shares of commpn stock held by officers
directors and affiliates thereof and holders of 10% or nore of the outstanding
common stock have been excl uded because these people may be deened as
affiliates. This determination of affiliate status is not necessarily a
concl usive determ nation for other purposes

DOCUMENTS | NCORPORATED BY REFERENCE
No docunments are incorporated by reference.

Transitional Small Business Disclosure Format (check one)
Yes ( ) No ( X)

PART |
I TEM 1. DESCRI PTI ON OF BUSI NESS
BACKGROUND | NFORMATI ON

The Conpany was founded in Mnnesota in 1972 as Conmbi ned Enterprises
Inc., changed its name to Assign, Inc. in 1987, and was reorganized into its
current structure in February 1989, by means of a change of control acquisition
In March 1989 the name of the Conpany was changed to Mortgage Brokers Network
Inc., and to Pl enum Communi cations, Inc. in October 1991. The Conpany's
whol | y- owned subsidiary, LION, Inc., formerly known as Infosytems, Inc., did
busi ness as Mortgage Information Systems, Inc. ("MSI") from 1991 to 1995 and as
Lenders Interactive Online Network ("LION') from 1995 to 1998. |nfosystens, Inc.
changed its name to LION, Inc. in 1998. The Conpany's princi pal executive
of fices are located at 3003 80th Avenue SE, Mercer |sland, WA 98040, and its
t el ephone number is (206) 236-1995

During 1991, the Conpany first offered a basic dial-in version of its
current service in the local Seattle, Washington area, organizing a subsidiary,
I nfosystens, Inc. for this purpose. The Conpany's product was marketed under the
name M SI, and was | aunched to provide a solution to the frustrating
inefficiency of trying to keep up with whol esale | enders' |oan programs and
daily rate changes using a pile of faxes that arrived at a nortgage broker's
office each norning. Because the Conpany operated over regul ar phone lines
brokers outside the Seattle area incurred |ong distance charges making the
servi ce uneconom cal

The advent of the Internet, with its flat nmonthly access rates, renoved
the long distance cost as a barrier and created the opportunity to expand
nationwi de. In 1995 the Conpany obtained the name Lenders Interactive Online
Network ("LION') and rewrote its software to enable its service to be delivered
over the Internet. By late 1995 an early Internet version of the LION service
was made avail able in Washington, Oregon and California. At that tinme few
brokers had Internet access. By md 1996, a small telemarketing sales force of
three persons was addi ng about 20 new broker subscribers to LION per nonth
During the second half of 1996, further enhancenments were nade to the LION
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software and the service was expanded to other western states.

As the Conpany expanded its markets, and as the use of the Internet
steadily increased anong the general popul ation and anmobng nortgage brokers
brokers began signing up for LION at an accelerating rate. During the first half
of 1996, LION was adding approximately 20 new subscri bers per nmonth, increasing
to over 100 new subscribers per nonth by the end of 1996. The rate of new
subscriptions continued to rise during 1997, and exceeded 300 per nonth for the
first time in February 1998 and 400 per nonth by the fourth quarter of 1998

Because | enders and their rates vary across the country, expanding the
Conpany's service nationally required the opening of new databases with rel evant
data for each major market. During 1998, LION had made its service available in
22 of the largest markets in the nation and was effectively in front of over 75%
of its target market.

I NDUSTRY | NFORMATI ON

RESI DENTI AL MORTGAGE | NDUSTRY STRUCTURE. Consumers who want to purchase
homes or refinance the nortgage on their existing homes can obtain a | oan
through a retail |ender who deals directly with the public, or through a
nmort gage broker who places the loan with one of many whol esal e | enders. Both
retail and whol esale | enders typically package the | oans they originate and sel
themin the financial markets.

HYBRIDS. In practice there are many hybrid players. Some |enders have
bot h whol esal e and retail operations, dealing with the public through their own

3

branches and offices but at the same time offering "whol esale rates" to

nmort gage brokers. There are al so conpani es that act nmuch |ike brokers in that
they deal directly with the public and may deal with nultiple | enders, but
who arrange |lines of credit that enable themto approve, close and fund

|l oans, and then "sell" the loans after closing. They tend to be referred to
as "nortgage bankers", although this termis used nore generally to apply to
anyone who works for a | ender.

GSEs. The government sponsored entities ("GSEs"), Fannie Mae and
Freddie Mac, play a significant role in defining LION' s business in that they
are the maj or purchasers of |oans. Consequently, they set the rules and
gui del ines for what has become known as "conforming loans," |.E. those |oans
meeting GSE criteria for purchase. Wile the non-conform ng segment is grow ng
as a percentage of total |oans, conforming |oans currently remain the majority
of loans closed, and it is the conform ng | oan prograns that are the basis of
LION' s key product, LION Loan Search, as expl ained bel ow

CUSTOVER BASE

Mort gage brokers, whol esale | enders and industry affiliates constitute
LION' s principal subscriber base, and therefore, the Conpany's primary sources
of revenue. Each is discussed below in nore detail

MORTGAGE BROKERS. A 1994 study conducted for the National Association
of Mortgage Brokers ("NAMB") concluded that there were approximtely 23,000
mort gage brokerage firms in the country as of Decenber 31, 1994. The study
indicated that the figures were conservative, and that the actual nunber of
firms is likely to be higher. Data from both states that require both the
brokerage firm and the individual |oan officers to be |icensed, and the 1994
NAMB study, indicate that, on average, there are 6-7 loan officers per firm
Assumi ng 23,000 firms and an average of 6-7 loan officers per firm a tota
mar ket of 150,000 | oan officers appears to be a conservative estimte of the
total market.
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Mort gage brokerage firms include many sole practitioners and snal
firms and a limted number of large firms. Wth the exception of a handful of
large firms who have 50-100 | oan officers in one |location, even the very |large
firms tend to be spread out geographically, with no nore than 10-25 | oan
officers in a single office. In addition, many brokers associated with a firm
operate much like sole practitioners, paying a percentage of their comm ssion in
return for use of the office facilities, advertising, and access to lenders with
whom the firmis approved to do business. Some work fromtheir hones.

There has been a growing trend toward consolidation in the industry
t hrough franchi ses and, nmore commonly, "net branch" arrangenents. Under these
arrangements the central office handles conpliance and admi nistrative issues and
provides a brand nane and professional marketing materials, allow ng the small
br okerage operation to focus on dealing with clients. The Conpany believes this
trend favors LI ON because these firms tend to actively | ook for ways to use
technol ogy to increase efficiency.

Retail |enders have their own staff of loan officers and | oan
processors to deal with the consuner. \Wen they quote nortgage rates, they quote
a "retail" rate that includes a fee up front which is intended to include enough

to cover the cost of supporting this staff. The fee is referred to as "points",
with each point equaling 1% of the |loan anpbunt. In contrast, whol esale |enders
do not incur these staffing costs, since they rely on brokers to interface with
the consuner. Hence, they quote a "whol esale" rate, which tends to be about
1-1.5 points less than the retail rate. This allows the nortgage broker to "mark
up" the loan by that ampunt as its fee and still conpete with the retai

| enders. For instance, the retail rate m ght be 8% with two points, but the

whol esal e rate m ght be 8% with one point. The nortgage broker shows his client
8% with two points, paying one point to the |ender and keeping one point as his
fee

Brokers vary in how they decide how much to mark up the |oan. Sone use
a flat amount for nobst |oans, such as 1% Others may consider such factors as
| oan size, price sensitivity of the client, difficulty of placing the |oan
and/or the extent to which price conpetitiveness is or is not part of their
strategy.

Brokers typically deal with a nunber of |enders. Mst brokers report
that they concentrate npost of their business with a few | enders, typically about
five, although they may be "approved" to do business with 20-30 or nore, and may
receive daily rate information from50 or nore. One of the reasons they
typically concentrate their business with a few |l enders is that keeping up with
| ender program and pricing changes through daily faxes is so inefficient that,
as a practical matter, they can only monitor 3-5 |l enders on a regul ar basis

Rates are inportant to the broker for two reasons. First, to varying
degrees, their custoner may be price sensitive. The broker needs to be
conpetitive relative to the retail |lenders and other brokers. Second, the rate
can affect the anount of fee the broker earns. In some cases, if the broker
knows a customer is satisfied by a particular interest rate, the broker's fee
can be increased if a wholesale rate can be found that is |ower than the one
whi ch originally served as the basis for the quote. Alternatively, if a broker
cannot find a | ow enough rate, the broker's fee nay have to be cut either to
conpete with another |oan the customer has been offered, or to bring the |oan
down to a rate that will allow the customer to qualify.

Sonme brokers are very "price sensitive." They aggressively shop | enders
for price, and price will be the major factor in deciding which lender to select
for a given loan. In nost cases they will choose fromthe | enders with whom they
are approved. COccasionally, if they find an attractive rate froma |ender with
whom t hey are not currently approved, they will try to become approved in order
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to place a particular |oan. However, seeking a new |lender relationship in the
m dst of a loan placenment is risky, because the |oan may be del ayed or may not
close at all as a result of the tine required to obtain approval and the
possibility of not being approved

The typical nmortgage brokerage firmreceives faxes each norning from
anywhere from5 to as many as 50 or nore | enders. Sonetinmes the nost often used
faxes are posted on a wall or copied and distributed throughout the office. Many
are sinply piled up or even discarded. \When the broker provides a quote for a
particular client, he will check the faxes to determine the current rates for
the kind of programthe client has requested or the broker is suggesting. For
many common conform ng | oans, every conforming | ender offers the program and
brokers will typically check only their usual |enders. For |oans that are done
by conform ng | enders but are not as common, with issues meking clients marginal
candi dates for a conform ng |ender, or for loans that clearly are
non-conform ng, brokers often have to consult the remaining fax information or
call lenders which provide a solution for the particular situation. Because each
lender's rate sheet is formatted differently fromthe others, finding prograns
on rate sheets with which the loan officer is unfamliar is time consum ng

Hi storically, the process of checking rates and fees and choosing a
| ender has been a manual and inefficient one. LION' s service is designed to make
this process dramatically nore efficient, and to give the broker the best
opportunity to be conpetitive. Some rate information is now avail abl e el sewhere
on the Internet, but the Conpany believes the LION website is currently the only
pl ace where all of the key indicators relevant to nortgage brokers appear
together in one, easily readable format.

WHOLESALE LENDERS. LION s |ender custonmers are primarily "whol esal e"
mort gage | enders, who operate through independent nortgage brokers. The nortgage
brokers work directly with the consumer seeking a nortgage |oan, gather the
docunent ati on needed to conplete the application, and submt the application to
the | ender for approval. If the |oan is approved, the |ender then funds the
nort gage at closing. Some of the whol esale | enders al so have a separate "retail"
operation that works directly with the custonmer. In sone cases, that retai
operation can operate as a broker and place |loans with other whol esal e | enders.
The whol esal e | enders nmarket to brokers by attending state and national broker
associ ation trade shows, having their sales reps call on
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brokers, advertising in trade publications, and by direct nmail and direct
broadcast fax solicitation.

In any given market, typically 50-75% of the whol esal e | enders, and
probably a | arger percentage of the loan volume, are either national or |arge
regi onal |enders who operate in many states. The remaining | enders are |ocal or
limted to a few markets.

Lenders are further segnented into "conform ng" and "non-conform ng"
(al so known as "sub prinme"). Strictly defined, a "conform ng loan" is one that
meets the requirenents set by Fannie Mae and Freddie Mac for |oans these GSEs
wi Il purchase fromlenders. Conformi ng | oans nust neet GSE criteria for |oan
size, credit standing of the borrower, borrower incone relative to the |oan
paynment, |oan anount to value of property, type of property, and with respect to
specific docunentation required to prove they nmeet these requirenents.

Conform ng lenders deal primarily in conformng |oans, but will also
of fer programs for |oans that nmeet npbst of these requirements but fail to neet
one or two. For instance, many will offer programs for "jumbo" |oans, those that
exceed the maxi mum | oan size for conform ng |oans (currently $240,000), and nany
wi |l accept |ess rigorous docunentation. The | enders cannot sell these loans to
the GSEs . They can either keep these loans in their own portfolios or sell them
to entities other than the GSEs such as conduits who do purchase | oans that have
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t hese characteristics.

"Non-conform ng | enders"” deal in |oans that do not neet the
requirements for purchase by the GSEs. These | enders work with borrowers who
have had sonme | evel of credit problems in the past (known as "A mnus, B, C or
D' rated credit), with borrowers whose ratio of |oan payment to income is higher
than all owed under conformi ng rules, or who may be purchasing a property type
that is not permtted under conformng rules, such as a |log hone or certain
condom ni ums. These non-conform ng | oans are considered to be higher risk, and
therefore command hi gher fees or rates.

Each | ender typically offers many "prograns." A programis a loan with
a particular set of terns. For exanple, typically there will be sonme 30-year
fixed rate prograns, sone 15-year fixed rate programs, and some adjustable rate
mort gage ("ARM') programs. The rates and terns for each of these nmay vary by
size of loan, kind of property, credit rating of the custoner, |oan anount
conpared to property value, and other factors. The many conbi nati ons of these
variables result in lenders typically having 13-18 different prograns, and sone
having up to 50 progranms, that they offer to the brokers. Furthernore, each
program typically has a "matrix", or array of rates avail abl e dependi ng upon the
points the borrower pays. For instance, a 30 year fixed rate program m ght be
priced at 7% if the borrower pays one point up front, but at 6-3/4%if he pays
two points up front. The pricing matrix may al so have standard amounts by which
the stated fees or rates increase or decrease based on certain factors. For
instance, for condom nium | oans, 1/4 point m ght be added to the fee; or for
| oans over $125,000, 1/8 m ght be subtracted

| NDUSTRY AFFI LI ATES. Anot her potential nmarket consists of conpani es who
sell services or advertising to |l enders, brokers, or consumers seeking nortgage
| oans. These conpanies, particularly the industry-specific ones who tend to
advertise in the industry print media to nortgage brokers or |enders, are
potential advertisers on the LION website. Exanples include title insurance
conpani es, credit reporting agencies, escrow service conpanies, flood insurance
conpani es, nortgage insurance conpani es, appraisers, origination software
conpani es, nortgage associ ations, training conpanies, and other general vendors
to smal|l businesses, such as cell phone conpani es, business insurance agencies,
pager conpani es, copier conpani es and general conputer hardware and software
conpani es.

SERVI CES AND PRODUCTS

LI ON of fers a nunber of products and services related to nortgage
brokers, whol esale I enders and industry affiliates. They are as foll ows:

MORTGAGE BROKER PRODUCTS

The LION service is available to nortgage brokers over the Internet at
"www. | i oninc.conf. Monthly broker subscription fees are the Conpany's | argest
source of revenue, and are expected to be the predom nate source of revenue at
this point in time. The LION subscription service includes the follow ng main
features:

AUTOVATED UNDERWRI TING. On March 18, 1999, LION entered into a
contractual agreement with Fannie Mae to devel op technol ogy to deliver Fannie
Mae's Automated Underwriting services via the Internet. Desktop Originator and
Desktop Underwriter are the nortgage industry's |eading automated origination
and underwriting systens. Desktop Originator when used in conjunction with
Desktop Underwriter delivers fast, objective |oan recomendati ons and provides
Il enders with access to many cost and time-saving benefits including streanlined
processi ng, documentation, and property valuation. Desktop Originator and
Desktop Underwriter also offer |enders access to products that can expand their
mar kets and help themreach out to nore potential homebuyers
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I'n February 1999, nearly 40 | enders and 3,300 originators used Desktop
Originator to process nearly 46,000 transactions, record nunbers in all three
instances. Fannie Mae is the nation's |argest source for home nortgage funds

today. The technology will enable I enders to offer their sponsored brokers
access to Desktop Originator through LION's Web site. Wth this new integration
rel ationship, Desktop Originator lenders will for the first time be able to

offer originators the benefits of Desktop Originator over the Internet.

Separately, Fannie Mae and LION will co-devel op and co-market a
mar keting and training site for this new technol ogy | ocated on LION s servers.

LI ON LOAN SEARCH. "LION Loan Search" is the single nost inportant
feature of the LION system Instead of wading though a pile of rate sheets and
manual | y addi ng or subtracting adjustments, nortgage brokers sinply pull up the
LI ON website on their personal conputer and fill out a sinple form They enter
into the formany of up to 50 | oan variables that describe the programthey are
interested in locating for the client. LION Loan Search then conducts a search
of the prograns in the LION database that fit the criteria that were entered and
provides a list of the suitable programs, ordered by rate, show ng the | ender
the rate, and other key characteristics. The database is updated daily. This
feature is the foundation of the LION service, the key tine saver for the
broker, and the prinmary reason nmost brokers currently subscribe. Over 150
conform ng | enders participate, representing over 11 mllion pricing variants.

LOAN~LI NK. Sub-Prine |oans do not fit as readily into a search format
as "A" credit |oans because |l enders are not consistent in what they view as A-
B, Cor Dcredit ratings. Therefore, instead of a |oan search, LION offers a
service called "Loan~Li nk" for brokers who do Sub-Prime |oans. Wth Loan~Li nk
brokers fill out a form containing basic borrower and transaction criteria. They
then select the I enders to whomthey would like to send this information. LION
sends the conpleted formby emuil or by fax to the lenders selected by the
broker. The I enders who are interested in the transaction respond back to the
br oker.

DAI LY MARKET COMMENTARY. Updated twice daily, this is a concise but
conprehensive review of the Financial Market's rate activity, events and
upcom ng econom ¢ indicator reports with commentary about inplications for the
nort gage nmarket. The summary is created early each norning and again at the
mar ket cl ose by condensing information froma variety of periodicals and online
service reports. Sone subscribers purchase the LION service solely to have
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access to this feature.

15- M NUTE KEY RATE UPDATES. The 15-M nute Financi al Market Snapshot is
currently the only place where you can find all of the key financial market
indicators that are nost relevant to the nortgage industry concisely presented
in one clear chart, updated every 15 m nutes

RATESHEETS ON DEMAND AND DOCUMENTS ON DEMAND. Brokers can pull up
| ender ratesheets and other docunents, view themon the screen, downl oad themto
their PCto print, or have them sent directly to their fax nmachine

Brokers have two choi ces when purchasing LION services. They may choose
an individual subscription for just one user; or a corporate account suitable
for multiple users. The corporate account is discounted at increasing
percentages in proportion to the nunber of users. To date nobst LION custoners
are individual subscribers

The Conpany is currently unable to prevent a user from sharing their
password wi th another. However, there are two ways in which LION can potentially
det ect unaut horized use, one of which at |east prevents broad abuse. The primary
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method is nonitoring the nunber of "hits" by password. An average user will have
about 100 website hits per nonth. The heavi est individual users will typically
not exceed 300 hits in a nmonth. When nunbers consistently above that are
detected, the subscriber receives a call froma LION sales rep informng the
subscri ber that based on the usage, it appears that the password has been
conprom sed. The password is then changed, which typically resolves the problem

The Conpany is also flagged when a customer submits a Loan~Link | ender
request and asks that the | ender response be directed to someone other than the
customer of record. In this case, the third party is informed that only the
owner of the password is authorized to use the service, but that LION stands
willing to provide the third party with its own individual subscription

An alternative source of revenue for LION is derived from devel opi ng
I nternet homepages for brokers. Until recently this has been a secondary product
generating nodest incremental revenue. |Increased enphasis in honepage
devel opment for brokers is planned during 1999

LENDER PRODUCTS

LENDER HOVEPAGES. After broker subscription fees, |ender honepage fees
are the next |argest source of revenue. The Conpany believes that in order to
have a LI ON Loan Search product that can replace faxed ratesheets and a product
that brokers view as useful and of high quality, LION Loan Search nust contain
most of the lenders in the market. Accordingly, |enders are allowed to post up
to ten (10) loan programs in LION Loan Search at no cost. Sone |enders are
content just to have the exposure of ten prograns at no cost. Others see LION as
presenting a marketing opportunity to a desirable segnent of the broker narket,
and wi sh to maxim ze their exposure by either creating an Internet honmepage or
linking to their pre-existing homepage. These | enders pay nonthly fees, and a
setup fee for creation of a honepage or for any features they want added to
their honepage. See al so "Automated Underwriting" in the Mortgage Broker
Products section on page 6

LI ON has created websites for a nunber of |ender wholesalers in the
country. A LION generated honepage will typically include a m ssion statenent of
the | ender, rolodex of contacts, ratesheets, a LION Loan Search that contains
only its own programs, docunents and forms needed to submit |oans, and a section
of current announcements or program pronotional materi al

8

A button leading to the |l ender's honepage appears next to the |ender's
name in the programdetails section of LION Loan Search, in the lender list in
Loan~Link, and in the LION rol odex. Rotating banners on various LION pages al so
give additional links to | ender honepages

Lenders with pre-existing homepages have the sane access to LION
custonmers as if their homepage had been created by LION. Additionally, they can
sel ect any of the LION features, |ike LION Loan Search, and have it added to
their honepage.

Access to LION as a subscriber also has value to a |l ender. Lenders
frequently do "market surveys" to see how their rates conpare to other |enders
Wth LION, they sinply do a search to see how they stack up agai nst other
Il enders. For a nmonthly flat fee, LION offers to |enders a "package" consisting
of posting the I ender's ratesheet in its Ratesheets on Demand product, and |ogin
and password access to the LION system

RETAI L PRODUCTS
The nortgage broker and nortgage | ender products described above

feature el ectronic posting and access of whol esal e nortgage rates and fees. The
Conpany has recently released a retail version of its |loan search capacity

Copyright 2000 EDGAR Online, Inc. (ver 1.01/2.003) Page 8




PLENUM COMMUNICATIONS INC/MN - 10KSB40/A - Amended Annual Report Date Filed: 8/16/1999

wherein a mark up is added to the whol esale rate information

The first targeted market for this retail priced database is the
prof essional real estate community. LION entered into an agreement with the
M ddl e Tennessee Multiple Listing Service in Novenmber 1998. This launch is
viewed by LION as a test market of the new product. Results are inconclusive at
this time, therefore, it is uncertain whether the sane service will be offered
to other real estate multiple listing services nationwide. It is anticipated the
retail version of LION s database may be offered to other real estate multiple
listing services and may evolve into another retail version that will be offered
to the general population at a future date.

BANNER ADVERTI SI NG

The current LION system has 15 rectangul ar banner |ocations that are
avai |l abl e as advertising spots. These can be linked to a honepage or other
marketing material. A nonthly fee is charged for these sites, the anount of
whi ch depends upon the frequency of the page hits and the | ocation on the page
Purchasers of LION advertising have included major |enders, industry affiliates
selling services to brokers, and Fannie Mae. As page hits rise with the grow ng
subscri ber base, the value of the banner ads is expected to rise
proportionately.

SALES AND MARKETI NG

Of LION' s principal subscriber base, consisting of nortgage brokers
whol esal e | enders and industry affiliates, nortgage brokers currently constitute
the | argest source of revenue and the Conpany believes they represent the
| argest potential source of future revenues. As the broker subscriber base
grows, it is expected that the I enders and affiliates seeking access to that
broker base will follow Consequently, nmost of the marketing effort is devoted
to the broker group. LION seeks to focus its marketing efforts or increase its
visibility to this group in a nunber of ways:

TELEMARKETI NG. LI ON nmintains a tel ephone sales force in two
tel emarketing offices, one at the corporate offices in Mercer Island and another
in Spokane, Washington. The sales staff is conpensated on a comm ssion basis
after an initial three-nmonth internship. Sales reps nmake tel ephone
solicitations, handle inbound phone inquiries and contact brokers who register
for the Conpany's service fromthe LI ON website

9

TRADE SHOWS. The | arger state nortgage broker associations conduct
annual conventions or trade shows which include a schedul e of speakers and/or
wor kshops, and an exhibition hall where I enders and industry affiliates pronote
their products from booths. At many of these shows LI ON has been presented as a
speaker or panelist on topics related to nortgage technol ogy or the Internet.

TRADE JOURNALS ADVERTI SI NG AND ARTI CLES. There are about a dozen
publications aimed at the nortgage industry, of which three focus nobst narrowy
on nortgage brokers and provide the broadest coverage of that segment,

ORI Gl NATI ON NEWS, MORTGAGE ORI GI NATOR, and MORTGAGE PRESS. The first two are
national publications with approximtely 19,000 and 9, 000 subscri bers
respectively. MORTGAGE PRESS publishes a state association periodical for 25
states, and distributes the issues at no cost very broadly to an esti mated

audi ence of over 200,000. Starting in Septenber and Oct ober 1997, LION began a
program of quarter to half-page ads in each publication. In addition, senior
managers of the Conpany have contributed articles on the use of the Internet by
brokers and I enders to industry trade journals such as SECONDARY MARKETI NG
EXECUTI VE, MORTGAGE PRESS and MORTGAGE MATTERS. For additional information on
advertising, see Note A (8) to the Consolidated Financial Statenents

PRESS RELEASES AND OTHER PRESS COVERAGE. The Conpany issues press
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rel eases on product introductions and changes, upon entering new states with a
dat abase, and upon achieving certain mlestones, such as receiving 600,000 hits
per nonth on its websites. These appear wi thout cost in various industry trade
journals. LION has al so been the subject of published reviews of nortgage
technol ogy products, quoted in trade journals and been the subject of articles
written about the Conpany.

SPEAKI NG ENGAGEMENTS. Representatives of the Conpany fromtime to tinme
speak at other industry functions not connected to broker trade shows. As the
Conpany has become increasingly known for its Internet expertise, the
significance of these engagenents has grown. As an exanple, in March 1999, the
Conpany's National Sales Manager was asked by the World Search Group to speak at
and participate in a panel discussion on nortgage aggregators on the Internet.

BROADCAST FAX ADVERTI SI NG. Mortgage brokers are particularly accustomed
to receiving solicitations by fax in the formof daily ratesheet distributions
by I enders. The Conpany has devel oped a series of broadcast fax advertisements
for the nortgage broker industry.

LENDER REFERRALS. A number of the | enders for whom LI ON has made
websi tes have been actively prompoting their websites to their approved brokers.

DATA FEED TO ORI Gl NATI ON SOFTWARE COVPANIES. In certain cases, LION
enables its loan program data information to feed directly to the LI ON menmber
via the nmenmber's processing software. Any third party agreenents with the
processi ng software vendor will provide LION with a mechanismto market to the
vendor's custoner. The four | argest processing software vendors conbi ned
represent approximtely 23,000 broker conpanies. It is estimted that each of
these conpani es average between 5 and 7 broker sales reps. This functionality
was released in the 4th quarter of 1998 via an agreement with BYTE Software, a
processi ng software vendor in the local Seattle, WA area. As a result, the LION
service is displayed to those entities currently using the third party software
provi ded they al so subscribe to LION s services.

ORGANI ZATI ON SOFTWARE VENDOR | NTERFACE | NTO LI ON LOAN SEARCH. LION is
participating in an agreement with Calyx Software which allows a Calyx user to
open a borrower file and performa |loan search. The interface extracts the
needed information fromthe borrower file, |launches the user's browser and
accesses the LION | oan search results page. This provides another entry point
for the nortgage broker into the LION site. Simlar agreenents are being
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pursued with other nortgage software vendors

STATE ASSOCI ATI ON MARKETI NG AGREEMENTS. LION has entered into
agreenments with the state nortgage broker associations in five major broker
states, California, Colorado, Illinois, Maryland and New York. The agreenents
vary, but generally LION receives nenbership lists of broker contacts, speaking
engagenents and sonme form of official recognition or endorsement in return
either for paying to the association a percentage of LION revenues received from
state nenbers, or for offering menmbers a discount on their LION subscriptions
and in sone cases for mmintaining an association website

LI STING W TH SEARCH ENGI NES. As is common with Internet sites, LION has
arranged to be listed in all of the major "search engines." The LI ON URL appears
as a search result if the user enters key words such as "nortgage" or "whol esal e
nortgage rates." A significant nunmber of brokers, who subscribe to the Conpany's
services, report finding the site while "surfing the Net."

NON- MEMBER SECTI ON AND ONLI NE REG STRATI ON. Most of the features of the
LION site are password protected, however a new broker visiting the website
wi t hout yet having a password is able to visit selected non-menber sites. The
visitor is guided through various features, illustrated with "screen captures"”
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of LION Loan Search and Loan~Link, with explanations of the LION service
testinmonials of current subscribers, and a formthat allows the broker to
regi ster online

RESEARCH AND DEVELOPMENT

During 1998 and 1997, the Conpany did not incur costs related to
research and devel opment activities.

COWPETI TI ON

The market for Internet-based services and products is relatively new,
intensely conpetitive, rapidly evolving and subject to rapid technol ogica
change. There are no substantial barriers to initial entry, and the Conpany
expects conpetition to persist, intensify and increase in the future

The Conpany is aware of certain attenpts to devel op a searchable
dat abase of whol esal e | oan progranms, for exanple those devel oped by Alltel,
Fannie Mae and a local Southern California firm To the Conpany's know edge
none of these have net with significant conmercial success. The Fannie Mae | oan
search program has been di sconti nued. One conpany offers a "bidding roont
service, by which | enders can bid on |oans packaged by nortgage brokers. It is
uncl ear whether this service will become popular or whether it will be a
conpetitive service to LION. Wth |limted exception, the primary conpetition
continues to be the traditional faxed ratesheet.

The Conpany believes that the need for the participation of a
significant majority of lenders in order to make a quality product for brokers
creates a barrier to entry for new conpetitors. Although the need for |ender
participation was an obstacle to the Company's initial marketing efforts, LION
now has over 400 participating | enders. Management anticipates that new
conpetitors will face significant ranp-up tinmes in making a conpetitive product
successful, and believes the Conpany will remain in a good conpetitive position
as long it continues to maintain the quality of its product and its
relationships with I enders, brokers and state associations. To the extent
conpetitors energe, the Conpany intends to conpete on the basis of product
performance, product features, quality, reliability, price and its unique
knowl edge and experience in the nortgage broker industry

Nevert hel ess, potential conpetitors include |arge industry players with
| onger operating histories, substantially greater market presence and name
recognition, larger installed custoner bases and significantly
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greater financial, technical and nmarketing resources than the Conmpany. In
addi tion, the Conpany believes that new conpetitors, or those with the
ability to bundle services and products with Internet connectivity services
could enter the Conpany's market, resulting in even greater conpetition for
the Company. The Conpany's ability to conpete successfully will depend, in
large part, on its ability to continually enhance and inprove its existing
products and services, to adapt its products and services to the needs of its
custonmers and potential customers, to successfully devel op and nmarket new
products, and to continually inmprove its operating efficiencies and | ower
costs. There can be no assurance that the Conpany will be able to conpete
successfully, that conpetitors will not devel op technol ogi es or products that
render the Conpany's products obsolete or | ess marketable, or that the
Conpany will be able to successfully enhance its products, devel op new
products or | ower costs, when and as needed. Increased conpetition, price or
ot herwi se, could result in erosion of the Conpany's market share, and may
require price reductions and increased spending on narketing and product
devel opment. Increasing conpetition for the Conmpany's services could have a
mat eri al adverse effect on the Conpany's business, operating results and
financial condition.
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Wth respect to its business of devel opi ng homepages for whol esal e
| enders, the conpetition includes a broad universe of website makers. Because
devel opi ng honepages is an ancillary business for LION, providing nodest
incremental revenue from an existing custoner base, a conpetitive challenge in
this area is not expected to have a material adverse effect on the Conpany's
busi ness. However, to the Conpany's know edge, LION is the only firm
specializing in creating whol esal e | ender homepages. Websites created by LION
include 20 of the country's top 25 whol esal e | enders, ranked by total dollar
amount of their funded loans. LION is able to offer the Il ender links to its LION
Loan Search program which already contains the |lender's updated ratesheet
informati on and access to a nortgage broker audi ence

GOVERNMENT REGULATI ON

The Conpany is not currently subject to direct regulation by any
governnent agency, other than regul ations applicable to businesses generally,
and there are currently few |laws or regulations directly applicable to access to
or commerce on the Internet. However, due to the increasing popularity of the
Internet, it is possible that a number of |aws and regul ati ons may be adopted
with respect to the Internet, covering issues such as user privacy, pricing and
characteristics and quality of products and services. There can be no assurance
that the enactment of |aws affecting teleconmunications will not decrease the
growth of the Internet, which in turn could decrease the demand for the
Conpany's products and services, increase the cost of doing business, or
ot herwi se have an adverse effect on the Conpany's business, operating results or
financial condition. Mdreover, the applicability to the Internet of existing
| aws governing issues such as property ownership, libel and personal privacy is
uncertain. The Conpany cannot predict the inmpact, if any, that future regulation
or regul atory changes m ght have on its business

PROPRI ETARY RI GHTS

The Conpany relies on a conbination of copyright and trademark | aws,
trade secrets, software security measures, |license agreenents and nondi scl osure
agreenments to protect its proprietary technology and software products. The
Conpany has a variety of registered Internet domain names. The Conpany currently
has no federally registered trademarks or service marks, nor is it the owner or
assi gnee of any donestic or foreign patents. There are no trademark or service
mar k applications or patent applications pending. The Conpany cannot be certain
that others will not devel op substantially equivalent or superseding proprietary
technol ogy, or that equival ent products will not be marketed in conpetition with
the Company's products, thereby substantially reducing the value of the
Conpany's proprietary rights. Furthernore, there can be no assurance that any
confidentiality agreements between the Conpany and its enpl oyees or any license
agreements with its customers will provide meani ngful protection for the
Conpany's proprietary information in the event of any unauthorized
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use or disclosure of such proprietary information.

Al t hough the Conpany believes that its trademarks and proprietary
technol ogy do not and will not infringe patents or violate proprietary rights of
others, it is possible that its trademark and proprietary rights may not be
valid or that infringement of existing or future patents, trademarks or
proprietary rights of others may occur. In the event the Conpany's products
infringe proprietary rights of others, the Conpany nmay be required to nodify the
design of its products, change the name of its products or obtain a license

There can be no assurance that the Conpany will be able to do so in a timely
manner, upon acceptable terns and conditions, or at all. The failure to do any
of the foregoing could have a material effect upon the Conpany. In addition
there can be no assurance that the Conpany will have the financial or other

resources necessary to enforce or defend a patent infringenent or proprietary
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rights violation action. Mreover, if the Conpany's products infringe patents
trademarks or proprietary rights of others, the Conpany could, under certain
circunstances, becone liable for dammges, which could have a material adverse
effect on the Conpany.

SUBSI DI ARY

The Conpany conducts its operations through its wholly-owned
subsidiary, LION, Inc. LION enploys personnel and markets, operates, mmintains
and provides the technical and creative services for the Conpany's products and
services.

EMPLOYEES

At Decenber 31, 1998, the Conpany had 57 full-tinme associates, which
i ncluded 25 comm ssi oned nmarketing associ ates. The Conpany's future success will
depend, in part, on its ability to continue to attract, retain and notivate
hi ghly qualified technical and nanagement personnel, particularly highly skilled
techni cal engineers involved in new product devel opment, for whom conpetition is
intense. Fromtime to tine, the Conpany nmay enploy independent consultants or
contractors to support its research and devel opment, marketing, customer service
and adm ni strative organi zations. The Conpany's enpl oyees are not represented by
any collective bargaining unit, and the Conpany has never experienced a work
st oppage. The Conpany believes its relations with its enployees are good. See
"l nvest ment Considerations--Proposed Expansion and Ability to Manage Growth."

I NVESTMENT CONSI DERATI ONS

Statenments in this annual report, and el sewhere, whether oral or
written, that |ook forward in tinme or include anything other than historica
information reflect current expectations and intentions, and involve risks and
uncertainties that nmay affect the Conpany's actual results of operations or its
stock price. The Conmpany cautions sharehol ders, prospective investors and other
readers that the followi ng factors, anong others, should be considered carefully
in evaluating the forward-I|ooking statements made by or on behalf of the Conpany
and in evaluating the Conpany's business before making a decision concerning the
purchase of its securities

NO ASSURANCE OF PROFI TABILITY. The Conpany is experiencing increased
revenues but had not reached profitability as of December 31, 1998. For the year
ended Decenmber 31, 1998, the Conpany had a net |oss of $1,227,718 and had a net
loss in the prior fiscal year. The Conmpany's prospects nmust be considered in
l'ight of the risks, expenses and difficulties frequently encountered by
conpanies in new and rapidly evolving markets. To address these risks, the
Conpany nust, anong other things, respond to conpetitive devel opnments, continue
to attract, retain and notivate qualified persons, and continue to upgrade its
technol ogi es and comercialize products and services incorporating such
technol ogi es. There can be no assurance that the Conmpany will be successful in
addressing these risks or that the Conpany can be operated profitably, which
depends on many factors, including the success of the Conpany's marketing
program the control of expense
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|l evel s and the success of the Company's business activities

PRODUCT QUALI TY AND DEVELOPMENT. In order for LION to be perceived as a
vi abl e replacement for the current nmanual and paper nethods of nonitoring rates
and fees and contacting | enders, the service nust provide accurate and tinely
informati on on a consistent basis, particularly in the LION Loan Search
dat abase. Other nmeasures of quality include the construction of each new
dat abase so it has sufficient |ender participation, continuing Loan~Link follow
up to assure high response rates fromlenders, and tinely posting of |ender
ratesheets. These services need to be maintained at high levels for maxi num
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mar ket penetration. To date, LION's quality control procedures in each of these
qual ity areas have been successful, and managenent intends to continue the
process of refining them on an ongoing basis

The princi pal anount of the Conpany's future revenues in the near term
is expected to be derived fromthe sale of services to the nortgage brokerage
industry. Additional fees are expected to be generated from website devel opnment,
and fromthe sale of advertising services and other products through its
websites. The Conpany's success is dependent on continued end-user acceptance of
t he Company's services and products, as well as the Conmpany's ability to design
devel op, test and support new services, products and enhancements on a tinely
basis that nmeet changi ng customer needs and respond to technol ogica
devel opments and energing industry standards. There can be no assurance that the
Conpany will continue to maintain adequate quality control procedures, devel op
and mar ket new products and enhancenents that meet changi ng customer needs, or
respond to technol ogi cal devel opments and energing i ndustry standards

DEPENDENCE ON THE | NTERNET; RI SK OF TECHNOLOGY. Although the
performance of the Conpany's products and services is critical to the Conpany's
reputation, the Conpany is dependent on the Internet and third-parties for
access to its products and services, such as Internet service providers,

I nternet backbone providers and Web browsers. Users may experience difficulties
due to systemfailures unrelated to the Conpany's systens, products and
services. The occasional Internet disruptions which occur for brief tine periods
have not created a problem for the Conpany's services. If the Internet were to
become regul arly unavailable for many hours at a tine, or its ability to handle
traffic |l oads deteriorate enough to cause frequent unavailability or very slow
response tinmes, there would be less traffic to the Conmpany's website and the
perception of the quality of the LION product could suffer. To date, the

I nternet has proven highly resilient and responsive to rapid growth in its use
and many of the world's tel ecommuni cations, software and hardware conpani es are
continually investing in capacity and inprovenents

Furthernore, the Conpany's current products and services are designed
around certain standards, including, for exanple, security standards, and
current and future sales of the Conpany's products and services may be dependent
on sone industry standards. There may be additional costs of unknown proportions
in neeting and conplying with software standards. In addition, there can be no
assurance that the Conpany will not experience difficulties that could delay or
prevent the successful devel opment, introduction and marketing of new products
and enhancenents, or that its new products and enhancements will adequately neet
the requirenments of the marketplace and achi eve market acceptance. As the
I nternet develops, it is possible that inconmpatibility or |ack of appropriate
features could inpact the Conpany's business

Sal es of the Conpany's products are expected to depend in |large part
upon a robust industry and infrastructure for providing Internet access and
carrying the rapidly increasing Internet traffic. Certain critical issues
concerning the commercial use of the Internet (including capacity to handl e
projected increases in traffic, security, reliability, cost, ease of use
access, and quality of service) remain unresolved and nmay inpact the growth of
Internet use. The Internet may not prove to be a viable comercial marketplace
because of inadequate devel opment of the necessary infrastructure, such as a
reliabl e network backbone or tinely devel opment of conplenmentary products, such
as high speed nodens. Because gl obal comrerce and on-1line exchange of
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information on the Internet and other simlar open wi de area networks are new
and evolving, it is difficult to predict with any assurance whether the
infrastructure or conplenmentary products necessary to make the Internet a viable
commerci al marketplace will continue to be devel oped, or if devel oped, that the
Internet will remain a viable conmercial marketplace. In addition, the

wi despread adoption of new Internet or telecomuting technol ogi es or standards
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could require substantial expenditures by the Conpany to nodify or adapt its
products and services. In this case, the new Internet or telecomruting services
or enhancenents offered by the Conpany could contain design flaws or other
defects. Although the Conpany expects to be responsive to changes in the
Internet or technol ogy, there can be no assurance that the Conmpany will be
successful in achieving w despread acceptance of its services before conpetitors
of fer products and services with speed and performance equal or greater than the
Conpany's current offerings. The growth or change of the Internet, or adoption
of new technol ogi es could have a materially adverse affect on the Conpany's

busi ness, operating results and financial condition

DEPENDENCE ON MORTGAGE BROKERS AND MORTGAGE BROKERAGE | NDUSTRY. LION' s
nmost critical custoner is the nortgage broker. Custoner agreenents are
short-term and renewabl e. There can be no assurance, however, that these
subscribers will continue to participate in the LION program or that the
Conpany will be able to attract new nortgage brokers at rates sufficient to
mai ntain a stable or growi ng revenue base. Furthernore, market acceptance of the
Conpany's products and services by the nortgage broker community is currently
substantially dependent upon adoption and use of the Internet for comerce and
communi cati ons. The use of the Internet by those individuals and enterprises
whi ch have historically relied upon faxed ratesheet information, generally
requires the acceptance of a new way of conducting business and exchangi ng
information. Utimtely, there can be no assurance that the market for the
Conpany's products and services will continue to devel op as expected. If the
mort gage broker market devel ops mpbre slowly than expected or becones saturated
with conpetitors, or if the Conpany's products and services do not continue to
achi eve mar ket acceptance, the Conpany's business operating results and
financial conditions may be materially adversely affected

During the |l ast 15 years, the nortgage brokerage industry has grown
frominfancy to capturing nore than half of the nortgage origination market, and
the current trend shows continued gains. Wiile there are no clear threats that
woul d cause one to conclude today that the industry will not continue to thrive
the health of the industry is inmportant to LION's future, and there are
potential risks. These include potential |awsuits over broker and whol esal e
| ender conpensation systens, increased regulation that may add costs or |limt
profitability, and possible changes in how consumers obtain nortgages, possibly
driven by technology or by efforts to standardi ze and automate the nortgage
process. Any of these may reduce the overall share of the market handl ed by
mort gage brokers, which could materially adversely affect the Conpany's
busi ness.

POSSI BLE UNDERCAPI TALI ZATI ON AND NEED FOR FUTURE FI NANCI NG. The Conpany
anticipates that a significant portion of its near-termcapital resources will
be provided through the exercise of outstanding warrants issued in prior
securities offerings, which are exercisable at prices ranging from$.25 to $.50
The perceived value of these warrants at any given time is related to the market
price of the Conpany's common shares, which trade over the counter through the
OTC Bulletin Board. |If the Conpany is unable to obtain anticipated financing
through the exercise of warrants, there can be no assurance that the Conpany
will be able to successfully inplenment its business plan or neet its working
capital requirenents. In addition, the Conmpany nay experience rapid growth and
may require additional funds to expand its operations or enlarge its
organi zati on. Wiile the Conpany intends to explore a number of options in order
to secure alternative financing in the event this anticipated financing is not
obtained or is insufficient, there can be no assurance that additional financing
wi |l be avail abl e when needed or on terns favorable to the Conpany.

Warrants with expiration dates in 1998 total ed 3,204,083 shares of the
Conpany's conmon stock or
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$1,602,042 in potential funds to the Conpany. O that total, the Conpany
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received $1, 343,490 of funds on the exercise of warrants representing
2,686,980 shares of commn stock. Warrants that expired during 1998
represented 517,103 shares or $258,552 in funds not received. The val ue of
warrants not exercised represented 16.1% of the total value of warrants that
were due in 1998

Warrants with expiration dates in 1999 total 3,425,876 shares of common
stock representing potential funds of $1,712,938. Warrants with expiration dates
in 2000 total 3,671,332 shares of common stock representing potential funds of
$1, 785,518. The Conpany anticipates that the timng and amount of warrants
exercised during 1999 and 2000 should be adequate to neet its needs for capital

DEPENDENCE ON MANAGEMENT AND CHI EF ENGI NEER. Shar ehol ders of the
Conpany are fully dependent on nmanagenment to conduct the Conpany's business
Success of the business depends on the skills and efforts of managenent and, to
a large extent, on the active participation of the Conpany's executive officers
and key enployees. Wth respect to the Conpany's proprietary software, while
partial backup has been provided by the other full-time conpany engineers
currently there are portions of the database management and devel opment that
rely solely on Sam Ringer, who is the author of the LION software. The Conpany
is in the process of creating the engineering redundancy that will reduce the
reliance on one individual, but has not conpleted this task. Furthernmore, the
Conpany has not entered into enployment agreements with these officers and
significant enployees. The Conpany provides stock options, which currently serve
to retain and notivate key enpl oyees. However, the inability to attract, retain
and notivate qualified engineers or other skilled enployees could adversely
af fect Conmpany busi ness.

SYSTEMS BACKUP; SECURI TY RI SKS. The Conpany has in place conprehensive
data tape backup procedures for its operational and adm nistrative databases
The Conpany's replication software provides a high | evel of hardware backup for
t he database by duplicating the database across several powerful PCs. To provide
addi tional security, LION in 1998 contracted to nove the servers to a separate
protected environnent. Later, the Conpany intends to add a duplicate renote
|l ocation that would provide the ability to survive a natural disaster or other
event so severe that it could penetrate the protected environnment. However, the
Conpany is dependent on hardware and other equi pment and services used for its
system dat abase. Despite protective neasures, the system could be vulnerable to
damage from fl oods, fire, earthquakes, power |oss, teleconmunications failures,
break-ins and simlar events. There can be no assurance that a system failure
woul d not adversely affect the success of the Conpany's products and services

Despite the inplenmentation of security neasures, the Conpany's systens
may be vul nerable to unauthorized access, conputer viruses and other disruptive
probl ems. The Conpany coul d experience interruptions in service as a result of
the accidental or intentional actions of Internet users, current and former
enpl oyees or others. Unauthorized access mght lead to interruptions, delays or
cessation in service to subscribers or deter potential subscribers. Although the
Conpany intends to inplenent industry-standard security neasures, these neasures
have been circunmvented in the past, and there can be no assurance that measures
adopted by the Conpany will not be circunvented in the future. Elimnating
conputer viruses and alleviating other security problens may require
interruptions, delays or cessation of service to the Company's subscribers
whi ch could have a materially adverse affect on the Conpany's business,
operating results and financial condition

COWPETI TI ON. As di scussed above, the market for Internet-based services
and products is relatively new, intensely conpetitive, rapidly evolving and
subject to rapid technol ogi cal change. There are no substantial barriers to
initial entry, and the Conpany expects conpetition to persist, intensify and
increase in the future. The Conpany believes that the nore nmarket penetration
LI ON achi eves, the higher the barrier to entry will become for anyone
contenplating a simlar system However, there can be no assurance that
conpetitors will not devel op
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technol ogi es or products that render the Conpany's products obsolete or |ess
mar ket abl e, that the Company will be able to conpete successfully, that the
Conpany will be able to successfully enhance its products, or devel op new
products or | ower costs, when and as needed

LACK OF DI VERSI FI CATI ON. The Conpany does not intend to invest at this
time in any other assets, businesses, or securities other than what is described
in this annual report. The Conpany will be subject to the risks associated with
lack of diversification.

PROPOSED EXPANSI ON AND ABI LI TY TO MANAGE GROWH. The Conpany intends to
expand its current |level of operations. Expansion of the Conpany's operations
wi |l be dependent upon, anong other things, its ability to: (i) achieve
significant market acceptance for the Conmpany's products and services; (ii) hire
and retain skilled managenment, marketing, technical and other personnel; (iii)
successful ly manage growth, if any (including nonitoring operations, controlling
costs, and maintaining effective quality controls); and, (iv) obtain adequate
financi ng when needed. The Conpany's prospects for future growth will be largely
dependent upon its ability to achieve significant penetration of its products
and technol ogies in targeted nortgage broker markets, to successfully market its
concepts, to devel op and commercialize applications of its technol ogies for the
mar ket and to enter into strategic alliances with third-parties in connection
with the exploitation of its technol ogies. The Conpany could al so seek to expand
its operations through acquisitions; although the Conpany has no current
intention, agreements, understandings or commtments and is not engaged in any
negotiations to acquire any conpany.

At this tinme the Conpany has no defined time franme for any of its
potenti al expansion plans. The Conpany's proposed expansion may result in new
and increased responsibilities for management personnel and may place an
increased strain upon the Conpany's managenent, operating, software, financia
systenms, and resources. To conpete effectively and to accommpdate growth, if
any, the Conpany may be required to continue to inplenent and to inprove its
managenment, operating and financial systenms, procedures and controls on a tinely
basis and to expand, train, notivate and manage its enpl oyees. There can be no
assurance that the Conpany's personnel, systens, procedures and controls wll be
adequate to support the Conmpany's existing and future operations

| TEM 2. DESCRI PTI ON OF PROPERTY

The Conpany's executive offices are |located in Mercer |sland
Washi ngt on, where the Conpany currently |eases approxi mately 3,500 square feet.
The Conpany | eases this space under an operating |ease that expires on June 30
2001. The |l ease provides that, after giving witten request not |less than three
months prior to the end of the term and obtaining witten consent of |essor, the
|l ease will continue on a month-to-nonth tenancy until term nated in accordance
with Washington | aw. The Conpany has the right to use this space for its
conputer information services and related busi ness uses. The annual base rent is
$77,088 or $6,424 per nonth

The Conpany al so | eases approxi mately 5,500 square feet of space in
Spokane, Washington to support its sales and marketing efforts. This is an
operating | ease that expires Decenber 31, 2001. The annual base rent in 1999
will be $57,000 or $4,750 per nonth. The nonthly payment increases to $5,250 on
January 1, 2000 and to $5,750 on January 1, 2001

The Conpany believes that its current facilities are adequate and
suitable for their current use, and that additional facilities will be
avai | abl e, when needed, upon commercially reasonable terms. The Conpany al so
believes that all of its |eased space and all property maintained within are
adequately insured
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| TEM 3. LEGAL PROCEEDI NGS

To the best of the Conpany's know edge, there are no |l egal actions
pendi ng, threatened or contenpl ated agai nst the Conpany.

| TEM 4. SUBM SSI ON OF MATTERS TO A VOTE OF SECURI TY HOLDERS

The annual neeting of the Conpany's sharehol ders was hel d Decenmber 18
1998 in Bell evue, Washington. The Conpany's common stock was the only type of
security entitled to vote at the Annual Meeting. Only sharehol ders of record at
the cl ose of business on October 30, 1998 ("Record Date") were entitled to
receive notice of the Annual Meeting. As of the Record Date, there were
23,417,055 shares of common stock outstanding. There were 17,014, 860 shares
represented at the Annual Meeting in person or by proxy, each share entitled to
one vote on each matter to be voted upon. Various matters were submtted for a
vote by the sharehol ders and are presented bel ow.

Approve an amendnent to the articles of incorporation

An amendnent to change two sections to the Articles of Incorporation
was proposed

Article 6.1 of the Articles of Incorporation was anended to authorize
the i ssuance of 55,000,000 shares of the Conpany's capital stock, which shall be
divided into two classes known as Conmon Stock and Preferred Stock
respectively. No capital stock, after the ampunt of the subscription price or
par value has been paid, is subject to assessnment to pay the debts of the
Conpany. The total number of shares of Common Stock which the Conpany is
aut horized to issue is 50,000,000 with a par value of $.001 per share. The tota
nunber of shares of Preferred Stock which the Conpany is authorized to issue is
5,000,000 with a par value of $.001 per share. The Preferred Stock nay be issue
fromtime to tine in one or nore series at the discretion of the Board of
Directors within the limtations and restrictions prescribed by law or in the
Articles of Incorporation

Article 7.2 of the Articles of Incorporation was anended to grant the
Board of Directors the authorization to make and alter bylaws of the corporation
subject to the power of the shareholders to adopt, anend or repeal the byl aws;
provi ded, the Board of Directors shall not adopt, anend, or repeal a bylaw
fixing a quorum for neetings of sharehol ders, prescribing procedures for
removing directors or filling vacancies in the board, or fixing the number of
directors or their classifications, qualifications, or terns of office, but may
adopt or amend a bylaw to increase the number of directors

The anmendment was approved by a vote of 12,335,437 in favor
413,712 against and 1,000 abstaining. There were 4,774,693 broker
non-votes.

Ratification and approval of the conpany's By-I| aws.

The Conpany's anended By-laws were approved and ratified by a vote
of 12,678,633 in favor, 75,896 against and 53,859 abstaining. There were
4,774,693 broker non-votes

18

El ection of directors.

The Conpany's Board of Directors was increased from7 to 8 nmenbers. The
follow ng eight directors were elected to serve for the terms specified. No
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other director's termof office continued after the neeting.

Positions and O fices Vote of the Stockhol ders
Held Wthin e i
Directors The Conpany Class (1) For Agai nst Abst ai ni ng Non- Vot es
Billy Anders, Sr. Chai rman of the I 16, 996, 169 18, 591 0 568, 321
Boar d
Allen C. Ringer CEQ, President, | 16, 996, 169 18, 591 0 568, 321
Director
Alan S. Dernbach Chi ef Fi nanci al (N 16, 996, 169 18,591 0 568, 321
Officer, Director
Sam Ri nger Director 11 16, 996, 1699 18,591 0 568, 321
Joe Ringer Director 11 16, 996, 1699 18,591 0 568, 321
Kurt Springman Di rector Il 16, 996, 1699 18,591 0 568, 321
Jacob L. Snmith Di rector | 16, 996, 1699 18, 591 0 568, 321
Larry Dale Di rector I 16, 996, 1699 18, 591 0 568, 321

(1) Directors are classified according to class. The terns for Class |

directors expire December 31, 1999, Class Il directors expire December

31, 2000 and Class IIl directors expire Decenber 31, 2001.
Ratification of 1998 Stock Option Pl an.

The 1998 stock option plan and the specific awards already nade under
the Plan were ratified by a vote of 12,539,183 in favor, 206,246 agai nst and
62, 959 abstaining. There were 4,774,693 broker non-votes.

Ratification of independent accounts.

Grant Thornton was ratified as the independent accountants for the
fiscal years ended Decenber 31, 1998, 1997 and 1996 by a vote of 16,829,211 in
favor, 146,920 agai nst and 38,729 abstaining. There were 568,321 broker
non-votes.
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PART 1|1
| TEM 5. MARKET FOR COMMON EQUI TY AND RELATED STOCKHOLDER MATTERS.
MARKET | NFORMATI ON
The Conpany's comon stock trades on the OTC Bull etin Board under the

symbol "PLNM " The range of high and low bid prices for the Company's common
stock for each quarter during the two nost recent fiscal years is as follows:

Fi scal Year Ended Decenber 31, 1998 1997

Hi gh Low Hi gh Low
First Quarter $0. 6563 $0. 2200 $0. 1875 $0. 0938
Second Quarter 2.7188 0. 5000 0. 2500 0. 1250
Third Quarter 1.9375 0. 6250 0. 2500 0. 1563
Fourth Quarter 1.0625 0. 6875 0. 2500 0.1700
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This table reflects the range of high and low bid prices for the
Conpany's conmon stock during the indicated periods, as published by the OTC
Bul | etin Board. The quotations merely reflect the prices at which transactions
wer e proposed, and do not necessarily represent actual transactions. Prices do
not include retail markup, markdown or commi ssions

There were approximtely 692 hol ders of record of the Conpany's common
stock as of February 28, 1999

DI VI DEND POLI CY

The Conpany has not paid dividends on its commmon stock since its
inception. Dividends on conmon stock are within the discretion of the Board of
Directors and are payable fromprofits or capital legally available for that
purpose. It is the current policy of the Conpany to retain any future earnings
to finance the operations and growth of its business. Accordingly, the Conpany
does not anticipate paying any dividends on conmon stock in the foreseeable
future.

SHARES ELI Gl BLE FOR FUTURE SALE

In general, Rule 144 under the 1933 Act provides that securities may be
sold if there is current public information avail able regardi ng the Conpany and
the securities have been held at |east one year. Rule 144 also includes
restrictions on the ampunt of securities sold, the manner of sale and requires
notice to be filed with the SEC. Under Rule 144 a m ni mum of one year nust
el apse between the |later of the date of the acquisition of the securities from
the issuer or froman affiliate of the issuer, and any resale under the Rule. If
a one-year period has el apsed since the date the securities were acquired, the
anount of restricted securities that may be sold for the account of any person
within any three-nmonth period, including a person who is an affiliate of the
Conpany, may not exceed the greater of 1% of the then outstandi ng shares of
common stock of the Conmpany or the average weekly trading volume in the
over-the-counter market during the four cal endar weeks preceding the date on
whi ch notice of sale is filed with the SEC. If a two-year period has el apsed
since the date the securities were acquired fromthe issuer or froman affiliate
of the issuer, a seller who is not an affiliate of the Conpany at any time
during the three months preceding a sale is entitled to sell the shares without
regard to volume limtations, manner of sale provisions or notice requirenments.
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SHARES ELI Gl BLE FOR FUTURE SALE MAY ADVERSELY AFFECT THE MARKET. As of
December 31, 1998 a substantial majority of the 24,671, 355 outstandi ng shares of
commn stock held by existing shareholders were issued and sold by the Conpany
in private transactions in reliance on exenptions fromthe registration
provi sions of the Securities Act and are restricted securities within the
meani ng of Rule 144 under the Securities Act. O the outstanding shares,
including shares held by affiliates, 18,154,706 were issued on or before
December 31, 1997, and may be currently eligible for resale in the open nmarket,
if any, in conpliance with Rule 144. The sale in the public market of these
shares of restricted comon stock under Rule 144 may depress prevailing market
prices of the common stock

EFFECT OF OUTSTANDI NG OPTI ONS AND WARRANTS. As of Decenmber 31, 1998
there were outstanding stock options to purchase an aggregate of 7,127,500
shares of common stock at exercise prices ranging from$.01 to $3.00 per share
and warrants to purchase 7,097,208 shares of common stock at exercise prices
ranging from $.25 to $.50. The options are subject to a restriction whereby
option hol ders have agreed to not sell or otherw se transfer or dispose of
shares of the Conpany's common stock issued upon exercise of options in an
amount whi ch shall exceed 250,000 shares during any three-nonth period. See
"Principal Stockholders" and "Description of Capital Stock." The exercise of
these outstanding options and warrants will dilute the percentage ownership of
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the Conmpany's stockhol ders, and any sales in the public market of shares of
common stock underlying such securities may adversely affect prevailing market
prices for the conmon stock. Furthermore, the terns upon which the Conpany will
be able to obtain additional equity capital nay be adversely affected since the
hol ders of these outstanding securities can be expected to exercise their
respective rights therein at a time when the Conmpany would, in all likelihood

be able to obtain any needed capital on terms nore favorable to the Conpany than
those provided in such securities

NO ASSURANCE OF ESTABLI SHED PUBLI C TRADI NG MARKET. Although the conmon
stock of the Conpany trades on the OTC Bulletin Board, there can be no assurance
that a regular trading market for the securities will be sustained. The OTC
Bulletin Board is an unorganized, inter-dealer, over-the-counter market which
provides significantly less liquidity than The NASDAQ Stock Market. Quotes for
stocks included on the OTC Bulletin Board are not listed in the financia
sections of newspapers as are those for The NASDAQ Stock Market. Therefore
prices for securities traded solely on the OTC Bulletin Board may be difficult
to obtain and hol ders of comon stock may be unable to resell their securities
at or near their original offering price or at any price. Furthernore, the NASD
has adopted recent changes to the OTC Bulletin Board will affect both issuers
and mar ket nmakers. The effect on the Bulletin Board can not be determ ned at
this tine. In the event the Conpany's securities are not included on the OTC
Bull etin Board and do not qualify for NASDAQ quotes for the securities may be
included in the "pink sheets" for the over-the-counter market.

"PENNY STOCK REGULATI ONS MAY | MPOSE CERTAI N RESTRI CTI ONS ON
MARKETABI LI TY OF SECURI TI ES. The Securities and Exchange Comm ssion (the "SEC')
has adopted regul ati ons which generally define "penny stock"” to be any equity
security that is not traded on a national securities exchange or NASDAQ and t hat
has a market price of |less than $5.00 per share or an exercise price of |ess
than $5.00 per share, subject to certain exceptions. As |long as the Conpany's
securities are trading at |ess than $5.00 per security on the OTC Bulletin
Board, the Company's securities are subject to rules that inpose additiona
sal es practice requirements on broker-deal ers who sell these securities to
persons other than established customers and accredited investors (generally,
investors with a net worth in excess of $1,000,000 or an individual annua
income exceedi ng $200, 000, or, together with the investor's spouse, a joint
income of $300,000). For transactions covered by these rules, the broker-dealer
must make a special suitability determ nation for the purchase of such
securities and have received the purchaser's witten consent to the transaction
prior to the purchase. Additionally, for any transaction involving a penny
stock, unless exenpt, the rules require, anong other things, the delivery, prior
to the transaction, of a risk disclosure document nandated by the Conm ssion
relating to the penny stock market and the risks associated therewith. The
br oker - deal er nust al so disclose the
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conmi ssion payable to both the broker-deal er and the registered
representative, current quotations for the securities and, if the
broker-dealer is the sole market-nmaker, the broker-deal er nust disclose this
fact and the broker-dealer's presuned control over the market. Finally,

mont hly statements nust be sent disclosing recent price information for the
penny stock held in the account and information on the limted market in
penny stocks. Consequently, the penny stock rules may restrict the ability of
broker-dealers to sell the Conpany's securities and may affect the ability of
sharehol ders of the Conpany to sell their securities in the secondary nmarket.

| TEM 6. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S
The follow ng discussion of the financial condition and results of

operations of the Conpany should be read in conjunction with the Financia
Statenents and the related Notes thereto included el sewhere in this docunent.
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RESULTS OF OPERATI ONS

During 1998 the Conpany continued to experience significant growth in
its core products and services due to the on-going devel opnent of its base of
subscri bi ng nortgage brokers and participating | enders. The Conpany's expansion
has been based on an organi zed and aggressive plan by region throughout the
United States. During 1999 the Conpany intends to take full advantage of the
synergy that is now becom ng nore apparent in order to solidify and expand its
mar ket share.

REVENUES

Revenues increased to $1, 856,000 from $892,000 for the years ended
December 31, 1998 and 1997, respectively. This represents an increase of
approxi mately $964,000 or 108% Total revenues of $1,856,000 for the year ended
December 31, 1998 were conprised of nortgage broker fees of $1,245,000 or 67.0%
| ender fees of $392,000 or 21.1% ad banner revenues of $137,000 or 7.4%
broadcast fax fees for $96,000 or 5.2% and all other fees and discounts for
$(14,000) or (.7)% Total revenues of $892,000 for the year ended Decenber 31
1997 were conprised of broker fees of $441,000 or 49.5% I|ender fees of $259, 000
or 29.0% ad banner revenues of $34,000 or 3.8% broadcast fax fees of 157,000
or 17.6% and all other fees of $1,000 or .1% The increase in revenues was due
nmostly to the on-going devel opment of the Conpany's grow ng base of subscribing
nmort gage brokers and participating | enders by region throughout the United
States. The Company has aggressively expanded its sales force to take advantage
of the new demand for its products and services. While broadcast fax revenues
will continue to be a smaller part of total revenues, the Conpany wll continue
to enphasize growth in its broker, |ender and ad banner revenues as its core
products and services.

MARKETI NG AND ADM NI STRATI VE EXPENSES

Mar keting and adm ni strative expenses are conpri sed of marketing and
advertising costs, outside consulting services, telecommunications expenses and
other marketing and adm nistrative related expenses. Marketing and
adm ni strative expenses increased to $1,234,000 from $678,000 for the years
ended Decenmber 31, 1998 and 1997, respectively. This represents an increase of
$556, 000 or 82.1% Marketing and adm nistrative expenses were 66.5% and 76. 0% of
revenues for the years ended Decenber 31, 1998 and 1997, respectively. The
increase in these costs was due primarily to advertising of LION' s products and
services in trade journals and publications, managenent consulting services
accounting and | egal expenses related to becomng a "reporting" conpany with the
SEC, investor relations, growth in internal and external telecomrunications
infrastructure and costs related to increased occupancy and facilities
requi rements. The Conpany antici pates marketing and adm ni strative costs to grow
in absolute dollars as it continues to increase market share with LION' s
products and services throughout the United States
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SALARI ES AND PAYROLL TAXES

Sal ari es and payroll tax expenses increased to $1,575,000 from
$1, 224,000 for the years ended Decenber 31, 1998 and 1997, respectively. This
represents an increase of $351,000 or 28.7% Salaries and payroll tax expenses
were 84.9% and 137.2% of revenues for the years ended Decenmber 31, 1998 and
1997, respectively. Growth in salaries and payroll taxes has been directly
related to devel opnment and support of the Conpany's grow ng base of nortgage
br oker subscribers and participating | enders. The Conpany has grown to 57
associ ates at Decenber 31, 1998 from a total of 33 associates at December 31
1997. Most of the growth has been in the areas of sales, custoner service, daily
dat abase updating, and web site and internal information systens devel opnent.
Sal ari es and payroll taxes include a one-tinme charge to conpensation expense of
$412,930 for the year ended Decenmber 31, 1998. This charge related to stock
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options granted to a consultant for services rendered. The Conpany antici pates
sal aries and payroll expenses will grow as it continues to increase nmarket
share.

DEPRECI ATI ON AND AMORTI ZATI ON

Depreci ation and anortization expenses increased to $81, 000 from
$51, 000 for the years ended December 31, 1998 and 1997, respectively. This
represents an increase of $30,000 or 58.8% Depreciation and amortization
expenses were 4.4% and 5. 7% of revenues for the years ended Decenber 31, 1998
and 1997, respectively. The increase was due nostly to tel ecommunications
equi pment and conputer hardware needed to expand and inprove the Conpany's
tel ecommuni cations and conputer systenms infrastructure. The Conpany expects
these capital expenditure requirements to continue to grow in the future in
order to provide its products and services in both a timely and efficient
manner .

| NTEREST EXPENSE

I nterest expense is conprised nostly of interest on convertible
debentures, related party debt and notes payable all accruing interest at 12%
I nterest expense increased to $204,000 from $103, 000 for the years ended
Decenmber 31, 1998 and 1997, respectively. This represents an increase of
$101, 000. The increase was primarily due to $104, 000 of additional interest
resulting fromthe conversion of convertible debentures to comon stock of the
Conpany and $43, 000 of additional interest resulting from outstanding
converti bl e debentures at Decenmber 31, 1998. This additional interest expense
was due to terns in the convertible debenture agreements that allows double the
nunber of shares to be purchased if the convertible debentures were held | onger
than 365 days but |ess than 547 days. The increase was offset by the reduction
of convertible debentures, related party debt and notes payable to $111, 000 from
$1, 009, 000 at Decenber 31, 1998 and 1997, respectively. The Conpany antici pates
convertible debentures and related party debt to be paid off in full during
1999.

LI QUIDI TY AND CAPI TAL RESOURCES

Since its inception, the Conpany has financed its operations and
capital expenditure requirenments through private placements , exercise of stock
warrants related to its private placenments, issuance of convertible debentures
and borrowings fromrelated parties and others. As a result, the Conpany has
successfully increased its cash and cash equivalents to $567,000 at December 31,
1998 from $105, 000 at the begi nning of 1998

Net cash used in operating activities was approxi mately $749,000 in
1998 conpared to $751,000 in 1997. During 1999 the Conpany anticipates the
monthly | oss from operations to decrease steadily. This inprovenent will be
created by continued growth in LION s broker subscription services, increased
| ender participation, a switch to regional ad banner advertising on LION s web
sites greatly increasing the nunber of
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avai | abl e advertising slots and increased web site devel opment for LION s
broker and | ender customers.

Accounts receivable of the Conpany total ed $145,000 at Decenmber 31
1998. Of this balance, accounts receivable greater than 90 days old total ed
approxi mtely $6,800. Subsequent payments on the 90 day bal ance total ed
approxi mately $3,700 through md-March 1999. Accounts receivable of the Conpany
total ed $136,000 at Decenber 31, 1997. Of this balance accounts receivable
greater than 90 days old total ed approxi mately $16,000. Subsequent paynents on
the 90 day bal ance total ed approxi mately $12,000. No custoner bal ances exceed 10
percent of total receivables in either 1998 or 1997
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Net cash used in investing activities increased to $144,000 for the
year Decenber 31, 1998 from $70, 000 for the year ended Decenmber 31, 1997. The
increases were for the purchase of property and equi pment. The conpany
anticipates simlar capital expenditure requirements during 1999

Net cash provided by financing activities increased to $1, 355,000 for
the year ended Decenmber 31, 1998 from $906, 000 for the year ended December 31
1997. The increase was due primarily to the exercising of warrants related to
previous private placements. During 1998 the Conpany reduced rel ated party debt,
ot her notes payabl e and convertible debentures from $1, 009, 000 at Decenber 31
1997 to $111,000 at Decenmber 31, 1998. The remaining $111,000 is conprised of
rel ated party debt totaling $26,000 which will be paid off in the first quarter
of 1999 and convertible debt totaling $85,000 which will more than |ikely be
converted to conmon stock of the Conmpany during the third quarter of 1999

At Decenber 31, 1998 the Conpany anticipates future fundi ng of

operations and capital expenditure requirenents to be adequately covered by

exi sting cash reserves and the exercise of stock warrants and stock options
During 1999 warrants representing 3,425,876 shares of the Conpany's comon stock
totaling $1,712,938 will reach their expiration dates. The Conpany anticipates a
hi gh percentage of these warrants to be exercised. This assunption is based on
warrants exercised during 1998. Of the warrants expiring during 1998, which
represented 3,204,083 shares of the Conpany's common stock totaling $1,602, 042
only $258,522 or 16% were allowed to expire by the warrant holders. While the
exercise of warrants by thensel ves should be adequate to neet the Conpany's

fundi ng requirements, stock options will be expiring during 1999 representing
3,677,000 shares or $1,137,500. It is anticipated that very few of these stock
options will be allowed to expire by the option holders. For additiona

information on funding from operations, warrants and stock options, see Notes B,
K and L of Notes to Consolidated Financial Statements.

YEAR 2000 COWMPLI ANCE

The Conpany is aware of the issues associated with the programm ng code
in existing conmputer systens as the year 2000 approaches. The year 2000 problem

("Y2K") is pervasive and conplex as virtually every conmputer operation wll be
affected in some way by the rollover of the two-digit year value to 00. The
issue is whether conputer systenms will properly recognize date-sensitive

informati on when the year changes to 2000. Systens that do not properly
recogni ze such information could generate erroneous data or fail

The Conpany has conpleted a thorough and extensive review of al
systenms and has found themto be Y2K conpliant. The nmonitoring for Y2K
conpliance is also an on-going process for any new systenms devel opnent perforned
or contenplated by the Conpany. The areas of continual review include, but are
not limted to, all software devel oped for internal use (the Conpany devel ops no
software for external use), its operating systens and its databases. The
Conpany's systems do not interface at this time with any third party systens. If
they do interface at sone point in time in the future, the Conmpany will require
that the third party be Y2K conpliant. The Conpany has purchased software for
internal use from outside suppliers who have certified that they are Y2K
conpliant. To date, the Conmpany's cost to ascertain and to maintain Y2K
conpl i ance has been
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m nimal . No increased cost exposure is anticipated at this tinme.

However, significant uncertainty exists concerning the potential costs
and effects associated with Y2K conpliance outside of the Conmpany's control
Since the Conpany is reliant on the Internet as the source to provide its suite
of products and services, the real concern is whether the Internet itself will
fail. This would have a material adverse affect on the Conpany's business
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results of operations and financial condition

The Conpany has not yet devel oped a contingency plan to operate in the
event that any critical systens are not Y2K conpliant, or if failure of vendors,
suppliers or third party systems have a material effect on the Conpany.

FORWARD- LOOKI NG STATEMENTS

Thi s Annual Report on Form 10-KSB includes forward-1ooking statements
within the nmeaning of Section 27A of the Securities Act of 1933 and Section 21E
of the Securities Act of 1934. All statements other than statenments of
historical facts included in the precedi ng discussion regarding the Conpany's
financial position, business strategy and plans of management for future
operations are forward-|ooking statenents. Although the Conpany believes that
the expectations reflected in such forward-1ooking statements are reasonable, it
can give no assurance that such expectations will prove to be correct. The
Conpany cautions sharehol ders, prospective investors and other readers that the
factors set forth above in the section entitled "Investnent Considerations,"
anmong ot hers, should be considered carefully in evaluating the forward-1ooking
statements made by or on behalf of the Conmpany and in evaluating the Conpany's
busi ness before making a decision concerning the purchase of its securities

| TEM 7. FI NANCI AL STATEMENTS

The follow ng consolidated financial statements of Plenum
Communi cations, Inc. are included in Item?7

Report of Independent Certified Public Accountants
Consol i dat ed Bal ance Sheets

Consol idated Statenents of Operations

Consol i dated Statenment of Stockhol ders' Equity
Consol i dated Statenments of Cash Fl ows

Not es to Consolidated Financial Statenments
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PLENUM COMMUNI CATI ONS, | NC
AND SUBSI DI ARY

Consol i dat ed Financial Statenments
Decenber 31, 1998 and 1997

Report of Independent Certified Public Accountants

Board of Directors
Pl enum Communi cati ons, Inc

We have audited the acconpanyi ng consolidated bal ance sheets of Plenum

Communi cations, Inc. and Subsidiary as of Decenber 31, 1998 and 1997, and the
rel ated consolidated statenents of operations, stockholders' equity and cash
flows for the years then ended. These financial statements are the
responsibility of the Conpany's management. Our responsibility is to express an
opi nion on these financial statements based on our audits

We conducted our audits in accordance with generally accepted auditing

standards. Those standards require that we plan and performthe audit to obtain
reasonabl e assurance about whether the financial statements are free of materia
m sstatenent. An audit includes exam ning, on a test basis, evidence supporting
the ampunts and disclosures in the financial statenments. An audit al so includes
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assessing the accounting principles used and significant
managenment, as well as evaluating the overal
presentation. We believe that

opi ni on.

I'n our opinion, the financia

all material respects,

esti mates nmade by
consol i dated financial statenment
audits provide a reasonable basis for our

statements referred to above present fairly, in

the consolidated financial position of Plenum

Conmuni cations, Inc. and Subsidiary as of December 31, 1998 and 1997, and the

consolidated results of

its operations and their

consol i dated cash flows for the

years then ended in conformty with generally accepted accounting principles

/sl  Grant Thornton LLP

Seattl e, Washington
March 2, 1999
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Pl enum Communi cati ons, Inc. and Subsidiary
CONSOLI DATED BALANCE SHEETS
Decenmber 31,

ASSETS

1998 1997
CURRENT ASSETS
Cash and cash equival ents $ 566, 767 $ 104, 604
Accounts receivable, |ess allowance for doubtful accounts
of $23,350 and $15,000 in 1998 and 1997, 121, 302 120, 928
Prepai d expenses and ot her 12,705 45, 048
Total current assets 700, 774 270, 580
PRCPERTY AND EQUI PMENT - AT COST, net 212,179 149, 298
OTHER ASSETS 6, 351 -
$ 919,304 $ 419,878
LI ABI LI TI ES
CURRENT LI ABILITIES
Accounts payabl e $ 45,016 $ 34,398
Accrued liabilities 183, 626 89, 202
Deferred revenue 97, 828 52, 409
Rel ated party payabl es 26, 188 590, 376
Not es payabl e - 181, 480
Converti bl e debentures 85, 032 -
Total current liabilities 437, 690 947, 865
CONVERTI BLE DEBENTURES 237, 455
COW TMENTS AND CONTI NGENCI ES -
STOCKHOLDERS EQUI TY (DEFI QI T)
Preferred stock, par value $.001 per share; authorized
5,000, 000 shares; none outstandi ng -
Common stock - authorized, 50,000,000 shares of $.001 par val ue; 24,671,355 and
18, 154, 706 shares issued and outstanding in 1998 and 1997, respectively 24,671 18, 155
Treasury stock held, 700 shares - (350)
Addi tional contributed capital 5, 879, 970 3, 204, 250
Not es recei vabl e from stockhol ders (207, 812) -
Accumul ated deficit (5, 215, 215) (3,987, 497)
481, 614 (765, 442)
$ 919,304 $ 419,878
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The acconpanying notes are an integral part of these statenments.
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Pl enum Comuni cations, Inc. and Subsidiary

CONSOLI DATED STATEMENTS OF OPERATI ONS

Year ended December 31
1998 1997
Revenues $ 1, 856, 336 $ 892, 288
Expenses
Marketing and admini strative 1, 234, 236 677,610
Sal aries and payrol | taxes 1,575, 393 1, 224, 488
Depreci ation and anortization 81,013 51, 007
2, 890, 642 1, 953, 105
Qperating | oss (1,034, 306) (1, 060, 817)
Q her i ncone (expense)
I nterest expense (203, 604) (102, 980)
Interest income 10, 192 -
NET LCSS $ (1,227,718) $ (1,163, 797)
Loss per common share $ -------- (06) $(O7)
The acconpanying notes are an integral part of these statements
28
Pl enum Communi cations, Inc. and Subsidiary

CONSOLI DATED STATEMENT OF STOCKHOLDERS' EQUITY

Years ended Decenmber 31, 1998 and 1997
Conmon St ock Addi ti onal
-------------------------- Treasury Contri but ed
Shar es Amount St ock Capi tal
Bal ance at January 1, 1997 16, 078, 172 $ 16,078 $ (350) $ 2,328,622
I ssuance of common stock in conjunction with a Private 1,872,084 1,872 - 411, 790
Placenent Offering
I ssuance of common stock for consulting and marketing services 196, 000 196 - 48, 804
recei ved
I ssuance of stock options for services received - - - 412, 930
| ssuance of common stock for drawings 8, 450 9 - 2,104
Net |oss for the year -
Bal ance at Decenber 31, 1997 18, 154, 706 18, 155 (350) 3, 204, 250
| ssuance of common stock in conjunction with a Private 577,000 577 - 143, 673
Pl acenent Offering
I ssuance of common stock in conjunction with exercise of 2,670, 980 2,671 1, 304, 069
warrants
| ssuance of common stock in conjunction with exercise of stock 402, 500 402 243, 035
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options
| ssuance of common stock for consulting and marketing services 12, 000 12 - 2,988
recei ved
| ssuance of stock options for consulting services received - - - 26, 957
| ssuance of common stock for draw ngs 1, 600 2 - 398
I ssuance of common stock for related party debt 1, 790, 309 1,790 - 445, 787
I ssuance of common stock for notes payabl e 730, 429 730 - 202, 651
I ssuance of common stock for conversion of debentures 331, 831 332 - 306, 162
Not es recei vabl e from stockhol ders - - - -
Retirenent of treasury stock - - 350 -
Net loss for the year - - - -
Bal ance at Decenber 31, 1998 24,671, 355 $ 24,671 $ - $ 5,879, 970

Not es
Recei vabl e from Accunul at ed
St ockhol der s Deficit Tot al
Bal ance at January 1, 1997 $ - $ (2,823,700) $ (479, 350)
| ssuance of common stock in conjunction with a Private - - 413, 662
Pl acenent Offering
| ssuance of common stock for consulting and marketing services - - 49, 000
recei ved
| ssuance of stock options for services received - - 412, 930
I ssuance of comon stock for drawi ngs - - 2,113
Net loss for the year - (1, 163, 797) (1,163, 797)
Bal ance at Decenber 31, 1997 - (3,987, 497) (765, 442)
I ssuance of common stock in conjunction with a Private - - 144, 250
Pl acenent Offering
I ssuance of common stock in conjunction with exercise of - - 1, 306, 740
warrants
I ssuance of common stock in conjunction with exercise of stock - - 243, 437
options
I ssuance of common stock for consul ting and marketing services - - 3, 000
recei ved
| ssuance of stock options for consulting services received - - 26, 957
| ssuance of common stock for draw ngs - - 400
| ssuance of common stock for related party debt - - 447,577
| ssuance of common stock for notes payabl e - - 203, 381
I ssuance of common stock for conversion of debentures - - 306, 494
Not es recei vabl e from stockhol ders (207, 812) - (207, 812)
Retirenment of treasury stock - - 350
Net |oss for the year - (1, 227,718) (1,227,718)
Bal ance at Decenber 31, 1998 $ (207, 812)

The acconpanying notes are an integral part of this statement.
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Pl enum Communi cations, Inc. and Subsidiary
CONSOLI DATED STATEMENTS OF CASH FLOWS

Year ended Decenber 31,

I ncrease (Decrease) in Cash and Cash Equival ents 1998 1997

Cash flows from operating activities

Net | oss $(1, 227,718) $(1, 163, 797)

Adj ustments to reconcile net loss to net cash used in operating activities
Depreciation and anortization 81, 013 51, 007
I nterest earned on notes receivable (6, 351) -
I nterest expense on notes payable 30, 401 15, 160
I nterest expense on convertible debentures 160, 633 12, 753
Common stock and stock options issued for services received 29, 957 461, 930
Conmon stock issued for draw ngs 400 2,113
Retirement of treasury stock 350 -
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Changes in assets and liabilities

Accounts receivabl e (374) (76, 806)
Prepai d expenses and ot her 32,343 (34, 254)
Deferred revenue 45, 419 52,010
Accounts payabl e 10, 618 (14, 445)
Accrued liabilities 94, 424 (56, 306)
Net cash used in operating activities (748, 885) (750, 635)

Cash flows frominvesting activities
Purchase of property and equi pment (143, 894) (69, 724)
Net cash used in investing activities (143, 894) (69, 724)

Cash flows fromfinancing activities
Paynments on notes payabl e (8, 500) (26, 664)
(Paynents) proceeds from convertible debentures (6,562) 224,702
(Payments) proceeds fromrelated party payables (116, 611) 119, 922
Proceeds from issuance of common stock and exercise of stock options 179, 875 413, 662
Proceeds from exercise of warrants 1, 306, 740 -
Proceeds from borrow ngs under notes payable - 173, 882
Net cash provided by financing activities 1, 354,942 905, 504
Net increase in cash and cash equival ents 462, 163 85, 145
Cash and cash equival ents at beginning of period 104, 604 19, 459
Cash and cash equival ents at end of period $ 566, 767 $ 104, 604

Suppl emental cash flow informati on and non-cash investing and financing
activities (note M

The acconpanying notes are an integral part of these statement.
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Pl enum Communi cations, Inc. and Subsidiary
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

Decenmber 31, 1998 and 1997

NOTE A - SUMVARY OF ACCOUNTI NG POLI Cl ES

Pl enum Conmuni cations, Inc. (the Conpany), a M nnesota corporation, does
busi ness through its wholly-owned subsidiary, LION, Inc., fornmerly known as
I nfosystens, Inc., a Washington corporation. LION provides its subscribers
principally nortgage brokers and agents, electronic access to a database of
nmort gage offerings by a nultitude of | enders throughout the United States

A summary of significant accounting polices consistently applied in the
preparation of the accompanying consolidated financial statenments foll ows.

1. PRI NCI PLES OF CONSOLI DATI ON

The financial statements include the accounts of the Conpany and its
whol | y-owned subsidiary. All significant interconpany bal ances and transactions
have been el i m nated

2. CASH EQUI VALENTS

For purposes of the statenment of cash flows, the Conpany considers al
hi ghly-1iquid debt instruments purchased with a maturity of three nmonths or |ess
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to be cash equival ents.
3. REVENUE RECOGNI TI ON

Subscription and service fees are recogni zed as revenue over the respective
subscription periods or at the tine the services are provided

4. PROPERTY AND EQUI PMENT

Property and equi pment are stated at cost |ess accunul ated depreciation and
anortization. Depreciation and anortization are provided for in amounts
sufficient to relate the cost of depreciable assets to operations over their
estimated service lives, principally on a straight-line basis. Estimted service
lives of property and equi pmrent range fromthree to five years. Leasehold

i mprovements are anortized over the lives of the respective | eases or the
service lives of the inprovenents, whichever is shorter.

5. USE OF ESTI MATES

In preparing the Conpany's financial statements, managenent is required to make
esti mates and assunptions that affect the reported anpbunts of assets and
liabilities, the disclosure of contingent assets and liabilities at the date of
the financial statements, and the reported ampunts of revenues and expenses
during the reporting period. Actual results could differ fromthose esti mates
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Pl enum Conmuni cati ons, Inc. and Subsidiary
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

Decenber 31, 1998 and 1997

NOTE A - SUMMARY OF ACCOUNTI NG POLICIES - Continued
6. FAI R VALUE OF FI NANCI AL | NSTRUMENTS

I'n accordance with the requirenents of Statement of Financial Accounting

St andards No. 107 - "Disclosure About Fair Value of Financial Instruments", the
followi ng methods and assunptions were used to estimate the fair value of each
class of financial instrunments.

- NOTES PAYABLE - The carrying amount approximtes fair val ue
because of their short-term nature

- RELATED PARTY PAYABLES AND CONVERTI BLE DEBENTURES - It was not
practicable to estimate the fair value due to the specific nature
of the payabl es and debentures.

7. LOSS PER COMMON SHARE

The Conpany adopted Statement of Financial Accounting Standards (SFAS) No. 128
"Earni ngs per Share" which established standards for conputing and presenting
earni ngs per share (EPS). Loss per share is based on the average nunber of
shares outstandi ng during each period and incone available to conmon

st ockhol ders. The wei ghted average nunmber of conmon shares outstandi ng was
22,190, 181 and 16,367,112 for the years ended Decenmber 31, 1998 and 1997
respectively. The conputation for |oss per comon share assuming dilution for
the years ended Decenmber 31, 1998 and 1997 was anti-dilutive; and therefore, is
not included
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8. ADVERTI SI NG COSTS

Advertising costs are expensed as incurred. Advertising expense was
approxi mately $69, 700 and $24,200 for the years ended Decenber 31, 1998 and
1997, respectively.

NOTE B - MANAGEMENT PLANS

A maj or objective of the Conpany is to increase its market share with its core
products and services. In addition, the Conpany is focusing efforts on new
product devel opment and expansi on. Managenment believes that funding from
operations and the exercise of warrants and stock options during 1999 should be
adequate to nmeet its working capital and capital expenditure requirenents. These
fundi ng sources have enabl ed the Conpany to increase its cash and cash
equi val ents from $104, 604 at the beginning of 1998 to $566, 767 at Decenber 31
1998. The Conpany al so reduced rel ated party debt, other notes payable and
convertible debentures from $1, 009,311 at the beginning of 1998 to $111, 220 at
Decenmber 31, 1998. During 1999, warrants representing 3,425,876 shares of the
Conmpany's conmmon stock totaling $1,712,938 will reach their expiration dates

The Conpany antici pates a high percentage of these warrants will be exercised
This assunption is based on warrants exercised during 1998. Of the warrants
expiring during 1998 representing 3,204,083 shares totaling $1,602,042, only
517,103 shares or 16% were allowed to expire by the warrant hol ders. Managenent
beli eves these plans provide for continuance of operations through December 31,
1999. However, there can be no assurance that the conmpany will be able to obtain
sufficient additional funding, or be successful in its future operations
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Pl enum Communi cations, Inc. and Subsidiary
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

Decenber 31, 1998 and 1997

NOTE C - PROPERTY AND EQUI PMENT - AT COST

Property and equi pnment consist of the following as of Decenmber 31:

1998 1997
Conput er equi pnent $ 360, 042 $257, 607
Conput er sof tware 166, 325 164, 743
Equi prrent 52, 021 22,834
Leasehol d i nprovenent s 10, 690 -
Equi prent under capital |ease 11, 720 11, 720
600, 798 456, 904
Less accunul ated depreciation and anortization 388, 619 307, 606
$ 212,179 $ 149, 298

NOTE D - NOTES RECEI VABLE FROM STOCKHOLDERS

At December 31, 1998, the Conpany has notes receivable from stockhol ders
totaling $207,812 resulting fromthe exercise of stock options. Interest is
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accrued at 10% annual ly. The notes and accrued interest are due on dates ranging
fromMarch 1 to April 1, 2000. The underlying stock certificates are held by the
Conpany as col |l ateral.

NOTE E - ACCRUED LI ABILITIES

Accrued liabilities consist of the followi ng as of Decenber 31:

1998 1997
Sal ari es $ 68,129 $ 34,324
Payrol | taxes 45, 036 14, 115
Vacat i on 33,223 10, 214
Q her 37,238 30, 549
$ 183, 626 $ 89,202
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Pl enum Conmuni cations, Inc. and Subsidiary
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
Decenber 31, 1998 and 1997
NOTE F - CONVERTI BLE DEBENTURES

The Conpany had convertible debentures totaling $85,032 and $237, 455 at Decenber
31, 1998 and 1997, respectively, including accrued interest of $49,032 and

$12, 455, respectively. Maturity dates range from July through August 1999
Interest is conpounded and accrued sem -annually at a rate of 12% and may be
paid nmonthly at the option of the holder. The agreenent allows the registered
owner to convert the outstanding balance, both principal and accrued interest,
into shares of the Conpany's comon stock. The shares are convertible as
follows: 1) at a credit equal to the principal plus any accrued interest after
180 days but before the end of the 365th day; 2) at a credit equal to the
principal plus any accrued interest times a factor of two after 365 days but
before the end of the 547th day; 3) at a credit equal to the principal plus any
accrued interest tinmes a factor of three after 547 days but before the end of
the 730th day; and 4) at a credit equal to the principal plus any accrued
interest times a factor of four at maturity. Prior to Decenber 31, 1997, no
debentures had been converted into shares of the Conpany's conmon stock. During
1998, $306, 494 of principal and accrued interest was converted into shares of
the Conmpany's common stock. Of this ampunt $103,534 represented additiona
interest expense resulting fromconversion after 365 days but before the 547th
day. In addition, accrued interest at Decenber 31, 1998 includes $42,516
resulting from outstandi ng convertible debentures held | onger than 365 days but
|l ess than 547 days

NOTE G - RELATED PARTY PAYABLES

Rel ated party payabl es consist of the followi ng as of Decenber 31
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Account s payabl e $ - $ 90,585

Sal ari es payabl e, including interest at 12% 26, 188 283, 135
Not es payabl e, including interest

at 12% due on denmand - 216, 656

$ 26,188 $ 590, 376

During 1998, managenent elected to reduce the anpbunt of outstanding related
party debt by cash payments of $142,799 and the issuance of 1,790,309 shares of
the Conmpany's common stock totaling $447,577. Interest expense incurred under
rel ated party agreenents totaled $4,906 and $49,810 for the years ended Decenber
31, 1998 and 1997, respectively.

34

Pl enum Comuni cations, Inc. and Subsidiary
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
December 31, 1998 and 1997
NOTE H - NOTES PAYABLE

The Conpany had unsecured demand notes totaling $181,480 at Decenber 31, 1997
The notes are due on demand and accrue interest at 12% annually. During 1998
notes payable totaling $182,607 were converted into 730,429 shares of the
Conpany's conmon stock. Interest expense incurred under notes payable agreenments
total ed $30, 401 and $15, 160 for the years ended December 31, 1998 and 1997
respectively. For the year ended Decenmber 31, 1998, additional interest expense
totaling $20,774 was incurred due to the private placement cost of $.25 per
share being less than the market price per share at the time of conversion

NOTE | - | NCOVE TAXES
The Conpany accounts for incone taxes on the liability method, as provided by
Statement of Financial Accounting Standards 109, "Accounting for |Income Taxes"

(SFAS 109).

The income tax provision reconciled to the tax conmputed at the statutory federa
rate was as follows for the years ended Decenber 31

1998 1997
Tax benefit at statutory rate $ 417, 400 $ 395, 700
Val uation al | onance (417, 400) (392, 000)
Q her - (3, 700)
Tot al $ - $

The conponents of deferred taxes are as follows at Decenmber 31:
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1998 1997
Deferred tax asset:
Liabilities not tinely paid $ 10, 800 $ 3, 500
Depreci ation - 3, 800
Al | onance for doubtful accounts 7,900 5,100
Net operating | oss carryforward 1, 317, 500 985, 900
Goodwi | | - 43, 400
1, 336, 200 1, 041, 700
Deferred tax liability:
Depreci ati on (9, 000)
Val uati on al | onance (1, 327, 200) (1, 041, 700)
$ $
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Pl enum Conmuni cations, Inc. and Subsidiary
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

Decenber 31, 1998 and 1997

NOTE | - | NCOVE TAXES - Continued

The Conpany has established a valuation allowance of $1,327,200 and $1, 041, 700
as of December 31, 1998 and 1997, respectively, due to the uncertainty of future
realization of the deferred tax assets. The valuation all owance was increased by
$285, 500 and $392, 000 during the years ended Decenber 31, 1998 and 1997
respectively. At Decenmber 31, 1998, the Conpany had net operating |oss
carryforwards for federal income tax reporting purposes of approximtely

$3, 875,000 available to offset future income which expire in 2004 through 2018

Utilization of these carryforwards are dependent on future taxable income and

could further be limted due to a change of control in the Conpany's ownership
as defined by the Internal Revenue Code 382

NOTE J - COVM TMENTS AND CONTI NGENCI ES

1. LEASES

The Conpany conducts a portion of its operations in leased facilities classified
as operating | eases and under nmonth-to-nonth agreenents. The following is a
schedul e by years of approxi mate mni rumrental payments under such operating

| eases, which expire at various dates through Decenmber 2001

Year endi ng December 31,

1999 $ 134,100
2000 140, 100
2001 107, 500
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Total m ni mum payments required $ 381,700

The | eases provide for payment of taxes and other expenses by the Conpany.
Rent expense for |eased facilities total ed approxi mtely $118,900 and $91, 100
for the years ended Decenmber 31, 1998 and 1997, respectively.

2. CONSULTI NG AGREEMENT

The Conpany has an Incentive Conpensation Plan with a key consultant which
provides the option to purchase shares of conmon stock of the Conpany. The
purchase price of these optioned shares is as follows: 700,000 shares at $.01
per share, 800,000 shares at $.75 per share, 500,000 shares at $1.50 per share
and 500, 000 shares at $3.00 per share. The 700,000 shares at $.01 per share were
granted in February 1998 and are fully vested at Decenmber 31, 1998. Conpensation
expense of $412,930 was recogni zed during the year ended December 31, 1997
related to these options based upon the services performed in 1997. OF the

800, 000 shares at $.75 per share, 25,000 shares were granted in October 1998 and
are fully vested. Conpensation expense of $16,825 was recogni zed during the year
ended Decenber 31, 1998. The remaining options will be granted upon the
occurrence of certain events and will vest from January 1999 through Decenber
2001.
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Pl enum Conmuni cations, Inc. and Subsidiary
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

December 31, 1998 and 1997

NOTE K - WARRANTS

The Conpany had the followi ng warrants outstanding to purchase comopn shares as
of December 31:

Warrants issued in conjunction with the Private Pl acenent whereby one warrant
entitles the hol der to purchase one share of common stock at a grant price
of $0.50, expiring through 1998 - 3,204, 083

Warrants issued in conjunction with the Private Pl acenent whereby one warrant
entitles the hol der to purchase one share of common stock at a grant price
of $0.25, expiring through 1999 - 115, 000

Warrants issued in conjunction with the Private Pl acement whereby one warrant
entitles the hol der to purchase one share of common stock at a grant price
of $0.50, expiring through 1999 3,425, 876 3, 210, 876

Warrants issued in conjunction with the Private Pl acement whereby one warrant
entitles the holder to purchase one share of common stock at a grant price
of $0.25, expiring through 2000 200, 591

Warrants issued in conjunction with the Private Pl acement whereby one warrant
entitles the holder to purchase one share of conmon stock at a grant price
of $0.50, expiring through 2000 3,470, 741 429, 000

Tot al 7,097, 208 6, 958, 959
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NOTE L - STOCK OPTI ONS

The Conpany has a stock option plan accounted for under APB Opinion No. 25 and
related Interpretations. The plan allows the Conpany to grant options to

enmpl oyees for up to 50,000 shares of common stock per enployee. Options
currently outstanding vest over a two to five-year period. The options are
exercisable at not |less than the market value of the Conpany's common stock on
the date of grant. Accordingly, no conpensation cost has been recognized for the
pl an. Had conpensation cost for the plan been deternm ned based on the fair val ue
of the options at the grant dates consistent with the nethod required by
Statement of Financial Accounting Standards No. 123, "Accounting for Stock-Based
Conpensation" (SFAS 123), the Company's net | oss would have been increased to
the pro forma anpunts indicated below for the years ended Decenber 31. The fair
val ue of option grants is estimted using the Black-Schol es option pricing node
with the follow ng weighted average assunptions used for grants in fiscal year
1998: expected volatility ranging from 140.59% to 156.05% risk free interest
rate of 6.50% expected lives ranging from2 to 5 years; and a zero percent

di vidend yield. The follow ng wei ghted average assunpti ons were used for grants
in fiscal year 1997: expected volatility of 111.72% risk free interest rate of
6.50% expected lives ranging from1l to 3 years; and a zero percent dividend
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Pl enum Communi cations, Inc. and Subsidiary
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

Decenber 31, 1998 and 1997

NOTE L - STOCK OPTIONS - Continued

1998 1997
Net | oss:
As reported $  (1,227,718) $ (1,163,797)
Pro forma $ (1,456, 746) $ (1,352,473)
Net | oss per common share:
As reported $ (.06) $ (.07)
Pro forma $ (.07) $ (.08)

A summary of the Conpany's stock option plan's activity is as follows:

1998 1997
Wi ght ed Wi ght ed
aver age aver age
Stock options Shar es exercise price Shar es exercise price

Qut standi ng at begi nning of year 6, 195, 000 $.43 5, 535, 000 $. 40
Ganted 1, 820, 000 .54 1, 985, 000 .61
Forfeited or exercised (887, 500) .57 (1, 325, 000) .56
Qutstanding at end of year 7,127, 500 $.44 6, 195, 000 $. 43
ptions exercisable at end of year 6, 181, 705 $. 39 5, 598, 875 $. 42
Wi ght ed- average fair val ue of options

granted during the year $. 64 $.10
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The following is a summary of stock options outstanding at Decenmber 31, 1998:

Options CQutstandi ng

Nunber Wi ght ed- aver age remai ni ng Nunber of options
Exerci se price out st andi ng contractual life exerci sabl e
$.01- % .25 4, 257, 500 1.71 years 4,135, 312
$.26 - $ .50 905, 000 2.26 years 771, 062
$.51-%.75 562, 500 3.68 years 324,018
$ .76 - $1.00 1, 327, 500 3.66 years 941, 938
$1.01 - $3.00 75, 000 4.46 years 9, 375
38

Pl enum Conmmuni cati ons, Inc. and Subsidiary
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

Decenmber 31, 1998 and 1997

NOTE M - SUPPLEMENTAL CASH FLOW I NFORMATI ON AND NON- CASH | NVESTI NG AND
FI NANCI NG ACTI VI TI ES

Suppl ement al di scl osure of cash flow information and non-cash investing and
financing activities is as follows for Decenber 31

1998 1997

Suppl enental di scl osure of cash flow infornation:

Cash paid during the year for interest $ 22,966 $ 60, 426
Non- cash investing and financing activities

Assets acquired under capital |eases $ $ 11,720

Exerci se of stock options by note receivable $ 207, 812 $ -

Rel ated party debt converted to common stock $ 447,577 $ -

Debent ures converted to common stock $ 306, 494 $ -

Not e payabl e converted to comon stock $ 203, 381 $ -
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| TEM 8. CHANGES | N AND DI SAGREEMENTS W TH ACCOUNTANTS ON ACCOUNTI NG
AND FI NANCI AL DI SCLOSURES

Ef fective May 1, 1998, the Board of Directors selected Grant Thornton
LLP as its independent accountants for the fiscal years endi ng Decenmber 31, 1997
and 1996. The shareholders ratified the selection of Grant Thornton LLP at the
Conpany's annual neeting held Decenber 18, 1998. Tom Harris CPA has audited the
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Conpany's financial statenents annually since fiscal 1991. The former accountant
was di sm ssed in favor of the new appointnent. The reports of the forner
accountant for prior fiscal years have not contained an adverse opinion or

di scl ai mer of opinion, nor were they nmodified as to uncertainty, audit scope or
accounting principles. There were no disagreenents with the former accountant on
any matters of accounting principles or practices, financial statenent

di scl osure, or auditing scope or procedure.

PART 111

| TEM 9. DI RECTORS, EXECUTI VE OFFI CERS, PROMOTORS AND CONTROL PERSONS,
COMPLI ANCE W TH SECTI ON 16(a) OF THE EXCHANGE ACT.

The followi ng table sets forth information concerning the directors and
executive officers of the Conpany as of Decenmber 31, 1998:

NAME( 1) AGE POSI TI ON

Billy Anders, Sr. (1) 55 Chai rman of the Board

All en C. Ringer 59 Presi dent, Chief Executive
O ficer, Director

Alan S. Dernbach (2) (3) 47 Director, Chief Financial
Officer

Sam Ri nger 38 Di rector

Joe Ringer 36 Director

Kurt Springman (2) (3) 38 Di rector

Jacob L. Smith 59 Director

Larry H Dale (1) 53 Di rector

John A. McMIlan (1) 67 Di rector

(1) Menber of the Executive Conmmittee
(2) Menmber of the Audit Commttee
(3) Menmber of the Conpensation Committee

The Conpany's byl aws provide that the Board of Directors may adopt or
amend a bylaw to increase the number of directors. In January of 1999 John
McM | | an was appointed to the Board of Directors which increased the nenbership
fromeight to nine. Meetings of the Board are schedul ed when and as deened
necessary or appropriate. The Conmpany is unaware of any |egal proceedings
i nvol ving any nenmbers of the Board of Directors during the past 5 years.

Following is a discussion of the business background of each director
and executive officer. Sam Ringer and Joe Ringer are full-time enployees of the
Conpany, and are sons of Allen Ringer. The other directors and executive
of ficers devote only such time as may be necessary to the Conmpany's business and
affairs.

BI LLY ANDERS, SR. joined the Conpany as a nenber of the Board of
Directors in 1995
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and has served as Chairman since January 1997. M. Anders served as the
Presi dent of the Mars Hotel Corporation in Spokane, Washington, from 1994 to
June 1997, and was Chairman of the board of directors of Pacific Marine &
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Steel, Inc. in La Jolla, California, in 1995 and 1996. Mars Hotel Corporation
was general partner of the Spokane Mars Limted Partnership ("Partnership").
I'n Novermber 1997 the Partnership filed a bankruptcy petition for

reorgani zation under Chapter 11, which was converted to a Chapter 7
l'iquidation in Novenmber 1998. M. Anders was a nenber of the board of
directors of CQutput Technol ogy, Spokane, WAshington from 1989 through 1992
and served as its President and CEO during 1992. CQutput Technol ogy
Corporation filed a bankruptcy petition under Chapter 11 in February 1993

and the plan of reorgani zation was confirned in February 1994. M. Anders was
Presi dent and CEO and served as Chairman of the board of directors of Soricon
Cor poration, Boul der, Colorado, from 1986 through 1991. He al so served as a
busi ness consul tant and i naugural member of the board of directors of
International Pacific, Inc., Spokane, Washington, from 1986 to 1992. From
1983 t hrough 1986 he was Senior Vice-President and General Manager of Key
Tronic Corporation, Spokane, Washington. M. Anders spent 16 years from 1967
through 1983 with the | BM Corporation in several cities in various key
management positions. He was Director of Field Operations in the Genera
Systems Division of IBMin 1980. M. Anders graduated from Southern

Uni versity, Baton Rouge, Louisiana, in 1964 where he conpleted the Advanced
R. O. T.C. program and was conm ssioned as a 2nd Lieutenant in the U S. Arny.

ALLEN RI NGER has served as Presi dent and CEO of Plenum since 1989. M.
Ri nger is also the founder and President of PlenTech Electronics, Inc. a conpany
listed on the Vancouver Stock Exchange; and he serves as a director of its
subsi diary, Consolidated Electronics, Inc., a Spokane manufacturing and
marketing firmserving primarily the utility and processing industries. From
1978 to 1986 M. Ringer operated United Farm Agency, a real estate brokerage
firmin Colville, Washington. From 1987 to February 1990, M. Ringer nmanaged the
operations of Mrtgage Brokers Network, Inc., an electronic nortgage brokerage
conpany which originated nortgage | oan applications

ALAN S. DERNBACH has been a director of the Conpany since 1997
and has served as Chief Financial Officer since Novermber 1998. M. Dernbach
has over 17 years of senior financial and adm nistrative experience with
technol ogy oriented conmpanies. Since 1993 he has been the principal owner of
Engi neered Control Systens, Inc., a private conpany providing |ow voltage
systens integration to public facilities and Fortune 500 customers. During
the period from 1983 to 1993, he served as Vice President of Finance and
Chi ef Financial Officer for three Spokane, WA technology firnms: OQutput
Technol ogy, Inc. from 1972 to January 1993, Pyrotek, Inc. from 1990 to 1992
and Key Tronic Corporation from 1983 to 1990. CQutput Technol ogy Corporation
filed a bankruptcy petition under Chapter 11 in February 1993, and the plan
of reorganization was confirmed in February 1994. Before entering private
i ndustry, M. Dernbach had five years of public accounting experience with
Peat, Marwick & Main in Portland, Oregon. M. Dernbach received a BBA degree
in accounting from Gonzaga University in 1972, and has been a CPA since 1974.

SAM RI NGER has been a director of the Conpany since 1989. He has served
as President of LION since 1997 and during the period from 1991 through 1995. In
February 1999, he was pronoted to Chief Executive Officer of LION. Sam Ri nger
was co-founder, co-architect and author of the LION software. He received his
training as a conputer engineer and programer in Spokane, WA at Spokane Falls
Conmunity Coll ege and Gonzaga University. Prior to his tenure with the Conpany,
Sam served for two years as a nortgage broker at Mirnet Mrtgage, a Seattle
nmort gage brokerage firm

JOE RI NGER has served as a director of the Conpany since 1989. He is
the other co-founder of LION, and has served as Executive Vice President since
1995. He is responsible for Conpany operations, including oversight of the data
entry, web devel opnent, network managenent and quality control. In addition, he
is responsible for a number of marketing functions, including ad banner sales
press releases, witing the Daily Market Commentary that appears on the LION
site, articles for subm ssion to trade journals, certain | ender honmepage sal es
and negotiation with potential industry partners. Prior to co-founding LION, Joe
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wor ked for three years at Mornet Mortgage in virtually every position of the
mort gage brokerage firm including operations, as a nortgage broker and in the
management of the business.
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KURT SPRI NGMAN has been a director of the Conmpany since 1997. Since
1996, M. Springman has been Conpaq Conputer Corporation's (formerly Digital
Equi pnent Cor poration) Senior Marketing Consultant for the Enterprise Solution
Center for Wndows in Bellevue, WA. From 1991 to 1996, he was the principal
owner and CEO of Prestige Events, Inc., a firmspecializing in high tech event
mar keting. Customers of Prestige included najor nanmes |ike Mcrosoft, Intel,
Digital, and Paul Allen Group. From 1985 to 1991, he served with Merrill Lynch
Securities and JP Mdrgan in New York as an Associate O ficer where he was
involved in creating and trading junbo nortgage pools and derivative products,
and structuring real estate and corporate financings. From 1983 to 1986, M.
Springman was a CPA with Peat Marwick - KMPG in Denver, Colorado. He is an
el ected Council menber of the City of Bellevue (term 1996-1999), and is well
known in the WAshi ngton Software Alliance. M. Springman received an MS degree
in accounting fromthe University of Denver in 1983, and an MBA in Finance from
New York University in 1987. He is a Mcrosoft Certified Professional, a Conpaq
Accredited Systens Engineer and a Citrix Certified Adm nistrator.

JACOB L. SM TH has been a director of the Conmpany since June 1998.
M. Smith has practiced business |law in Washington State for the |ast
thirty-three years. M. Smith received a B.S. degree in Chem cal
Engi neering fromthe University of Washington in 1962. He received a J.D.
| aw degree from WIllamette University Law School in Salem Oregon in 1965.

LARRY H. DALE has been a director of the Conpany since Decemnber
1998. M. Dale is a Managing Director of Newran & Associates, Inc., a
whol |y owned subsidiary of GMAC Conmercial Mortgage ("GWVMACCM') and a
| eadi ng i nvestnent banking firm specializing in financing affordable rental
housing. M. Dale is also Chairmn of the Board of the National Equity Fund
and is on the Boards of the National Center for Lead-Safe Housing, the
Conmunity Preservation and Devel opnent Corporation, the Denver
Ent erpri se Foundati on and the National Housing Conference. From July
1987 to January 1997, M. Dale was a Senior Vice President of Fannie Mae.
From 1991 to 1996, M. Dale was the Executive Director of Fannie Mae's
Nat i onal Housing I npact Division and a nenber of Fannie Mae's Operating
Conmittee. M. Dale is also a fornmer Deputy to the Assistant Secretary for
Housi ng/ FHA Conmi ssioner. He held this position from 1979 to 1981, and was
responsible for HUD's nmultifam |y housing activities during this period.
M. Dale holds a Bachelor of Science from Cornell University and a Masters of
Public Adm nistration formthe Maxwell School, Syracuse University.

JOHN A. MCM LLAN has been a director of the Conpany since
January 1999. M. McMllan is a Director and nmenmber of the Executive
Conmittee of the Board of Directors for Nordstrom Inc. M. MMIlan has
been associated with Nordstrom for 40 years and has served as a nmenber of
the office of chief executive officer since 1971. M. MMl an's business
and civic affiliations include sitting on the Board of Directors for
Vi sion Youth (Chairman), Follet Conpany, Seattle YMCA, Seattle
Foundati on, ZlI ON Preparatory Acadeny Capitol Canpaign (Chairman), Crista
M nistries, Wirld Concern, Urban Enterprise Council (Chairman), Bob Wil sh
Enterprises, G obal Partnerships, Catholic Fund, and Seattle Pacific
Uni versity.

COW TTEES OF THE BOARD OF DI RECTORS

The standing conm ttees of the Board of Directors of the Conpany are
the Executive Conmittee, Audit Committee and the Conpensation Conmittee. The
Executive Committee, established in February 1999, consists of 3 nmenbers. The
conmttee will act as an advisory group for Sam Ringer, CEO of LION. The Audit
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Conmittee, established in May 1998, is responsible for reviewing the results and
scope of audits and other services provided by the Conpany's independent
auditors, and the fees for related services perforned during the year. The Audit
Committee al so reconmends to the Board of Directors the firmto be appointed as
i ndependent auditors. At tinmes, the Audit Conmittee may neet with
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representatives of the Conpany's independent auditors w thout any officers or
enpl oyees of the Conpany present. The Conpensation Commttee, established in
Oct ober 1998, mmkes recommendati ons concerning retirenment and benefit plans and
sal aries and incentive conpensation of executive personnel, enployees of, and
consultants to, the Conpany. The Conpensation Conmittee adninisters the
Conpany's 1998 Stock Option Pl an

SI GNI FI CANT EMPLOYEES AND CONSULTANT

The Conpany enpl oys several finance, adm nistrative, technical, sales
and support personnel who perform various day-to-day tasks and conduct
operations of LION. None of these enployees are under a non-conpetition
agreenment, nor covered by key-man life insurance. In addition, the Conpany has
fromtinme to time utilized consultants to assist in the devel opment of its
busi ness plan and operations. The inability to attract, retain and notivate
addi tional skilled enployees or consultants, or the term nation of certain
si gni ficant enpl oyees, or term nation of several enployees as a group, could
have a material adverse affect on the Conpany. The follow ng individuals are
si gni ficant enpl oyees or consultants of the Conpany:

STEVE THOMSON, 46, has served as Controller since joining LION in March
1998. From 1995 to 1998, as a consultant he worked with a nunmber of software and
Internet related conmpanies including Sierra On-Line, Inc. and N2H2, Inc. From
1988 to 1995, M. Thonson served as Controller and Division Manager with Vanier,
a $130 mllion subsidiary of American Business Products. From 1979 to 1986, he
was a public accountant with Price WAaterhouse. M. Thonmson received a B. A
degree in Business Admi nistration fromthe University of Washington in 1976, and
has been a CPA since 1981.

PAUL ECKERT, 38, has served as National Sales Manager of LION
since 1997, after joining the Conpany in 1995 as Lender Sal es Manager.
Prior to joining the Conpany, M. Eckert held sal es managenment positions in
the nortgage industry with North American Mortgage Conpany, Col unmbia
First Service, Inc. and General Electric Mrtgage |nsurance Conpany of
Bel | evue, Washington. M. Eckert received a B. A degree from Wnona State
University in 1984

ED HALLDA, 32, joined LION as Director of Internet Services in February
1997 and was pronoted to Manager of Engineering in Decenber 1998. From 1984 to
1990 he served in the Navy as an Electronics Technician, gaining experience
troubl eshooting conpl ex conputerized weapon control systens. From 1991 to 1997
M. Hallda was a Senior Technician and Conputer Specialist with Vitro, Inc. From
1992 to 1997, he designed custom software applications for the U.S. Navy as a
consul tant, graphical presentations using video conferencing, and designed
dat abase-aware Intranet systens and Internet sites

HOWARD BASKI N, 48, is a managenent consultant from Tanpa, Florida, who
began working with LION in June 1996. During the period from January 1997 to
July 1998, M. Baskin relocated to Seattle and served as Managi ng Executive of
LI ON under a consulting agreement. He orchestrated LION s national expansion and
advi sed the managenent team in strategic and operating decisions. He has agreed
to continue to advise the Conpany on a nonth to nonth basis, focusing on
strategic alliances and product devel opment. M. Baskin obtained an MBA from
Harvard Busi ness School in 1980, and a | aw degree fromthe University of M am
in 1978. Since 1991 he has worked with early stage and fast-grow ng conpanies
seeking to manage growth and inprove profitability. From 1980 to 1991, M.
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Baski n was enployed by Citicorp in various assignnments, the |ast of which was
Director of Strategic Planning for the $20 billion asset Commercial Real Estate
Di vi si on.

Compani es subject to the reporting requirements of the Securities
Exchange Act of 1934, as anmended ("Exchange Act"), together with their
directors, executive officers, and any persons holding more than ten percent of
their conmon stock, are required to report their initial ownership of conmmon
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stock and any subsequent changes in their ownership to the Securities and
Exchange Conmm ssion ("SEC'). Specific due dates have been established by the
SEC, and the Conpany is required to disclose in this report any failure to file
by those dates. However, the Conpany, together with its directors, executive
officers, and ten percent holders, became subject to the Exchange Act in
February 1999, after the close of the 1998 fiscal year. Consequently, no reports
were required to be filed during the 1998 fiscal year.

| TEM 10. EXECUTI VE COMPENSATI ON

The following table sets forth all conpensation paid or earned for
services rendered to the Conpany in all capacities during the years ended
December 31, 1998, 1997 and 1996 to the Conpany's President and Chief Executive
O ficer (the "Named Officer"). No other executive officer received total annual
sal ary, bonus and other conpensation in excess of $100,000 in the fiscal years
di scl osed bel ow.

SUMVARY COMPENSATI ON TABLE*

ANNUAL COVPENSATI ON LONG- TERM
COMPENSATI ON

SECURI Tl ES
UNDERLYI NG

OPTI ONS/
NAME AND PRI NCI PAL POSI TI ON YEAR SALARY OTHER STOCK
AWARDS WARRANTS

Al'l en Ringer(1) 1998 $60, 000 - -
Presi dent and CEO 1997 - $3, 405(2)
236, 593(2) 236, 593(2)

(*) Colums in the Summary Conpensation Table that were not relevant to the
conpensation paid to the Naned Executive Officers were omtted.

(1) M. Ringer's cash conpensation was paid to him by the Conpany through

Aneri can Managenment and Consulting, Inc., a consulting firm of which M.

Ri nger is Chief Executive Oficer and President. See Item 12 "Certain

Rel ati onshi ps and Rel ated Transactions." As of December 31, 1998, the aggregate
value of all shares beneficially owned by M. Ringer was $2,990, 430, val ued at
$.8125 per share, the closing price of the Conpany's common stock on the OTC
Bul l etin Board on that date.
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(2) I'n January 1998, M. Ringer purchased 144,000 shares of conmmon stock and
144,000 warrants, exercisable at $.50 per share, in exchange for 1997 deferred
conpensation of $36,000. In addition, M. Ringer purchased 92,593 shares of
common stock and 92,594 warrants, exercisable at $.50 per share, in exchange
for interest earned of $23,148 on deferred conpensation and |oans to the
Conpany. Interest earned and paid in cash during 1997 to M. Ringer related to
deferred conpensation and | oans to the Conpany total ed $3, 405.

OPTI ON GRANTS LAST FI SCAL YEAR

No stock options were granted to the Naned Officer during the fiscal
year ended Decenber 31, 1998.
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AGGREGATED OPTI ON EXERCI SES AND FI SCAL YEAR- END OPTI ON VALUE TABLE.

The following table provides information with respect to the Nanmed
Officer regarding the exercise of options or warrants during the fiscal year
ended December 31, 1998 and unexerci sed options or warrants held as of Decenber
31, 1998. No stock appreciation rights were exercised during 1998 or were
out st andi ng at Decenber 31, 1998.

Val ue of Unexerci sed

Shar es Nunber of Securities Underlying
I n-the- Money
Acqui red on Val ue Unexerci sed Options/Warrants
Opti ons/Warrants
Exerci se Real i zed at Fiscal Year-End (#)
at Fiscal Year-End ($)
Name (#) (%) Exerci sabl e Unexercisable

Exerci sabl e Unexercisable

Al'l en Ri nger (1)

Opti ons - - 1, 000, 000 -
$562, 500 -

Warrants 83, 500 $31, 312 740, 164 -
$231, 301 -

(1) Includes 740, 164 warrants owned by Anerican Managenent and Consulting, Inc.,
a consulting firm of which M. Ringer is Chief Executive Officer and President,
and deemed the beneficial owner because of his power to vote and di spose of
those securities.

STOCK OPTI ON PLAN

The Conpany's 1998 Stock Option Plan ("1998 Plan") is intended to serve
as an equity incentive program for managenent, qualified enployees, non-enployee
menbers of the Board of Directors, and independent advisors or consultants. The
1998 Pl an becane effective on October 30, 1998 upon adoption by the Board of
Directors, and was approved by the sharehol ders at the Decenmber 1998 annual
sharehol ders' neeting. Under the 1998 Plan, the total nunber of shares of conmon
stock reserved for issuance is 15,000,000, which may be Incentive Stock Options
("1SCs") within the meaning of Section 422 of the Internal Revenue Code of 1986,
as anended, or nonqualified stock options.
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The 1998 Pl an contains two separate conponents: (i) a discretionary
option grant program under which eligible individuals in the Conpany's enploy or
service (including officers and other enployees, non-enpl oyee Board nenbers and
i ndependent advi sors or consultants) may, at the discretion of the Plan
Adm ni strator, be granted options to purchase shares of conmon stock; and (ii)
an automatic option grant program under which option grants will automatically
be made at periodic intervals to eligible non-enployee Board nmenbers to purchase
shares of Common Stock at an exercise price equal to their fair market val ue on
the grant date.

The discretionary option grant programwi |l be adnmi nistered by the
Board of Directors or a conmttee of two or nmore nmenbers of the Board. Plan
adm ni strators have sole authority to prescribe the form content and status of
options to be granted, select the eligible recipients, determne the timng of
option grants, determ ne the nunber of shares subject to each grant, the
exercise price, vesting schedule, and term for which any option will remin
out standi ng. The Board of Directors have the authority to correct any defect,
supply any omi ssion or reconcile any inconsistency in the Plan, determ ne the
terms and restrictions on all restricted option awards granted under the Plan
and in general, to construe and interpret any provision of the 1998 Plan or of
any option granted thereunder. The admi nistration of the automatic option grant
program wi || be self-executing in accordance with the provisions of the 1998
Pl an.

The exercise price for outstanding option grants under the 1998 Pl an
may be paid in cash or, upon approval of the Plan adm nistrators, in shares of
commn stock valued at fair market value on the exercise date. The option may
al so be exercised through a same-day cashl ess exerci se program or a
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reduction in the amount of any Conpany liability to the optionee. In
addition, the Plan adm nistrator may provide financial assistance to one or
more optionees in the exercise of their outstanding options by allow ng the
individuals to deliver a full-recourse, interest-bearing prom ssory note in
paynment of the exercise price and any associ ated wi thhol ding taxes incurred
in connection with the exercise

Under the automatic option grant program imediately after each annual
meeting of sharehol ders, each el ected non-enpl oyee director of the Conpany shal
automatically be granted a nonqualified stock option to purchase 15,000 shares
of comon stock for each year included in the termfor which such he or she was
el ected, provided that individual has not previously received an option grant
fromthe Conpany in connection with his or her Board service which remins
unvest ed.

Under the 1998 Plan, no stock option can be granted for a period |onger
than ten years or for a period longer than five years for |1SOs granted to
opti onees possessing nmore than 10% of the total conbined voting power of al
cl asses of stock of the Conpany. Followi ng the effective date of any
registration of the Conpany's securities under the Exchange Act, the per share
exercise price for any option granted may not be less than the fair market val ue
of the Conpany's securities on the grant date. Unl ess extended by the Plan
adm nistrators until a date not |later than the expiration date of the option
the right to exercise an option term nates thirty days after the term nation of
an optionee's enploynent, contractual or director relationship with the Conpany.
If the optionee dies or is disabled, the option will remain exercisable for a
period of one year after the term nation of enploynent or relationship with the
Conpany.

At the sole discretion of the Plan adm nistrators, options granted
under the 1998 Plan may contain resale provisions pursuant to which the
purchaser of the conmon stock issued upon exercise of the option may be limted
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to sales of common stock in an ampunt which may not exceed 250,000 shares during
any three-nonth period.

As of Decenmber 31, 1998, the Conpany had granted options to purchase an
aggregate of 9,415,000 shares of common stock, of which 7,127,500 were
out st andi ng at Decenber 31, 1998. Of the options granted, 4,295,000 were issued
to directors of the Conmpany, of which 4,195 000 were outstanding at Decenber 31,
1998.

COMPENSATI ON OF DI RECTORS

Except for grants of stock options and rei mbursenent of expenses,
directors of the Conpany do not receive conpensation for services rendered as a
director. The Company does not conpensate its directors for commttee
participation or for perform ng special assignments for the Board of Directors
Directors who are not officers or enployees of the Conpany receive as an initia
retainer options to purchase 50,000 shares of common stock, exercisable at not
|l ess than the fair nmarket value of the Conpany's common stock on the day of
grant. Thereafter, under the Conpany's 1998 Stock Incentive Plan, non-enployee
directors will receive automatic option grants each year to purchase 15,000
shares of common stock upon their reelection at the annual neeting of
shar ehol ders
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| TEM 11. SECURI TY OWNERSHI P OF CERTAI N BENEFI Cl AL OWNERS AND
MANAGEMENT.

The followi ng table sets forth certain information regarding the
beneficial ownership as of Decenber 31, 1998 of the Conpany's comon stock by
(a) each person known by the Conpany to be a beneficial owner of nore than five
percent of the outstanding common stock of the Conpany, (b) each director of the
Conpany, and (c) all directors and executive officers of the Conmpany as a group.

Shar es

Name and Address(1) Beneficially Per cent age
of Beneficial Owner Owned( 2) of Shares
Allen C. Ringer 3,680, 529(3) 13. 9%
Sam Ri nger 2,831,974(4) 10. 9%
Joe Ringer 2,832,535(5) 10. 9%
Billy Anders, Sr. 2,340, 242(6) 9.0%
Al an S. Dernbach 332, 000(7) 1.3%
John A. McM Il an 290, 000( 8) 1.2%
Kurt Springman 129, 600(9) *
Jacob L. Smith 80, 000( 10) *
Larry H. Dale 150, 000( 11) *

Al Officers and Directors 12, 666, 880 40. 7%

As a Group (9 persons)

Copyright 2000 EDGAR Online, Inc. (ver 1.01/2.003) Page 45




PLENUM COMMUNICATIONS INC/MN - 10KSB40/A - Amended Annual Report Date Filed: 8/16/1999

* Less than one percent

(1) Except as noted bel ow, the business address of M. Ringer and all other
directors and executive officers is 3003 80th Ave. S.E., Mercer I|sland, WA
98040.

(2) Pursuant to applicable rules of the Securities and Exchange Commi ssion
"beneficial ownership" as used in this table neans the sole or shared power
to vote shares (voting power) or the sole or shared power to dispose of
shares (investnment power). Unless otherw se indicated the named individua
has sol e voting and investment power with respect to the shares shown as
beneficially owned. In addition, a person is deened the beneficial owner of
those securities not outstandi ng which are subject to options, warrants,
rights or conversion privileges if that person has the right to acquire
beneficial ownership within sixty days

(3) Includes 1,000,000 shares underlying stock options granted but not yet
exercised. M. Ringer is deemed the beneficially owner of the 1,927,529
shares of the Conpany's stock beneficially owned by American Managenent and
Consulting Inc. because of his power to vote and di spose of those shares
Excl udes 632,278 shares beneficially owned by Dutchman Irrevocable Trust, of
which his wife Marilyn K. Ringer is trustee, and 10,000 shares underlying
stock options owned by his wife, as to which M. Ringer disclaim beneficia
owner shi p.

(4) Includes 1,000,000 shares underlying stock options and 414,888 shares
underlying warrants granted but not yet exercised

(5) Includes 1,000,000 shares underlying stock options and 416,568 shares
underlying warrants granted but not yet exercised

(6) Includes 1,000,000 shares underlying stock options and 396, 140
shares underlying warrants granted but not yet exercised. The address of
M. Anders is 2010 S. Overbluff Ct., Spokane, WA 99203
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(7) I ncl udes 65, 000 shares underlying stock options and 40,000 shares
underlying warrants granted but not yet exercised.

(8) I ncl udes 50,000 shares underlying stock options and 120, 000 shares
underlying warrants granted but not yet exercised. The address of M.
McM Il lan is 500 Pine Street, Seattle, WA 98101.

(9) I ncl udes 15,000 shares underlying stock options and 30,000 shares
underlying warrants granted but not yet exercised

(10) Includes 65,000 shares underlying stock options granted but not yet
exercised. The address of M. Smith is 3800 Ft. Bellingham Rd., Bellingham
WA 98225

(11) Includes 50,000 shares underlying stock options and 50,000 shares
underlying warrants granted but not yet exercised. The address of M. Dale is
2521 Juni per Court, GCol den, Col orado 80401

| TEMS 12. CERTAI N RELATI ONSHI PS AND RELATED TRANSACTI ONS

The Conpany has previously entered into certain transactions with
various parties, which had, at the time of the transaction, a material direct or
indirect relationship with the Conpany, its officers, directors, or principa
sharehol ders, their respective affiliates, or other persons associated with the
foregoing, as set forth bel ow
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Anmeri can Management and Consulting Inc. ("AMC') is a consulting firm of
whi ch Allen Ringer serves as President and CEO. The Conpany receives managenent
consulting services from AMC, marketing and sal es consulting services fromBilly
Anders, Sr., Chairman of the Board, and adm nistrative and clerical consulting
services from Marilyn Ringer, wife of the Conpany's president and CEO. At
Decenber 31, 1998 the nmonthly consulting fee paid by the Conpany was $5, 000 for
AMC, $6,000 for Billy Anders, Sr. and $1,800 for Ms. Ringer. For the year ended
December 31, 1998, AMC, Billy Anders, Sr. and Ms. Ringer were paid cash
conpensation totaling $60,000, $66,830 and $31, 550, respectively. During 1997
the Conmpany paid only Ms. Ringer cash conpensation which totaled $13, 395

Fromtime to time, AMC and menbers of Allen Ringer's famly, including
children Sam Ri nger, Joe Ringer and Shadda Lee, have deferred sal aries and nmade
wor ki ng capital advances and | oans to the Conpany. At December 31, 1997 the
conpany owed this group a conbined total of $538,162. Wth respect to AMC, the
Conpany owed $149, 041 which was conprised of $36,000 of deferred conpensation
and $113,041 of loans and interest. In January of 1998 the $149,041 was paid off
through the issuance of 596,164 shares of the Conpany's common stock at $.25 per
share and warrants representing 596,164 shares exercisable at $.50 per share
Sam Ri nger was owed $161, 613 whi ch was conprised of $103, 722 of deferred
conpensation and interest and $57,891 of |oans to the Conpany. In January of
1998 the Conpany paid off the $103,722 of deferred conpensation and interest by
the issuance of 414,888 shares of the Conpany's common stock at $.25 per share
and warrants representing 414,888 shares exercisable at $.50 per share. The
| oans of $57,891 were paid off in cash in June 1998. Joe Ri nger was owed
$121, 449 which was conprised of $104, 142 of deferred conpensation and interest
and $17,307 of loans to the Conpany. In January of 1998 the Conpany paid off the
$104, 142 of deferred conpensation and interest by the issuance of 416,568 shares
of the Conpany's conmon stock at $.25 per share and warrants representing
416, 568 shares exercisable at $.50 per share. The |oans of $17,307 were paid off
in cash in June 1998. Shadda Lee was owed $106, 059 which was conprised of
$47, 720 of deferred conpensation and interest and $57,891 of |oans and interest
to the Conpany. In January of 1998 the Conpany paid off $90,672 of this bal ance
through the issuance of 362,689 shares of the Conpany's common stock at $.25 per
share and warrants representing 362,689 shares exercisable at $.50 per share
The remaining $15, 387 of debt was paid off in cash throughout the first six
nmont hs of 1998. At Decenber 31, 1998 the Conpany owed a total of $26,188
whi ch was conprised of $13,094 each to Sam and Joe Ringer for deferred
conpensation and interest. In January of 1999 this debt was
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paid off in full through a cash payout.

I'n June 1996 the Conpany engaged Howard Baskin, a managenent
consultant, to help the Conpany grow its custonmer and revenue base and expand
nationally. See "Significant Enployees and Consultant." In January 1997, the
Conpany entered into a consulting agreement with M. Baskin under which he
agreed to tenporarily relocate to Seattle and advise the Conpany on a full-tine
basis. From January 1997 through July 1998 he served as "Managi ng Executive" of
LI ON under the consulting agreenment, advising nanagement on strategic and
operating decisions. In consideration for his services, the consulting agreenment
entered into in January 1997 originally provided for incentive conpensation
under a forrmula that woul d have created a cash bonus in the high six figures to
| ow seven figures upon achieving certain financial targets. In March 1998 the
consul ting agreement was anmended to replace this substantial potential cash
obligation by an option to purchase 700, 000 shares of the Conmpany's common stock
exercisable at $.01, which are now fully vested at Decenber 31, 1998
Conpensation expense of $412,930 related to these options was recogni zed by the
Conpany during the year ended Decenber 31, 1997. The consulting agreenent also
provides for certain other options to purchase 1,800,000 shares of the Conpany's
common stock at prices ranging from$.75 to $3.00 per share which are to be
granted contingent upon the occurrence of certain events. Based on certain
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events that did occur, options to purchase 25,000 shares at $.75 per share were
granted during 1998 and are fully vested. Conpensati on expense of $16, 825 was
recogni zed for the year ended Decermber 31, 1998. Under the consulting agreenent
M. Baskin received cash conpensation of $74,850 and $79,797 for the years ended
December 31, 1997 and 1998, respectively

I'n consideration for his consulting services rendered to the Conpany,
1, 000, 000 options exercisable at prices ranging from $.50 to $1. 00 were issued
in July 1997 to Billy Anders, Sr., a director of the Conmpany. During Septenber
1998, the Conpany sold 62,500 shares of commn stock to M. Anders, in
connection with the exercise of outstanding options for cash consideration of
$15, 625. In addition, the Conpany sold 62,500 shares of common stock to M.
Anders at a purchase price of $.50 and 125,000 shares of common stock at a
purchase price of $1.00 in connection with the exercise of outstanding options
The aggregate purchase price of $156,250 was payable by promissory note with
princi pal bal ance, together with interest at the rate of 10% per annum due on
or before March 1, 2000. The 187,500 shares of common stock purchased by the
prom ssory note were pledged to the Conpany as collateral until the note is paid
in full. M. Anders is associated as a registered representative with Craig &
Associ ates, Inc., an NASD nember broker-dealer. During the period from January
1996 to March 1998, the Conpany utilized Craig & Associates to assist in the
sal es of three discrete offerings of securities. Placenent agent fees were paid
to Craig & Associates in connection with these sales, consisting of 7% of the of
the offering price of the units sold, plus warrants exercisable at $.25 per
share with an aggregate offering price equaling 7% of the price of the units
sol d.

At Decenber 31, 1998, Allen Ringer, Sam Ri nger and Joe Ri nger
beneficially owned approximately 13.9% 10.9% and 10.9% respectively, for
aggregate hol dings of approximately 35.7% of the outstandi ng shares of common
stock of the Conpany (assum ng exercise of their outstanding stock options and
not the options granted to Conmpany enpl oyees and service providers). As a group
the present executive officers and directors of the Company beneficially owned
approxi mately 40.1% of the outstanding shares. As a result, these sharehol ders
may be able to control or significantly influence all matters requiring
shar ehol der approval, including the election of the Conpany's directors and
approval of significant corporate transactions. As of Decenmber 31, 1998, the
Conpany had granted options to purchase an aggregate of 9,415,000 shares of
common stock, of which 7,127,500 were outstanding at Decermber 31, 1998. Of the
options granted, 4,295, 000 were issued to directors of the Conpany, of which
4,195,000 were outstanding at Decenber 31, 1998

The Conpany may be subject to various conflicts of interest arising out
of the relationship of the Conpany, its Board of Directors, affiliates and the
common shareholders. |If conflicts do arise they will
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not be resolved through arns | ength negotiations but through the exercise of
management's judgnent consistent with its fiduciary responsibility to the
shar ehol ders and the Conpany's objectives and policies. The directors wll

m nimze and resolve conflicts by putting their fiduciary responsibility to
the sharehol ders ahead of personal interests. Certain directors of the
Conpany will only devote so nuch of their time to the business of the Conpany
as in their judgment is reasonably required and nust decide how to allocate
their time and services anong the Conpany and other entities with which they
are invol ved

The Conpany intends that all future transactions, including |oans
bet ween the Company and its officers, directors, principal stockholders and
their affiliates will be approved by a disinterested majority of the Board of
Directors, and will be on terms no | ess favorable to the Conpany than could be
obtained fromunaffiliated third parties
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ITEM 13.  EXHI BI TS AND REPORTS ON FORM 8- K
(a) EXHI BI TS:

The followi ng docunments are filed herewith for informational purposes
not part of this Annual Report, except as otherw se indicated:

3.1 Restated Articles of Incorporation (1)

3.2 By-laws (1)

4.1 Speci men Common Stock Certificate (1)

10.1 1998 Stock Option Plan with Form of Option Agreement (1)

10.2 Consul ti ng Agreement on H. Baskin (1)

10. 3 Prem ses Lease Agreenent (Mercer |sland property) dated as of
May 1, 1998 (1)

10.4 Prem ses Lease Agreement (Spokane property) dated as of January 1, 1999

16.1 Letter on change in certifying accountant from Thomas J. Harris CPA
related to Form 10 - SB

16. 2 Letter on change in certifying accountant from Thomas J. Harris CPA
related to this annual report

21.1 LION, Inc., a Washington corporation is the sole subsidiary of the
Conpany (1)

27.1 Fi nanci al Data Schedul e Decenber 31, 1998

(1) I ncorporated by reference to the same exhibit nunmber to the Conpany's
Regi stration Statenment on Form 10-SB (File No. 0-25159).

(b) REPORTS ON FORM 8- K

No Reports on Form 8-K were filed during the quarter ended
Decenmber 31, 1998.
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SI GNATURES

I'n accordance with the requirenents of Section 13 or 15(d) of the
Securities Exchange Act of 1934, the registrant caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized, in the City of
Mer cer 1sland, Washington, on March 30, 1999.

PLENUM COMMUNI CATI ONS, | NC.

Al'l en Ringer
Presi dent and Chi ef Executive
Officer

In accordance with the requirements of the Exchange Act, this
report has been signed by the followi ng persons on behalf of the registrant
and in the capacities and on the dates indicated:

Si gnature Title
Dat e
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/sl Billy Anders, Sr. Chai rman of the Board Mar ch
30, 1999

/'s/ Allen C. Ringer Director, President and Chief Mar ch
30, 1999

------------------------- Executive Officer

/'s/ Alan S. Dernbach Director, Chief Financial Officer Mar ch
30, 1999

/'s/ Sam Ri nger Di rector Mar ch
30, 1999

/'s/ Joe Ringer Di rector Mar ch
30, 1999

/'s/ Kurt Springman Director Mar ch
30, 1999

/'s/ Steve Thomson Controller Mar ch
30, 1999
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EXHI BI T | NDEX

3.1 Restated Articles of Incorporation (1)

3.2 By-laws (1)

4.1 Speci men Common Stock Certificate (1)

10.1 1998 Stock Option Plan with Form of Option Agreement (1)

10. 2 Consul ting Agreenent on H. Baskin (1)

10.3 Prem ses Lease Agreement (Mercer |sland property) dated as of
May 1, 1998 (1)

10.4 Prem ses Lease Agreement (Spokane property) dated as of
January 1, 1999

16.1 Letter on change in certifying accountant from Thomas J.
Harris CPA related to Form 10 - SB

16. 2 Letter on change in certifying accountant from Thomas J.
Harris CPA related to this annual report

21.1 LION, Inc., a Washington corporation is the sole subsidiary
of the Conpany (1)

27.1 Fi nanci al Data Schedul e Decenmber 31, 1998

(1) I ncorporated by reference to the sane exhibit nunmber to the Conpany's

Regi stration Statenment of Form 10-SB (File No. 0-25159).
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EX-10. 4
2
EXHI BI T 10. 4
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EXHI BI'T 10.4
OFFI CE RENTAL AGREEMENT

THIS Office Rental Agreement is nmade and entered into as of this 1st day of
January, 1999, by and between, Robert J. Tyson (hereinafter referred to as
Lessor), and Lenders Interactive Online Networking (LION) (hereinafter referred
to as Lessee).

W TNESSETH

1. Prem ses. The Lessor does hereby Lease to Lessee, and Lessee does hereby
Lease from Lessor, those certain prem ses situated in the City of Spokane
County of Spokane, State of Washington, described as foll ows:

Office space shown on Exhibit "A" consisting of approximtely
5500 square feet net rentable area of the second floor, in the
Stonemark Office Building, located at North 1235 Post Street,
Spokane Washi ngton 99201

The Premi ses are |l ocated on the follow ng property:

Lots One (1), Two (2), Three (3), Eleven (11), Twelve (12) and Thirteen
(13), Block Twenty-five (25), STRATTON'S ADDI TION, all being situated in the
City of Spokane, County of Spokane, State of Washington

2. Term The termof this Lease shall be three (3) years, conmmencing on the
1st day of January, 1999 and term nating on the 31st day of Decenber, 2001

3. Rent. The Lessee shall pay the nonthly rent in advance and without notice
starting January 1, 1999 and on the first day of each subsequent cal endar nonth
during the termof this Lease. The nmonthly rent shall be the sumof forty seven
hundred fifty and no/ 100 Dollars ($4,750.00) per nonth. In the event the nonthly
rent is not paid within five (5) days of its due date, then there shall be due
in addition to the nonthly rent, a late charge cal culated at ten percent (10%
of the delinquent nonthly rent. The | ate charge for the nonth of January 1999
will be waived. The nonthly rent will increase five hundred dollars ($500.00)
the first of January 2000 and another five hundred dollars ($500.00) the first
of January 2001.

4. I nprovements. Lessee accepts the premises in their present condition on an
"as is" basis as of the commencenent date of this Lease. Lessor shall not be
required to nmake any inprovenments whatsoever to the prem ses. Lessee shall be
responsible for the installation and cost to install all comunication and/or
conmputer equi pnment, wiring and rel ated expenses and i ndemify the Lessor for any
charges therefore.

5. Use. The Lessee will use and occupy said prem ses for professional offices
and rel ated purposes, and for no other purpose. Lessee agrees that in the
operation of the business to be conducted on said prem ses and in any occupancy
thereof the Lessee shall conply with all the laws, rules and regul ations of the
governnent of the United States, State of Washington, County of Spokane, and
City of Spokane, and will do nothing volitional to increase the insurance rates
on the building. Lessee agrees not to use any machinery or equi pment in the

| eased premi ses which m ght be injurious to the building or which m ght cause
unr easonabl e noi se or vibration which would be objectionable to other tenants.
Upon term nation of the Lease, Lessee shall quit and surrender the |eased

prem ses in as good a state and condition as

reasonabl e use of wear and tear thereof will permt, damage by the el enments
or fire excepted.

6. Alterations and Fixtures. Lessee agrees to make no alterations of the |eased
prem ses without Lessor's written consent. Lessor's witten consent for
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alterations by Lessee shall not be unreasonably wi thheld or del ayed. For the
purpose of this Lease, alterations shall be defined to mean any addition or

nmodi fication of the |eased prem ses. Any alterations to the | eased prem ses
shall be made at Lessee's expense. Alterations shall becone the property of
Lessor at the term nation of the Lease. Upon termination of the Lease, Lessee
shall have the right to renove all movable inprovements, furnishings, and trade
fixtures placed therein by Lessee which can be renmpved without material injury
to the premises and will repair any danage to the prem ses occasi oned by such
renoval

7. Liability. Lessee agrees to indemify Lessor against and save Lessor harml ess
fromall demands or clainms, of whatsoever nature, and all reasonabl e expenses
incurred in or resisting the same, for injury to person, loss of life, or
investigating damage to property occurring on the | eased preni ses or any common
areas of the building either arising out of Lessee's use and occupancy, or due
to the act or neglect of Lessee, its agents or enployees. Lessee shall maintain
liability insurance on the prem ses in an ampunt not | ess than One MIlion
Dol | ars ($1,000,000), single limt liability.

8. Subletting and Assignments. Lessee shall not sublet all or any portion of the
space | eased pursuant to this Ofice Rental Agreenent without |lessors witten
perm ssion which shall not be unreasonably withheld

9. Waiver of Subrogation. Lessor and Lessee each nutually release the other from
every right, claim and demand which may hereafter arise in favor of either
arising out of or in connection with any |oss occasioned by fire and such ot her
perils as are included in the provisions of the nornmal extended coverage cl ause
of fire insurance policies, and do hereby waive all rights of subrogation in
favor of insurance carriers arising out of any such |osses and sustai ned by
either the Lessor or the Lessee in or to the prem ses or any property therein.
Lessee shall insure its furniture, fixtures and equi pment for 100% of the

repl acement val ue thereof.

10. Notices. All notices to be given by the parties hereto shall be in witing
and may either be served personally or may be deposited in the United States
mai |, postage prepaid, by either registered or certified mail, and if to be
given to Lessor, may be addressed to Lessor at South 8904 Rose Road, Medica
Lake, Washington 99022, or if to be given Lessee, may be addressed to Lessee at
3003 80th Avenue sout heast, Mercer Island, WA. 98040

11. Services and Utilities. As long as Lessee is not in default under any of the
terms, covenants, conditions, provisions or agreenents of this |ease and Lessee
continue to occupy the property, Lessor shall

(a) Provide manual or automatic elevator facilities on generally accepted
busi ness days from5:00 a.m to 9:00 p.m and on Saturdays from 8:00 a. m
to 5:00 p.m, and have one el evator available at all other tinmes

(b) Provide to the prem ses, during the time specified in Paragraph (a) hereof
(and at other times for a reasonable additional charge to be fixed by Lessor),
heating ventilation, and air conditioning (HVAC), when in the judgnment of Lessee
it may be required for the confortable occupancy of prem ses for general office
pur poses.

(c) Furnish to the prem ses, during the tines specified in Paragraph (a)
hereof, sufficient electric current

for lighting for general office use and the operation of copiers, computers
conput er support equi pment, and related office machines.

(d) Furnish water for sinks, drinking fountains and restroons provided by
Lessor.

(e) Provide janitorial services for the prem ses, three days per week
including, but not limted to, refuse renoval, dusting, vacuum ng w ndow
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washi ng, as required, together with refuse renoval, in order to keep the
prem ses clean and in order, provided the sane are used exclusively as offices
and are kept reasonably in order by Lessee

(f) Lessee agrees to cooperate fully at all times with Lessor, and to abide by
all regulations and requirenents which Lessor may prescribe for the proper
functioning and protection of the building HVAC, electrical and plumbing
systens.

(g) Lessor reserves the right to reduce, interrupt or cease service of the
heating, air conditioning, ventilation, elevator, plunmbing, and electric
systenms, when necessary, by reason of accident, emergency or governnmenta

regul ations, or for repairs, alterations or inprovenents which, in the judgnment
of Lessor are desirable or necessary to be nmade, until said repairs, alterations
or inprovenments shall have been conpleted. Lessor shall have no responsibility
for liability for any tenporary failure to supply elevator facilities, plunbing,
ventilating, air conditioning or electric services, when prevented from
restoring the same by strike, |ockout or accident, or by any cause whatever
beyond Lessor's reasonable control, or by laws, rules, orders, ordinances
directions, regulations or requirenments of any federal, state county or
muni ci pal authority; provided, however Lessor shall proceed to diligently

conpl ete such repairs, alterations and inprovenents, and, except when the sane
must be dealt with inmediately due to imm nent hazard or energency, such
repairs, alterations and inprovements shall be done at a tinme reasonably
convenient to Lessee and shall not unreasonably interfere with Lessee's use and
enj oynment of the prem ses

12. Access and Repairs. Lessor's agents shall have free access at any reasonable
time, after notice to the Lessee, for the purpose of inspection, or of making
repairs, additions or alterations to the |eased prenm ses or any property owned
by or under the control of the Lessor. Wen naking such inspections, repairs or
alterations, Lessor shall not unreasonably interfere with Lessee's use and

enj oyment of the prem ses. Lessor shall maintain in good condition the
structural and exterior conponents of the office building. Lessor shall repair
and repl ace, when necessary, light fixtures (including replacenent of bul bs and
fluorescent tubes) and shall maintain in good condition and repair draperies
car peting, w ndows, plumbing and the electrical systems. However, Lessor shal
not be obligated to repair or replace any fixtures or equi pment installed by
Lessee, and Lessor shall not be obligated to nmake any repair or replacenment
occasioned by any act or omission of the Lessee, its enployees, agents, invitee
or licensees. The Lessor shall have ten (10) days after written notice from
Lessee to comence mmi ntenance and repairs to the | eased prem ses, except that
Lessor shall performits obligations imediately if the nature of the problem
presents a hazard or energency.

13. Default. In the event of default by the Lessee in the performance of any of
its covenants herein contained, and if such default is not cured within ten (10)
days, for a default involving failure to pay rent or thirty (30) days for other
default, after witten notice to Lessee, Lessor shall have the right to re-enter
the dem sed premi ses and sublet the whole or any part thereof for the account of
the Lessee, upon such terns and conditions as Lessor may deem proper, or in the
alternative, Lessor nay re-enter the prem ses and term nate this Lease

Provi ded, however, no re-entry by the Lessor shall be deened a termi nation of
this Lease until Lessor has given written notice to Lessee exercising its right
to term nate this |ease.

14. Attorney's Fees. In the event of any action at |law or inequity between
Lessor and Lessee to enforce any of the provisions, rights, or obligations
hereunder, the unsuccessful party to such litigation agrees to pay to the
successful party all costs and expenses, including reasonable attorney's fees
incurred therein by the successful party, and if such successful party shal
recover judgnment in any such action or proceeding, such costs and expenses and
attorney's fees shall be included in and as a part of such judgnent.

15. No Waiver of Covenants. Tine is and shall be of the essence of this
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agreenment and of each and every part thereof, and any waiver by the Lessor of
any breach of the Lessee shall not be construed or considered to be a waiver of
any future simlar breach nor of any other breach hereof. None of the covenants,
terms, or conditions of this Lease required to be performed by Lessee shall be
in any manner altered, waived, nodified or abandoned except by written
instrument duly signed and delivered by Lessor.

16. Holding Over. If Lessee, with the consent, express or inplied, of the
Lessor, shall hold over after the expiration of the termof this Lease, the
Lessee shall remain bound by all the ternms, conditions, and agreenents hereof,
except the rent shall be increased and the tenancy shall be frommonth to nonth

17. Heir and Assigns. The rights, liabilities, and renedies provided for herein
shall extend to their heirs, legal representatives successors and, so far as the
terms of this Lease permt, assigns of the parties hereto; and the words
"Lessor" and 'Lessee" and their acconpanying verbs or pronouns, however used in
this Lease, shall apply equally to all persons, firms or corporations which my
be or beconme parties hereto.

18. Rules. Lessee agrees to abide by the reasonable rules and regul ati ons
governing the building which are not inconsistent with Lessee's use and which
may be made by Lessor fromtime to time, and will use all reasonable nethods to
i nduce custoners, clients and all persons invited by Lessee into said building
to observe the sane.

19. Taxes. The rent to be paid is exclusive of any sales tax, business and
occupation tax, or any taxes based on rents. Should any taxes based on rents
apply, or be enacted during the termof this Lease, the rent shall be increased
by a like amount

20. Condemat i on

a) "Condemmation" nmeans (1) the exercise of any governnental power, whether
by I egal proceedi ngs or otherwi se, by a condemor; and (2) a voluntary sale or
transfer by a Landlord to any condemmor, either under threat of condemmation or
whil e | egal proceedings for condemation are pending

b) "Date of Taking" nmeans the date condemmor has the right to possession
of the property being condemed.

c) "Award" means all conpensation, sums or anything of value awarded
pai d or received on condemati on

d) "Condemmor" neans any public or quasi-public authority, or private
corporation or individual, having the power of condemnation

If during the termor during the period of tine between the execution
of this Lease and the date the term conmences, there is any taking of all or any
part of the | eased prem ses, other inprovenents or land of all or any part of
the premi ses are a part, or any interest in this Lease by condemnation, the
rights and obligations of the parties shall be determ ned as provided in the
follow ng paragraphs. If the prem ses are totally taken by condemation, this
Lease shall term nate on the day of taking. If only a portion of the

prem ses is taken by condemation, this Lease shall remain in effect except,
that Lessee can elect to termnate this Lease if the remaining portion of the
bui |l ding or other inprovenents or the parking area that is part of the

prem ses is rendered unsuitable for Lessee's continued use of the prenm ses

If Lessee elects to termnate this Lease, Lessee nust exercise its rights to
term nate pursuant to this paragraph by giving notice to Lessor within thirty
(30) days after the nature and the extent of the taking have been finally
determined. |If Lessee elects to termnate this | ease as provided in this
term nation, which date shall not be earlier than thirty (30) days nor |ater
than ninety (90) days after Lessee has notified Lessor of its election to
term nate; except that this Lease shall termnate on the date of taking if
the date of taking falls on a date before the date of term nation as
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desi gnated by Lessee. If Lessee does not termnate this Lease within the
thirty (30) day period, this Lease shall continue in full force and effect,
except that mnimumnmonthly rental shall be reduced as provided by the
followi ng paragraph. If any portion of the prem ses is taken by condemati on
and this |lease remains in full force and effect, on the date of taking, the
m ni mum monthly rental shall be reduced by an amount that is in the sane
ratio to mnimmnonthly rent as the value of the area of the portion of the
prem ses taken bears to the total value of the prem ses inmediately before
the date of taking. Lessor shall be entitled to all awards paid in respect of
condemati on of the prem ses, and Lessee shall have no claimto any portion
t her eof .

21. Severability. Any provision contained in this Lease Agreement which is
prohi bited or unenforceable shall be ineffective to the extent of such
prohi bition and unenforceabl e without invalidating the remai nder thereof.

22. Term nation. Lessee nmay terminate the | ease after the first year only in
the event the | essee purchases another building to place its offices. If
|l essee term nates this | ease | essee shall give | essor advanced written
notice of 180 days.

23. Parking. Lessee shall shave the free use of twenty (20) non-assigned parking
spaces in the parking lot which is adjacent to the | eased prem ses. Lessee shall
respect the rights of the other tenants in the building in which the |eased
premi ses are | ocated and others who rent parking spaces to use the parking |ot
adj acent to the building

24. Possession. Lessee will take full possession of the 2nd floor of prem ses on
1st of January 1999

Lessee assunes the second floor remnining tenants' |ease obligations
and will receive all rent due from such sublet tenants. Lessee is allowed to
continue subletting to Herb Fielder and Cherry Creek Mdirtgage or term nate those
| eases at the expiration date of each separate | ease

Lessor will be allowed to occupy one office of the |eased prem ses for
hi s personal use, until such time |lessee notifies lessor that it is not
conveni ent to continue such occupancy. Then and only then the | ease paynent
called for in this |lease will be increased by $100.00 per nonth.

I'N W TNESS WHEREOF t he parties hereto have executed this Lease the day
and year first above witten.

LESSOR: LESSEE
LION I nc.
Robert J. Tyson Al l en Ri nger
By: By:
© Robert J. Tyson Allen Ringer

I NDI VI DUAL ACKNOWLEDGMVENT

STATE OF WASHI NGTON

)

) ss.
COUNTY OF SPOKANE )

| certify that | know or have satisfactory evidence that ROBERT
J. TYSON, signed this instrunent, on oath stated that he was authorized to
execute the instrunent and acknow edged it to be his free and voluntary act for
the uses and purposes mentioned in the instrunent.

SUBSCRI BED AND SWORN to before me this __ day of January, 1999

Notary Public in and for the State of
Washi ngton, residing at Spokane
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Conmmi ssi on Expires

CORPORATE ACKNOW.EDGVENT

STATE OF WASHI NGTON )
) ss.
COUNTY OF SPOKANE )

| certify that | know or have satisfactory evidence that ALLEN RI NGER
signed this instrunent, on oath stated that he was authorized to execute the
instrument and acknow edged it as the President of LION Inc., to be his free and
voluntary act of said corporation for the uses and purposes nmentioned in the
instrument.

SUBSCRI BED AND SWORN to before ne this __ day of January, 1999
Notary Public in and for the State of
Washi ngton, residing at Spokane
Commi ssi on Expires

Personal Guaranty:

In consideration of Robert J. Tyson, (hereinafter referred to as Lessor),
entering into the foregoing certain office | ease Stonemark Building with LI ON
Inc. (hereinafter referred to as Lessee) dated January ___ , 1999, for prem ses
|l ocated at North 1235 Post Street, Spokane, WA 99201, ALLEN RI NGER does hereby
personal |y guaranty to Lessor, performance in full by Lessee of all of the
Lessee obligations, including payment of rents as contained in said Lease herein
referred to and all damages and expenses that may arise in consequence of any
default by Lessee, its successors and assigns under said Lease, including
reasonabl e attorney's fees and costs, resulting from any such default and/or by
the enforcenment of this guaranty agreement, subject only to such defenses and
rights as Lessee may have.

ALLEN RI NGER

STATE OF WASHI NGTON )
) ss.
COUNTY OF SPOKANE )
On this day personally appeared before me ALLEN RINGER, to ne known to
be the individual described in and who executed the within and foregoing

instrument, and acknow edged that he signed the same as his free and voluntary
act and deed, for the uses and purposes therein mentioned

Gl VEN under ny hand and official seal this __ day of January, 1999
Notary Public in and for the State of
Washi ngton, residing at Spokane
Commi ssi on Expires

EX-16.1
3
EXH BIT 16.1
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EXHI BIT 16.1

THOMAS J. HARRI S C. P. A
3901 Stone Way North, Ste. 202
Seattle, WA 98103

March 17, 1999
Office of the Chief Accountant
Securities and Exchange Conm ssion

450 Fifth Street, N W
Washi ngton, D.C. 20549

Dear Sir/Madam
We have read the section entitled "Changes in and Di sagreements with
Accountants" included in the Form 10-SB of Pl enum Conmunications, Inc. filed

with the Security and Exchange Commi ssion on Decenber 10, 1999, as anmended, and
are in agreenent with the statements contained therein.

Very truly yours,

THOVAS J. HARRIS C. P. A

By: /sl THOVAS J. HARRIS C. P. A

EXHI BIT 16. 2

EXH BIT 16. 2

THOMAS J. HARRIS C. P. A
3901 Stone WAy North, Ste. 202
Seattle, WA 98103

March 17, 1999

Office of the Chief Accountant
Securities and Exchange Conm ssion
450 Fifth Street, N W

Washi ngton, D.C. 20549

Dear Sir/ Madam
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We have read Item 8 of Part Il included in the Form 10-KSB of Pl enum
Communi cations, Inc. for the year ended Decenber 31, 1998 filed with the
Security and Exchange Conmi ssion, and are in agreenent with the statenents
cont ai ned therein.

Very truly yours,

THOVAS J. HARRI S C. P. A

By: /sl THOVAS J. HARRIS C. P. A

EX-27.1
5
EXH BI T 27.1

5

THI S SCHEDULE CONTAI NS SUMVARY FI NANCI AL | NFORMATI ON EXTRACTED FROM THE
CONSOLI DATED BALANCE SHEETS AND CONSOLI DATED STATEMENTS OF OPERATI ONS FOUND ON
THE FORM 10- KSB FOR THE ANNUAL PERI OD ENDED DECEMBER 31, 1998 AND IS QUALI FI ED
IN I TS ENTI RETY BY REFERENCE TO SUCH CONSOL| DATED FI NANCI AL STATEMENTS.

1

YEAR
DEC- 31- 1998
JAN- 01- 1998
DEC- 31- 1998

566, 767

0

144, 652
23, 350

0

700, 774
600, 798
388, 619
919, 304
437, 690

0

0

0

24,671
456, 943
919, 304
1, 856, 336
1, 856, 336
0

2, 890, 642
0

0

203, 604
(1,227, 718)
0
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(1,227, 718)
0
0

0
(1,227, 718)

(.06)
(.06)
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