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PART I
ITEM 1. BUSINESS.
GENERAL OVERVIEW

Datone, Inc. was originally incorporated on August 9, 2000 under the laws of the State of Delaware. We operated as a
wholly-owned subsidiary of USIP. On August 24, 2006 USIP decided to spin-off it’s subsidiary companies one of
which was Datone Inc. On February 1,2008 Datone filed an 10-SB registration statement .. On November 13,
2008 Datone went effective.

SMART PAYPHONE TECHNOLOGY

Our payphones utilize “smart” technology which provides oral calling instructions, detects and counts coins deposited
during each call, informs the caller at certain intervals of the time remaining on each call, identifies the need for and
the amount of an additional deposit in order to continue the call, and provides other functions associated with the
completion of calls. Through the use of programmable memory chips, the payphones can also be programmed and
reprogrammed from our central computer facilities to update rate information or to direct different types of calls to
particular carriers. Our payphones can also distinguish coins by size and weight, report to our central host computer
the total amount of coin in the coin box, perform self-diagnosis and automatically report problems to a
pre-programmed service number.

CUSTOMER SERVICE

The technology we use enables us to (i) respond quickly to equipment malfunctions and (ii) maintain accurate records
of payphone activity, which can be verified by customers. We strive to minimize “downtime” on our payphones by
identifying service problems as quickly as possible. We employ both advanced telecommunications technology and
trained field technicians as part of our commitment to provide superior customer service. The records generated
through our technology also allow for more timely and accurate payment of commissions to Location Owners.

OPERATIONS
As of December 31, 2008, we owned and operated approximately 148 payphones in New York.
COIN CALLS

Our payphones generate coin revenues primarily from local calls. Historically, the maximum rate that could be
charged for local calls was generally set by state regulatory authorities and in most cases was $0.25 through October
6, 1997. We charge $0.35, and $0.50. In ensuring “fair compensation” for all calls, the FCC determined that local coin
rates from payphones should be generally deregulated by October 7, 1997, but provided for possible modifications or
exemptions from deregulation upon a detailed demonstration by an individual state that there are market failures
within the state that would not allow market-based rates to develop. On July 1, 1997, a federal court issued an order
that upheld the FCC's authority to deregulate local coin call rates. In accordance with the FCC's ruling and the court
order, certain payphones owners, began to increase rates for local coin calls from $0.25 to $0.35.

Long distance carriers that have contracted to provide transmission services to our payphones typically carry long
distance coin calls. We pay a charge to the long-distance carrier each time the carrier transports a long-distance call
for which we receive coin revenue from an end user.
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NON-COIN CALLS

We also receive revenue from non-coin calls made from our payphones. Traditional non-coin calls include credit card,
calling card, prepaid calling card, collect and third party billed calls where the caller dials “0” plus the number or simply
dials “0” for an operator. The services needed to complete a non-coin call include providing an automated or live
operator to answer the call, verifying billing information, validating calling cards and credit cards, routing and
transmitting the call to its destination, monitoring the call's duration and determining the charge for the call, and
billing and collecting the applicable charge. We have contracted with operator service providers to handle these calls
and perform all associated functions, while paying us a commission on the revenues generated.
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REGULATIONS AND DIAL-AROUND COMPENSATION

On September 20, 1996 the Federal Communications Commission (“FCC”) adopted rules, which became effective
November 7, 1996, initially mandating dial-around compensation for both access code calls and 800 subscriber calls
at a flat rate of $45.85 per payphone per month. Commencing October 7, 1997 and ending October 6, 1998 the $45.85
per payphone per month rate was to transition to a per-call system at the rate of $0.35 per call. Several parties
challenged certain of the FCC regulations including the dial-around compensation rate. On July 1, 1997 a federal court
vacated certain portions of the FCC's 1996 Payphone Order, including the dial-around compensation rate.

In accordance with the court's mandate, on October 9, 1997 the FCC adopted a second order, establishing a rate of
$0.284 per call for the first two years of per-call compensation (October 7, 1997 through October 6, 1999). An
inter-exchange Carriers (“IXC”) is a common carrier providing long distance connections between local telephone areas,
and they include AT&T, MCI and Sprint. Under the 1997 Payphone Order IXC's were required to make the per-call
payments to payphone service providers, beginning October 7, 1997. On May 15, 1998 the court again remanded the
per-call compensation rate to the FCC for further explanation without vacating the $0.284 default rate.

On February 4, 1999 the FCC released a third order in which the FCC abandoned its efforts to derive a “market based”
default dial-around compensation rate and instead adopted a “cost based” rate of $0.24 per dial-around call. This rate
became effective on April 21, 1999 and served as a default rate through January 31, 2002.

In a decision released January 31, 2002 the FCC partially addressed the remaining issues concerning the “true-up”
required for interim and intermediate period compensation. The FCC adjusted the per-call rate to $0.229, for the
interim period only, to reflect a different method of calculating the delay in IXC payments to payphone services
provider's (“PSPs”) for the interim period, and determined that the total interim period compensation should be $33.89
per payphone per month ($0.229 times an average of 148 calls per payphone per month). A payphone service provider
is a Company that installs and monitors payphones. The 2002 Payphone Order deferred to a later order its
determination of the allocation of this total compensation rate among the various carriers required to pay
compensation for the interim period.

On October 23, 2002 the FCC released its Fifth Order on Reconsideration and Order on Remand, which resolved the
remaining issues surrounding the interim/intermediate period true-up and specifically how monthly per-phone
compensation owed to PSPs is to be allocated among the relevant dial-around carriers. The Interim Order also
resolves how certain offsets to such payments will be handled and a host of other issues raised by parties in their
remaining FCC challenges to the 1999 Payphone Order and the 2002 Payphone Order. In the Interim Order the FCC
ordered a true up for the interim period and increased the adjusted monthly rate to $35.22 per payphone per month, to
compensate for the three-month payment delay inherent in the dial-around payment system. The new rate of $35.22
per payphone per month is a composite rate, allocated among approximately five hundred carriers based on their
estimated dial-around traffic during the interim period. The FCC also ordered true-up requiring PSPs, to refund an
amount equal to $0.046 (the difference between the old $0.284 rate and the current $0.238 rate) to each carrier that
compensated the PSP on a per-call basis during the intermediate period. Interest on additional payments and refunds is
to be computed from the original payment date, at the IRS prescribed rate applicable to late tax payments. As of this
date, dial around compensation to PSP’s is $.49 per call. As a result of these dial around compensation rules, we
received approximately $59,052 in dial-around compensation during 2007.

Our objectives are to continue to review our overall cost structure, improve route density and service quality, monitor
and take action on our under performing telephones. We have implemented the following strategy to meet our

objectives.

CUSTOMERS, SALES AND MARKETING
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The Location Owners with whom we contract are a diverse group of small and medium sized businesses, which are
frequented by individuals needing payphone access. The majority of our payphones are located at convenience stores,
truck stops, service stations, grocery stores, colleges and hospitals.

Before we install a phone, we search for, and utilize historical revenue information about each payphone location. In
locations where historical revenue information is not available, we rely on our site survey to examine geographic
factors, population density, traffic patterns and other factors in determining whether to install a payphone. We
recognize, however, that recent changes in payphone traffic volumes and usage patterns being experienced on an
industry-wide basis warrant a continued assessment of the location and deployment of our payphones. Generally, we
pay the Local Exchange Carrier (“LEC”)approximately $40 per month per phone line.
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SERVICE AND EQUIPMENT SUPPLIERS

Our primary suppliers provide payphone components, local line access, long-distance transmission and operator
services. To promote acceptance by end users accustomed to using RBOC or Local Exchange Carrier (“LEC”) owned
payphone equipment, we utilize payphones designed to be similar in appearance and operation to payphones owned
by LEC. A LEC is a local phone company, which can be either a call operating company or an integrated company
which traditionally had the exclusive franchise rights and responsibilities to provide local transmission and switching
services.

We purchase circuit boards from various manufacturers for repair and installation of our payphones. We primarily
obtain local line access from various LECs, including Verizon, Windstream. and various other incumbent and
competitive suppliers of local line access. Generally, we are charged approximately $40 per month per payphone, on
the average, for local line access. New sources of local line access are expected to emerge as competition continues to
develop in local service markets. Long-distance services are provided to our company by various long-distance and
operator service providers, including AT&T, Legacy, and others.

We expect the basic availability of such products and services to continue in the future; however, the continuing
availability of alternative sources cannot be assured. Although we are not aware of any current circumstances that
would require us to seek alternative suppliers for any material portion of the products or services used in the operation
of our business, transition from our existing suppliers, if necessary, could have a disruptive effect on our operations
and could give rise to unforeseen delays and/or expenses.

ASSEMBLY AND REPAIR OF PAYPHONES

We assemble and repair payphone equipment for our use. The assembly of payphone equipment provides us with
technical expertise used in the operation, service, maintenance and repair of our payphones. We assemble, refurbish or
replace payphones from standard payphone components either obtained from our inventory or purchased from
component manufacturers. These components include a metal case, an integrated circuit board incorporating a
microprocessor, a handset and cord, and a coin box and lock. On the occasion when components are not available
from inventory, we can purchase the components from several suppliers. We do not believe that the loss of any single
supplier would have a material adverse effect on our assembly operations.

Our payphones comply with all material regulatory requirements regarding the performance and quality of payphone
equipment and have all of the operating characteristics required by the applicable regulatory authorities, including free
access to local emergency (911) telephone numbers, dial-around access to all available carriers, and automatic coin
return capability for incomplete calls.

TECHNOLOGY

The payphone equipment we install makes use of microprocessors to provide voice prompted calling instructions,
detect and count coin deposits during each call, inform the caller at certain intervals of the time remaining on each
call, identify the need for and the amount of an additional deposit and other functions associated with completion of
calls. Through the use of memory chips, our payphones can also be programmed and reprogrammed from our central
computer facilities to update rate information or to direct different kinds of calls to particular carriers.

Our payphones can distinguish coins by size and weight, report to a remote location the total coins in the coin box,
perform self-diagnosis and automatically report problems to a pre-programmed service number, and immediately
report attempts at vandalism or theft. Many of our payphones operate on power available from the telephone lines,
thereby avoiding the need for and reliance upon an additional power source at the installation location.
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We provide all technical support required to operate the payphones, such as computers and software at our

headquarters in Liverpool , N.Y. Our assembly and repair support provides materials, equipment, spare parts and
accessories to maintain our payphones.

10



Edgar Filing: Datone, Inc - Form 10-K

MAJOR CUSTOMERS
No individual customer accounted for more than 5% of our consolidated revenues in 2006, 2007 and 2008.
COMPETITION

We compete for payphone locations directly with RBOCs, LECs and other IPPs. We also compete, indirectly, with
long-distance companies, which can offer Location Owners commissions on long-distance calls made from
LEC-owned payphones. We compete with LECs and long-distance companies who may have substantially greater
financial, marketing and other resources.

We believe that our principal competition is from providers of wireless communications services for both local and
long distance traffic. Certain providers of wireless communication services have introduced rate plans that are
competitively priced with certain of the products offered by us, and have negatively impacted the usage of payphones
throughout the nation.

We believe that the competitive factors among payphone providers are (1) the commission payments to a Location
Owner, (2) the ability to serve accounts with locations in several LATAs or states, (3) the quality of service and the
availability of specialized services provided to a Location Owner and payphone users, and (4) responsiveness to
customer service needs. We believe that we are currently competitive in each of these areas.

Additionally, a number of domestic IPPs continue to experience financial difficulties from various competitive and
regulatory factors impacting the pay telephone industry generally, which may impair their ability to compete
prospectively. We believe that these circumstances create an opportunity for us to obtain new location agreements and
reduced site commissions going forward, however, this may not occur. There are no guarantees that we will be able to
obtain new location agreements that are advantageous to our company. Also, in view of this competitive environment,
we will seek opportunities to maximize shareholder value through acquisitions, and mergers with other companies and
businesses that present attractive opportunities for us.

We compete with long-distance carriers that provide dial-around services that can be accessed through our payphones.
Certain national long-distance operator service providers and prepaid calling card providers have implemented
extensive advertising promotions and distribution schemes which have increased dial-around activity on payphones
owned by LECs and IPPs, including our company, thereby reducing traffic to our primary providers of long-distance
service. While we do receive compensation for dial-around calls placed from our payphones, regulatory efforts are
underway to improve the collection system and provide us with the ability to collect that portion of dial-around calls
that are owed.

OUR EMPLOYEES

Our President, Craig Burton, is our only full time employee. In addition, we also hire advisers and temporary
employees on an as needed basis. We may, from time to time, supplement our regular work force as necessary with
temporary and contract personnel. We have no part-time employees at this time. None of our employees are
represented by a labor union. We believe we have a good relationship with our employees.

A NOTE ABOUT FORWARD-LOOKING STATEMENTS

This report (including the foregoing “Description of Business” and the section below entitled “Management’s Discussion
and Analysis of Financial Condition and Results of Operations”) contains forward-looking statements that involve risks
and uncertainties. You should exercise extreme caution with respect to all forward-looking statements contained in

11
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this report. Specifically, the following statements are forward-looking:

statements regarding our overall strategy for expansion of our company, including without limitation our intended
markets and future products;

statements regarding our research and development efforts;

statements regarding the plans and objectives of our management for future operations, including, without limitation,
plans to explore other non telecommunication business along with the size and nature of the costs we expect to incur
and the people and services we may employ;

12
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. statements regarding the future of our company, our competition or regulations that may affect us;
. statements regarding our ability to compete with third parties;
. any statements using the words “anticipate,” “believe,” “estimate,” “expect,” “intend,” and similar words; and

. any statements other than historical fact.

We believe that it is important to communicate our future expectations to our shareholders. Forward-looking
statements reflect the current view of management with respect to future events and are subject to numerous risks,
uncertainties and assumptions, including, without limitation, the factors listed in “Risks Associated with Our Business.”
Although we believe that the expectations reflected in such forward-looking statements are reasonable, we can give no
assurance that such expectations will prove to be correct. Should any one or more of these or other risks or
uncertainties materialize or should any underlying assumptions prove incorrect, actual results are likely to vary
materially from those described in this report. There can be no assurance that the projected results will occur, that
these judgments or assumptions will prove correct or that unforeseen developments will not occur.

Any person or entity may read and copy our reports filed with the Securities and Exchange Commission at the SEC’s
Public Reference Room at 100 F Street NE, Washington, D.C. 20549. The public may obtain information on the

operation of the Public Reference Room by calling the SEC toll free at 1-800-SEC-0330. The SEC also maintains an

Internet site at HTTP:/WWW.SEC.GOV where reports, proxies and informational statements on public companies

may be viewed by the public.

ITEM 1A. RISK FACTORS

UNLESS WE CAN REVERSE OUR HISTORY OF LOSSES, WE MAY HAVE TO DISCONTINUE
OPERATIONS.

If we are unable to achieve or sustain profitability, or if operating losses increase in the future, we may not be able to
remain a viable company and may have to discontinue operations. Our expenses have historically exceeded our
revenues and we have had losses in all fiscal years of operation, including those in fiscal years 2007 through 2008,
and the losses are projected to continue in 2009. Our net losses were $ 76,756 and $ 98,719 for fiscal years ended
2007 and 2008 respectively.

WE MAY NOT SUCCEED OR BECOME PROFITABLE.

We will need to generate significant revenues to achieve profitability and we may be unable to do so. Even if we do
achieve profitability, we may not be able to sustain or increase profitability in the future. We expect that our expenses
will continue to increase and there is no guarantee that we will not experience operating losses and negative cash flow
from operations for this fiscal year or for the foreseeable future. If we do not achieve or sustain profitability, then we
may be unable to continue our operations.

WE WILL NEED ADDITIONAL CAPITAL FINANCING IN THE FUTURE.

We may be required to seek additional financing in the future to respond to increased expenses or shortfalls in
anticipated revenues, accelerate product development and deployment, respond to competitive pressures, develop new
or enhanced products, or take advantage of unanticipated acquisition opportunities. We cannot be certain we will be
able to find such additional financing on reasonable terms, or at all. If we are unable to obtain additional financing
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when needed, we could be required to modify our business plan in accordance with the extent of available financing.
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IF WE ENGAGE IN ACQUISITIONS, WE MAY EXPERIENCE SIGNIFICANT COSTS AND DIFFICULTY
ASSIMILATING THE OPERATIONS OR PERSONNEL OF THE ACQUIRED COMPANIES, WHICH COULD
THREATEN OUR FUTURE GROWTH.

If we make any acquisitions, we could have difficulty assimilating the operations, technologies and products acquired
or integrating or retaining personnel of acquired companies. In addition, acquisitions may involve entering markets in
which we have no or limited direct prior experience. The occurrence of any one or more of these factors could disrupt
our ongoing business, distract our management and employees and increase our expenses. In addition, pursuing
acquisition opportunities could divert our management’s attention from our ongoing business operations and result in
decreased operating performance. Moreover, our profitability may suffer because of acquisition-related costs or
amortization of acquired goodwill and other intangible assets. Furthermore, we may have to incur debt or issue equity
securities in future acquisitions. The issuance of equity securities would dilute our existing stockholders.

WE MAY BE UNABLE TO ADEQUATELY PROTECT OUR PROPRIETARY RIGHTS OR MAY BE SUED BY
THIRD PARTIES FOR INFRINGEMENT OF THEIR PROPRIETARY RIGHTS.

The telecommunications industry is characterized by the existence of a large number of patents and frequent litigation

based on allegations of trade secret, copyright or patent infringement. We may inadvertently infringe a patent of which

we are unaware. In addition, because patent applications can take many years to issue, there may be a patent

application now pending of which we are unaware that will cause us to be infringing when it is issued in the future. If

we make any acquisitions, we could have similar problems in those industries. Although we are not currently involved

in any intellectual property litigation, we may be a party to litigation in the future to protect our intellectual property

or as a result of our alleged infringement of another’s intellectual property, forcing us to do one or more of the
following:

* Cease selling, incorporating or using products or services that incorporate the challenged intellectual property;

Obtain from the holder of the infringed intellectual property right a license to sell or use the relevant technology,
which license may not be available on reasonable terms; or

. Redesign those products or services that incorporate such technology.

A successful claim of infringement against us, and our failure to license the same or similar technology, could
adversely affect our business, asset value or stock value. Infringement claims, with or without merit, would be
expensive to litigate or settle, and would divert management resources.

BECAUSE OUR OFFICERS AND DIRECTORS ARE INDEMNIFIED AGAINST CERTAIN LOSSES, WE MAY
BE EXPOSED TO COSTS ASSOCIATED WITH LITIGATION.

If our directors or officers become exposed to liabilities invoking the indemnification provisions, we could be exposed
to additional unreimbursable costs, including legal fees. Our articles of incorporation and bylaws provide that our
directors and officers will not be liable to us or to any shareholder and will be indemnified and held harmless for any
consequences of any act or omission by the directors and officers unless the act or omission constitutes gross
negligence or willful misconduct. Extended or protracted litigation could have a material adverse effect on our cash
flow.

WE WILL DEPEND ON OUTSIDE MANUFACTURING SOURCES AND SUPPLIERS.
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We may contract with third party manufacturers to produce our products and we will depend on third party suppliers
to obtain the raw materials necessary for the production of our products. We do not know what type of contracts we
will have with such third party manufacturers and suppliers. In the event we outsource the manufacture of our
products, we will have limited control over the actual production process. Moreover, difficulties encountered by any
one of our third party manufacturers, which result in product defects, delayed or reduced product shipments, cost
overruns or our inability to fill orders on a timely basis, could have an adverse impact on our business. Even a
short-term disruption in our relationship with third party manufacturers or suppliers could have a material adverse
effect on our operations. We do not intend to maintain an inventory of sufficient size to protect ourselves for any
significant period of time against supply interruptions, particularly if we are required to obtain alternative sources of
supply.
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THE REPORT OF OUR INDEPENDENT AUDITORS INDICATES UNCERTAINTY CONCERNING OUR
ABILITY TO CONTINUE AS A GOING CONCERN.

Our independent auditors have raised
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