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PART |
Forward-Looking Statements

Forward-looking statements in this report, inclugimithout limitation, statements related to Towezain Corporation’s plans, strategies,
objectives, expectations, intentions and adequaogsources, are made pursuant to the safe harbeispns of the Private Securities
Litigation Reform Act of 1995. Investors are cautd that such forward-looking statements involgggiand uncertainties including without
limitation the following: (i) Towerstream Corporati’s plans, strategies, objectives, expectationisicgientions are subject to change at any
time at the discretion of Towerstream Corporati@h.Towerstream Corporation’s plans and resultepérations will be affected by
Towerstream Corporation’s ability to manage grovetil (i) other risks and uncertainties indicatexn time to time in Towerstream
Corporation’s filings with the Securities and Exaga Commission.

In some cases, you can identify forward-lookindesteents by terminology such as “may,” “will,”*$hould,” “could,” “expects,”
“plans,” “intends,” “anticipates,” “believes,” “estimates,” “predicts,” “potential,” or “continue” or the negative of such terms or other
comparable terminology. Although we believe that ¢éixpectations reflected in the forward-lookingesteents are reasonable, we cannot
guarantee future results, levels of activity, perfance or achievements. Moreover, neither we npiodimer person assumes responsibility for
the accuracy and completeness of such statemezdsleRs are cautioned not to place undue reliantieese forwardeoking statements, whi
speak only as of the date hereof. We are undeutyotd update any of the forward-looking statemexfitsr the date of this report.

Factors that might affect our forward-looking staéats include, among other things:
e overall economic and business conditic
e the demand for our goods and servic
e competitive factors in the industries in which vernpete;
e emergence of new technologies which compete witrsewvice offerings
e changes in tax requirements (including tax ratengka, new tax laws and revised tax law interpi@ta);
e the outcome of litigation and governmental procegsli
e interest rate fluctuations and other changes indwdng costs
e other capital market conditions, including availdyiof funding sources
e potential impairment of our indefin-lived intangible assets and/or our l-lived assets; an
e changes in government regulations related to thadivand and Internet protocol industr
Item 1. Business.
Towerstream Corporation (“Towerstream”, “we”, “usdur” or the “Company”yrovides broadband services to commercial custoara
delivers access over a wireless network transmgitiver both regulated and unregulated radio spect@ur service supports bandwidth on
demand, wireless redundancy, virtual private nete/@fVPNs”), disaster recovery, bundled data arttkwiservices. We provide service to

approximately 1,900 business customers in New Y3itk, Boston, Chicago, Los Angeles, San FranciSaattle, Miami, Dallas-Fort Worth,
Philadelphia, Providence and Newport, Rhode Island.




The Company’s website addresiig: //www.towerstream.com . Information contained on the Company’s websitedt incorporated into
this annual report on Form 10-K. Annual reportd=anm 10-K, quarterly reports on Form 10-Q, curmemtorts on Form 8-K and all
amendments to those reports are available frebarfe through the Securities and Exchange Commi¢$8EC”) website at
http://wmw.sec.gov as soon as reasonably practicable after thosetseq@ electronically filed with or furnished tetBEC.

Our Networks

Our broadband network is constructed in a signifigedifferent manner than the legacy service plevs. In each of our markets, we enter
into lease agreements with building owners whichrefer to as Company Locations. At these locatiamsinstall a significant amount of
equipment on the building rooftop in order to coetmeumerous customers to the Internet. We alsoexrto the Internet at some of these
locations by entering into either IP transit agreata or peering arrangements with a national seqwiovider. These connection points are
referred to as Points of Presence, or PoPs. EdehsPtinked” to one or more other PoPs to enhaedeindancy and make sure that there is no
single point of failure. We refer to the core coctingty all of our PoPs as a Wireless Ring in they FEach PoP has a coverage area of
approximately 10 miles although the exact distararebe affected by numerous factors, most sigmifigahow clear the line of sight is
between the PoP and the customer location.

We also install equipment at each customer locatibich we refer to as Customer Locations. Equipnmestalled at both Company and
Customer Locations includes receivers and antenAasireless connection is established between €ardtomer Location to one or more P
through which Internet service is provided on aeless basis.

Markets

We intend to grow our business by deploying ouvisermore broadly and seeking to rapidly increasecoistomer base. We intend to
deploy our wireless broadband network broadly lotierms of geography and categories of commeatidlbusiness customers. We intend to
increase the number of geographic markets we sexkieg advantage of a staged roll-out model tdaepur services throughout major
additional United States markets. We also plaretuise a wide range of commercial customers, fromalsbusinesses to large enterprises.

We determine which geographic markets to entersBgssing a number of criteria in four broad categoFirst, we evaluate our ability to
deploy our service in a given market, taking inbosideration our spectrum position, the availapiit towers and zoning constraints. Second,
we assess the market by evaluating the numbermopetitors, existing price points, demographic cb@mastics and distribution channels.
Third, we evaluate the economic potential of thekag focusing on our forecasts of revenue grovgpastunities and capital requirements.
Finally, we look at market clustering opportuniteasd other cost efficiencies that might be reali®aked on this approach, as of
December 31, 2009, we offered wireless broadbandexdivity in ten markets covering 60% of small aneldium business (5 to 249
employees) in the top 20 metropolitan statisticaha.

We believe there are significant market opportesitteyond the ten markets in which we are curr@ftéring our services. Our long term
plan is to expand nationally into other top metidpo markets in the United States. However, githendifficult economic environment
existing at the end of 2009, we have determinetftiahe foreseeable future, we intend to focusresources on strengthening our market
coverage in our existing markets rather than exipgnidto new markets. We believe there are sigaiftmpportunities in our existing markets.
We plan to continue to monitor the broader econamiironment, and based on future changes, asawellir future operating performance,
will determine the appropriate time to enter newkats.

Sales and Marketing

We hire salespeople to sell our services directlyusiness customers. As of December 31, 2009mpdoged 57 direct salespeople. We
generally compensate these employees on a sal&\cpimmission basis.

Our indirect sales channels include a variety tharized representatives, such as integratorsileesand online operators. Authorized
representatives assist in developing awarenessdoflemand for our service by promoting our servares brand as part of their own
advertising and direct marketing campaigns.




Competition

The market for broadband services is highly contipetiand includes companies that offer a varidtyesvices using a number of distint
different technological platforms, such as cablevoeks, digital subscriber lines (“DSL"), third-geration cellular, satellite, wireless Internet
service and other emerging technologies. We compithethese companies on the basis of the portgbdase of use, speed and price of our
respective services. Competitors to our wirelesadipand services include:

Incumbent Local Exchange Carriers and Common Local Exchange Carriers

We face competition from traditional wireline optena in terms of price, performance, discountedg&r bundles of services, breadth of
service, reliability, network security, and eas@ofess and use. In particular, we face compefitan traditional wireline companies like
Verizon Communications Inc., Qwest Corporation AT&T Inc., all of which are referred to as “incurabt local exchange carriers,” or
(“ILECS"), as well as Covad Communications Groups.] Speakeasy, Inc., MegaPath Networks Inc., amel @>mmunications Corporation,
all of which are referred to as “common local eaobe carriers,” or (“CLECS").

Cable Modem and DSL Services

We compete with companies that provide Interneheativity through cable modems or DSL. Principahgetitors include cable
companies, such as Comcast Corporation, and inauntélephone companies, such as AT&T Inc. or Verigmmmunications Inc. Both the
cable and telephone companies deploy their seraieeswired networks initially designed for voicedaone-way data transmission that have
subsequently been upgraded to provide for additieeices.

Cellular and PCS Services

Cellular and personal communications service (“PQ&friers are seeking to expand their capacifyréwide data and voice services that
are superior to ours. These providers have sulisiigirtiroader geographic coverage than we havefandhe foreseeable future, than we
expect to have. If one or more of these providarsdeploy technologies that compete effectivelyhwitir services, the mobility and coverage
offered by these carriers will provide even greatanpetition than we currently face. Moreover, madganced cellular and PCS technologies,
such as third generation mobile technologies, atiy@ffer broadband service with packet data transpeeds of up to 2,000,000 bits per
second for fixed applications, and slower speedsiabile applications. We expect that third gerieratechnology will be improved to
increase connectivity speeds to make it more deitaip a range of advanced applications.

Wireless Broadband Service Providers

We also face competition from other wireless br@ambservice providers that use licensed and urdegspectrum. In addition to these
commercial operators, many local governments, usities and other governmental or quasi-governniemiities are providing or subsidizing
“WIiFi” networks over unlicensed spectrum, in sorm@&ses at no cost to the user. There exist numsroal local urban and rural wireless
operations offering local services that could cotapeéth us in certain of our present or plannedggephic markets. In 2008, Sprint, Google,
Comcast, Time Warner, Intel and Brighthouse pradi@éearwire with over $3 billion in new capitalboild out a nationwide WiMAX netwol
for consumers. In 2009, these entities and artiaddi investor, Eagle River Holdings LLC, enteiath an investment agreement with
Clearwire to provide approximately $2 billion whiehll go towards the deployment of their 4G WiMAXtwork.

Satellite

Satellite providers, such as WildBlue Communicatidnc. and Hughes Network Systems, LLC, offer bbaand data services that address
a niche market, mainly less densely populated aredsare unserved or underserved by competingcgepvoviders. Although satellite offers
service to a large geographic area, latency cdogdite time it takes for the signal to travel taldrom the satellite may challenge a satellite
provider’s ability to provide some services, sustvaice over Internet Protocol (“VolP”), which rezhs the size of the addressable market.




Other

We believe other emerging technologies may alsk seenter the broadband services market. For ekame are aware that several
power generation and distribution companies arkisgé¢o develop or have already offered commeteiahdband Internet services over
existing electric power lines.

Competitive Strengths

Even though we face substantial existing and piiggecompetition, we believe that we have a nundi@ompetitive advantages that \
allow us to retain existing customers and attraet nustomers over time.

Reliability

As compared to cellular, cable and DSL networks giemerally rely on infrastructure originally deségl for non-broadband purposes, our
network was designed specifically to support weslbroadband services. We also connect the custoroer Wireless Ring in the Sky, which
has no single point of failure. This ring is fedoyltiple lead Internet providers located at opfeends of our service cities and connected to
our national ring which is fed by multiple leadicgrriers. We believe that we are the only wiretesgdband provider that offers true separate
egress for true redundancy. With DSL and cablerioffis, all wires are rendered dead by one backivjgesor switch failure. Our Wireless
Ring in the Sky is backhoe-proof and weather-présfa result of these factors, our network hashistlly experienced reliability rates of
approximately 99%.

Flexibility

Our wireless infrastructure and service delivergit#as us to respond quickly to changes in a custsrbeoadband requirements. We o
bandwidth options ranging from 0.5 megabits peosdaip to 1 gigabit per second. We can usuallysa@dj customer’s bandwidth remotely
and without having to visit the customer locatiomtodify or install new equipment. Changes cagrofie made on a same day basis.

Timeliness

In many cases, we can install a new customer agith ldelivering Internet connectivity within 3 tobhisiness days after receiving a
customer’s order. Many of the larger telecommuiices companies can take 30 to 60 days to comptetastallation. As businesses conduct
more of their business operations through the hetethe timeliness of service delivery has becoroee important.

Value

We own our entire network, which enables us toepduar services lower than most of our competitSpecifically, we are able to offer
competitive prices because we do not have to Hagal loop charge from the telephone company.

Efficient Economic Model

Our economic model is characterized by low fixeditzh and operating expenditures relative to othieeless and wireline broadband
service providers. We own our entire network, thgrdispensing with the costs involved in using $imevned by telephone or cable compar
Our system is expandable and covers an area \gvéoad miles away from each tower which will enaldeto realize incremental savings in
build-out costs as our customer base grows.

Experienced Management Team

We have an experienced executive management teinmaie than 50 years combined experience as conipaders. Our President and
Chief Executive Officer, Jeffrey M. Thompson, ifoander of the Company and has more than 20 ye@esience in the data communications
industry. Our Chief Financial Officer, Joseph Prittan, has been the chief financial officer for thpblicly traded companies. Our Chief
Revenue Officer, Mel Yarbrough, has more than ldryexperience leading direct sales organizations.




Corporate History

We were organized in the State of Nevada in Ju®,28nd subsequently became a public shell compangefined by the SEC. In
January 2007, we merged with and into a wholly-aivbelaware subsidiary, for the sole purpose of ghmnour state of incorporation to
Delaware. In January 2007, a wholly-owned subsydidiours merged with and into a private comparguweérstream Corporation, with
Towerstream Corporation being the surviving compéaipgon closing of the merger, we discontinued @umfer business and succeeded to the
business of Towerstream Corporation as our sotedfrbusiness. At the same time, we also changedaue to Towerstream Corporation &
our subsidiary, Towerstream Corporation, changedame to Towerstream I, Inc.

Regulatory Matters

Wireless broadband services are subject to regulély the Federal Communications Commission (“FC@t)the federal level, the FCC
has jurisdiction over wireless transmissions otierdlectromagnetic spectrum and all interstatedatenunications services. State regulatory
commissions have jurisdiction over intrastate comitations. Municipalities may regulate limited asfseof our business by, for example,
imposing zoning requirements and requiring instalfapermits.

Telecommunications Regulation

Our wireless broadband systems can be used toderdiviernet access service and VPNs. In a Marcli ge@ision, the FCC classified
wireless broadband Internet access service agenstate information service that is regulated ufide | of the Communications Act of 19:
as amended. Accordingly, most regulations thatyagptelephone companies and other common caudiersot apply to our wireless broadbi
Internet access service. For example, we are mograly required to contribute a percentage of gm@yenues from our Internet access services
to universal service funds used to support lodapteone service and advanced telecommunicationgesrfor schools, libraries and rural
health care facilities (“USF Fees”).

We are not required to file tariffs with the FC@fting forth the rates, terms, and conditions aflaternet access service. The FCC,
however, is currently considering whether to impeagous consumer protection obligations, simitafitle 11 obligations, on wireless
broadband Internet access providers. These regeimsnmay include obligations related to truth-ilitag, slamming, discontinuing service,
customer proprietary network information and fetlardversal service funds mechanisms. Internetsspeoviders are currently subject to
applicable state consumer protection laws enfobgeelach state’s Attorney General and general Fe@iemde Commission consumer
protection rules.

On August 5, 2005, the FCC adopted an Order finthiag facilities-based broadband Internet accesgigers are subject to the
Communications Assistance for Law Enforcement ACALEA”), which requires service providers coverey that statute to build certain law
enforcement surveillance assistance capabiliti@stireir communications networks. The FCC requfesilities-based broadband Internet
access providers to comply with CALEA requireméntdMay 14, 2007. We have complied with such CALEfuirements.

On May 3, 2006, the FCC adopted an additional Caderessing CALEA compliance obligations of theswvjglers. In that order, the
FCC: (i) affirmed the May 14, 2007 compliance dé=all(ii) indicated compliance standards are taéeeloped by the industry within the
telecommunications standards-setting bodies wortdggther with law enforcement; (iii) permitted tinge of certain third parties to satisfy
CALEA compliance obligations; (iv) restricted thea#lability of compliance extensions; (v) concludédt facilities-based broadband Internet
access providers are responsible for any CALEA ldgwveent and implementation costs; (vi) declared the FCC may pursue enforcement
action, in addition to remedies available through ¢ourts, against any non-compliant provider; @iiyladopted interim progress report filing
requirements.

Broadband Internet-related and Internet prot@asisices regulatory policies are continuing to digweand it is possible that our broadb:
Internet access could be subject to additionallegigus in the future. The extent of the regulagidimat will ultimately be applicable to these
services and the impact of such regulations omlil@y of providers to compete are currently unkmo




Spectrum Regulation

The FCC routinely reviews its spectrum policies arad/ change its position on spectrum allocatioosftime to time. We believe that the
FCC is committed to allocating spectrum to supparéless broadband deployment throughout the Ursitaties and will continue to modify
regulations to foster such deployment, which waélghus implement our existing and future businéasg

Internet Taxation

The Internet Tax Freedom Act, which was signed latoin October 2007, extended a moratorium ondaxelnternet access and multi
discriminatory taxes on electric commerce. Thisabtaiium had previously expired in November 2004 as with the preceding Internet Tax
Freedom Act, “grandfathered” states that taxetinet access prior to October 1998 to allow therontinue to do so. Certain states have
enacted various taxes on Internet access or efécttommerce, and selected states’ taxes are beimgsted on a variety of bases. However,
state tax laws may not be successfully contestatifigure state and federal laws imposing taxestloer regulations on Internet access and
electronic commerce may arise, any of which contiléase the cost of providing Internet servicesclvbould, in turn, materially adversely
affect our business.

Employees

As of December 31, 2009, we had 131 employeeshoiw129 are full-time employees and 2 are piare employees. As of February !
2010, we had 127 employees, of whom 125 are fulétemployees and 2 are part-time employees. Weuveetiur employee relations are
good. Three employees are considered membersotigxe management.

Iltem 1A. Risk Factors.

Investing in our common stock involves a high degree of risk. Prospective investors should carefully consider the risks described below and
other information contained in this annual report, including our financial statements and related notes before purchasing shares of our common
stock. There are numerous and varied risks, known and unknown, that may prevent us from achieving our goals. If any of these risks actually
occurs, our business, financial condition or results of operations may be materially adver sely affected. In that case, the trading price of our
common stock could decline and investorsin our common stock could lose all or part of their investment.

Risks Relating to Our Business

We may be unable to successfully execute any ofidentified business opportunities or other busirsespportunities that we determine
to pursue.

In order to pursue business opportunities, wengld to continue to build our infrastructure amdrsjthen our operational capabilities.
Our ability to do any of these successfully coutddlffected by any one or more of the following st




« the ability of our equipment, our equipment supglier our service providers to perform as we exj
« the ability of our services to achieve market atzepe;
« our ability to manage third party relationshipsetfvely;

- our ability to identify suitable locations and theegotiate acceptable agreements with building osvee that we can establish Points
of Presence“POP!") on their rooftop

- our ability to work effectively with new customerssecure approval from their landlord to install equipment;

« our ability to effectively manage the growth anghaxsion of our business operations without incgrercessive costs, high employ
turnover or damage to customer relationsr

« our ability to attract and retain qualified persehwhich may be affected by the significant comiiiin our industry for persor
experienced in network operations and enginee

» equipment failure or interruption of service whiwbuld adversely affect our reputation and our iefet with our customer:

« our ability to accurately predict and respond @ ttapid technological changes in our industry dwedetvolving demands of the mark
we serve; an

« our ability to raise additional capital to fund @rowth and to support our operations until we heafitability.

Our failure to adequately address any one or mbtieecabove factors could have a significant advérgact on our ability to execute our
business plan and the long term viability of ousibass.

We depend on the continued availability of leasedicenses for our communications equipment.

We have constructed proprietary networks in eagch@fmarkets we serve by installing antennae oftaps, cellular towers and other
structures pursuant to lease or license agreerteeend and receive wireless signals necessagufonetwork. We typically seek five year
initial terms for our leases with three to five yeanewal options. Such renewal options are gelyezaércisable at our discretion before the
expiration of the current term. If these leasest@mainated or if the owners of these structuresuanwilling to continue to enter into leases or
licenses with us in the future, we would be fort@deek alternative arrangements with other prosidéwe are unable to continue to obtair
renew such leases on satisfactory terms, our basiweuld be harmed.

Our business depends on a strong brand, and if wendt maintain and enhance our brand, our abilitp attract and retain customers
may be impaired and our business and operating fesmay be harmed.

We believe that our brand is a critical part of business. Maintaining and enhancing our brand meqyire us to make substantial
investments with no assurance that these investméhte successful. If we fail to promote and ntain the “Towerstream” brand, or if we
incur significant expenses in this effort, our Imesis, prospects, operating results and financraition may be harmed. We anticipate that
maintaining and enhancing our brand will becomedasingly important, difficult and expensive.

We may pursue acquisitions that we believe complenhwir existing operations but which involve riskbat could adversely affect our
business.

Acquisitions involve risks that could adverselyeaffour business including the diversion of managdrtime from operations and
difficulties integrating the operations and persarof acquired companies. In addition, any futurguasitions could result in significant costs,
the incurrence of additional debt or the issuarfaegaity securities to fund the acquisition, and #ssumption of contingent or undisclosed
liabilities, all of which could materially advergehffect our business, financial condition and hessof operations.




In connection with any future acquisition, we getlgrwill seek to minimize the impact of contingeartd undisclosed liabilities by
obtaining indemnities and warranties from the selowever, these indemnities and warranties, féimied, may not fully cover the liabilities
due to their limited scope, their amount or dumatithe financial limitations of the indemnitor oawantor, or for other reasons.

We continue to consider strategic acquisitions,esofrwhich may be larger than those previously deted and could be material
acquisitions. Integrating acquisitions is oftentlyoand may require significant attention from mgeaent. Delays or other operational or
financial problems that interfere with our operaianay result. If we fail to implement proper ovebaisiness controls for companies or assets
we acquire or fail to successfully integrate thasguired companies or assets in our processefinancial condition and results of operations
could be adversely affected. In addition, it isgpbke that we may incur significant expenses inghaluation and pursuit of potential
acquisitions that may not be successfully completed

We have a history of operating losses and expeadotinue incurring losses for the foreseeable fuéu

Our current business was launched in 1999 andncasred losses in each year of operation. Prioutomerger in January 2007,
Towerstream operated as an S corporation. The adated deficit of the S corporation as of Decenigr2006 was $8,213,002. Concurrently
with our merger, we elected to operate as a C catjom, and reported a net loss of $8,501,725 0v2@s of December 31, 2007, our
accumulated deficit was $8,501,725, which includedcapitalization adjustment to eliminate the fpomtion deficit. We recorded a net loss
of $13,377,419 in 2008 and a net loss of $8,62525M09. We cannot anticipate when, if ever, querations will become profitable. We
expect to incur significant net losses as we dgvela network, expand our markets, undertake aitiuis, acquire spectrum and pursue our
business strategy. We intend to invest signifigaintlour business before we expect cash flow frgmrations to be adequate to cover our
operating expenses.

If we are unable to execute our business stratadygeow our business, either as a result of thes identified in this section or for any
other reason, our business, prospects, financiaiton and results of operations will be adverssfected.

Cash and cash equivalents represent one of our k&ggassets and in light of the recent market turfreninong financial institutions and
related liquidity issues, we may be at risk of bggimninsured for a large portion of such assets caing timing problems accessing such
assets.

The market turmoil experienced over the past feargeincluding the failure or insolvency of sevdaagie financial institutions and the
credit crunch affecting the short term debt markess caused liquidity problems for companies astitutions across the country. As of
December 31, 2009, we had approximately $14,000/98ash and cash equivalents with one large filhbanking institution. Although the
present regulatory response in the United Statestien a large institution becomes insolvent gdhehas been to have the failing institution
merge or transfer assets to more solvent entttieseby avoiding failures, it is possible that dingncial institution could become insolvent or
fail. At times, our cash and cash equivalents mayiinsured or in deposit accounts that excee&elderal Deposit Insurance Corporation
(“FDIC") insurance limits. If the institution at vith we have placed our funds were to become insblvefail, we could be at risk for losing a
substantial portion of our cash deposits, or irsignificant time delays in obtaining access to suetas. In light of the limited amount of
federal insurance for deposits, even if we wergpt@ad our cash assets among several institutiang/ould remain at risk for the amount not
covered by insurance.

The global economic crisis could have a materiaivadse effect on our liquidity and capital resources

The recent distress in the financial markets haglted in extreme volatility in security prices atichinished liquidity and credit
availability, and there can be no assurance thaliquidity will not be affected by changes in tfieancial markets and the global economy or
that our capital resources will at all times befisight to satisfy our liquidity needs. Although welieve that cash provided by operations and
our cash and cash equivalents currently on harddgwaide us with sufficient liquidity through theirrent credit crisis, tightening of the credit
markets could make it more difficult for us to agsséunds, enter into agreements for new debt @imlfiinding through the issuance of our
securities.

In addition, the current credit crisis is havingignificant negative impact on businesses arouadvitrld, and the impact of this crisis on
our major suppliers cannot be predicted. The iitgthf key suppliers to access liquidity, or theahvency of key suppliers, could lead to
delivery delays or failures.




Our business may require additional capital for ctimued growth, and our growth may be slowed if we ot have sufficient capital.

The continued growth and operation of our busimesg require additional funding for working capitdébt service, the enhancement and
upgrade of our network, the build-out of infrasture to expand our coverage, possible acquisiémspossible bids to acquire spectrum
licenses. We may be unable to secure such fundimgm needed in adequate amounts or on acceptatvis, i€ at all. To execute our business
strategy, we may issue additional equity securitiggublic or private offerings, potentially at eqe lower than the market price at the time of
such issuance. Similarly, we may seek debt finanaimd may be forced to incur significant interegiense. If we cannot secure sufficient
funding, we may be forced to forego strategic opputies or delay, scale back or eliminate netwaegloyments, operations, acquisitions,
spectrum bids and other investments.

Many of our competitors are better established amale resources significantly greater than we hawich may make it difficult to
attract and retain customers.

The market for broadband and related servicegishjhicompetitive, and we compete with several otteenpanies within each of our
markets. Many of our competitors are well estaklistvith larger and better developed networks appat systems, longer- standing
relationships with customers and suppliers, grasere recognition and greater financial, techracal marketing resources than we have. Our
competitors may subsidize competing services vetlenue from other sources and, thus, may offer gretlucts and services at prices lower
than ours. Our competitors may also reduce thegaé their services significantly or may offer dadband connectivity packaged with other
products or services. We may not be able to reducgrices or otherwise combine our services willeoproducts or services, which may
make it more difficult to attract and retain custm In addition, new competitors may emerge forpsimarily commercial and business
customer base from businesses primarily engagprbiriding residential services to consumers.

We expect existing and prospective competitorsitipaitechnologies or business plans similar to,aurseek other means to develop
services competitive with ours, particularly if aervices prove to be attractive in our target rexKThis competition may make it difficult to
attract and retain customers.

We may experience difficulties in constructing, uggling and maintaining our network, which could agvsely affect customer
satisfaction, increase customer turnover and redung revenues

Our success depends on developing and providirdupte and services that give customers high quialigrnet connectivity. If the
number of customers using our network and the cerityl of our products and services increase, weregjuire more infrastructure and
network resources to maintain the quality of ouwvises. Consequently, we may be required to makstautial investments to construct and
improve our facilities and equipment, and to upgradr technology and network infrastructure. Ifdeenot implement these developments
successfully, or if we experience inefficienciegerational failures or unforeseen costs during @m@ntation, the quality of our products and
services could decline.

We may experience quality deficiencies, cost ovesrand delays in implementing our network improvets@nd expansion, in
maintenance and upgrade projects, including thegoarof those projects not within our control e ttontrol of our contractors. Our network
requires the receipt of permits and approvals framerous governmental bodies, including municigaliand zoning boards. Such bodies
often limit the expansion of transmission towerd ather construction necessary for our busineskirEao receive approvals in a timely
fashion can delay system rollouts and raise theafasompleting projects. In addition, we typicadlye required to obtain rights from land,
building or tower owners to install our antennad ather equipment to provide service to our custsmé&’e may not be able to obtain, on
terms acceptable to us, or at all, the rights resrg<g0 construct our network and expand our sesvic

We also face challenges in managing and operating@work. These challenges include operatingntaaiing and upgrading network
and customer premise equipment to accommodateaisedetraffic or technological advances, and marggttie sales, advertising, customer
support, billing and collection functions of ourdimess while providing reliable network servicegpected speeds and quality. Our failure in
any of these areas could adversely affect custsatesfaction, increase customer turnover or chinargase our costs and decrease our
revenues.




If we do not obtain and maintain rights to use lineed spectrum in one or more markets, we may belleo operate in these markets
which could negatively impact our ability to exeeubur business strategy. To the extent we secureni$ed spectrum, we face increased
operational costs, greater regulatory scrutiny anthy become subject to arbitrary government decisioaking.

Since we provide our services in some markets mgugensed spectrum, we must secure and maistdfitient rights to use licensed
spectrum by obtaining licenses or long-term le@séisose markets. Obtaining licensed spectrum eaa long and difficult process that can be
costly and require a disproportionate amount ofronanagement resources, and may require us to $ignificant debt or secure additional
capital. We may not be successful in our effortsdoure financing and may not be deemed a quabiigder due to our relatively small size or
our creditworthiness, or be able to acquire, leaseaintain the spectrum necessary to executetaiegy.

Licensed spectrum, whether owned or leased, paghsamal risks, including:

« inability to satisfy build-out or service deploymeaquirements upon which spectrum licenses oekease, or may be, conditioned,;

« increases in spectrum acquisition costs or comiyle

« competitive bids, pi-bid qualifications and pc-bid requirements for spectrum acquisitions, in Wwhiee may not be successful lead
to, among other things, increased competit

- adverse changes to regulations governing specightsy

- therisk that acquired or leased spectrum willmetommercially usable or free of damaging interiiee from licensed or unlicensed
operators in our or adjacent ban

» contractual disputes with, or the bankruptcy oeotteorganization of, the license holders, whichld@dversely affect control over -
spectrum subject to such licens

« failure of the FCC or other regulators to renewcspen licenses as they expire; ¢

invalidation of authorization to use all or a sig@nt portion of our spectrum.

In a number of markets we utilize unlicensed spestr which is subject to intense competition, low bars of entry and slowdowns due
to multiple users.

We presently utilize unlicensed spectrum in corineavith our service offerings. Unlicensed or “ftespectrum is available to multiple
users and may suffer bandwidth limitations, intesfeee and slowdowns if the number of users exceaffe capacity. The availability of
unlicensed spectrum is not unlimited and otheraatmeed to obtain permits or licenses to utillme same unlicensed spectrum that we
currently or may utilize in the future, threatenimgr ability to reliably deliver our services. Morer, the prevalence of unlicensed spectrum
creates low barriers of entry in our business,tergdahe potential for heightened competition.

Interruption or failure of our information technolagy and communications systems could impair our &kito provide services which
could damage our reputation and adversely affect @perating results.

Our services depend on the continuing operatiauoinformation technology and communications systeWe have experienced service
interruptions in the past and may experience sefviterruptions or system failures in the futureayAinscheduled service interruption
adversely affects our ability to operate our busénend could result in an immediate loss of reveniigve experience frequent or persistent
system or network failures, our reputation coulgpbemanently harmed. We may need to make significapital expenditures to increase the
reliability of our systems, however, these captglenditures may not achieve the results we expect.
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Excessive customer churn may adversely affect dnaficial performance by slowing customer growth cireasing costs and reducing
revenues.

The successful implementation of our business gégrends upon controlling customer churn. Custorenctis a measure of customers
who stop using our services. Customer churn cowdcease as a result of:

« billing errors and/or general reduction in the dyadf our customer servict
« interruptions to the delivery of services to cuséosnover our network;

« the availability of competing technology, such able modems, DSL, thi-generation cellular, satellite, wireless Interreavge anc
other emerging technologies, some of which mayebe éxpensive or technologically superior to trafeed by us

« changes in promotions and new marketing or salgatiues; anc

o new competitors entering the markets in which werdagervice.

An increase in customer churn can lead to slowstotner growth, increased costs and a reductioevienues.
If our strategy is unsuccessful, we will not be fiitable and our stockholders could lose their intagent.

There is no track record for companies pursuingstnategy. Many fixed wireless companies have dadled there is no guarantee that our
strategy will be successful or profitable. If otrasegy is unsuccessful, the value of our compaay decrease and our stockholders could lose
their investment.

We may not be able to effectively control and maaamr growth which would negatively impact our opgions.

If our business and markets continue to grow anelde, it will be necessary for us to finance arghage expansion in an orderly fash
In addition, we may face challenges in managingaaging product and service offerings, and in irdigg acquired businesses. Such events
would increase demands on our existing managemenkforce and facilities. Failure to satisfy inceed demands could interrupt or adversely
affect our operations and cause backlogs and ashrative inefficiencies.

The success of our business depends on the contigaiontributions of key personnel and our abilitg attract, train and retain highly
qualified personnel.

We are highly dependent on the continued servitesioChairman, Philip Urso, and our President @hief Executive Officer, Jeffrey
M. Thompson. In December 2007, we entered intecaytear employment agreement with Jeffrey M. Thoomp§ he agreement automatically
renews for additional one year periods unless teateid by written notice no later than 60 days piwahe expiration of the then current
term. We cannot guarantee that any of these pemsiinstay with us for any definite period. Losste services of any of these individuals
could adversely impact our operations. We do ndhtain policies of “key man” insurance on our exies.

In addition, we must be able to attract, train, inaie and retain highly skilled and experiencedhtécal employees in order to successfully
introduce our services in new markets and growboiginess in existing markets. Qualified technicapkyees often are in great demand and
may be unavailable in the time frame required tsBaour business requirements. We may not be t@bédtract and retain sufficient numbers
of highly skilled technical employees in the futufée loss of technical personnel or our inabiiityhire or retain sufficient technical personnel
at competitive rates of compensation could impairability to successfully grow our business artdireour existing customer base.
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Any acquisitions we make could result in integratidifficulties that could lead to substantial costdelays or other operational or
financial difficulties.

We may seek to expand by acquiring competing besese including those operating in our currentrires markets or those operating in
other geographic markets. We cannot accuratelyigiréee timing, size and success of our acquisiéfiarts and the associated capital
commitments that might be required. We expect tmanter competition for acquisitions which may linfie number of potential acquisition
opportunities and may lead to higher acquisitidogs. We may not be able to identify, acquire afipably manage additional businesses or
successfully integrate acquired businesses, if withiput substantial costs, delays or other openati or financial difficulties.

In addition, such acquisitions involve a numbeotbfer risks, including:

» failure of the acquired businesses to achieve g¢ggdaesults

- diversion of management’s attention and resoucesduisitions;

» failure to retain key customers or personnel ofabguired businesse

« disappointing quality or functionality of acquireduipment and personnel; and
« risks associated with unanticipated events, liaddior contingencies.

Client dissatisfaction with, or performance prob¢eof, a single acquired business could negativiégctour reputation. The inability to
acquire businesses on reasonable terms or suckegsegrate and manage acquired companies, ootharrence of performance problems at
acquired companies, could result in dilution, uoiable accounting treatment or one-time chargeddfidulties in successfully managing our
business.

Our inability to obtain capital, internally genetta cash, secure debt financing, or use shares of common stock to finance future
acquisitions could impair the growth and expansiofi our business.

The extent to which we will be able or willing teaishares of our common stock to consummate atigngsivill depend on (i) the market
value of our securities which will vary, (i) liggity, which is presently limited, and (iii) the Wilgness of potential sellers to accept shares of
our common stock as full or partial payment foritihheisiness. Using shares of our common stockhfisrgurpose may result in significant
dilution to existing stockholders. To the exterdttive are unable to use common stock to make faitgaisitions, our ability to grow through
acquisitions may be limited by the extent to whigdhare able to raise capital through debt or edirigncings. We may not be able to obtain
the necessary capital to finance any acquisitidnge are unable to obtain additional capital onegtable terms, we may be required to reduce
the scope of expansion or redirect resources caeuirtid internal purposes. Our failure to use shafesir common stock to make future
acquisitions may hinder our ability to actively pue our acquisition program.

We rely on a limited number of third party suppliethat manufacture network equipment, and instathé maintain our network sites. |
these companies fail to perform or experience dalaghortages or increased demand for their produstservices, we may face shortage of
components, increased costs, and may be requiregsligpend our network deployment and our product a®ivice introduction.

We depend on a limited number of third party sugglto produce and deliver products required fometworks. We also depend on a
limited number of third parties to install and ntain our network facilities. We do not maintain dagig term supply contracts with these
manufacturers. If a manufacturer or other provittes not satisfy our requirements, or if we loseaaufacturer or any other significant
provider, we may have insufficient network equiptien delivery to customers and for installationnoaintenance of our infrastructure, and
may be forced to suspend the deployment of our orétand enroliment of new customers, thus impaifirigre growth.
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If our data security measures are breached, custosmmay perceive our network and services as nousgcwhich may adversely affect
our ability to attract and retain customers and eoge us to liability.

Network security and the authentication of a cugtdsncredentials are designed to protect unautedrécess to data on our network.
Because technigues used to obtain unauthorizedsatcer to sabotage networks change frequentlyraaydnot be recognized until launched
against a target, we may be unable to anticipateplement adequate preventive measures againgthor&ed access or sabotage.
Consequently, unauthorized parties may overcomeicnyption and security systems, and obtain adoegata on our network, including ot
device connected to our network. In addition, beeaue operate and control our network and our ousts' Internet connectivity,
unauthorized access or sabotage of our networkdgesllt in damage to our network and to the coemgutdr other devices used by our
customers. An actual or perceived breach of netwedrity, regardless of whether the breach idaut, could harm public perception of the
effectiveness of our security measures, adverdtdgtaour ability to attract and retain customergpose us to significant liability and adversely
affect our business prospects.

In providing our services we could infringe on thetellectual property rights of others, which mayuase us to engage in costly litigati
and, if we do not prevail, could also cause us @y substantial damages and prohibit us from selliogr services.

Third parties may assert infringement or otherliet¢ual property claims against us. We may havesty substantial damages, including
damages for past infringement if it is ultimateBtermined that our services infringe a third pargyroprietary rights. Further, we may be
prohibited from selling or providing some of oundgees before we obtain additional licenses, whithyailable at all, may require us to pay
substantial royalties or licensing fees. Evenairmdls are without merit, defending a lawsuit takigsificant time, may be expensive and may
divert management’s attention from our other bussnencerns. Any public announcements relatedigation or interference proceedings
initiated or threatened against us could causéuosiness to be harmed and our stock price to declin

Risks Relating to Our Industry
An economic or industry slowdown may materially andversely affect our business.

Slowdowns in the economy or in the wireless or Bb@ad industry may impact demand for wireless oatiband services, thereby
reducing demand for our services, or negativelyaotpther businesses or industries, thereby redutgmand for our services by causing
others to delay or abandon implementation of nestesys and technologies, including wireless broadisanvices. Further, the war on
terrorism, the threat of additional terrorist akt®cthe political and economic uncertainties résgltherefrom, and other unforeseen events may
impose additional risks upon and adversely affeetwtireless or broadband industry, and our business

The industry in which we operate is continually dvimg which makes it difficult to evaluate our futie prospects and increases the risk
of an investment in our securities. Our services yrlaecome obsolete and we may not be able to deweloypetitive products or services or
timely basis or at all.

The broadband and wireless services industriestemacterized by rapid technological change, coitingepricing, frequent new service
introductions, and evolving industry standards eeglilatory requirements. We believe that our si&depends on our ability to anticipate and
adapt to these challenges and to offer competveices on a timely basis. We face a number @tdifies and uncertainties associated with
our reliance on technological development, such as:
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« competition from service providers using more tiiadal and commercially proven means to deliverilsinor alternative service

« competition from new service providers using mdfigient, less expensive technologies, includingdarcts not yet invented or
developed

« uncertain customer acceptance;

« realizing economies of scal

« responding successfully to advances in competicigni@ogies in a timely and cost-effective manner;

» migration toward standar-based technology, requiring substantial capitakesjtures; an

« existing, proposed or undeveloped technologiesrttaat render our wireless broadband services ledigisle or obsolete.

As the services offered by us and our competitexglbp, businesses and consumers may not accepénices as a commercially viable
alternative to other means of delivering wirelessallband services. As a result, our services megrbe obsolete and we may be unable to
develop competitive products or services on a rbekis, or at all.

We are subject to extensive regulation that coudit or restrict our activities. If we fail to comlg with these regulations, we may be
subject to penalties, including fines and suspenmsippast due fees and interest which may adveraéflgct our financial condition anc
results of operations.

Our business, including the acquisition, lease nteaiance and use of spectrum licenses, is extépsegulated by federal, state and local
governmental authorities. A number of federal,estatd local privacy, security, and consumer laws apply to our business. These regulat
and their application are subject to continual geaas new legislation, regulations or amendmengsisiing regulations are adopted from time
to time by governmental or regulatory authoritiesJuding as a result of judicial interpretatiorfssach laws and regulations. Current
regulations directly affect the breadth of serviasgesare able to offer and may impact the ratemseand conditions of our services. Regulation
of companies that offer competing services suatehte and DSL providers, and telecommunicationsezaralso affects our business.

We believe that we are not required to registeh wite Universal Service Administrative Company (AL3) as a seller of
telecommunications, nor are we required to cold8F Fees from our customers or to pay USF Feestljirét is possible, however, that the
FCC may assert that we are a seller of telecomratiaits and that we are required to register andJ#fy Fees on some or all of our gross
revenues. Although we would contest any such desemre could become obligated to pay USF Feesrést and penalties to USAC with
respect to our gross revenues, past and/or futara, providing telecommunications services, andway be unable to retroactively bill our
customers for past USF Fees.

In addition, the FCC or other regulatory authositieay in the future restrict our ability to managstomers’ use of our network, thereby
limiting our ability to prevent or address custosiexcessive bandwidth demands. To maintain théitgud our network and user experience,
we may manage the bandwidth used by our custorappdications, in part by restricting the types pplications that may be used over our
network. If the FCC or other regulatory authoritiesre to adopt regulations that constrain our tghii employ bandwidth management
practices, excessive use of bandwithlitensive applications would likely reduce the dtyadf our services for all customers. Such declimthe
quality of our services could harm our business.

The breach of a license or applicable law, evamaiflvertent, can result in the revocation, suspensiancellation or reduction in the term
of a license or the imposition of fines. In additioegulatory authorities may grant new licensethita parties, resulting in greater competition
in territories where we already have rights toriged spectrum. In order to promote competitiornges may also require that third parties be
granted access to our bandwidth, frequency capdaitilities or services. We may not be able taobbr retain any required license, and we
may not be able to renew a license on favorablaggor at all.
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Wireless broadband services may become subjecetday state or federal regulation in the fututee Scope of the regulations that may
apply to companies like us and the impact of segiulations on our competitive position are pregamknown and could be detrimental to
business and prospects.

Risks Relating to Our Organization

Our certificate of incorporation allows for our baa to create new series of preferred stock withéurther approval by our stockholdel
which could adversely affect the rights of the held of our common stock.

Our board of directors has the authority to fix aletermine the relative rights and preferencesefiepred stock. Our board of directors
also has the authority to issue preferred stockawit further stockholder approval. As a result, loeard of directors could authorize the
issuance of a series of preferred stock that wgrddt to such holders (i) the preferred right to assets upon liquidation, (ii) the right to
receive dividend payments before dividends areildiged to the holders of common stock and (ii§ tight to the redemption of the shares,
together with a premium, prior to the redemptiomof common stock. In addition, our board of dioestcould authorize the issuance of a
series of preferred stock that has greater votowep than our common stock or that is convertibte bur common stock, which could
decrease the relative voting power of our commonksor result in dilution to our existing commoodtholders.

Our officers and directors own a substantial amouaft our common stock and, therefore, exercise sfgrant control over our corporat
governance and affairs which may result in theirking actions with which other shareholders do nogree.

Our executive officers and directors, and entiéiffgiated with them, control approximately 23%air outstanding common stock
(including exercisable stock options held by theftese shareholders, if they act together, maybleeta exercise substantial influence over
the outcome of all corporate actions requiring apgl of our shareholders, including the electiomioéctors and approval of significant
corporate transactions, which may result in corfgoaation with which other shareholders do not egfdis concentration of ownership may
also have the effect of delaying or preventing @angje in control which might be in other sharehdatbest interest but which might negatively
affect the market price of our common stock.

We are subject to financial reporting and other neigements for which our accounting, and other manament systems and resources
may not be adequately prepared.

We are subject to reporting and other obligatiom$ew the Securities Exchange Act of 1934, as antgndeluding the requirements of
Section 404 of the Sarban@sdey Act. Section 404 requires us to conduct aruahmanagement assessment of the effectivenesg aiterna
controls over financial reporting. Beginning isdal 2010, we will be required to obtain a repgrobr independent auditors addressing these
assessments annually. These reporting and othigatibhs will place significant demands on our ngeraent, administrative, operational and
accounting resources. We anticipate that we magl tee€) upgrade our systems, (ii) implement aduditl financial and management controls,
reporting systems and procedures, (iii) implemeningernal audit function, and (iv) hire additioraicounting, internal audit and finance staff.
If we are unable to accomplish these objectivestimely and effective manner, our ability to cognplith our financial reporting requirements
and other rules that apply to reporting compan@sdbe impaired. Any failure to maintain effectiveernal controls could have a negative
impact on our ability to manage our business andwrstock price.

Risks Relating to Our Common Stock

We may fail to qualify for continued listing on thBIASDAQ Capital Market which could make it more @dult for investors to sell their
shares.

In May 2007, our common stock was approved foinlisbn the NASDAQ Capital Market and our commorcktoontinues to be listed on
the NASDAQ Capital Market. There can be no asswdhat trading of our common stock on such markkbw sustained or that we can m
NASDAQ's continued listing standards. In the event thatammon stock fails to qualify for continued insion, our common stock could
thereafter only be quoted on the OTC Bulletin Boahich is commonly referred to as the “pink shédtkder such circumstances,
shareholders may find it more difficult to dispadeor to obtain accurate quotations, for our comratock, and our common stock would
become substantially less attractive to certaircipasers such as financial institutions, hedge famdisother similar investors.
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Our common stock may be affected by limited tradiv@ume and price fluctuations which could advergempact the value of our
common stock.

There has been limited trading in our common stowk there can be no assurance that an active graginket in our common stock will
either develop or be maintained. Our common st@skdxperienced, and is likely to experience irftigre, significant price and volume
fluctuations which could adversely affect the margkgce of our common stock without regard to oper@ating performance. In addition, we
believe that factors such as quarterly fluctuationsur financial results and changes in the oV@@dnomy or the condition of the financial
markets could cause the price of our common siodckittuate substantially. These fluctuations migp @ause short sellers to periodically
enter the market in the belief that we will havepiesults in the future. We cannot predict théoast of market participants and, therefore, can
offer no assurances that the market for our comstack will be stable or appreciate over time.

We have not paid dividends in the past and do nqiect to pay dividends in the future. Any return @m investment in our common
stock may be limited to the value of the commonc&tc

We have never paid cash dividends on our commaxk stod do not anticipate doing so in the foreseehlilire. The payment of divider
on our common stock will depend on our earninggricial condition, and other business and econéautors as our board of directors may
consider relevant. If we do not pay dividends, ammon stock may be less valuable because a r@tuarshareholder’s investment will only
occur if our stock price appreciates.

Although we currently meet the NASDAQ Capital Martke continued listing requirement of a minimum bid ige, we could be at risk ¢
a delisting in the future.

Under the rules of the NASDAQ Capital Market, westnmaintain a minimum bid price of $1.00 for ounwoon stock. If a company's
stock trades for 30 consecutive business days biElev1.00 minimum closing bid price requiremem\3DAQ will send a deficiency notice
advising the company that it has been granted a&hdar days to regain compliance with the appleeatquirements.

Our stock price as of December 31, 2009 had argigsiice of $1.94 per share. However, at timeinduthe first three quarters of 2009,
our common stock did trade below $1.00 per shanring this period, the NASDAQ Capital Market hadniporarily suspended the minimum
bid price requirement. We do not believe that NAEDwill suspend its listing requirements in theuig. Therefore, if our common stock
trades below $1.00 again, our shares could betelelfsom trading on the NASDAQ Capital Market.

Item 1B. Unresolved Staff Comments.

Not applicable.

Item 2. Properties.

Our executive offices are currently located in M&dwn, Rhode Island, where we lease approxima2]$37 square feet of space,
consisting of a 17,137 square feet building at &nkharlund Way for our administrative, engineerinfprmation technology and customer
care offices and a 25,000 square feet buildindadi8/a Lane for our sales call center. Our anmeat payments totaled approximately
$527,000 in 2009 and will remain at that level thgb February 2010, before increasing to approxiln&e58,000 through May 2012, and
approximately $590,000 through the end of the le@se lease expires on October 1, 2013 with arpopt renew for an additional five-year
term. We do not own any real property.

Item 3. Legal Proceedings.

There are no significant legal proceedings pending,we are not aware of any material proceedimgecaplated by a governmental
authority, to which we are a party or any of owgerty is subject.

Item 4. (Removed and Reserved.)
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PART Il
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities.
Market Information

Our common stock was quoted on the OTC BulletinrBdeom January 12, 2007 through May 30, 2007 uideisymbol TWER.OB.
Since May 31, 2007, our common stock has beerdlmtethe NASDAQ Capital Market under the symbol TRVPrior to January 12, 2007,
there was no active market for our common stocle fbllowing table sets forth the high and low sgléses as reported on the NASDAQ
Capital Market. The quotations reflect inter-degleces, without retail mark-up, mark-down or coragidn, and may not represent actual
transactions.

FISCAL YEAR 2009 HIGH LOW

First Quarte! $ 12¢ $ 0.6¢
Second Quarte $ 09¢ $ 0.67
Third Quartel $ 20C $ 0.8
Fourth Quarte $ 20C $ 1.32
FISCAL YEAR 2008 HIGH LOW

First Quartel $ 3.6 $ 1.01
Second Quarte $ 15¢ $ 1.0%
Third Quartel $ 182 $ 0.87
Fourth Quarte $ 1.1C % 0.52

The last reported sales price of our common stocthe NASDAQ Capital Market on December 31, 2008 %4.94 and on March 15,
2010, the last reported sales price was $1.68. iiaug to the records of our transfer agent, as afddl 15, 2010, there were approximately
56 holders of record of our common stock.

Dividend Policy

We have never declared or paid cash dividends oe@umon stock, and we do not intend to pay ani dagdends on our common stc
in the foreseeable future. Rather, we expect trrduiture earnings (if any) to fund the operation expansion of our business and for general
corporate purposes.

Securities Authorized for Issuance Under Equity Corpensation Plans

As of December 31, 2009, securities issued andrisiesuavailable for future issuance under our 28@&-Employee Directors
Compensation Plan, our 2007 Equity Compensation &ha our 2007 Incentive Stock Plan were as follows

Equity Compensation Plan Information

Number of securities to be
issued upon exercise of Weighted average exerci Number of securities remainit
outstanding options, warra price of outstanding available for future issuance
and rights options, warrants and rigl under equity compensation pl;

Equity compensation plans approved by securi

holders 3,738,63' $ 1.6¢ 2,036,10.
Equity compensation plans not approvec

security holders - - -
Total 3,738,631 $ 1.6¢ 2,036,10.
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Recent Sales of Unregistered Securities
None.
Item 6. Selected Financial Data.
Not applicable.
Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations.
Overview

We provide broadband services to commercial custeianad deliver access over a wireless network mnétisg over both regulated and
unregulated radio spectrum. Our service supansiwidth on demand, wireless redundancy, virtdabpe networks (“VPNs”), disaster
recovery, bundled data and video services. We geoservice to approximately 1,900 business cust®imeadew York City, Boston, Chicago,
Los Angeles, San Francisco, Seattle, Miami, Daflag-Worth, Philadelphia, Providence and Newpohoée Island.

Characteristics of our Revenues and Expenses

We offer our services under agreements having tefrose, two or three years. Pursuant to theseeaggats, we bill customers on a
monthly basis, in advance, for each month of servRayments received in advance of services peefiare recorded as deferred revenues
recognized as revenue ratably over the servicegeri

Costs of revenues consists of expenses that aretlgirelated to providing services to our custasnarcluding Core Network expenses
(tower and roof rent expense and utilities, bandlwabsts, Points of Presence (“PoP”) maintenandeoétmer) and Customer Network expenses
(customer maintenance, non-installation fees ahdratustomer specific expenses). We collectivelgrrto Core Network and Customer
Network as ou“Network,” and Core Network costs and Customer Netncosts as “Network Costs.” When we first erterew market, or
expand in an existing market, we are required ¢arimp-front costs in order to be able to provideslgss broadband services to commercial
customers. We refer to these activities as estaiblj a “Network Presence.” These costs includieling PoPs which are Company Locations
where we install a substantial amount of equipnrentder to connect numerous customers to theriaterThe costs to build PoPs are
capitalized and expensed over a five year periachddition to building PoPs, we also enter towstt eoof rental agreements, secure bandv
and incur other Network Costs. Once we have dstai a Network Presence in a new market or exghodeNetwork Presence in an
existing market, we are capable of servicing aiigant number of customers through that Networgdence. The variable cost to add new
customers is relatively modest, especially comp#wetle upfront cost of establishing or expanding Metwork Presence. As a result, our
gross margins in a market normally increase ovee tis we add new customers in that market. Howexemay experience variability in
gross margins during periods in which we are exjpandur Network Presence in a market.

Sales and marketing expenses primarily consigiettlaries, benefits, travel and other costs pgales and marketing teams, as well as
marketing initiatives and business development espg.

Customer support services includes salaries aatedepayroll costs associated with our customepatgervices, customer care, and
installation and operations staff.

General and administrative expenses include cdisiistaable to corporate overhead and the oveuwgdpsrt of our operations. Salaries and
other related payroll costs for executive managenfiexance, administration and information systerassonnel are included in this
category. Other costs include rent, utilities attier facility costs, accounting, legal and othexf@ssional services, and other general oper:
expenses.

Market Information

We operate in one segment which is the businegsrefess broadband services. Although we prosileices in multiple markets, these
operations have been aggregated into one repodaeghaent based on the similar economic charaétsrtiong all markets, including the
nature of the services provided and the type dfocners purchasing such services. While we opénataly one business segment, we
recognize that providing information on the revenaad costs of operating in each market can praygeéul information to investors regard
our operating performance.
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As of December 31, 2009, we operated in ten mad@isss the United States including New York, Bostms Angeles, Chicago, San
Francisco, Miami, Seattle, Dallas-Fort Worth, Ptidgphia and Providence. The markets were launahddferent times, and as a result, may
have different operating metrics based on thegestef maturation. We incur significant up-fronst®in order to establish a Network Presence
in a new market. These costs include building RoRsNetwork Costs. Other material costs includadiand training sales and marketing
personnel who will be dedicated to securing custsrirethat market. Once we have established a di&tRresence in a new market, we are
capable of servicing a significant number of custsn The rate of customer additions varies fromketao market, and we are unable to
predict how many customers will be added in a ntadkeing any specific period. We believe that pding operating information regarding
each of our markets provides useful informatioshareholders in understanding the leveraging pialesftour business model, the operating
performance of our mature markets, and the long-feotential for our newer markets. Set forth bels\a summary of our operating
performance on a per-market basis, and a desgaripfibow each category is determined.

Revenues : Revenues are allocated based on which marketaestbmer is located in.

Costs of Revenues : Includes payroll, Core Network costs and Custohhetwork costs that can be specifically allocated specific market.
Costs that can not be allocated to a specific maneeclassified as Centralized Costs.

Operating Costs : Costs which can be specifically allocated to aketinclude direct sales and marketing persoroegtain direct marketing
expenses, certain customer support payroll expearsg¢hird party commissions.

Centralized Costs : Represents costs incurred to support activitbesss all of our markets that are not allocabla specific market. This
principally consists of payroll costs for custonsare representatives, customer support enginesdes, support and installations
personnel. These individuals service customemssaall markets rather than being dedicated tcspegific market.

Corporate expenses : Includes costs attributable to corporate overteratithe overall support of our operations. Seaaind related payroll
costs for executive management, finance, admitistrand information systems personnel are includetis category. Other costs include
office rent, utilities and other facilities cosgspfessional services and other general operatipgreses.

Market EBITDA : Represents a market's earnings before interesistalepreciation, amortization, stock-based congiems and other
income (expense). We believe this metric proviggsful information regarding the cash flow beingeyated in a market.

Year ended December 31, 2009

Cost of Gross Operating Market

Market Revenues Revenues Margin Costs EBITDA
New York $ 5,217,788 $ 929,24' $ 4,288,553 $ 1,247,290 $ 3,041,24
Boston 3,982,95. 656,24 3,326,71. 734,87t 2,591,83!
Los Angeles 1,930,58: 340,33 1,590,24 1,042,98. 547,26
San Francisc 984,55¢ 217,72. 766,83 414,43t 352,39¢
Providence/Newpol 529,64. 150,53! 379,10° 200,18 178,92
Chicaga 951,27 391,04 560,23( 460,52¢ 99,70:
Miami 589,60¢ 258,94: 330,66° 381,52¢ (50,86)
Seattle 430,77t 233,01« 197,76. 258,75¢ (60,999
Dallas-Fort Worth 298,25 261,31( 36,941 403,67: (366,72Y)
Total $ 14,91543 $ 3,438,39. $ 11,477,044 $ 514425 $ 6,332,78
Reconciliation of Nor-GAAP Financial Measure to GAAP Financial Measure

Market EBITDA $ 6,332,78
Centralized cost (2,786,12)
Corporate expenst (6,140,130
Depreciatior (4,035,26)
Stocl-based compensatic (802,95¢)
Other income (expense) (1,193,56)
Net loss $ (8,625,250
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We launched our broadband services in Philadelftéansylvania in December 2009. Beginning in 2@4&Owill report operating results
for Philadelphia on a market basis.

Year Ended December 31, 2009 Compared to Year Endé2kecember 31, 2008

Revenues. Revenues for the year ended December 31, 2@8@d $14,915,435 compared to $10,656,081 foydlae ended December
31, 2008, representing an increase of $4,259,3540%. This increase was driven by a 43% increaselii customer base during 2009. The
effect of the increase in our customer base wagatitd by a decrease of 14% in average revenuesger(“ARPU") during the 2009 period as
compared to the 2008 period.

Sequential growth for the year ended December @19 2vas 40% compared to 55% for the year endeddigee31, 2008. ARPU as of
December 31, 2009 totaled $715 compared to $828 Becember 31, 2008, representing a decreasel®, $t 14%. The decrease relates to
new customers purchasing lower ARPU products dutiegeconomic recession. Customer churn, calcubmeapercent of revenue lost on a
monthly basis from customers terminating serviceeducing their service level, totaled 1.67% far yfear ended December 31, 2009 comg
to 1.24% for the year ended December 31, 2008esepting a 35% increase on a percentage basihidtmer churn in the 2009 period reflects
the effect of the ongoing economic recession oncourmercial customer base.

Cost of Revenues. Cost of revenues for the year ended December 3B #@aled $3,690,089 compared to $3,891,433 foydar ended
December 31, 2008, representing a decrease of 320 1gr 5%. Gross margins increased to 75% dur@@®® Zompared to 63% during 2008.
During the year ended 2009, we lowered Core Network Customer Network costs by approximately $16811 &hd $72,000, respectively,
even though our customer base increased by 43%DDerember 31, 2008 to December 31, 2009. Overdketpelve months, we have
decreased our use of third party vendors by hifiglg technicians and other employees who can partbe same functions at a lower effec
cost. During the year ended 2009, we have focusédaveasing market penetration in existing markatiser than expanding into new mark
We have been able to add new customers at low nargosts which have positively affected gross rimstg

Depreciation.  Depreciation for the year ended December 3@926taled $4,035,267 compared to $3,222,716 fy#ar ended
December 31, 2008, representing an increase of, $812or 25%. This increase was primarily relatethe continued investment in our
Network which was required to support the growtleim customer base and expansion in existing mark@toss fixed assets at Decembet
2009 totaled $26,338,563 compared to $21,805,582e¢mber 31, 2008, representing an increase 6834881, or 21%.

Customer Support Services.  Customer support services expenses for thegrebed December 31, 2009 totaled $2,132,968 compare
$1,996,920 for the year ended December 31, 20p8senting an increase of $136,048, or 7%. Thiease was primarily related to the costs
of additional personnel hired to support our grayviistomer base. Average department headcouetised by 14% from 35 in 2008 to 40 in
2009.

Sales and Marketing. Sales and marketing expenses for the year endeehfiber 31, 2009 totaled $5,545,714 compared to $7158 for
the year ended December 31, 2008, representingraates of $1,990,444, or 26%. Approximately $1,892 of the decrease related to lower
payroll costs as sales and marketing personnehgedr82 during the 2009 period compared to 12&hfsame period in 2008. In addition,
commissions and bonuses decreased by approxin$i8,000 and advertising expenses decreased byxamately $79,000.

General and Administrative.  General and administrative expenses for the greded December 31, 2009 totaled $6,943,086 cadpar
$7,456,168 for the year ended December 31, 20p8senting a decrease of $513,082, or 7%. Thisedse was principally attributable to
decreases in (i) professional services fees ofcaqapately $225,000, (ii) stockased compensation of approximately $96,000,q@iroll cost:
of approximately $79,000 and (iv) taxes of appreadety $78,000.

Interest Income.  Interest income for the year ended December 319 2ftaled $26,605 compared to $578,373 for the gaded
December 31, 2008, representing a decrease of 8% 1or 95%. In March 2008, we transferred ouhdzsances into four separate U.S.
Treasury based money market funds. These fundslbaser yields but are higher quality instrumehignt the funds in which we previously
invested. Average cash balances decreased frormxapyately $30.5 million in 2008 to approximatel$3%4 million during 2009. In addition,
annual interest yields decreased from 1.84% to%.y4ar over year.
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Interest Expense.  Interest expense for the year ended Decemhe&t(&D totaled $740,409 compared to $509,593 y#ar ended
December 31, 2008, representing an increase of,8280or 45%. Additional non-cash interest expesfsgpproximately $314,000 was
recognized in 2009 in connection with the adoptiba new accounting pronouncement. This increaaeaffset by approximately $73,000 of
non-cash interest expense that was recognized apention of our debt was converted into equityamuary 2008.

Net Loss. Net loss for the year ended December 31, 26@G%ed $8,625,250 compared to $13,377,419 for &z gnded December
31, 2008, representing a decrease of $4,752,168H%t This decrease related to an increase ant@s of $4,259,354, or 40%, and a dec|
in operating expenses of $1,756,271, or 7%, offigehe negative effect of a decrease in other (esg@eincome of $1,263,456.

Liquidity and Capital Resources

We have historically met our liquidity and capitatjuirements primarily through the public sale pridate placement of equity securities
and debt financing. Cash and cash equivalentetbtl4,040,839 and $24,740,268 at December 31, 280®ecember 31, 2008, respectiv
The decrease in cash and cash equivalents retatad bperating, investing and financing activitilesing the year ended December 31, 2009,
each of which is described below. At FebruaryZ8,0, we had cash and cash equivalents totalingrippately $12,700,000.

Net Cash Used in Operating Activities.  Net cash used in operating activities for tearyended December 31, 2009 totaled $2,979,757
compared to $7,873,237 for the year ended DeceBhe2008, representing a decrease of $4,893,482%r This decrease was directly
related to the lower net loss reported in the 208%d of $8,625,250, which represented a reducif$d,752,169, or 36%, as compared to the
2008 period.

Net Cash Used in Investing Activities.  Net cash used in investing activities for tlekaryended December 31, 2009 totaled $4,944,326
compared to $8,095,870 for the year ended DeceBh&t008, representing a decrease of $ 3,151,588%. The decrease in the 2009
period related to lower spending on property andmgent which decreased by 37% from $7,683,85511848,245. During the 2008 period,
we expanded our corporate office and spent appmrbeiin $915,000 on office equipment, system softveene leasehold improvements as
compared to approximately $81,000 in the 2009 peri®pending on network and base station equipoereased by approximately
$1,460,000 during the 2009 period as compareda@@®8 period. Our decision to focus on our existharkets, rather than to expand into
new markets during the ongoing economic recessias resulted in lower network and base stationpagemnt spending as the existing markets
already have much of the network and base statioipment required to operate. Finally, we purchase FCC license for $100,000 in 2009
compared with $400,000 in 2008.

Net Cash Used in Financing Activities. Net cash used in financing activities for tharyended December 31, 2009 totaled $2,775,346
compared to $47,490 for the year ended Decembe2(81B, representing an increase of $2,727,856irdrease is related to the repayment of
$2,750,000 of senior convertible debentures.

Working Capital.  As of December 31, 2009, we had working capifa#11,452,316. Based on our current operatingities and plans,
we believe our existing working capital will enakig to meet our anticipated cash requirementstfieaat the next twelve months.

Senior Convertible Debentures

In January 2007, we sold $3,500,000 of senior cdible debentures. These debentures required glyairieerest payments of 8% per
annum and matured on December 31, 2009. Holdatealebentures received fiyear warrants to purchase an aggregate of 636/844s0
common stock at an exercise price of $4.00 perestiad five-year warrants to purchase an aggred#t860364 shares of common stock at an
exercise price of $6.00 per share.

In January 2008, a debenture holder converted $88®mf debentures into common stock at a conversiime of $2.75 per share resulting

in the issuance of 272,727 shares of common stdblk. carrying value of the debentures on the ditieeoconversion was
$676,607. Accordingly, we recognized the remairdegt discount of $73,393 as non-cash interestresgim connection with the conversion.
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In December 2009, we repaid our remaining princgmabunt of $2,750,000. For the year ended DeceBthe2009, we paid $220,000 of
interest associated with the principal amount.

Acquisition of Sparkplug Communications, Inc.

On March 14, 2010, we entered into an asset puechgieement with Sparkplug Communications Ince('Seller”). Under the asset
purchase agreement, we agreed to purchase alhoeistmntracts, the network infrastructure and éated assets of the Seller’'s Chicago,
lllinois and Nashville, Tennessee networks. Thas$action is valued at $1.6 million of which appneately $1.2 million will be paid in cash
and $430,000 will be paid through the issuanceoairaon stock. The acquisition closing is subjeatustomary conditions and is expected to
close by the end of the second quarter 2010.

Impact of Inflation, Changing Prices and Economic @nditions

Pricing for many technology products and serviaasehhistorically decreased over time due to thecéf®f product and process
improvements and enhancements. In addition, ecinoonditions can affect the buying patterns oftooers. During 2009, the impact of the
long economic recession caused many of our praspeatistomers to either delay their buying decigioto purchase lower bandwidth
services than normal. In addition, general pridagls for Internet services declined modestlyirduthe year. We were able to partially off
the effect of these developments by increasingitimeber of total installations in 2009 by approxielatl6% as compared to 2008. We beli
that certain customers may upgrade their bandvgethice when economic conditions improve and tlérnet requirements increase. The
continued migration of many business activities fimgttions to the Internet should also result icré@sed bandwidth requirements over the
long term.

Critical Accounting Policies

The preparation of financial statements in conftymiith accounting principles generally acceptethi@ United States of America requi
management to make estimates and assumptiondfiettthe reported amounts of assets and lialslitiee disclosure of contingent assets and
liabilities, and the amounts of revenues and ex@&rSritical accounting policies are those thatiregthe application of management’s most
difficult, subjective or complex judgments, oftemcause of the need to make estimates about the effmatters that are inherently uncertain
and that may change in subsequent periods. In pngpiae financial statements, we utilized avaiaiiformation, including our past history,
industry standards and the current economic enwigmt, among other factors, in forming our estimated judgments, giving appropriate
consideration to materiality. Actual results maffatdifrom these estimates. In addition, other conigmmay utilize different estimates, which
may impact the comparability of our results of @giems to other companies in our industry. We belithat of our significant accounting
policies, the following may involve a higher degfgudgment and estimation, or are fundamentafigartant to our business.

Revenue Recognition.  We normally enter into contractual agreemerits wur customers for periods ranging between ortaree
years. We recognize the total revenue providecuadontract ratably over the contract perioduitiog any periods under which we he
agreed to provide services at no cost. Deferreeimges are recognized as a liability when billiagsissued in advance of the date when
revenues are earned. We apply the revenue re@mygpitinciples set forth under Securities and ExgfgaCommission’s Staff Accounting
Bulletin 104, (“SAB 104") which provides for reveato be recognized when (i) persuasive evidenes afrrangement exists, (ii) delivery or
installation has been completed, (iii) the custoamepts and verifies receipt, and (iv) collectgbis reasonably assured.

Long-Lived Assets. Long-lived assets consist primarily of propeatyd equipment, and FCC licenses. Long-lived assetseviewed
annually for impairment or whenever events or gimstances indicate their carrying value may notdeeverable. Conditions that would result
in an impairment charge include a significant dexiin the market value of an asset, a significaahge in the extent or manner in which an
asset is used, or a significant adverse changevialt! indicate that the carrying amount of an tesgroup of assets is not recoverable. When
such events or circumstances arise, an estimadke déiture undiscounted cash flows produced byatiset, or the appropriate grouping of
assets, is compared to the asset’s carrying valdetermine if impairment exists. If the asseteétermined to be impaired, the impairment loss
is measured based on the excess of its carrying wler its fair value. Assets to be disposed efreported at the lower of their carrying value
or net realizable value.

Asset Retirement Obligations.  The Financial Accounting Standards Board'’s (“BASguidance on asset retirement obligations adses
financial accounting and reporting for obligati@ssociated with the retirement of tangible longdivassets and the associated costs. This
guidance requires the recognition of an asseeratint obligation and an associated asset retirecoshivhen there is a legal obligation
associated with the retirement of tangible longdivassets. Our network equipment is installedath buildings in which we have a lease
agreement (“Company Locations”) and at customeatlons. In both instances, the installation amdaeal of our equipment is not
complicated and does not require structural chatw#te building where the equipment is install€bsts associated with the removal of our
equipment at company or customer locations arenabérial, and accordingly, we have determinedweatio not presently have asset
retirement obligations under the FASB'’s accounginglance.
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Off-Balance Sheet Arrangements.  We have no off-balance sheet arrangement3)dings, or other relationships with unconsolidated
entities known as “Special Purposes Entities.”

Recent Accounting Pronouncements

In September 2006, the FASB issued an accountarglatd which defines fair value, establishes adwaark for measuring fair value and
expands disclosures about fair value measuremafgsadopted this standard on January 1, 2008 fofimamcial assets and financial
liabilities. On January 1, 2009, we adopted thevaue measurement requirements for nonfinarasakts and nonfinancial liabilities that are
not recognized or disclosed at fair value on amérog basis. The adoption of this standard didhreote a material impact on our financial
position or results of operations.

In December 2007, the FASB issued an accountinglata related to accounting for business combinatend related disclosures. This
standard addresses the recognition and accoumtindentifiable assets acquired, liabilities assdraed noncontrolling interests in business
combinations. The standard also expands disclasarérements for business combinations. The stanglecame effective on January 1, 2009.

In December 2007, the FASB issued an accountinglata related to accounting and reporting for thiecontrolling interest in a
subsidiary and for the deconsolidation of a sulsydiNoncontrolling interests are reported as asgp component of consolidated
stockholders’ equity, and net income allocablednaontrolling interests and net income attributdblstockholders are reported separately in
the consolidated statement of operations. Thigdstahbecame effective on January 1, 2009 and dilanee a material impact on our financial
position or results of operations.

In March 2008, the FASB issued an accounting stahddated to disclosures about derivative instmt®i@nd hedging activities. This
standard amends and enhances disclosure requireinearbvide a better understanding of how and avbhgmpany uses derivative
instruments, how derivative instruments and reléediyed items are accounted for, and their effee company’s financial position, financial
performance and cash flows. We adopted this stdrmfadanuary 1, 2009 and have included additioisalabures in our consolidated financial
statements.

In April 2008, the FASB issued an accounting staddehich provides guidance for determining the ubkkfie of an intangible asset and
the period of expected cash flows used to meakeréatr value of the asset. The adoption of trasdard on January 1, 2009 did not impact
financial position or results of operations.

In May 2008, the FASB issued an accounting stanttetdrequires the liability and equity componesftsonvertible debt instruments to
accounted for separately if the debt can be seittledsh upon conversion. Our debt could not bigeskin cash upon conversion. This standard
became effective January 1, 2009. Accordinglyrettveas no impact on our financial position or resof operations upon adoption.

In April 2009, the FASB issued an accounting staddehich affirmed that there is no change in thesueement of fair value when the
volume and level of activity for an asset or ailigbhas significantly decreased. This standdsw éentifies circumstances that indicate when
a transaction is not orderly. The adoption of gtemdard in the second quarter of 2009 had noriabitepact on our financial position and
results of operations.

In April 2009, the FASB issued an accounting staddehich requires disclosures about the fair valtifnancial instruments whenever a
public company issues financial information foreiritn reporting periods. This standard became éffed the second quarter of 2009 and did
not have a material impact on our financial positémd results of operations.

In June 2009, the FASB issued an accounting stdndlaich requires entities to disclose the dateughowhich subsequent events have
been evaluated as well as whether that date idateethe financial statements were issued or tteetba financial statements were made
available to be issued. We adopted this standatfteisecond quarter of 2009. We have evaluatesesuient events through March 17, 2010
filing of our financial statements with the Seciestand Exchange Commission.
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In June 2009, the FASB issued the FASB Accountitagn@ards Codification (“Codification”). Effectiva the third quarter of 2009, the
Codification became the single source for all atitative generally accepted accounting principl€&AAP”) recognized by the FASB and is
required to be applied to financial statementsaddor interim and annual periods ending after &apier 15, 2009. The Codification does not
change GAAP and did not impact our financial positbr results of operations.

In August 2009, the FASB issued an accounting stahtb provide clarification on measuring liabégi at fair value when a quoted pric
an active market is not available. This stand@&tchime effective for us on October 1, 2009 and dichave a significant impact on our
financial position or results of operations.

In October 2009, the FASB issued an accountingdstahthat amended the rules on revenue recogrigromultiple-deliverable revenue
arrangements. This guidance establishes a selting hierarchy for determining the selling prideaaleliverable, which is based on: (i)
vendor-specific objective evidence; (ii) third-paevidence; or (iii) estimates. This guidance abminates the residual method of allocation
and requires that arrangement consideration beaa#ld at the inception of the arrangement to diNel@bles using the relative selling price
method and also requires expanded disclosures stdnislard is effective prospectively for revenuamrgements entered into or materially
modified in fiscal years beginning on or after J&%e 2010. Early adoption is permitted. The adwoptf this standard is not expected to have
any impact on our financial position and resultepérations.

Iltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

Not applicable.
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Report of Independent Registered Public Accountindrirm

To the Audit Committee of the
Board of Directors and Shareholders of
Towerstream Corporation

We have audited the accompanying consolidated balgineets of Towerstream Corporation and Subsdiétiie “Company”) as of December
31, 2009 and December 31, 2008, and the relatesbtidated statements of operations, stockholdepsitg and cash flows for the years then
ended. These financial statements are the redplilysbf the Company’s management. Our responigibi$ to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamlaUnited States). Those stand:
require that we plan and perform the audits toiolrf@asonable assurance about whether the finasteiidments are free of material
misstatement. The Company is not required to hawewere we engaged to perform, an audit of iesriral control over financial reporting.
Our audits included consideration of internal cohtrver financial reporting as a basis for desigranidit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsaimopinion on the effectiveness of the Compaimg&rnal control over financial reporting.
Accordingly, we express no such opinion. An aatib includes examining, on a test basis, evideapgorting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, as well as evaluating the
overall financial statement presentation. We lvelighat our audits provide a reasonable basisupppinion.

In our opinion, the financial statements referredlbove present fairly, in all material respedts,¢onsolidated financial position of
Towerstream Corporation and Subsidiaries as of Deee 31, 2009 and 2008, and the consolidated sestitheir operations and their cash
flows for the years then ended, in conformity watttounting principles generally accepted in theté¢hStates of America.

As discussed in Note 2 to the consolidated findrste&ements, the Company changed the manner ichwithé.ccounts for certain convertible
debt and equity instruments (Note 6) effective dayud, 2009.

/s/ Marcum LLP

New York, New York
March 17, 2010
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TOWERSTREAM CORPORATION
CONSOLIDATED BALANCE SHEETS

As of December 31

2009 2008
Assets
Current Asset
Cash and cash equivalel $ 14,040,83 $ 24,740,26
Accounts receivable, net of allowance for doubéittounts of $88,299 and $66,649, respecti 403,07: 279,39¢
Prepaid expenses and other 258,30° 319,32!
Total Current Asset 14,702,21 25,338,99
Property and equipment, r 13,634,68 12,890,77
FCC license! 975,00( 875,00(
Other asset 190,80: 183,06:
Total Assets $ 29,502,70 $ 39,287,83
Liabilities and Stockholders’ Equity
Current Liabilities
Current maturities of capital lease obligatit $ - $ 25,34¢
Accounts payabl 1,055,80. 1,394,471
Accrued expense 1,086,25! 861,39(
Deferred revenue 1,028,95: 985,40:
Shor-term debt, net of discount of $142,€ - 2,607,39!
Deferred ren 78,88¢ 52,55«
Total Current Liabilities 3,249,90. 5,926,56
Long-Term Liabilities
Derivative liabilities 566,45: -
Deferred rent 275,18 354,07:
Total Long-Term Liabilities 841,63: 354,07
Total Liabilities 4,091,53 6,280,63!
Commitments (Note 14
Stockholders' Equit
Preferred stock, par value $0.001; 5,000,000 shard®rized; none issut - -
Common stock, par value $0.00%%0,000,000 shares authorized; 34,662,229 and 3858%hares issue
and outstanding, respective 34,66 34,58t
Additional paic-in-capital 55,127,71 54,851,75
Accumulated deficit (29,751,20) (21,879,14)
Total Stockholders' Equity 25,411,17 33,007,19
Total Liabilities and Stockholders' Equity $ 29,502,70 $ 39,287,83

The accompanying notes are an integral part of these consolidated financial statements.
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TOWERSTREAM CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended
December 31,

2009 2008
Revenue! $ 14,91543 $ 10,656,08
Operating Expense
Cost of revenues (exclusive of depreciati 3,690,08! 3,891,43
Depreciatior 4,035,26' 3,222,711
Customer support servic 2,132,96! 1,996,92
Sales and marketir 5,545,71. 7,536,15!
General and administratiy 6,943,08! 7,456,16!
Total Operating Expenses 22,347,122 24,103,39
Operating Loss (7,431,68) (13,447,31)
Other (Expense) Incorn
Interest incomt 26,60" 578,37:
Interest expens (740,409 (509,597
Loss on derivative financial instrumer (478,54, -
Other, net (1,217 1,11
Total Other (Expense) Income (1,193,56) 69,89!
Net Loss $ (8,625,25) $ (13,377,41)
Net loss per common she- basic and diluted $ (0.25) $ (0.39)
Weighted average common shares outstanding — dadidiluted 34,606,79 34,543,97

The accompanying notes are an integral part of these consolidated financial statements.
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TOWERSTREAM CORPORATION
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
For the Years Ended December 31, 2009 and 2008

Common Stock Additional Deferred
Paid-In- Consulting  Accumulated
Shares Amount Capital Costs Deficit Total

Balance at January 1, 20 34,080,05 $ 34,08( $ 53,223,03 $ (20,2000 $ (8,501,72) $ 44,735,28
Conversion of lon-term deb! 272,72 27:< 749,72 750,00(
Issuance of common stock for bonu 31,09¢ 31 21,11¢ 21,147
Cashless exercise of warra 184,93¢ 18t (18%) -
Cashless exercise of optic 19,03} 19 (29 -
Payment for fractional shares ug

cashless exercis 9 9
Stocl-based compensatic 858,09:. 858,09:
Amortization of deferred consultir
costs 20,10( 20,10(
Net loss (13,377,41) (13,377,41)
Balance at December 31, 2C 34,587,85. 34,58¢ 54,851,75 - (21,879,14) 33,007,19
Cumulative effect of change

accounting principle January 1, 20(

reclassification of equity-linked

financial instruments to derivative

liabilities (526,92) 753,19 226,26t
Issuance of common stock for bonu 32,68 32 42,49: 42,52t
Cashless exercise of optic 41,68¢ 42 (42 -
Stoclk-based compensatic 760,43 760,43
Net loss (8,625,250 (8,625,251
Balance at December 31, 2009 34,662,22 $ 34,66: $ 55,127,71 $ - $(29,751,20) $ 25,411,17

The accompanying notes are an integral part of these consolidated financial statements.
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TOWERSTREAM CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash Flows From Operating Activities

Net loss

Adjustments to reconcile net loss to net cash usegerating activities
Provision for doubtful accoun

Depreciatior

Stocl-based compensati

Non-cash interest on notes paya

Accretion of debt discour

Amortization of financing cost

Loss on sale and disposition of property and egargt

Deferred ren

Loss on derivative financial instrumel
Changes in operating assets and liabilit

Accounts receivabl

Prepaid expenses and other current a:

Accounts payabl
Accrued expense
Deferred revenue

Total Adjustments

Net Cash Used In Operating Activities

Cash Flows From Investing Activities

Acquisitions of property and equipme
Proceeds from sale of property and equipn
Acquisition of FCC licens
Change in security deposits

Net Cash Used In Investing Activities

Cash Flows From Financing Activities

Repayment of capital leas
Repayment of shc-term debt
Payment to warrant holders for fractional sharesugashless exercise

Net Cash Used In Financing Activities

Net Decrease In Cash and Cash Equivalen

Cash and Cash Equivalent— Beginning
Cash and Cash Equivalent— Ending

For the Years Ended December 3

2009 2008
$ (862525) $ (13,377,41)
78,73¢ 65,00
4,035,26 3,222,71
802,95¢( 899,33

- 73,39:

456,77 141,14
60,19: 58,25(
57,41 83,40¢
(52,55/) 133,47
478,54 -
(202,410 (159,779
82€ 477,02
(338,67 (19,499
224,86 175,81
43,54 353,89’
5,645,49: 5,504,18;
(2,979,75) (7,873,23)
(4,848,24) (7,683,85)
11,65¢ 5,70(
(100,00) (400,000()
(7,740) (17,719
(4,944 32)) (8,095,87))
(25,34¢) (47,48))
(2,750,001 -

- )

(2,775,34) (47,490
(10,699,42) (16,016,59)
24,740,26 40,756,86
$  14040,83 $  24,740,26

The accompanying notes are an integral part of these consolidated financial statements.
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TOWERSTREAM CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS — CONTINUED

For the Years Ended December 3

2009 2008
Supplemental Disclosures of Cash Flow Informatiol
Cash paid during the periods fi
Interest $ 277,38. $ 172,42
Income taxes $ 12,56: $ 11,49:
Non-cash investing and financing activitit
Conversion of lon-term debt into shares of common st $ - $ 750,00(

The accompanying notes are an integral part of these consolidated financial statements.
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TOWERSTREAM CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1. Organization and Nature of Business

Towerstream Corporation (referred to as “Towertng or the “Company”) was formed on December 1B99, and was incorporated in
Delaware. The Company provides broadband serticesmmercial customers and delivers access owdretess network transmitting over
both regulated and unregulated radio spectrume dmpany’s service supports bandwidth on demairdless redundancy, virtual private
networks (“VPNs”"),disaster recovery, bundled data and video servides Company provides service to business custométsw York City,
Boston, Chicago, Los Angeles, San Francisco, ®edtiami, Dallas-Fort Worth, Philadelphia, Providerand Newport, Rhode Island.

Note 2.  Summary of Significant Accounting Poligs

Basis of Presentation.  The consolidated financial statements have pegpared in accordance with accounting princigksserally
accepted in the United States of America for anfinahcial statements and with Form 10-K and Aetiglof Regulation S-X of the United
States Securities and Exchange Commission (“SERCiH.consolidated financial statements include tle@ants of the Company and its
wholly-owned subsidiaries. All intercompany balawesd transactions have been eliminated in corsaditl In the opinion of the Company’s
management, the accompanying consolidated finast@tments contain all the adjustments necessangiéting only of normal recurring
accruals) to present the financial position of@empany as of December 31, 2009 and 2008, anc:#uts of operations and cash flows for
the years ended December 31, 2009 and 2008.

Useof Estimates.  The preparation of financial statements in oomity with accounting principles generally accepite the United State
of America requires management to make estimatgassumptions that affect the reported amountss#ta and liabilities, the disclosure of
contingent assets and liabilities, and the amooftevenues and expenses. Actual results couldrdifbm those estimates.

Cash and Cash Equivalents.  The Company considers all highly liquid investits with a maturity of three months or less when
purchased to be cash equivalents.

Concentration of Credit Risk. ~ Financial instruments that potentially subjiet Company to significant concentrations of credk
consist of cash and cash equivalents. At timescash and cash equivalents may be uninsuredd®pgnsit accounts that exceed the Federal
Deposit Insurance Corporation (“FDIC”) insuranauaits.

The Company also had approximately $13,513,000stedein four institutional money market funds. 3&éunds are protected under the
Securities Investor Protection Corporation (“SIBCa nonprofit membership corporation which prasdimited coverage up to $500,000.

Accounts Receivable. Accounts receivable are stated at cost lesdlawance for doubtful accounts. The allowancedoubtful accounts
reflects the Company’s estimate of accounts rebévidnat will be not collected. The allowance &séd on the history of past write-offs, the
aging of balances, collections experience and numedit conditions. Amounts determined to bealiectible are written-off against the
allowance for doubtful accounts. Additions to gllewance for doubtful accounts, e.g. bad debt rspe
totaled $78,736 and $65,000 for 2009 and 2008¢ectsely. Deductions to the allowance for doub#atounts, e.g. customer write-offs,
totaled $57,087 and $75,966 for 2009 and 2008 eiely.

Derivative Financial Instruments. The Company does not use derivative instrusmenhedge exposures to cash flow, market or foreig
currency risks. The Company evaluates all ofiitarfcial instruments to determine if such instruteeme derivatives or contain features that
qualify as embedded derivatives. For derivativaficial instruments that are accounted for adliligsi the derivative instrument is initially
recorded at its fair value and is then re-valueglah reporting date, with changes in the fair@a&ported in the consolidated statements of
operations. For stock-based derivative financisfruments, the Company uses the Black-Scholesropticing model to value the derivative
instruments at inception and on subsequent valuatides. The classification of derivative instratseincluding whether such instruments
should be recorded as liabilities or as equitgvialuated at the end of each reporting period.ivBtve liabilities are classified in the balance
sheet as current or non-current based on whethestaret-cash settlement of the instrument coulceeired within 12 months of the balance
sheet date.
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TOWERSTREAM CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — CONTIN UED

Property and Equipment. Property and equipment are stated at cost anddaaquipment, installation costs and materials.r&sation i
calculated on a straight-line basis over the ed@chaseful lives of the assets. Leasehold improvesnare amortized over the lesser of the
useful lives or the term of the respective leasstwerk, base station and customer premise equiparerdepreciated over estimated useful
lives ranging from 5 to 7 years; furniture, fixtarand office equipment from 5 to 7 years; competgripment from 3 to 5 years; and system
software over 3 years.

Expenditures for maintenance and repairs, whichatgenerally extend the useful life of the assats,charged to expense as incurred.
Gains or losses on disposal of property and equipiere reflected in general and administrative agps in the statement of operations.

FCC Licenses. Federal Communications Commission (“FCC”) lises are initially recorded at cost and are consitier be intangible
assets with an indefinite life because the Compsiaple to maintain the license indefinitely asg@s it complies with certain FCC
requirements. The Company intends to maintain diamge with such requirements. The Financial AcecmgnStandards Board’s (“FASB”)
guidance on goodwill and other intangible assettestthat an asset with an indefinite useful §faat amortized. However, as further desci
in the next paragraph, these assets are reviewrdhliy for impairment.

Long-Lived Assets. Long-lived assets consist primarily of propeatyd equipment, and FCC licenses. Long-lived assetseviewed
annually for impairment, or whenever events orwinstances indicate their carrying value may naelseverable. Conditions that would res
in an impairment charge include a significant dexiin the market value of an asset, a significaahge in the extent or manner in which an
asset is used, or a significant adverse changevihatl indicate that the carrying amount of an aesgroup of assets is not recoverable. When
such events or circumstances arise, an estimadke déiture undiscounted cash flows produced byatiset, or the appropriate grouping of
assets, is compared to the asset’s carrying valdetermine if impairment exists. If the assetasedmined to be impaired, the impairment loss
is measured based on the excess of its carrying \ler its fair value. Assets to be disposed @f@ported at the lower of their carrying value
or net realizable value.

The Company has determined that there were no impats of its property and equipment or its FC@r&es during the years ended
December 31, 2009 and 2008.

The FASB’s guidance on asset retirement obligatamdresses financial accounting and reporting lidigations associated with the
retirement of tangible long-lived assets and tlemaisited costs. This guidance requires the retiogrof an asset retirement obligation and an
associated asset retirement cost when there gahdbligation associated with the retirement ofyible long-lived assets. The Company’s
network equipment is installed on both buildingsvimich the Company has a lease agreement (“Comilpacgtions”) and at customer
locations. In both instances, the installation erdoval of the Compang’equipment is not complicated and does not regtiitetural change
to the building where the equipment is install&bsts associated with the removal of the Compaeylspment at company or customer
locations are not material, and accordingly, thenGany has determined that it does not presentlg haset retirement obligations under the
FASB's accounting guidance.

Fair Value of Financial Instruments. In January 2008, the Company adopted the pandsdf the FASB’s guidance for fair value
measurements which defines fair value for accogmiirposes, establishes a framework for measugingdlue and expands disclosure
requirements regarding fair value measurementop#oh did not have a material impact on the cadatéd financial statements. Fair valu
defined as an exit price, the amount that wouldeoeived upon the sale of an asset or paid upotrahsfer of a liability in an orderly
transaction between market participants at the areagent date. The degree of judgment utilized éasaring the fair value of assets and
liabilities generally correlates to the level ofgimg observability. Financial assets and liakgftwith readily available, actively quoted price
for which fair value can be measured from activgglpted prices in active markets generally have mdng observability and require less
judgment in measuring fair value. Conversely, fiitial assets and liabilities that are rarely tradedot quoted have less price observab
and are generally measured at fair value usingatialn models that require more judgment. Theseatan techniques involve some level of
management estimation and judgment, the degredichvis dependent on the price transparency oésset, liability or market and the nature
of the asset or liability. The Company has categarits financial assets and liabilities measwaefhir value into a three-level hierarchy in
accordance with the FASB'’s guidance. See Notef 3 further discussion regarding the Company’ssaeanent of financial assets and
liabilities at fair value.

33




TOWERSTREAM CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS- CONTINU ED

Income Taxes. Income taxes are accounted for under the asskliability method. Deferred tax assets andillisds are recognized for
the future tax consequences attributable to diffeee between the financial statement carrying amsaafrexisting assets and liabilities and
their respective tax bases, and operating lossaandredit carryforwards. Deferred tax assetslefulities are measured using enacted tax
rates expected to apply to taxable income in tleesym which those temporary differences are exgoettt be recovered or settled. The effect
on deferred tax assets and liabilities of a changax rates is recognized in operations in théopeenacted. A valuation allowance is provided
when it is more likely than not that a portion trcd a deferred tax asset will not be realizecheTultimate realization of deferred tax assets is
dependent upon the generation of future taxableniecand the reversal of deferred tax liabilitiesryithe period in which related temporary
differences become deductible. The benefit of @sitpns taken or expected to be taken in the Caoryipancome tax returns are recognized in
the consolidated financial statements if such pomsstare more likely than not of being sustained.

Segment Information. The FASB has established standards for reportifogritation on operating segments of an enterprisetérim anc
annual financial statements. The Company openatese segment which is the business of broadbandces. The Company’s chief
operating decision-maker reviews the Company’s apey results on an aggregate basis and manag&othpany’s operations as a single
operating segment.

Revenue Recognition.  The Company normally enters into contractuaéaments with its customers for periods rangingvbeh one to
three years. The Company recognizes the totahtevprovided under a contract ratably over therashperiod, including any periods under
which the Company has agreed to provide services abst. The Company applies the revenue redogrptinciples set forth under SEC
Staff Accounting Bulletin 104, (“SAB 104%hich provides for revenue to be recognized whepdisuasive evidence of an arrangement e
(i) delivery or installation has been completdd) the customer accepts and verifies receipt, @ndcollectability is reasonably assured.

Deferred Revenues.  Customers are billed monthly in advance. Deférevenues are recognized for that portion afitmyg charges not
yet earned as of the end of the reporting perDeferred revenues are also recognized for certastomers who pay for their services
advance.

Advertising Costs. The Company charges advertising costs to expenseased. Advertising costs for the years endedddeber 31,
2009 and 2008 were approximately $789,000 and $863respectively, and are included in sales andtetiag expenses in the statements of
operations.

Stock-Based Compensation.  The Company accounts for stock-based awardeds® employees in accordance with FASB
guidance. Such awards primarily consist of optimngurchase shares of common stock. The fair vaflis¢ock-based awards is determined on
the grant date using a valuation model. The faiue is recognized as compensation expense, estiofated forfeitures, on a straight line
basis over the service period, which is normallyvhsting period.

Basic and Diluted Net Loss Per Share. Basic and diluted net loss per share has beenlatdd by dividing net loss by the weighted
average number of common shares outstanding dtiréhgeriod. All potentially dilutive common shatesve been excluded since their
inclusion would be anti-dilutive.

The following common stock equivalents were exctuffem the computation of diluted net loss per camrshare because they were anti-
dilutive. The exercise of these common stock eajaivts would dilute earnings per shares if the Gomggbecomes profitable in the future.
exercise of the outstanding stock options and wésreould generate proceeds up to approximately2$Z000.

Years Ended December 31

2009 2008
Stock Options 3,738,63! 3,335,79.
Warrants 4,332,31! 4,332,311
Convertible deb - 1,000,00:
Total 8,070,94 8,668, 10.
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TOWERSTREAM CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS- CONTINU ED

Reclassifications.  Certain accounts in the prior year consoliddirgahcial statements have been reclassified forparative purposes to
conform to the presentation in the current yeasobdated financial statements. These reclassifica have no effect on the previously
reported net loss.

Recent Accounting Pronouncements.  In September 2006, the FASB issued an accountarglatd which defines fair value, establishes a
framework for measuring fair value and expandsld&oes about fair value measurements. The Comaadopted this standard on January 1,
2008 for its financial assets and financial ligkgk. On January 1, 2009, the Company adoptefathealue measurement requirements for
nonfinancial assets and nonfinancial liabilitiestthre not recognized or disclosed at fair valua o&curring basis. The adoption of this
standard did not have a material impact on the Gmy’g financial position or results of operatioriRefer to Note 13 for additional discussion
on fair value measurements.

In December 2007, the FASB issued an accountinglata related to accounting for business combinatend related disclosures. This
standard addresses the recognition and accoumtindentifiable assets acquired, liabilities assdraed noncontrolling interests in business
combinations. The standard also expands disclasarérements for business combinations. The stanglecame effective on January 1, 2009.

In December 2007, the FASB issued an accountimglata related to accounting and reporting for thiecentrolling interest in a
subsidiary and for the deconsolidation of a sulasydiNoncontrolling interests are reported as asgp component of consolidated
stockholders’ equity, and net income allocablednaontrolling interests and net income attributdblstockholders are reported separately in
the consolidated statement of operations. Thigdst@ahbecame effective on January 1, 2009 and dilanee a material impact on the
Company’s financial position or results of operaio

In March 2008, the FASB issued an accounting stahddated to disclosures about derivative instmt®i@nd hedging activities. This
standard amends and enhances disclosure requietngarbvide a better understanding of how and avbgmpany uses derivative
instruments, how derivative instruments and reléedged items are accounted for, and their effeet company’s financial position, financial
performance and cash flows. The Company adoptedstandard on January 1, 2009 and has includet@udidisclosures in its consolidated
financial statements.

In April 2008, the FASB issued an accounting staddehich provides guidance for determining the ubkkfie of an intangible asset and
the period of expected cash flows used to meakeréatr value of the asset. The adoption of trasdard on January 1, 2009 did not impact
Company’s financial position or results of operatio

In May 2008, the FASB issued an accounting stanttetdrequires the liability and equity componesftsonvertible debt instruments to
accounted for separately if the debt can be seittledsh upon conversion. The Company’s debt coatde settled in cash upon
conversion. This standard became effective JanLig2909. Accordingly, there was no impact onGleenpany’s financial position or results
of operations upon adoption.

In April 2009, the FASB issued an accounting staddehich affirmed that there is no change in thesueement of fair value when the
volume and level of activity for an asset or ailigbhas significantly decreased. This standdsd adentifies circumstances that indicate when
a transaction is not orderly. The adoption of #tandard in the second quarter of 2009 had neriakimpact on the Company'’s financial
position and results of operations.

In April 2009, the FASB issued an accounting staddehich requires disclosures about the fair vafiénancial instruments whenever a
public company issues financial information foreiritn reporting periods. This standard became effed the second quarter of 2009 and did
not have a material impact on the Company’s fir@rmbsition and results of operations.

In June 2009, the FASB issued an accounting stdnalaich requires entities to disclose the dateubhowhich subsequent events have
been evaluated as well as whether that date idateethe financial statements were issued or tteetba financial statements were made
available to be issued. The Company adopted thiglard in the second quarter of 2009. The Compagyevaluated subsequent events
through the March 17, 2010 filing of its financ&htements with the SEC.

In June 2009, the FASB issued the FASB Accountitagn@ards Codification (“Codification”). Effective the third quarter of 2009, the
Codification became the single source for all atitative generally accepted accounting principl€XAP") recognized by the FASB and is
required to be applied to financial statementsaddor interim and annual periods ending after &apier 15, 2009. The Codification does not
change GAAP and did not impact the Company’s firergosition or results of operations.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS- CONTINU ED

In August 2009, the FASB issued an accounting stahtb provide clarification on measuring liabdsi at fair value when a quoted pric
an active market is not available. This standa&chime effective for the Company on October 1, 2068did not have a significant impact on
the Company’s financial position or results of @Giems.

In October 2009, the FASB issued an accountingdstahthat amended the rules on revenue recogrigiomultiple-deliverable revenue
arrangements. This guidance establishes a sglting hierarchy for determining the selling prideaaleliverable, which is based on: (i)
vendor-specific objective evidence; (i) third-paevidence; or (iii) estimates. This guidance abminates the residual method of allocation
and requires that arrangement consideration beaa#ld at the inception of the arrangement to diNVelables using the relative selling price
method and also requires expanded disclosuresstdniglard is effective prospectively for revenuargements entered into or materially
modified in fiscal years beginning on or after J05e 2010. Early adoption is permitted. The adoptf this standard is not expected to have
any impact on the Company'’s financial position aeglilts of operations.

Note 3. Property and Equipment, net
The Company’s property and equipment, net is cosedrof:

December 31

2009 2008

Network and base station equipm $ 13,282,56 $ 11,075,63
Customer premise equipme 9,324,44. 7,079,091
Furniture, fixtures and equipme 1,525,98 1,525,98I
Computer equipmet 610,84° 559,64!
System softwar 819,30! 789,81(
Leasehold improvemen 775,42( 775,42(

26,338,56 21,805,58
Less: accumulated depreciati 12,703,87 8,914,80.

$ 13,634,68 $ 12,890,77

Depreciation expense for the years ended Decembh&@0®9 and 2008 was $4,035,267 and $3,222,7 Iigectgely. The Company sold or
wrote-off property and equipment with $315,264 a$tcand $246,192 of accumulated depreciation ®#&ar ended December 31, 2009. The
Company sold or wrote-off property and equipmernhwil87,485 of cost and $98,375 of accumulatedetégion for the year ended
December 31, 2008.

Property held under capital leases included withe@\Company’s property and equipment consistsefdhowing:

December 31

2009 2008
Network and base station equipm $ 168,44. $ 168,44:
Less: accumulated depreciation 130,51! 106,09¢

$ 37,92¢ $ 62,34:

The Company wrote-off property and equipment urtdpital leases with $26,261 of cost and $25,38&cotimulated deprecation during
the year ended December 31, 2008.
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Note 4. Accrued Expenses
Accrued expenses consist of the following:

December 31

2009 2008

Payroll and relate $ 430,36( $ 510,60t
Penalties 95,72¢ 149,97¢
Interest - 55,00(
Rent 8,90( 50,14¢
Marketing 79,02¢ -
Property and equipme 140,56t -
Professional service 157,15 17,95!
Other 174,52¢ 77,70¢

Total $ 1,086,25 $ 861,39(

Note 5. Debt

In January 2007, the Company issued $3,500,008w$éhior convertible debentures (the “Debentuje3he Debentures matured on
December 31, 2009 and were convertible, in whol@ part, into shares of common stock at an ing@version price of $2.75 per share. In
addition, holders of the Debentures received wasrampurchase an aggregate of 636,364 sharesyohoa stock at an exercise price of $4.00
per share and warrants to purchase an aggregé86#64 shares of common stock at an exercise pfi$6.00 per share. These warrants are
exercisable until January 2012 and were calculasén the Black-Scholes option pricing model. Thecpeds were allocated between the
warrants ($526,927) and the Debentures ($2,973)888d on their relative fair values. The initthscounted carrying value of the Debenti
of $2,973,073 was accreted to the maturity valuer dive term of the Debentures. The amount of &icereecorded in each period was
recognized as non-cash interest expense. Intefpshse totaled $676,778 during 2009 and includ@® $®0 associated with the 8% coupon
and $456,778 associated with the accretion of ibmodnt. Interest expense totaled $361,689 d@d@ and included $220,548 associated
with the 8% coupon and $141,141 associated witlaticeetion of the discount.

In January 2008, a Debenture holder converted $880yf Debentures into common stock at a converngitme of $2.75 per share result
in the issuance of 272,727 shares of common stdblk. carrying value of the Debentures on the dat®wversion was
$676,607. Accordingly, the Company recognizedrémeaining debt discount of $73,393 as non-cashdatexpense in connection with the
conversion.

On December 31, 2009, the maturity date, the Compaid $2,750,000 to the holder of all outstandd®pentures.

In connection with the Debentures, the Companyrirecliplacement agent fees totaling approximate0§100 and issued placement
agent warrants to purchase up to 63,636 sharesnofon stock at an exercise price of $4.50 per sfidre warrants are exercisable for five
years and were valued at $34,750 using the I-Scholes pricing model. These financing costs waenertized ratably through December 31,
2009.

Note 6. Derivative Liabilities

In June 2008, the FASB issued an accounting stdrreééated to the accounting for derivative finahgiatruments indexed to a company’'s
own stock. Under this standard, instruments whlicimot have fixed settlement provisions are deetode derivative instruments. The
conversion feature of the Company’s Debentures tla@dvarrants issued with the Debentures, do neg fimed settlement provisions because
their conversion and exercise prices, respectivady be lowered if the Company issues securitiésver prices in the future. The Company
was required to include the reset provisions ireotd protect the Debenture holders from the pa@kdilution associated with future
financings. In accordance with this standard cibveversion feature of the Debentures was sepafiatedthe host contract, the Debenture, and
recognized as an embedded derivative instrumeath e conversion feature of the Debenture andviireants have been re-characterized as
derivative liabilities. The fair value of theselilities are re-measured at the end of every rémpperiod with the change in value reported in
the statement of operations.
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The derivative liabilities were valued using th@&kt-Scholes option pricing model and the followasgumptions:

December 31 January 1, January 18,
2009 2009 2007

Debenture conversiofeature:

Risk-free interest rat 0% 0.4% 4.7%

Expected volatility 0% 74% 60%

Expected life (in years 0 1 3

Expected dividencyield - - -
Warrants:

Risk-free interest rat 1.1% 1.C% 4.7%

Expected volatility 86% 74% 60%

Expected life (in years 2 3 3

Expected dividencyield - - -
Fair value:

Debenture conversiofeature $ - % 11,83¢ % 856,02

Warrants $ 566,45. $ 76,06¢ $ 620,31¢

The risk-free interest rate was based on ratebledtad by the Federal Reserve. Effective in ttet §uarter of 2008, the Company based
expected volatility on the historical volatilityrfits common stock. Previously, the Company’smeated volatility was based on the volatility
of publicly-traded peers. The expected life of Brebentures’ conversion option was based on thenityabf the Debentures and the expected
life of the warrants was based on their full terfthe expected dividend yield was based upon thettiat the Company has not historically
dividends, and does not expect to pay dividendserfuture.

This new standard was implemented in the first guarf 2009 and is reported as the cumulative efi€a change in accounting
principle. The cumulative effect on the accounfiogthe conversion feature and the warrants aaofiary 1, 2009 was as follows:

Derivative Additional Accumulated Derivative

Instrument Paid-In-Capital Deficit Liability Debenture
Conversion featur $ - $ (277,53) $ (11,839 $ 289,36
Warrants $ 526,927 $ (475,669 $ (76,069 $ 24,80+
Total $ 526,92° $ (753,19) $ (87,907 $ 314,17:

The warrants were originally recorded at theirtreéafair value as an increase in additional paigtapital. Changes in the accumulated
deficit include $635,241 of interest expense asdediwith the accretion of additional discount ggdeed on the Debenture and $1,388,434 in
gains resulting from decreases in the fair valuthefderivative liabilities through December 31080 The derivative liability amounts reflect
the fair value of each derivative instrument athefJanuary 1, 2009 date of implementation. ThieeD&Ire amounts represent the additional
discount recorded upon adoption of this new stahdahis discount was recognized in 2009 as additimterest expense.

On December 31, 2009, the Company repaid the Delent Therefore, as of December, 31, 2009, thasene value associated with the
debenture conversion feature.
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Note 7. Capital Stock

The Company is authorized to issue 5,000,000 sludneeferred stock at a par value of $0.001. &heere no issuances of preferred s
as of December 31, 2009 and 2008, respectively.

The Company is authorized to issue 70,000,000 stlafreommon stock at a par value of $0.001. Thddrslof common stock are entitled
to one vote per share. The holders of common sicelentitled to receive ratably such dividendany, as may be declared by the board of
directors out of legally available funds. Upon lidgtion, dissolution or winding-up, the holderstioé Company’s common stock are entitled to
share ratably in all assets that are legally alkiléor distribution. The holders of the Compangtsnmon stock have no preemptive,
subscription, redemption or conversion rights. Tights, preferences and privileges of holders ef@ompany’s common stock are subject to,
and may be adversely affected by, the rights ohtilders of any series of preferred stock, whicly imadesignated solely by action of the
board of directors and issued in the future.

In 2009, 32,687 shares of common stock were isguegecutive officers as part of their quarterlypbses. The Company recognized
compensation expense totaling $42,525, which repted the fair value of the shares on the datssofance.

During 2009, stock options were exercised by curoefiormer employees to purchase a total of 144 dfishares. These options were
exercised on a cashless basis resulting in thanssuof 41,688 shares. Under a cashless exettoeskolder uses a portion of the shares that
would otherwise be issuable upon exercise, ratfgr tash, as consideration for the exercise. Mwaat of net shares issuable in connection
with a cashless exercise will vary based on theatse price of the option or warrant compared ®dhrrent market price of the Company’s
common stock on the date of exercise.

During 2008, two former employees exercised optiorsurchase a total of 185,705 shares. The optigre exercised on a cashless
exercise basis resulting in the issuance of 199b@res. Also in 2008, two former employees exedcigarrants to purchase a total of 251,717
shares. The warrants were exercised on a cagdessse basis resulting in the issuance of 184s938es.

In 2008, 31,099 shares of common stock were isguegecutive officers as part of their quarterlywbses. The Company recognized
compensation expense totaling $21,147, which repted the fair value of the shares on the datssofance.

Note 8. Share-Based Compensation

The Company uses the Black-Scholes valuation ntodedlue options granted to employees, directodscmsultants. Compensation
expense, including the effect of forfeitures, isagnized over the period of service, generallyvigting period. Stock-based compensation for
the amortization of stock options granted underGbepany’s stock option plans totaled $760,431%8%8B,092 for the years ended December
31, 2009 and 2008, respectively. Stock-based cosgtion for the amortization of stock-based coisyitees totaled $20,100 for the year
ended December 31, 2008. Stock-based compensaiimciuded in general and administrative expeirséise accompanying consolidated
statements of operations.

The unamortized amount of stock options expensedf@g,556 as of December 31, 2009 which will begaized over a weighted-
average period of 1.57 years. There were no un@adrstock-based consulting fees as of Decembe2®19.

The fair values of stock option grants were catimdan the dates of grant using the Black-Schgiism valuation model and the
following weighted average assumptions:

Years Ended December 31

2009 2008
Risk-free interest rat 0.2%- 2.£% 1.7%- 3.4%
Expected volatility 79%- 88% 74%- 98%
Expected life (in years 0.1-6.€ 5-6.5
Expected dividend yiel 0% 0%
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The risk-free interest rate is based on rates kst by the Federal Reserve. The Company’s eggedilatility was based upon the
historical volatility for its common stock. Thepected life of the Company’s options was determimgidg the simplified method as a result of
its historical data. The dividend yield is basgdmthe fact that the Company has not historiqadligl dividends, and does not expect to pay
dividends in the future.

The Company recorded additional stock-based conapiensrelated to the issuance of common stock éx@tkve officers as a part of their

bonus programs, which totaled $42,525 and $21,ad#hé years ended December 31, 2009 and 200&atbsgly. Total shares issued to
executive officers were 32,687 and 31,099 for thary ended December 31, 2009 and 2008, respectively

Note 9. Employee Benefit Plan

The Company has established a 401(k) retirement((®1(k) plan”) which covers all eligible emplog®who have attained the age of
twenty-one and have completed 30 days of employméhtthe Company. The Company can elect to magctowa certain amount of
employees’ contributions to the 401(k) plan. Naéoger contributions were made during the yearsedrdecember 31, 2009 and 2008.

Note 10. Income Taxes

The provision for income taxes using the statuteggeral tax rate as compared to the Company’staféetax rate is summarized as
follows:

For the Years Ended December 31

2009 2008
Federal statutory ra (34.0% (34.0%
State taxe (6.00% (6.0%
Permanent difference 3.S% 0.C%
Valuation allowance 36.1% 40.(%
Effective tax rate 0.C% 0.C%

The Company files income tax returns for Towerstré&zorporation and its subsidiaries in the Uniteat&t with the Internal Revenue
Service and with various state jurisdictions. A®ecember 31, 2009, the tax returns for Towerstr€orporation for the years 2006 through
2009 remain open to examination by the InternaledRee Service and various state authorities.

Deferred tax assets (liabilities) consist of thikofeing:

For the Years Ended December 31

2009 2008
Net operating loss carryforwa $ 11,13491 $ 7,939,89.
Stocl-based compensatic 894,42( 608,55¢
Allowance for doubtful accoun 35,32( 26,66(
Other 16,19¢ 16,76¢
Deferred tax asse 12,080,84 8,591,87.
Depreciatior (1,301,22) (947,377
FCC licenses (54,55¢) (28,779
Deferred tax liabilitie: (1,355,77) (976,15()
Net deferred tax asse 10,725,06 7,615,72.
Valuation allowanct (10,725,06) (7,615,72)
Net $ - $ -
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Accounting for Uncertainty in Income Taxes

Effective January 1, 2007, the Company adoptedr&®B’s guidance on accounting for uncertainty ioome taxes. In accordance with
this guidance, interest costs and related penaklated to unrecognized tax benefits are requivdek calculated, if applicable. No interest and
penalties were recorded during the years endedrbleee31, 2009 and 2008, respectively. As of Deaarth, 2009 and 2008, no liability for
unrecognized tax benefits was required to be rexbrd

NOL Limitations

The Company’s utilization of NOL carryforwards ighgect to an annual limitation due to ownershiprges that have occurred previously
or that could occur in the future as provided ioti®a 382 of the Internal Revenue Code of 1986yalsas similar state and foreign
provisions. In general, an ownership change, ésateby Section 382, results from transactionsdgasing the ownership of certain
stockholders or public group in the stock of a cogbion by more than fifty percentage points ovéirae-year period. Since its formation, the
Company has raised capital through the issuancepifal stock and various convertible instrumeniéclv, combined with the purchasing
shareholders’ subsequent disposition of these shas resulted in an ownership change as defin&kbtion 382, and also could result in an
ownership change in the future upon subsequenosiispn.

The annual NOL limitation is determined by first ltiplying the value of the Company’s stock at thmee of ownership change by the
applicable long-term tax exempt rate, and could the subject to additional adjustments, as requikeg limitation may result in expiration of
a portion of the NOL carryforwards before utilizati

The Company has not utilized any of its NOL carryfards as it has never reported taxable income Admpany has applied a full
valuation allowance against deferred tax asseasaelto its NOL carryforwards. Federal NOLs widin expiring in 2027. State NOLs will
begin expiring in 2012.

Valuation Allowance

In assessing the realizability of deferred tax @ssbe Company has considered whether it is nikeé/Ithan not that some portion or all
the deferred tax assets will not be realized. Titimate realization of deferred tax assets is ddpahupon the generation of future taxable
income during the periods in which those tempodiffgrences become deductible. In making this daeteation, under the applicable financial
reporting standards, the Company is allowed toidenshe scheduled reversal of deferred tax lifedj projected future taxable income, and
tax planning strategies. A full valuation allowars been recorded for the deferred tax assetdsmbmof December 31, 2009 and 2008. The
change in valuation allowance was $3,109,343 an@485322, respectively for the years ended Dece®ibe2009 and 2008. A valuation
allowance will be maintained until sufficient pagé evidence exists to support the reversal of@oryion or all of the valuation allowance, net
of appropriate reserves.

Note 11. Stock Option Plans

In January 2007 the Company adopted the 2007 EQaitgpensation Plan (the “2007 Plan™). The 200&nRprovides for the issuance of
options, stock appreciation rights, restricted lstoestricted stock units, bonus shares and didd=uivalents to officers and other employees,
consultants and directors of the Company. Thée mtaber of shares of common stock issuable uride2007 Plan is 2,403,922. A total of
2,315,402 stock options or common stock has besreisunder the 2007 Plan as of December 31, 2009.

In May 2007, the Board of Directors approved thepithn of the 2007 Incentive Stock Plan which pdea for the issuance of up to
2,500,000 shares of common stock in the form obogtor restricted stock (the “2007 Incentive &&tan”). The 2007 Incentive Stock Plan
was approved by the Company’s stockholders in M¥372A total of 1,352,419 stock options or commtmtk has been issued under the 2007
Incentive Stock Plan as of December 31, 2009.

Options granted under both the 2007 Plan and tB& Rtcentive Plan have terms up to ten years améxrcisable at a price per share not

less than the fair market value of the underlyioghmon stock on the date of grant. The total nunosbshares of common stock that remain
available for issuance as of December 31, 2009nthée2007 Plan and the 2007 Incentive Stock Ptembined is 1,236,101 shares.
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In August 2008, the Company’s stockholders apprdaledadoption of the 2008 Non-Employee Directors@ensation Plan (the “2008
Directors Plan”). Under the 2008 Directors Plamaggregate of 1,000,000 shares have been redenisduance. As of December 31, 2009,
200,000 shares have been issued under this plption® granted under the 2008 Directors Plan hareg of up to five years and are
exercisable at a price per share equal to therfaiket value of the underlying common stock ondate of grant.

Transactions under the stock option plans duriegytrars ended December 31, 2009 and 2008 werd@gso

Weighted

Number of Average
Options Exercise Price
Outstanding as of January 1, 2( 2,328,06 $ 2.0¢
Granted during 200 1,261,03: 1.2¢€
Exercisec (185,709 1.4%
Forfeited /expirec (67,60.) 1.7C
Outstanding as of December 31, 2( 3,335,79. $ 1.8Z
Granted during 200 690,52¢ 0.8¢
Exercisec (144,17 1.27
Forfeited /expired (143,50 1.27
Outstanding as of December 31, 2009 3,738,631 $ 1.6¢

The weighted average fair value of the options @@uduring 2009 and 2008 were $0.58 and $0.92¢entisply.

The following table summarizes information concagnoutstanding and exercisable stock options &eoémber 31, 2009:

Options Outstanding Options Exercisable
Weighted Weighted
Average Weighted Weighted Average
Range of Remaining Average Proceeds Average Remaining
Exercise Number Contractual Exercise Upon Intrinsic Number Exercise Contractual Intrinsic
Prices Outstanding Life (years) Price Exercise Value Exercisable Price Life (years) Value
$0.6¢-$0.78 1,182,33: 6.9¢ $ 0.7t % 882,79¢ $ 1,410,92! 739,00 $ 0.7¢ 6.4¢ $ 875,49:
$0.9%-$1.22 570,38t 6.3¢ 1.1€ 662,04( 444,50¢ 550,38t 1.17 6.24 424,30¢
$1.32-$1.45 1,218,30! 5.8¢2 1.42 1,733,84i 629,67: 984,97! 1.42 5.2C 504,50:
$1.61 75,00( 9.84 1.61 120,75( 24,75( - - - -
$2.0(-$2.25 347,61: 7.6 2.11 733,59¢ - 212,42: 2.1€ 7.4%
$3.70 135,00( 7.4¢ 3.7C 499,50( - 90,00( 3.7¢ 7.4¢
$7.05 135,00( 7.3t 7.0t 951,75( - 90,00( 7.0 7.3t
$9.74 75,00( 2.12 9.74 730,50( - 75,00( 9.74 2.12 -
3,738,63i 6.5 $ 16¢ $ 6,314,78 $ 2,509,85! 2,741,78. $ 1.74 6.2z $ 1,804,30

The intrinsic value is calculated as the differeneeveen the closing price of the Company’s comstook at December 31, 2009, which
was $1.94 per share, and the exercise price aftiens.

The number of shares issuable upon the exercisatsfanding options, and the proceeds upon theiseeof such options, will be lower if
an option holder elects to exercise on a cashlasis.b
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Note 12. Stock Warrants

The Company has issued warrants to purchase shfatesxmon stock which expire at various dates tghodune 2012.

Changes in warrants outstanding for the years ebeéegmber 31, 2009 and 2008 were as follows:

Weighted

Number of Average
Warrants Exercise Price
Warrants outstanding as of January 1, 2 4,672,32! $ 4.34
Exercised during 200 (251,71) 0.7t
Forfeited/expirec (88,299 1.27
Warrants outstanding as of December 31, 2 4,332,311 4.61
Exercised during 200 - -
Forfeited/expired - -
Warrants outstanding as of December 31, 2009 4,332,311 $ 4.61

The following table summarizes information conceghoutstanding and exercisable warrants as of DieeeB1, 2009:
Warrants Outstanding Warrants Exercisable

Weighted Weighted

Average Weighted Weighted Average

Remaining Average Proceeds Average Remaining

Range of Exercise Number Contractual Exercise Upon Number Exercise Contractual

Prices Outstanding Life (years) Price Exercise Exercisable Price Life (years)
$4.00 936,36: 217 $ 400 $ 3,745,451 936,36: $ 4.0C 2.17
$4.50 2,759,58; 2.0¢ 4.5( 12,418,11 2,759,58; 4.5( 2.0¢
$6.00 636,36: 2.0¢ 6.0C 3,818,18 636,36: 6.0C 2.0¢
4,332,311 206 $ 461 $ 19,981,75 433231 $ 4.61 2.0€

There is no intrinsic value associated with the @any’s warrants outstanding or exercisable as aebBwer 31, 2009.

The number of shares issuable upon the exercigatsfanding warrants, and the proceeds upon theisgef such warrants, will be low
if a warrant holder elects to exercise on a cashesis.

Note 13. Fair Value Measurement

Valuation Hierarchy

The FASB’s accounting standard for fair value measients establishes a valuation hierarchy for d&seke of the inputs to valuation used
to measure fair value. This hierarchy prioritiles inputs into three broad levels as follows. dlevinputs are quoted prices (unadjusted) in
active markets for identical assets or liabilitie®vel 2 inputs are quoted prices for similar éss@d liabilities in active markets or inputs that
are observable for the asset or liability, eitheectly or indirectly through market corroboratidor substantially the full term of the financial
instrument. Level 3 inputs are unobservable inpated on the Company’s own assumptions used teureeassets and liabilities at fair
value. A financial asset or liability’classification within the hierarchy is determireed on the lowest level input that is signifidarthe fail
value measurement.
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The following table provides the assets and liibgicarried at fair value measured on a recutvangjs as of December 31, 2009:

Fair Value Measurements at December 31, 20(
Quoted prices Significant

Total Carrying in active other Significant
Value at Decembe  markets observable unobservable
31, 200¢ (Level 1) inputs (Level 22 inputs (Level 3
Cash and cash equivalel $ 14,040,83 $ 14,040,83 $ - $ =
Derivative liabilities $ 566,45. $ - $ - $ 566,45:

Cash and cash equivalents are measured at fa& ualog quoted market prices and are classifiekinvitevel 1 of the valuation
hierarchy. The carrying amounts of accounts red#@; accounts payable and accrued liabilities@pprate their fair value due to their short
maturities. The derivative liabilities are measlat fair value using quoted market prices andregtd volatility factors, and are classified
within Level 3 of the valuation hierarchy. Therer&/@o changes in the valuation techniques durirsg gaded December 31, 2009.

The following table sets forth a summary of therges in the fair value of our Level 3 financiabiliities that are measured at fair value
a recurring basis:

Years Ended December 31

2009 2008
Beginning balanc $ - $ -
Net unrealized loss on derivative financial instamnts (478,54 -
Ending balance $ (478,54) $ -

The aggregate fair value of the derivative lialEtmeasured on January 1, 2009 was $87,907.
Note 14. Commitments and Contingencies

Lease Obligations. The Company has entered into operating leadated to roof rights, cellular towers, office spaand equipment
leases under various non-cancelable agreementsrexffirough March 2019.

As of December 31, 2009, total future lease commitim were as follows:

Year Ending December 31

201C $ 2,933,66:
2011 2,602,73!
201z 2,410,03.
201z 1,601,14.
2014 739,19:
Thereafte 1,120,13!

$_11,406,90

Rent expense for the years ended December 31,8@02008 totaled approximately $2,614,000 and $00®, respectively.

In March 2007, the Company entered into a leaseesgent for its corporate offices (the “Original 8g3. In August 2007, the Company
signed a lease amendment adding approximately @s@@are feet (the “Additional Space”) and extegdhre lease term. The new lease term
commenced in October 2007 and terminates six earsthe date of commencement with an option t@vefor an additional five-year
term. The Compang’annual rent payments totaled approximately $%®Y7i 2009 and will remain at that level throughfery 2010, befor
increasing to approximately $558,000 through Ma¥2@nd approximately $590,000 through the enti@i¢ase.
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The landlord provided the Company with certain imtoees as an inducement to enter the lease agreemehese incentives included (i)
allowance of $163,330 for leasehold improvementtherOriginal Space, (ii) an allowance of $200,8¥0easehold improvements on the
Additional Space, and (iii) an initial six-monthntefree period on half of the Additional Space.akeholdmprovements funded by the landl
have been (i) capitalized and are being amortized the remaining lease term and (ii) recognizededsrred rent and amortized over the term
of the lease. The economic value of the rent{iieréod is being amortized ratably over the terrntheflease.

Other Commitments and Contingencies. One of the purchase agreements related to F@@des includes a contingent payment of
$275,000, depending on the status of the licentietive FCC, and whether the Company has obtaingeagl to broadcast terrestrially in the
3650 to 3700 MHz band. The contingent paymentihes the issuance of common stock with a valuea@5®00 (due in May 2011).

Note 15. Subsequent Events

On March 14, 2010, the Company entered into art assehase agreement with Sparkplug Communicationg“the Seller”). Under the
asset purchase agreement, the Company agreedctmaparall customer contracts, the network infratitre and the related assets of the
Seller’s Chicago, lllinois and Nashville, Tennessee netaoiThis transaction is valued at $1.6 millionadfich approximately $1.2 million w
be paid in cash and $430,000 will be paid throlnghissuance of common stock. The acquisition istpiE subject to customary conditions and
is expected to close by the end of the second euadt1 0.
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Item 9. Changes in and Disagreements With Accountason Accounting and Financial Disclosure.
None.
Item 9A(T). Controls and Procedures.

Controls and Procedures

We carried out an evaluation, under the superviaimhwith the participation of our management,tdatg our chief executive officer and
chief financial officer, of the effectiveness o&ttlesign and operation of our disclosure contnatsocedures, as defined in Rules 13a-15(e)
and 15d-15(e) under the Securities Exchange AtB8#, as amended (the “Exchange Act”). Disclostwatrols and procedures include,
without limitation, controls and procedures desijt@ensure that information required to be disadioy an issuer in the reports that it files or
submits under the Exchange Act is accumulated antdraunicated to the issuer's management, includgrincipal executive and principal
financial officers, or persons performing similan€tions, as appropriate to allow timely decisiggarding required disclosure. Based upon
our evaluation, our chief executive officer andetlinancial officer concluded that our disclosemntrols and procedures are effective, as of
December 31, 2009, in ensuring that material infdiom that we are required to disclose in repdrés e file or submit under the Exchange
Act is recorded, processed, summarized and repuiithth the time periods specified in the Secusiteaid Exchange Commission rules and
forms.

Changes in Internal Control over Financial Reporti

There were no changes in our internal control diwancial reporting during the fourth quarter oétyear ended December 31, 2009 that
have materially affected, or are reasonably likelynaterially affect, our internal control overdincial reporting.

Managements Annual Report on Internal Control over FinancidReporting

Our management is responsible for establishingnaaiditaining adequate internal control over finah@gorting. Internal control over
financial reporting is defined in Rules 13a-15(fidal5d-15(f) under the Exchange Act as a procesiguled by, or under the supervision of, a
company'’s principal executive and principal finadafficers and effected by a company’s board oéctors, management and other personnel
to provide reasonable assurance regarding thilélreof financial reporting and the preparatiohfimancial statements for external purpose
accordance with generally accepted accounting iptesz Our internal control over financial repogiimcludes those policies and procedures
that:

« pertain to the maintenance of records that, inomealsle detail, accurately and fairly reflect thensactions and dispositions of our
assets

« provide reasonable assurance that transactiome@eded as necessary to permit preparation ofifiahstatements in accordance
with generally accepted accounting principles, toad our receipts and expenditures are being malyermaccordance with
authorizations of our management and directors;

« provide reasonable assurance regarding preventiomely detection of unauthorized acquisition, eselisposition of our asse
that could have a material effect on the finansfatements

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or détaisstatements. Projections of any
evaluation of effectiveness to future periods agect to the risk that controls may become inadézjbecause of changes in conditions, or
the degree of compliance with the policies or pdates may deteriorate.

Our management assessed the effectiveness oftetmahcontrol over financial reporting as of Detxmn31, 2009. In making this
assessment, management used the criteria sebfpttie Committee of Sponsoring Organizations offtteadway Commission (COSO) in
Internal Control — Integrated Framework.

Based on our assessment, our management has ceash¢had, as of December 31, 2009, our internalrobaver financial reporting is
effective based on those criteria.
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This annual report does not include an attestagport of our registered public accounting firmaetjng internal control over financial
reporting. Management'’s report was not subjecttestation by our registered public accounting fpursuant to temporary rules of the
Securities and Exchange Commission that permib gsdvide only management’s report in this annapbrt.

Item 9B. Other Information

None.
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PART Il
Item 10. Directors, Executive Officers and Corpora¢ Governance.

The information required by this item will be setth in the proxy statement for our 2010 Annual ktegof Stockholders to be filed with
the Securities and Exchange Commission not later 1120 days after the end of the fiscal year calbyethis report on Form 10-K, and is
incorporated by reference from our proxy statement.
ltem 11. Executive Compensation.

The information required by this item will be setth in the proxy statement for our 2010 Annual Nregof Stockholders to be filed with
the Securities and Exchange Commission not later 1120 days after the end of the fiscal year calbyethis report on Form 10-K, and is
incorporated by reference from our proxy statement.

Item 12. Security Ownership of Certain Beneficial Qvners and Management and Related Stockholder Mattest

The information required by this item will be setth in the proxy statement for our 2010 Annual Nregof Stockholders to be filed with
the Securities and Exchange Commission not later 1120 days after the end of the fiscal year calbyethis report on Form 10-K, and is
incorporated by reference from our proxy statement.

Item 13. Certain Relationships and Related Transaains, and Director Independence.

The information required by this item will be setth in the proxy statement for our 2010 Annual Nregof Stockholders to be filed with
the Securities and Exchange Commission not later 1120 days after the end of the fiscal year calbyethis report on Form 10-K, and is
incorporated by reference from our proxy statement.

Item 14. Principal Accountant Fees and Services.
The information required by this item will be setth in the proxy statement for our 2010 Annual Nregof Stockholders to be filed with

the Securities and Exchange Commission not later 1120 days after the end of the fiscal year calbyethis report on Form 10-K, and is
incorporated by reference from our proxy statement.
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PART IV

Iltem 15. Exhibits and Financial Statement Schedules

Exhibit No. Description
2.1 Agreement of Merger and Plan of Reorganizatioredidanuary 12, 2007, by and among University Gidendar, Ltd.
Towerstream Acquisition, Inc. and Towerstream Coaipon (Incorporated by reference to Exhibit 2.1he Current Report on
Form &K of Towerstream Corporation filed with the Sedestand Exchange Commission on January 19, 2
3.1 Certificate of Incorporation of University Gir3alendar, Ltd. (Incorporated by reference to Exi8hl to the Current Report on
Form &K of University Girls Calendar, Ltd. filed with tH&ecurities and Exchange Commission on Januar9®,)z
3.2 Certificate of Amendment to Certificate of Incorption of University Girls Calendar, Ltd., changithgg Compan’s name tc
Towerstream Corporation (Incorporated by referandexhibit 3.3 to the Current Report on Form 8-KTafwerstream
Corporation filed with the Securities and Excha@geanmission on January 19, 200
3.3 By-Laws of Towerstream Corporation (Incorporated Hgnence to Exhibit 3.2 tthe Current Report on Forn-K of
Towerstream Corporation filed with the Securities &xchange Commission on January 19, 2(
3.4 Amendment No. 1 to the l-Laws of Towerstream Corporation (Incorporated fgnence to Exhibit 3.1 to the Current Repor
Form &K of Towerstream Corporation filed with the Sedestand Exchange Commission on August 30, 2(
10.1* Towerstream Corporation 2007 Equity Compensédgilam (Incorporated by reference to Exhibit 4.1h® €urrent Report on
Form &K of Towerstream Corporation filed with the Sedestand Exchange Commission on January 19, 2
10.2* Form of 2007 Equity Compensation Plan Incentiveestoption Agreement (Incorporated by referencexbilt 10.18 to the
Current Report on Form 8-K of Towerstream Corporafiled with the Securities and Exchange Commissio
January 19, 2007
10.3* Form of 2007 Equity Compensation Plan Non-QuadifStock Option Agreement (Incorporated by refeegndExhibit 10.19 to
the Current Report on Form 8-K of Towerstream Crapon filed with the Securities and Exchange Cogsiain on
January 19, 2007
10.4 Form of Directors and Officers Indemnification lkgment (Incorporated by reference to Exhibit 1@dlthe Current Report on
Form &K of Towerstream Corporation filed with the Sedestand Exchange Commission on January 19, 2
10.5* Towerstream Corporation 2007 Incentive Stock Piacofporated by reference to Exhibit 10.12 to tlegiRtration Statement ¢
Form SB-2 (File No. 333-142032) of Towerstream @oation initially filed with the Securities and Eh@ange Commission on
April 11, 2007).
10.6 Form of Placement Agent Agreement for June 200@1@1ff) (Incorporated by reference to Exhibit 10.4@he Registratio
Statement on Form SB-2 (333-142032) of Towerstr€amporation filed with the Securities and Excha@genmission on April
11, 2007)
10.7 Form of Subscription Agreement (Incorporated éfgrence to Exhibit 10.11 to the Registration Stetiet on Form SB-2 (333-
142032) of Towerstream Corporation filed with threx@rities and Exchange Commission on April 11, 2C
10.8** Employment Agreement, dated December 21, 2007 ,d@tWowerstream Corporation and Jeffrey M. Thomgbworporatec
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized.

TOWERSTREAM CORPORATION

Date: March 17, 2010 By: /s/ Jeffrey M. Thompso

Jeffrey M. Thompsol
President and Chief Executive Offic

In accordance with the Exchange Act, this repostlieen signed below by the following persons oralielf the registrant and in the
capacities and on the dates indicated.

Name Capacity Date
/sl Jeffrey M. Thompso Director and Chief Executive Offici March 17, 201(
Jeffrey M. Thompsol (President and Principal Executive Offic
/s! Joseph P. Hernc Chief Financial Office March 17, 201(
Joseph P. Hernon (Principal Financial Officer and

Principal Accounting Officer

/ s/ Philip Ursc Director- Chairman of the Board of Directc March 17, 201(
Philip Urso
/s/ Howard L. Haronian, M.L Director March 17, 201(

Howard L. Haronian, M.D.

/s/ William J. Bust Director March 17, 2010
William J. Bush

/s/ Paul Koehle Director March 17, 2010
Paul Koehlel
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3.1 Certificate of Incorporation of University GirGalendar, Ltd. (Incorporated by reference to Ext8bl to the Current Report on
Form &K of University Girls Calendar, Ltd. filed with thgecurities and Exchange Commission on Januar,)z
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Form &K of Towerstream Corporation filed with the Sedestand Exchange Commission on January 19, 2
10.2* Form of 2007 Equity Compensation Plan IncentivesOption Agreement (Incorporated by referencexbilit 10.18 to the
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Statement on Form SB-2 (333-142032) of Towerstr€amporation filed with the Securities and Excha@ganmission on April
11, 2007)
10.7 Form of Subscription Agreement (Incorporated éfgirence to Exhibit 10.11 to the Registration $tetet on Form SB-2 (333-
142032) of Towerstream Corporation filed with threx@rities and Exchange Commission on April 11, 20
10.8** Employment Agreement, dated December 21, 2007 ,dmatwWowerstream Corporation and Jeffrey M. Thomgbworporatec
by reference to Exhibit 10.1 to the Current RepoarForm 8-K of Towerstream Corporation filed willetSecurities and
Exchange Commission on December 31, 20
10.9 Office Lease Agreement dated March 21, 2007 betWeeh 2, 3, & 4 LLC (Landlord) and Towerstream Gogiion (Tenant)
10.10 First Amendment to Office Lease dated August 8,72@Mnending Office Lease Agreement dated Marcl2(@T .
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32.1 Section 906 Certification of Principal ExecutivéiCer.
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* Management compensatory plan
** Management contract




EXHIBIT 10.11
TOWERSTREAM CORPORATION
2008 NON-EMPLOYEE DIRECTORS COMPENSATION PLAN
1. Purpose of the Plan.

This 2008 Non-Employee Directors Compensation Rtae “Plan”) is intended as an incentive to enable Towerst
Corporation, a Delaware corporation (the “Companyd) attract and retain the services of experieraed highlyqualified individuals &
directors of the Company and to encourage stocleostrip by such directors so that their interestsatigned with the interests of the Comg
and its stockholders. It is intended that partaigg in the Plan may acquire or increase their gy interests in the Company anc
encouraged to remain in the directorship of the Gamy. For purposes of the Plan, a parent corporatnd a subsidiary corporation shall b
defined in Sections 424(e) and 424(f) of the InabRevenue Code of 1986, as amended (the “Code”).

2. Administration of the Plan.

The Plan shall be administered by the Board of dins of the Company and/or by a duly appointedroittee of the Boa
having such powers as shall be specified by therdB@he “Board”). Any subsequent references herein to the Board sitsdl mean tf
committee if such committee has been appointed ameéss the powers of the committee have beenfg@dlgi limited, the committee shi
have all of the powers of the Board granted heiliegiuding, without limitation, the power to ternaite or amend the Plan at any time subje
the terms of the Plan and any applicable limitatiomposed by law. The Board shall have authootydminister the Plan subject to
provisions of the Plan but shall have no authouligcretion or power to select the nemployee directors of the Company who will rec
options under the Plan, to set the exercise pfickeooptions granted under the Plan, to deterrtipenumber of shares of common stock t
granted upon exercise of options or the time athvisuch options are to be granted, to establishitingtion of option grants, or to alter ot
terms or conditions specified in the Plan. All stigns of interpretation of the Plan or of any ops granted under the Plan (an “Optioshgl
be determined by the Board, and such determinasba#i be final and binding upon all persons hawamginterest in the Plan and/or .
Option. Any officer of the Company shall have taghority to act on behalf of the Company with extpto any matter, right, obligation,
election which is the responsibility of or whichallocated to the Company herein, provided theceffihas apparent authority with respe:
such matter, right, obligation, or election.

3. Eligibility.

Options and cash fees may be granted only to diredf the Company who, at the time of such grarg,not employees
the Company or of any parent or subsidiary corpamabf the Company (“Non-Employee Directors”). @ps granted to NolEmployet
Directors shall be nonqualified stock options; tisatoptions that are not treated as having beantgd under Section 422(b) of the Code
person granted an Option is hereinafter referreabtan “Optionee.”




4, Cash Fees.

Each NonEmployee Director shall receive an annual retafaerof $25,000 payable in cash, for serving asectbr of thi
Company. In addition, each Nd&mployee Director shall be entitled to receive @ fegayable in cash, of $1,000 for each meetindn@fBoar
and $500 for any committee thereof attended inquews telephonically and shall be reimbursed fardri her expenses reasonably incurre
connection with serving on the Board.

5. Shares Subject to Plan.

Subject to adjustment as provided in Section 8dfeeetotal of 1,000,000 shares of the Compamg@mmon stock, par val
$0.001 per share (the “Stock$hall be subject to the Plan. The shares of Stablect to the Plan shall consist of unissued shardreasur
shares, and such amount of shares of Stock shahbds hereby reserved for such purpose. Anyuoh shares of Stock that may ren
unsold and that are not subject to outstandingaBptat the termination of the Plan shall ceasesteeberved for the purposes of the Plan
until termination of the Plan the Company shalbHttimes reserve a sufficient number of shareStofck to meet the requirements of
Plan. If an Option expires or becomes unexerogsalithout having been exercised in full, or is &téd, the unpurchased shares which
subject thereto shall become available for futuemgor sale under the Plan. Stock used to pagxbecise price of an Option shall not bec
available for future grant or sale under the PI&tock used to satisfy tax withholding obligaticsall not become available for future grar
sale under the Plan.

6. Time for Granting Options.
All Options shall be granted, if at all, within &(5) years from the Effective Date.
7. Terms, Conditions and Form of Options.

Options granted pursuant to the Plan may be eveatbfdny written agreements specifying the numberhaires of Stoc
covered thereby, which written agreement may ina@te all or any of the terms of the Plan by rafeeeand shall comply with and be suk
to the following terms and conditions:

(@) Automatic Grant of Options. Options shall be granted automatically and witHfatther action of the Board,
follows:

0] Each Nor=mployee Director will receive 50,000 options taaice shares of our Stock during each ye
continued service to the Board of Directors onfttst business day of June of each year; provithed the recipient NoEmployee Director
then serving on the Board of Directors, oreteeted to serve on the Board of Directors, ac#se may be. Any annual award shall be st
to a pro rata reduction for service of less thaa ful year since the date of joining the Boardafectors. The annual award, if subject to ¢
pro rata reduction, shall be reduced as follows:




Date of Joining Boar Reduction Amoun

First business day of June to Septembel 30 no reduction
October I*'to December 31 reduced by 12,500 optio
January f'to March 31% reduced by 25,000 options
April 1 *'to last business day of May reduced by 37,500 options
0] Notwithstanding the foregoing, any persoay elect not to receive an Option to be grapteguant to th

Section 7(a) by delivering written notice of sudbction to the Board no later than the day priottite date on which such Option wao
otherwise be granted. A person so declining anoBpghall receive no payment or other consideraiiofieu of such declined Option.
person who has declined an Option may revoke slaedti@n by delivering written notice of such revtoa to the Board no later than the
prior to the date on which such Option would bentgéd pursuant to this Section 7(a).

(i) Notwithstanding any other provision bdetPlan to the contrary, no Option shall be grarntedny
individual on a day when he or she is no longeviegras a Non-Employee Director of the Company.

(i) Options granted in accordance with 8egtion 7(a) shall not be binding on the Comparg ram perso
shall have any rights thereunder unless and urgiRlan or any individual Option grant shall berappd by the stockholders of the Comp
within one year of the date of grant.

(b) Option Exercise Price. The purchase price of each share of Stock puatisinder an Option shall be the
Market Value of such share of Stock on the datexpgon is granted. “Fair Market Valu@ieans for the purpose of the Plan, for any dag
price determined by the first of the following ctms that applies: (i) if the Stock is then listedjooted on any established stock exchan
national market system (a “Trading Markethe daily volume weighted average price of the foc such date (or the nearest preceding
on the Trading Market on which the Stock is thetelil or quoted as reported by Bloomberg L.P. (basesl day on which the New York Stt
Exchange is open for trading from 9:30 a.m. (Newky@ity time) to 4:02 p.m. (New York City time);i)iif the OTC Bulletin Board is not
Trading Market, the volume weighted average pricihe Stock for such date (or the nearest preceditg) on the OTC Bulletin Board; (iii)
the Stock is not then quoted for trading on the dletin Board and if prices for the Common Stark then reported in the “Pink Sheets”
published by Pink Sheets, LLC (or a similar orgatian or agency succeeding to its functions of repg prices), the most recent bid price
share of the Stock so reported; or (iv) in all otbases, the fair market value of a share of Stsckletermined by the Board in good faith
manner consistent with the provisions of the Coéleything in this Section 7(b) to the contrary nahstanding, in no event shall the purct
price of a share of Stock be less than the minirproe permitted under the rules and policies of aatjonal securities exchange on which
shares of Stock are listed.




(c) Exercise Period and Exercisability of Options. An Option granted pursuant to the Plan shalerasable for
term of five (5) years. Options granted pursuanthe Plan shall become exercisable on the daggawit; provided , however , that no optio
shall be exercisable until such time as any lirdtatequired by Section 16 of the Securities ExgeaAct of 1934, as amended (tHexthang
Act”), and related rules and regulations shall &is§ed for availability of the exemption providedder Rule 16b-3(d)(3) of the Exchange Act.

(d) Termination of Options.

0] In the event that an Optionee ceasdseta director of the Company because the Optioasebkcom
permanently disabled (within the meaning of Sec@te)(3) of the Code), the Option granted to sGghionee may be exercised by
Optionee, to the extent the Option was exercisabléhe date such Optionee ceases to be a direéstarh Option may be exercised at any
until the earlier of (a) one (1) year after theedtite Optionee ceases to be a director and (bjeateeon which the Option otherwise expire
its terms, at which time the Option shall expirepyided, however, if the Optionee dies before thati@hs are forfeited and no lon
exercisable, the terms and provisions of Sectioij(if shall control.

(i) In the event of the death of an Optigrtbe Option granted to such Optionee may be esedgito th
extent the Option was exercisable on the date df )ptionees death, by the estate of such Optionee or by arsop or persons who acqui
the right to exercise such Option by bequest oeritdince or otherwise by reason of the death df €jationee. Such Option may be exerc
at any time until the earlier of (a) one (1) yetiemthe date the Optionee ceases to be a diraatbi(b) the date on which the Option other
expires by its terms, at which time the Option k&gpire.

(i) In the event that an Optionee ceaség tor is removed as a director of the Company cowtt of frauc
dishonesty, conviction of a felony under any statdederal statute or other acts detrimental toitiberests of the Company or any direc
indirect subsidiary of the Company, or for any otheason that, upon a good faith determination H®y Board or the stockholders of
Company, is deemed to constitute “cause”, provitiedyever, that it is specifically understood theduse”shall not include the commission
omission of any act taken in the good-faith exer@ such Optionee’s business judgment as a Blaployee Director, the Option grantec
such Optionee shall terminate as of the date ofthien giving rise to such termination for “causeitd no unexercised Option or portion o
Option may thereafter be exercised.

(iv) In the event that an Optionee imowed as a director by the Company at any timerdtten for “cause”
pursuant to Section 7(d)(iii) or resigns as a doeche Option granted to such Optionee may becised by the Optionee, to the extent
Option was exercisable on the date such Optionaseseto be a director. Such Option may be exeresany time until the earlier of (a) «
(1) year after the date the Optionee ceases todireetor and (b) the date on which the Option nthge expires by its terms, at which time
Option shall expire; provided, however, if the @ptte dies before the Option is forfeited and naéonexercisable, then the terms
provisions of Section 7(d)(ii) shall control.




(e) Payment of Option Exercise. Payment of the exercise price for the numberhaefas of Stock being purcha
pursuant to any Option shall be made (i) in casheértified check or bank draft or by such othestinment as may be acceptable tc
Company or by wire transfer of immediately avai@blinds, (ii) by surrender of a number of shareStofck having a fair market value
determined in accordance with Section 7(b) hereqflal to the aggregate purchase price of the Steirlg purchased (“Cashless Exercisz")
hereinafter determined, or (iii) a combination agb and shares, or (iv) on a “netishless exercise basis. If the Optionee electseheashle:
exercise method of payment, the Company shall igstiee Optionee a number of shares of Stock détedrin accordance with the followi
formula:

X = Y(A B)
A
with X = the number of shares of Stock to be issued to tidet;

= the number of shares of Stock with respect to wttiehOption is being exercise
= the Fair Market Value per share of the Stock onddte of exercise of the Option; a
= the ther-current exercise price of the Opti

8. Termination or Amendment of Plan.

(@) The Board may amend, suspend, or temmitiee Plan, except that no amendment shall be medevould impa
the rights of any Optionee under any Option thdostogranted without such Optionee’s consent.

(b) The Board may amend the terms of anyicdDptheretofore granted, prospectively or retroaatyi, but no suc
amendment shall impair the rights of any Option&baut the Optionee’s consent.

(c) It is the intention of the Board thaetRlan comply strictly with the provisions of Secti409A of the Code a
Treasury Regulations and other Internal Revenugi@eguidance promulgated thereunder (the “Secfid®A Rules”)and the Board shi
exercise its discretion in granting Options hereun¢hnd the terms of such Options) accordinglye Rian and any grant of an Opt
hereunder may be amended from time to time (withiauhe case of an Option, the consent of the@pt) as may be necessary or approj
to comply with the Section 409A Rules.

9. Effect of Change in Stock Subject to Plan.
Appropriate adjustments shall be made in the nurahdrclass of shares of Stock subject to the Bhennumber of shares

be granted under the Plan and to any outstandirtgpi@pand in the Option exercise price of any @utding Options in the event of a st
dividend, stock split, recapitalization, reversaec&tsplit, combination, reclassification or likeactge in the capital structure of the Company.




10. Transferability of Options.

(@) Except as provided in Section 10(b) bEran Option may be exercised during the lifetiofiche Optionee only t
the Optionee or the Optionaeguardian or legal representative and may notsbigi@ed or transferred in any manner except by awilhy the
laws of descent and distribution; providedowever, that Options may be transferred under a qualifiechestic relations order (as define
the Code or Title | of the Employee Retirement meoSecurity Act, or the rules promulgated therednde

(b) Notwithstanding the foregoing, with tt@nsent of the Board, in its sole discretion, atiéee may transfer all o
portion of the Option to: (i) an Immediate FamilyeMber (as hereinafter defined), (ii) a trust far gxclusive benefit of the Optionee an
one or more Immediate Family Members, or (iii) suather person or entity as the Board may permitiyidually, a ‘Permitte
Transferee”). For purposes of this Section 10{b)mediate Family Members” shall mean the Optiosesouse, parents, siblings, childre
grandchildren, whether natural or adopted. Asraitmn to such transfer, each Permitted Transfeseehom the Option or any interest the
is transferred shall agree in writing (in a forntisfactory to the Company) to be bound by all of terms and conditions of the Opt
Agreement evidencing such Option and any additioesirictions or conditions as the Company may irequ~ollowing the transfer of .
Option, the term “Optionee” shall refer to the Pitad Transferee, except that, with respect to@ayision for the Compang’'tax withholdin
obligations, if any, such term shall refer to thigimal Optionee. The Company shall have no oliligato notify a Permitted Transferee of .
termination of the transferred Option, includingeanrly termination pursuant to Section 7(d) heredPermitted Transferee shall be prohib
from making a subsequent transfer of a transfe@rption except to the original Optionee or to anotRermitted Transferee or as provide
Section 10(a) hereof.

11. Government Regulations.

It is the Company’s intent that the Plan complyalhrespects with Rule 16B-of the Exchange Act and any regulat
promulgated thereunder. If any provision of thiarFis later found not to be in compliance withIsiRule, the provision shall be deemed
and void. All grants and exercises of Options untiés Plan shall be executed in accordance with rdbquirements of Section 16 of
Exchange Act and any regulations promulgated theteu

12. General Provisions.

(@) Certificates. All certificates for shares of Stock deliveredden the Plan shall be subject to such stop tra
orders and other restrictions as the Board may debnsable under the rules, regulations and o#tguirements of the Securities and Exchi
Commission, any applicable Federal or state séesiriaw, any stock exchange or interdealer quatagigstem upon which the Stock is t
listed or traded and the Board may cause a legeridgends to be placed on any such certificatemiaie appropriate reference to s
restrictions.

(b) Director Status. The adoption of the Plan shall not confer upoy @ptionee of the Company or any subsic
any right to continued service as a director whith €Company, nor shall it interfere in any way wiitle right of the Company to terminate
service of any of its directors at any time.




(c) Limitation of Liability. ~ No member of the Board, or any officer or empkwpé the Company acting on behal
the Board, shall be personally liable for any actidetermination or interpretation taken or madgand faith with respect to the Plan, anc
members of the Board and each and any officer @i@me of the Company acting on their behalf shalthe extent permitted by law, be f
indemnified and protected by the Company in respkahy such action, determination or interpretatio

13. Registration of Stock.

Notwithstanding any other provision in the Plan,®ation may be exercised unless and until the Stodie issued upon t
exercise thereof has been registered under theriBesuAct and applicable state securities lawssoexempt from such registration. -
Company shall not be under any obligation to regishder applicable federal or state securities lamy Stock to be issued upon the exe
of an Option granted hereunder in order to perngtexercise of an Option and the issuance ands#ie Stock subject to such Option.

14. Effective Date of Plan.

The Plan shall be effective on the date that tleek$tolders of the Company approve the Plan, whigbr@aval shall b
obtained prior to February 27, 2009 (the date ada@approval being the “Effective Datefjhich is one year from the date of the authoriz
of the Plan by the company’s Board of Directors.

15. Governing Law.

The validity, construction, and effect of the Plamd any rules and regulations relating to the Rlaall be determined
accordance with the internal laws of the State efal¥are, without giving effect to principles of dlicts of laws, and applicable federal law.




EXHIBIT 21.1
SUBSIDIARIES OF TOWERSTREAM CORPORATION

The following is a list of subsidiaries of Toweesdim Corporation as of December 31, 2009, omittimgessubsidiaries which, considered
in the aggregate, would not constitute a significabsidiary:

Subsidiary Jurisdiction of Organizatio

Towerstream |, Inc Delaware




EXHIBIT 23.1
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRNM CONSENT

We consent to the incorporation by reference inRbgistration Statements of Towerstream Corporaiiodmendment #1 to Form S-JFile
No. 33{-161135], Amendment No. 3 to Form SB-2 on Form &if No. 333-141405), Form S-8 (File No. 333-16ajLl8nd Form B (File
No. 33:-151306) of our report dated March 17, 2010, witbpet to our audits of the consolidated financtatesnents of Towerstre:
Corporation and Subsidiaries as of December 319 20@ 2008 and for the years then ended, whichrrépimcluded in this Annual Report
Form 10-K of Towerstream Corporation for the yeaded December 31, 2009.

Our report on the consolidated financial statemewgfsrs to a change in method of accounting fotagerconvertible debt and eqt
instruments effective January 1, 2009.

/s/ MarcumcLLp
Marcum LLP

New York, NY
March 17, 2010




EXHIBIT 31.1

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER PURSUA NT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Jeffrey M. Thompson, certify that:

)
)

@)

(4)

()

I have reviewed this annual report on Forr-K of Towerstream Corporation for the fiscal yeadeth December 31, 200

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or ométéde a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

Based on my knowledge, the financial statements$ oéimer financial information included in this repdairly present in al
material respects, the financial condition, resafteperations and cash flows of the registrardfaand for, the periods presentec
this report;

The registrant’s other certifying officer(s) andrke responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repogti(as defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduries ¢esigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isiftig prepared

b) Designed such internal control over financial réipgr or caused such internal control over finahegorting to be designe
under our supervision, to provide reasonable assereegarding the reliability of financial repogdiand the preparation of
financial statements for external purposes in ataoee with generally accepted accounting princij

C) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presénthd report our conclusior
about the effectiveness of the disclosure contintsprocedures, as of the end of the period covgredis report based on
such evaluation; ar

d) Disclosed in the report any change in the regit’'s internal control over financial reporting thatowed during th
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of thewaimeport) that has materially
affected, or is reasonably likely to materiallyeaff, the registra’s internal control over financial reportir

The registrans other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a) All significant deficiencies and material weaknesiethe design or operation of internal contragiofinancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaad report financial
information; anc

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registran’s internal control over financial reportir

Date: March 17, 2010

/sl Jeffrey M. Thompso

Jeffrey M. Thompsol
President and Chief Executive Offic




EXHIBIT 31.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PURSUA NT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Joseph P. Hernon, certify that:

)
)

@)

(4)

()

I have reviewed this annual report on Forr-K of Towerstream Corporation for the fiscal yeadeth December 31, 200

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or ométéde a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

Based on my knowledge, the financial statements$ oéimer financial information included in this repdairly present in al
material respects, the financial condition, resafteperations and cash flows of the registrardfaand for, the periods presentec
this report;

The registrant’s other certifying officer(s) andrke responsible for establishing and maintainisgldsure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1B§d)) and internal control over financial repogti(as defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresused such disclosure controls and proceduries ¢esigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isiftig prepared

b) Designed such internal control over financial réipgr or caused such internal control over finahegorting to be designe
under our supervision, to provide reasonable assereegarding the reliability of financial repogdiand the preparation of
financial statements for external purposes in ataoee with generally accepted accounting princij

C) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presénthd report our conclusior
about the effectiveness of the disclosure contintsprocedures, as of the end of the period covgredis report based on
such evaluation; ar

d) Disclosed in the report any change in the regit’'s internal control over financial reporting thatowed during th
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of thewaimeport) that has materially
affected, or is reasonably likely to materiallyeaff, the registra’s internal control over financial reportir

The registrans other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover financie
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a) All significant deficiencies and material weaknesiethe design or operation of internal contragiofinancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaad report financial
information; anc

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registran’s internal control over financial reportir

Date: March 17, 2010

/sl Joseph P. Hernc

Joseph P. Hernc
Chief Financial Office




EXHIBIT 32.1

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S. C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Towerstre@orporation, (the “Company”) on Form 10-K for geended December 31, 2009 as
filed with the Securities and Exchange Commissionhe date hereof (the “Report”), |, Jeffrey Mhdmpson, President and

Chief Executive Officer of the Company, certify,rpuant to 18 U.S.C. Section 1350, as adopted putrso&ection 906 of the Sarbanes-Oxley
Act of 2002, that, to my knowledge:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof1934; anc

(2) The information contained in the Report fairly gets, in all material respects, the financial ctiadiand results of
operations of the Compan

Date: March 17, 2010

/sl Jeffrey M. Thompso

Jeffrey M. Thompsol
President and Chief Executive Offic




EXHIBIT 32.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Towerstre@orporation, (the “Company”) on Form 10-K fordalyear ended December
31, 2009, as filed with the Securities and Excha@gmmission on the date hereof (the “Report”)}Jdseph P. Hernon, Chief Financial Officer
of the Company, certify, pursuant to 18 U.S.C. Bact350, as adopted pursuant to Section 906 db#rbanes-Oxley Act of 2002, that, to my
knowledge:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof1934; anc

(2) The information contained in the Report fairly gets, in all material respects, the financial ctiadiand results of
operations of the Compan

Date: March 17, 2010

/sl Joseph P. Hernc

Joseph P. Hernc
Chief Financial Office




