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PART |
Forward-Looking Statements

Forward-looking statements in this report, inclugimithout limitation, statements related to Towexat Corporation’s plans, strategies,
objectives, expectations, intentions and adequéogsources, are made pursuant to the safe harbaisipns of the Private Securities
Litigation Reform Act of 1995. Investors are caugaol that such forward-looking statements involg&siand 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 resultspérations will be affected by
Towerstream Corporation’s ability to manage groarid competition; and (iii) other risks and uncettiais indicated from time to time in
Towerstream Corporation’s filings with the Secedtand Exchange Commission.

In some cases, you can identify forward-lookindesteents by terminology such as “may,” “will,”*should,” “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 ngioémer person assumes responsibility for
the accuracy and completeness of such statemesdsleRs are cautioned not to place undue reliantieese forwardeoking statements, whit

speak only as of the date hereof. We are undeutotd update any of the forward-looking statemetiftsr the date of this report.

Factors that might affect our forward-looking staénts include, among other things:

« overall economic and business conditic

- the demand for our goods and services;

» competitive factors in the industries in which vwernpete;

« emergence of new technologies which compete wittsewvice offerings;

« changes in tax requirements (including tax ratengba, new tax laws and revised tax law interpi@ta);

- the outcome of litigation and governmental procegsli

- interest rate fluctuations and other changes indugng costs;

« other capital market conditions, including availépiof funding sources

« potential impairment of our indefinite-lived intabp assets and/or our long-lived assets; and

« changes in government regulations related to thadivand and Internet protocol industr
Item 1. Business.

Internet Access Services

Towerstream Corporation (“Towerstream”, “we”, “usdur” or the “Company”yrovides broadband services to commercial custoara
delivers access over a wireless network transmitiver both regulated and unregulated radio sp@ct@Qur service supports bandwidth on
demand, wireless redundancy, virtual private neltw@f\VPNSs”), disaster recovery, bundled data arttweiservices. We provide service to

business customers in twelve (12) major U.S. marketiuding New York City, Boston, Chicago, Los Aatgs, San Francisco, Seattle, Miami,
Dallas-Fort Worth, Philadelphia, Nashville, Las segReno and Providence-Newport.




Wi-Fi/Small Cell Systems and Rooftop Assets
We own, operate and lease shared wireless infrastauincluding:

«  Wi-Fi systems (a network of antennas capable of piayibenefit to carriers, cable companies or Intecompanies) connected
communication hubs designed to facilitwireless communications, and roof tops or pole n®(rollectively“ Leasable Spa”);

» Our Leasable Space can (i) provide Distributed AngeSystems“DAS”) that are similar to our V-Fi systems but require fiber
connect back to base stations, and (ii) be utilee&mall Cell Access Points; a

« Our business includes renting share«-Fi and antenna systems to others to provide capaed to service the various needs of
communications infrastructure, antenna co-locagiod rooftop back haul services via short and teng contracts. Our wireless
infrastructure can accommodate multiple customeslpcation”) for antennas and other equipmentessary for the transmission of
signals for wireless communication devices. We deéRcrease revenue for our newer business bynigasir wireless infrastructure.
We leverage our owned core Internet Proto“1P") network in 12 U.S. markets to provide these sesvi

Information concerning Wi-Fi and rooftop asset®BBecember 31, 2011:
« Own and operate 130 Points of Presence (P- approximately 75% of which are located in top 10dit&s; anc
« Own and operate approximately 200 Wi-Fi antennas (“Nodes”) in servicand
« Own and operate backhaul services , 600 buildings

Strategy: Wi-Fi/Small-Cell Systems and Rooftop Assets

We currently believe the most shareholder valuelbzacreated through leasing our shared wireldsssinucture to cellular carriers,
cable companies and Internet companies. Our gtrageto build capacity where network congestiogrisatest. For example, in New York
City, we have built a series of Wi-Fi Data Oasigimes Square, Union Square, and the Soho areas.

Here and now. Wi-Fi is a here-and-now technology with hundredsnefgabits of capacity at each node, far exceediag the new
Long Term Evolution (“LTE”) networks. Recent chasgn Wi-Fi standards will also enable a seamlaesdssacure user experience for users of
a shared Wi-Fi infrastructure.

Next: Small Cells. Widespread deployment of Small Cell technoloige-dy-side with Wi-Fi, is a future solution to thkallenges
faced by cellular network congestion and cellutdrastructure. Several major carriers have alrgadficly announced intentions to
aggressively seek to deploy small cells. We beliewr rooftop assets in highly congested areawellepositioned as an easy, reliable and fast
solution. We provide relevant locations and gensthackhaul for these future deployments.

We believe Small Cell architecture will seamledglynto our wireless IP rooftop assets alreadyabbshed in our dense urban areas.
We anticipate co-locating Small Cell Antennas vathr existing Wi-Fi antennas.

Multiple Customers. Our Wi-Fi system is engineered so that it casdld to multiple customers simultaneously; likewige
anticipate leasing Small-Cell systems to multideriers.

In summary, we believe the immediate solution isRlithe future solution is Wi-Fi and Small Celbtether; Towerstream is uniquely
positioned deploying Wi-Fi today at a rapid ratel ascommodating for Small Cell in the near future.

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 cortnreumerous customers to the Internet. We alsoexdrio 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 of all of our PoPs as a “Wireless Ring iretSky.” Each PoP has a coverage area
averaging six miles although the exact distancebeaaffected by numerous factors, most signifigambw clear the line of sight is between
PoP and the customer location.

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

Markets



We intend to grow our business by deploying ouvisermore broadly and seeking to rapidly increasecostomer base. We plan to
deploy our wireless broadband network more broadiy in terms of geography and categories of comigeand business customers. We
intend to increase the number of geographic marketserve by expanding into new markets, both acgdly and through strategic
acquisitions. We also plan to service a wide rasfggommercial customers ranging from small busiegds large enterprises.

We determine which geographic markets to entersisgssing a number of criteria in four broad cafegoFirst, we evaluate our ability to
deploy our service in a given market, taking inbtmsideration our spectrum position, the availapiit towers and zoning constraints. Second,
we assess the market by evaluating the numbermopettors, existing price points, demographic chdstics and distribution channels.
Third, we evaluate the economic potential of thekat focusing on our forecasts of revenue grovghastunities and capital requirements.
Finally, we look at market clustering opportuniteesd other cost efficiencies that might be realiZesiof December 31, 2011, we offered
wireless broadband connectivity in twelve markefsyhich nine are in the top 20 metropolitan areafe United States based on the number
of small to medium businesses (“SMB#i)each market. These nine markets cover 65% ofl smé medium businesses (5 to 249 employee
the United States.




We believe there are significant market opportesitieyond the twelve markets in which we are ctigreffering our services. Our long-
term plan is to expand nationally into other topnoygolitan markets in the United States. Howegeren the difficult economic environment
over the past few years, we have been focusingfbonts on the acquisition of other wireless intreervice providers in both existing and 1
markets. We believe there are significant oppotiesio acquire smaller, locally based service jplers. Many of these operators have built a
solid network and a stable customer base. How#versignificant capital requirements associateth Witilding and maintaining a wireless
network, combined with a long recession, have ablgiimpacted the financial strength and liquidifthese companies. We believe the cost
of acquiring these companies can be less than\dnbithe same relative growth organically. We coetgdl two acquisitions in 2010 and two
acquisitions in 2011. Our decision to organicaktpand into new markets will depend upon many facioecluding the timing and frequency of
acquisitions, national and local economic cond&jaand the opportunity to leverage existing custamlationships in new markets.

In May 2011, we completed the acquisition of certaiisiness assets from One Velocity, Inc. (“Oneo¥i®y”). The acquired business
assets include substantially all of One Velocigistomer contracts, network infrastructure, andteel assets in the Las Vegas and Reno,
Nevada market:

In December 2011, we completed the acquisitioredfain business assets from Color Broadband Conwations, Inc. (“Color
Broadband”). The acquired business assets indulstantially all of Color Broadband’s businesg lihat provides Internet protocol based
services, including data transport and Interneadband access.

Sales and Marketing

We employ an inside direct sales force model tbaaelservices to business customers. As of DeceBhe?011, we employed 41 direct
sales people. We generally compensate these engslayea salary plus commission basis. The tenuperasales force has improved in recent
years. Approximately 73% of our sales personnelliesgh with the Company for more than two yearsf &ecember 31, 2011 as comparet
68% and 67% as of December 31, 2010 and 2009 rsgigc

Our sales force staffing levels peaked in July 20B8n we employed 128 direct sales personnel.rie 2009, we reduced our direct sales
force by 34% in response to a growing emphasisiteriet based marketing initiatives. This chandlect=d an increasing awareness of the
need to capture customer demand rather than ttgingeate customer demand. Most companies seceirebindwidth service under contracts
ranging in length from one to three years. As altesustomer buying decisions generally occur wtineir existing contracts are close to
expiring. We believe that many buyers of informatiechnology services search the internet to lehout industry trends and development:
well as competitive service offerings. Our reductio staffing levels has enabled us to cost effettiincrease spending on Internet based
marketing initiatives, increase sales productivétyd reduce total sales and marketing expenses.

Historically, we contracted with a limited numbédiimdirect sales channels including integratorsehers, and online operators. We pay
initial sales commissions on such sales, and irestases, a modest residual. Sales through indinacinels comprise less than 5% of our total
sales. Color Broadband had an active channel prograd we recently hired one of their former empésy® be our Channel Manager. We
to explore opportunities to increase channel sélesg 2012.

Competition

The market for broadband services is highly contipetiand includes companies that offer a varidtyesvices using a number of different
technology platforms including cable networks, tifsubscriber lines (“DSL"), third-generation cgdlr, satellite, wireless Internet service and
other emerging technologies. We compete with ticesepanies on the basis of the portability, easesef speed of installation and price.
Competitors to our wireless broadband servicesidel

Incumbent Local Exchange Carriers and Common Local Exchange Carriers

We face competition from traditional wireline opiers in terms of price, performance, discounteds&r bundles of services, breadth of
service, reliability, network security, and eas@ofess and use. In particular, we face compefitan Verizon Communications Inc. and
AT&T Inc. which are referred to as “incumbent ldexchange carriers,” or (“ILECS"), as well asdmmon local exchange carriers,” or
(“CLECS"), such as TelePacific Communications, Megth Networks, and EarthLink, Inc.

Cable Modem and DSL Services

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

Céllular and PCS Services

Cellular and personal communications service (“PQ&friers are seeking to expand their capacipyréwide data and voice services that
are superior to ours. These providers have sulistigiriiroader geographic coverage than we have fandhe 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 greatampetition than we currently face. Moreover, madganced cellular and PCS technolog



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 deiflp a range of advanced applications.

Wireless Broadband Service Providers

We also face competition from other wireless br@ambservice providers that use licensed and urdagspectrum. In connection with
merger and acquisition activities, we have deteeahithat most of our current and planned marke¢aédir have one or more locally based
companies providing wireless broadband Internetices. In addition, many local governments, uniitess and other related entities are
providing or subsidizing “WiFi” networks over uitiensed spectrum, in some cases at no cost tastre There exist numerous small local
urban and rural wireless operations offering l@ealices that could compete with us in our preseplanned geographic markets.




Satellite

Satellite providers, such as WildBlue Communicaidnc. and Hughes Network Systems, LLC, offer bb@ad 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 cdogéle 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 nundie@ompetitive advantages that \
allow us to retain existing customers and attragt nustomers over time.

Reliability

Our network was designed specifically to supporeless broadband services. The networks of celloddie and DSL companies rely on
infrastructure that was originally designed for flimpadband purposes. We also connect the custanoer tWireless Ring in the Sky, which
has no single point of failure. This ring is fedtoyltiple lead Internet providers located at oppseinds 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, the wireline connection can be terminatediby backhoe swipe or switch failure.
Our Wireless Ring in the Sky is backhoe-proof amather-proof. As a result, our network has histdljyocexperienced reliability rates of
approximately 99%.

Flexibility

Our wireless infrastructure and service delivergt#es us to respond quickly to changes in a custetomadband requirements. We offer
bandwidth options ranging from 0.5 megabits peosdap to 1.5 gigabit per second. We can usuallysh@ customer’s bandwidth remotely
and without having to visit the customer locatiomiodify or install new equipment. Changes canrofte made on a same day basis.

Timeliness

In many cases, we can install a new customer agi lokelivering Internet connectivity within 3 todbisiness days after receiving a
customers order. Many of the larger telecommunications canigs can take 30 to 60 days to complete an iasitail The timeliness of servi
delivery has become more important as businesseiucbmore of their business operations throughrtteznet.

Value

We own our entire network which enables us to poigeservices lower than most of our competitopeHically, 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 fixepitzd and operating expenditures relative to othieeless and wireline broadband
service providers. We own our entire network, watiminates costs involved with using leased lioased by telephone or cable companies.
Our network is modular. Coverage is directly redatie various factors, including the height of theility we are on and the frequencies we
utilize. The average area covered by a Point aféree is a six mile radius.




Experienced Management Team

We have an experienced executive management temmare than 50 years of combined experience apanynleaders. Our President
and Chief Executive Officer, Jeffrey M. Thompsanaifounder of the Company and has more than 2@ pé@&xperience in the data
communications industry. Our Chief Financial Officdoseph P. Hernon, has been the chief finanffiako for three publicly traded compan
over the past 15 years. Our Chief Operating Offitkzl Yarbrough, has more than 10 years of expeddeading direct sales organizations.

Corporate History

We were organized in the State of Nevada in Juf&.20 January 2007, we merged with and into a lykmined Delaware subsidiary,
for the sole purpose of changing our state of ipomation to Delaware. In January 2007, a wholly-ed/subsidiary of ours merged with and
into a private company, Towerstream Corporatiorth Wiowerstream Corporation being the surviving camp Upon closing of the merger, !
discontinued our former business and succeeddtktbusiness of Towerstream Corporation as ourls@ef business. At the same time, we
also changed our name to Towerstream Corporatidnam subsidiary, Towerstream Corporation, chariggedame to Towerstream |, Inc.

Regulatory Matters

Wireless broadband services are subject to reguléy the Federal Communications Commission (“FC@&t)the federal level, the FCC
has jurisdiction over wireless transmissions otaerdglectromagnetic spectrum and all interstatedaenunications services. State regulatory
commissions have jurisdiction over intrastate comivations. Municipalities may regulate limited asfzeof our business by, for example,
imposing zoning requirements and requiring instafapermits.

Telecommuni cations Regulation

Our wireless broadband systems can be used toderdviernet access service and VPNSs. In a Marcii @egision, the FCC classified
wireless broadband Internet access service adenstiate information service that is regulated ufdte | of the Communications Act of 192
as amended. Accordingly, most regulations thatyafaptelephone companies and other common caudiiret apply to our wireless broadb:i
Internet access service. For example, we are mogrdly required to contribute a percentage of gmesenues from our Internet access services
to universal service funds used to support lodapteone service and advanced telecommunicationgesifor schools, libraries and rural
health care facilities (“USF Fees”).

We are not required to file tariffs with the FC@fteg forth the rates, terms, and conditions oflaternet access service. The FCC,
however, is currently considering whether to impeagous consumer protection obligations, simitafitle 11 obligations, on wireless
broadband Internet access providers. These regeimsmmay include obligations related to truth-itifig, slamming, discontinuing service,
customer proprietary network information and fetlaraversal service funds mechanisms. Internetsgpeoviders 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 finthag facilities-based broadband Internet accesgighers are subject to the
Communications Assistance for Law Enforcement ACALEA”), which requires service providers coveriey that statute to build certain law
enforcement surveillance assistance capabilitistireir communications networks. The FCC requfemilities-based broadband Internet
access providers to comply with CALEA requiremdntdMay 14, 2007. We have complied with such CALEfuirements.

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

On May 12, 2011, the FCC issued a Notice of Pragpp@ademaking that proposed rules requiring broadtzard interconnected VolP
service providers to report outages. The indugppyosed certain aspects of the proposed rules imguzlirdensome reporting requirements. In
an Order released by the FCC on February 21, 282ZCC announced it would defer the question tdgeireporting requirements for
broadband Internet service providers on the grotimatsthis issue deserves further study.




Broadband Internet-related and Internet prot@asisices regulatory policies are continuing to diggweand it is possible that our broadb:
Internet access could be subject to additionallegigus in the future. The extent of the regulasidimat will ultimately be applicable to these
services and the impact of such regulations omkiildy 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 Uritatles and will continue to modify
regulations to foster such deployment, which wéllghus implement our existing and future busindssg

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 contestetifigure state and federal laws imposing taxestogr 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, 2011, we had 161 employeeshohwl160 are full-time employees and 1 is a paretemployee. As of February 29,
2012, we had 164 employees, of whom 162 are fulétemployees and 2 are pante employees. We believe our employee relatisagaod
Three employees are considered members of execuivegement.

Our Corporate Information

Our principal executive offices are located at Eitharlund Way, Middletown, Rhode Island, 02842.r telephone number is (401) 848-
5848. The Company’s website addredsttig://www.towerstream.com. Information contained on the Company’s websitaedt incorporated
into this Annual Report on Form 10-K. Annual regasn Form 10-K, quarterly reports on Form 10-Qrext reports on Form 8-K and all
amendments to those reports are available frebarfe through the Securities and Exchange Commi¢$8EC”) website at
http://www.sec.gov as soon as reasonably practicable after thosetseq@r electronically filed with or furnished tetBEC.

Item 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 adversely affected. In that case, the trading price of our
common stock could decline and investors in 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 busiisegpportunities that we determine
to pursue.

In order to pursue business opportunities, weng#d to continue to build our infrastructure amdrggthen our operational capabilities.
Our ability to do any of these successfully coutddlfifected by any one or more of the following éast

« the ability of our equipment, our equipment supglier our service providers to perform as we expect
« the ability of our services to achieve market atzepe;

- our ability to manage third party relationshipseetfvely;




« 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 angbaxsion 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 compatiin our industry for individual
experienced in network operations and enginee

« equipment failure or interruption of service whiwbuld adversely affect our reputation and our refest with our customer:

- our ability to accurately predict and respond @ ithpid technological changes in our industry &edetvolving demands of the mark
we serve; an

« our ability to raise additional capital to fund @yrowth and to support our operations until we heaiofitability.

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 ousihess.

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

We have constructed proprietary networks in eagch@inarkets we serve by installing antennae oftaps, cellular towers and other
structures pursuant to lease or license agreereetnd and receive wireless signals necessathidasperation of our network. We typically
seek five year initial terms for our leases withethto five year renewal options. Such renewaloogtare generally exercisable at our discre
before the expiration of the current term. If thiesseses are terminated or if the owners of thesetsires are unwilling to continue to enter into
leases or licenses with us in the future, we wingéldorced to seek alternative arrangements witbrgiloviders. If we are unable to continue to
obtain or renew such leases on satisfactory tesorshusiness would be harmed.

Our business depends on a strong brand, and if wendt maintain and enhance our brand, our abilitg lattract 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 investmehtbe successful. If we fail to promote and main the “Towerstream” brand, or if we
incur significant expenses in this effort, our Imesis, prospects, operating results and financradition may be harmed. We anticipate that
maintaining and enhancing our brand will becomedasingly important, difficult and expensive.

We are pursuing acquisitions that we believe conmpént our existing operations but which involve riskhat could adversely affect our
business.

Acquisitions involve risks that could adverselyesffour business including the diversion of managsrtime from operations and
difficulties integrating the operations and persarof acquired companies. In addition, any futurguasition could result in significant costs,
the incurrence of additional debt or the issuarfeaity securities to fund the acquisition, and #ssumption of contingent or undisclosed
liabilities, all of which could materially advergeffect our business, financial condition and hssof operations.

In connection with any future acquisition, we gelgrwill 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,eofrwhich may be larger than those previously deted and which could be material
acquisitions. Integrating acquisitions is oftentoand may require significant attention from mgement. Delays or other operational or
financial problems that interfere with our operatianay result. If we fail to implement proper ovkelasiness 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 isgibke 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 expeadwotinue incurring losses for the foreseeable fuéu

Our current business was launched in 1999 andnicasred losses in each year of operation. We recbadnet loss of $8,625,250 in 2009,
$5,603,007 in 2010 and $7,025,107 in 2011. We daamticipate when, if ever, our operations will beee profitable. We expect to incur
significant net losses as we develop our netwotkaed our markets, undertake acquisitions, aceqyieetrum and pursue our business stra
We intend to invest significantly in our businesfdre we expect cash flow from operations to bejadte to cover our operating expenses.

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

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

The market turmoil experienced over the past feargieincluding the failure or insolvency of sevdaae financial institutions and the
credit crunch affecting the short term debt markieés caused liquidity problems for companies astitutions across the country. As of
December 31, 2011, we had approximately $45,000/98@sh and cash equivalents with one large filahbanking 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 dimgancial institution could become insolvent or
fail. At times, our cash and cash equivalents brayninsured or in deposit accounts that excee8iederal 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 institutiengiould 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 thaliguidity will not be affected by changes in tfieancial markets and the global economy or
that our capital resources will at all times befisighnt to satisfy our liquidity needs. Although welieve that cash provided by operations and
our cash and cash equivalents currently on hargwaVide us with sufficient liquidity through theurrent 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 iitghof 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 acquisitmuspossible bids to acquire spectrum
licenses. We may be unable to secure such fundirgnweeded in adequate amounts or on acceptaiug, iéat 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 dmave significantly greater resources which may makeifficult for us to attract and
retain customers.

The market for broadband and related servicegishhicompetitive, and we compete with several otteenpanies within each of our
markets. Many of our competitors are well estalelistvith larger and better developed networks apgau systems, longer relationships with
customers and suppliers, greater name recognitidrgeeater financial, technical and marketing resesithan we have. Our competitors may
subsidize competing services with revenue fromragbarces and, thus, may offer their products a&ndices at prices lower than ours. Our
competitors may also reduce the prices of theiriees significantly or may offer broadband connéttipackaged with other products or
services. We may not be able to reduce our pricetherwise combine our services with other proglactservices, which may make it more
difficult to attract and retain customers. In agtglit businesses which are presently focused origirgyvservices to residential customers may
expand their target base and begin offering setaidrisiness customers.

We expect existing and prospective competitorgitgpatechnologies or business plans similar to,aurseek other means to develop
competitive services, particularly if our servigesve to be attractive in our target markets. Toisipetition may make it difficult to attract n
customers and retain existing customers.

We may experience difficulties in constructing, uggling and maintaining our network, which could irrease customer turnover and
reduce our revenues.

Our success depends on developing and providindupts and services that give customers high quiaigrnet connectivity. If the
number of customers using our network increasesyieequire more infrastructure and network res®s to maintain the quality of our
services. Consequently, we may be required to rmakstantial investments to improve our facilitiesl @quipment, and to upgrade our
technology and network infrastructure. If we do moplement these developments successfully, oeiewperience inefficiencies, operational
failures or unforeseen costs during implementatioa,quality of our products and services couldidec

We may experience quality deficiencies, cost ovesrand delays in implementing our network improvets@nd expansion and in
maintenance and upgrade projects, including théguarof those projects not within our control e ttontrol of our contractors. Our network
requires the receipt of permits and approvals fremerous governmental bodies including municipediind zoning boards. Such bodies ¢
limit the expansion of transmission towers and ottmastruction necessary for our business. Fatlureceive approvals in a timely fashion can
delay system rollouts and raise the cost of cormggirojects. In addition, we are typically requirt® obtain rights from land, building or tov
owners to install our antennae and other equiptoepitovide service to our customers. We may nailide to obtain, on terms acceptable to us,
or at all, the rights necessary to construct otwaek and expand our services.

We also face challenges in managing and operating@twork. These challenges include operatingntaaiing and upgrading network
and customer premise equipment to accommodateaisedetraffic or technological advances, and maggthia sales, advertising, customer
support, billing and collection functions of ourdiriess 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 secwenised spectrum, we face increased
operational costs, greater regulatory scrutiny anthy become subject to arbitrary government decisioaking.

We provide our services in some markets by usimgtspm obtained through licenses or long-term lea@séhose markets. Obtaining
licensed spectrum can be a long and difficult psedbat can be costly and require a disproport@aatount of our management resources.

Licensed spectrum, whether owned or leased, pakbitamal risks, including:
- inability to satisfy buil-out or service deployment requirements upon whigftsum licenses or leases are, or may be, conditi
« increases in spectrum acquisition costs or comigylexi

« competitive bids, pre-bid qualifications and pbat-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 willmmtommercially usable or free of damaging interfiee from licensed or unlicens
operators in our or adjacent ban

« contractual disputes with, or the bankruptcy oeotieorganization 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 sfigant portion of our spectrum.

We utilize unlicensed spectrum in all of our marleetvhich is subject to intense competition, low bars of entry and slowdowns due to
multiple users.

We presently utilize unlicensed spectrum in albof markets to provide our service offerings. Ustised or “free’spectrum is available -
multiple users and may suffer bandwidth limitaticimserference and slowdowns if the number of usgreeds traffic capacity. The availabi
of unlicensed spectrum is not unlimited and otldersiot need to obtain permits or licenses to @ittee same unlicensed spectrum that we
currently or may utilize in the future. The inherémitations of unlicensed spectrum could potdhtithreaten our ability to reliably deliver o
services. Moreover, the prevalence of unlicensedtspm creates low barriers of entry in our indgsthich naturally creates the potential for
increased competition.

Interruption or failure of our information technolgy 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 aysteWWe have experienced service
interruptions in the past and may experience sefviterruptions or system failures in the futureyAinscheduled service interruption
adversely affects our ability to operate our bussn@nd could result in an immediate loss of revenifieve 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.

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 cancel their services agreement. Customer atautd increase as a result of:

« interruptions to the delivery of services to custosnover our networl

« the availability of competing technology such asleanodems, DSL, third-generation cellular, satllvireless Internet service and
other emerging technologies, some of which mayebe éxpensive or technologically superior to trafed by us

« changes in promotions and new marketing or sal8atives;
« new competitors entering the markets in which werdafervice; an
« areduction in the quality of our customer senlidkéng errors.

An increase in customer churn can lead to slowstotner growth, increased costs and a reductioevienues.

10




If our business strategy is unsuccessful, we wilitrbe profitable and our stockholders could losethinvestment.

There is no prior history of other companies thatéhsuccessfully pursued our strategy of delivefixed wireless bandwidth services to
businesses. Many fixed wireless companies havedfaind there is no guarantee that our strategyowifuccessful or profitable. If our strategy
is unsuccessful, the value of our company may @serand our stockholders could lose their entirestment.

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 areghage expansion in an orderly fash
In addition, we may face challenges in managingaaging product and service offerings, and in irdéigg 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 fattract, train and retain highly
qualified personnel.

We are highly dependent on the continued servitesimChairman, Philip Urso, and our President @hief Executive Officer, Jeffrey
M. Thompson. In December 2011, we amended our gmmeat agreement with Jeffrey M. Thompson. The amenrd extends the term of his
employment agreement for a period of two years,mencting December 2011. We cannot guarantee thatfahgse persons will stay with us
for any definite period. Loss of the services of ahthese individuals could adversely impact opemtions. We do not maintain policies of
“key man” insurance on our executives.

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 tsfaour 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.

We could encounter difficulties integrating acqutgns which could result in substantial costs, dgtaor other operational or financial
difficulties.

Over the past two years, we have completed fouiaitipns. We may seek to acquire other fixed lgge businesses, including those
operating in our current business markets or tlopseating in other geographic markets. We cannairately predict the timing, size and
success of our acquisition efforts and the assettieapital commitments that might be required. Wfeeet to encounter competition for
acquisitions which may limit the number of potehéequisition opportunities and may lead to higheguisition prices. We may not be able to
identify, acquire or profitably manage additionakmesses or successfully integrate acquired bssseif any, without substantial costs,
delays or other operational or financial difficaki

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

«» failure of the acquired businesses to achieve agpaesults

« integration difficulties could increase customeunwchand negatively affect our reputation;

» diversion of manageme's attention and resources to acquisitic

« failure to retain key personnel of the acquiredithesses;

« disappointing quality or functionality of acquiredquipment and personnel; and

« risks associated with unanticipated events, litdedior contingencie:

The inability to successfully integrate and managguired companies could result in the incurrericeibstantial costs to address the

problems and issues encountered.
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Our inability to finance acquisitions from cash fle generated from operations, debt financing, or $ba of our common stock could
impair the growth and expansion of our business.

The extent to which we will be able or willing tseishares of our common stock to consummate atiqugsivill depend on (i) the market
value of our securities which will vary, (ii) liggity which can fluctuate, and (iii) the willingnesspotential sellers to accept shares of our
common stock as full or partial payment for thaisimess. Using shares of our common stock for adopris may result in significant dilution
to existing stockholders. To the extent that weusnr@ble to use common stock to make future acurisit 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 acquisitiivee are unable to obtain additional capital onegtable terms, we may be required to reduce
the scope of expansion or redirect resources caeuirtiv internal purposes. Our inability to use shaf our 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 requirezslgpend our network deployment and our serviceadtction.

We depend on a limited number of third party sugglio produce and deliver products required fomatworks. We also depend on a
limited number of third parties to install and ntain our network facilities. We do not maintain dagg 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 installationneaintenance of our infrastructure. Such
developments could force us to suspend the deplotof@ur network and the installation of new cuséss, thus impairing future growth.

If our data security measures are breached, custosnmay perceive that our network is not secure whioay adversely affect our abili
to attract and retain customers and expose us &biiity.

Network security and the authentication of a cugidscredentials are designed to protect unautedrércess to data on our network.
Because technigues used to obtain unauthorizedsteer to sabotage networks change frequentlyraydnot be recognized until launched
against a target, we may be unable to anticipaimplement adequate preventive measures againsthori&zed access or sabotage.
Consequently, unauthorized parties may overcomecnyption and security systems, and obtain adoedata on our network. In addition,
because we operate and control our network andusiomers’ Internet connectivity, unauthorized asag sabotage of our network could
result in damage to our network and to the computether devices used by our customers. An aotuaérceived breach of network secur
regardless of whether the breach is our fault,ccbakm public perception of the effectiveness afsmcurity measures, adversely affect our
ability to attract and retain customers, expostisignificant liability and adversely affect oundiness prospects.

The delivery of our services could infringe on tiwellectual property rights of others which maysalt in costly litigation and, if we do
not prevail, could also cause us to pay substantiamages and prohibit us from selling our services.

Third parties may assert infringement or otherliattual property claims against us. We may havesty substantial damages, including
damages for past infringement if it is ultimateBtermined that our services infringe a third parfyroprietary rights. Further, we may be
prohibited from selling or providing some of oundees before we obtain additional licenses, whithyailable at all, may require us to pay
substantial royalties or licensing fees. Evenairols are determined to be without merit, defendit@wsuit takes significant time, may be
expensive and may divert management’s attentian fsar other business concerns. Any public annourcésirelated to litigation or
interference proceedings initiated or threatenednsg us could cause our business to be harmedwaratock price to decline.

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 Bbzend industry may impact demand for our serviCestomers may reduce the
amount of bandwidth that they purchase from usmdueiconomic downturns which will directly affectraevenues and operating results. An
economic or industry slowdown may cause other lassies or industries to delay or abandon implenmientaf new systems and technologies,

including wireless broadband services. Furtheiitipal uncertainties, including acts of terrorismdaother unforeseen events, may impose
additional risks upon and adversely affect the s® or broadband industry generally, and our lgsinspecifically.
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We operate in an evolving industry which makesiffidult to forecast our future prospects as ourrséces may become obsolete and we
may not be able to develop competitive productsewices on a 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 compet#veices on a timely basis. We face a number {itdifies and uncertainties such as:

« competition from service providers using more édfit, less expensive technologies including pragluct yet invented or develope
« responding successfully to advances in competiclgn@ogies in a timely and cost-effective manner;

- migration toward standar-based technology, which may require substantiatalagxpenditures; an

- existing, proposed or undeveloped technologiesrtizgt render our wireless broadband services legiahle or obsolete.

As the services offered by us and our competitexelbp, businesses and consumers may not accepéites as a commercially viable
alternative to other means of delivering wirelessalband services. As a result, our services megrhe obsolete and we may be unable to
develop competitive products or services on a trbekis, or at all.

We are subject to extensive regulation that couldit or restrict our activities. If we fail to comlg with these regulations, we may be
subject to penalties, both monetary and r-monetary, which may adversely affect our financiedndition and results of operations.

Our business activities, including the acquisiti@ase, maintenance and use of spectrum licengesxgensively regulated by federal, s
and local governmental authorities. A number offad] state and local privacy, security, and coreuaws also apply to our business. These
regulations and their application are subject tatiooious change as new legislation, regulatiorenoendments to existing regulations are
periodically implemented by governmental or reqaiatauthorities, including as a result of judidiaterpretations of such laws and regulations.
Current regulations directly affect the breadtls@ivices we are able to offer and may impact thesyaerms and conditions of our services.
Regulation of companies that offer competing s@wisuch as cable and DSL providers, and teleconuationis carriers also affects our
business.

We are currently not required to register with theversal Service Administrative Company (“USAC a seller of telecommunications,
nor are we required to collect Universal Servicad=('USF”) fees from our customers or to pay USésfdirectly. In October 2011, the FCC
adopted an Order dramatically changing the USFraragin the next few months, the FCC is also exgubtt address USF contribution refc
It is possible that the FCC could adopt new regutatrequiring broadband service providers to tegiand pay USF fees. If the FCC were to
implement such a change, we would likely be obéidab pay USF fees on some or all of our grossness.

In addition, the FCC or other regulatory authositt®uld restrict our ability to manage customes® af our network, thereby limiting our
ability to prevent or address customers’ excedsarelwidth demands. To maintain the quality of cetiwork and user experience, we may
manage the bandwidth used by our customers’ apiolits in part by restricting the types of applioas that may be used over our network. If
the FCC or other regulatory authorities were tophdegulations that constrain our ability to empbandwidth management practices,
excessive use of bandwiditensive applications would likely reduce the dyadf our services for all customers. Such declinthe quality o
our services could harm our business.

The breach of a license or applicable law, evetdidentally, can result in the revocation, susjpengancellation or reduction in the term
of a license or the imposition of fines. In additioegulatory authorities may grant new licensethital parties, resulting in greater competition
in territories where we already have rights torised spectrum. In order to promote competitiornges may also require that third parties be
granted access to our bandwidth, frequency capdatitilities or services. We may not be able taaabbr retain any required license, and we
may not be able to renew a license on favorablaggor at all.

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 pregamtknown and could be detrimental to
business and prospects.
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Risks Relating to Our Organization

Our certificate of incorporation allows for our baa of directors to create new series of preferredck without further approval by our
stockholders which could adversely affect the rightf the holders of our common stoc

Our board of directors has the authority to fix @edermine the relative rights and preferencesefiepred stock. Our board of directors
also has the authority to issue preferred stockowit further stockholder approval. As a result, loogrd 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 areibliged to the holders of common stock and (ii§ thght 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 votowggp than our common stock or that is convertibte bur common stock, which could
decrease the relative voting power of our commoaoksor result in dilution to our existing commomwndatholders.

Any of the actions described in the preceding pagly could significantly adversely affect the inwesnt made by holders of our common
stock. Holders of common stock could potentially rexeive dividends that they might otherwise haaceived. In addition, holders of our
common stock could receive less proceeds in coiumewith any future sale of the Company, whethdigaoidation or on any other basis.

Our officers and directors own a substantial amouaft our common stock and, therefore, exercise sfgr@nt 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 entigifsiated with them, control approximately 12%air outstanding common stock
(including shares of common stock underlying exsatsie stock options). These shareholders, if thejogether, may be able to exercise
substantial influence over the outcome of all cosp® actions requiring approval of our shareholderduding the election of directors and
approval of significant corporate transactions,alihinay result in corporate action with which otkleareholders do not agree. This
concentration of ownership may also have the effédelaying or preventing a change in control vahigight be in other shareholders’ best
interest but which might negatively affect the medrfrice of our common stock.

We are subject to extensive financial reporting arelated requirements for which our accounting arrdher management systems and
resources may not be adequately prepared.

We are subject to reporting and other obligatiom$eu the Securities Exchange Act of 1934, as anttnideluding the requirements of
Section 404 of the Sarban@sdey Act. Section 404 requires us to conduct amuahmanagement assessment of the effectivenesg @iterna
controls over financial reporting. These reportamgl other obligations will place significant demsameh our management, administrative,
operational and accounting resources. We anticibatene may need to (i) upgrade our systemsinfifiement additional financial and
management controls, reporting systems and proesgd(iii) implement an internal audit function, &) hire additional accounting, internal
audit and finance staff. If we are unable to acdshpghese objectives in a timely and effective mem our ability to comply with our financial
reporting requirements and other rules that apphgporting companies could be impaired. Any fa&lto maintain effective internal controls
could have a negative impact on our ability to nggnaur business and on our stock price.

We may be at risk to accurately report financialsudts or detect fraud if we fail to maintain an ef€tive system of internal controls.

As directed by Section 404 of the Sarbanes-OxletyoA2002, the SEC adopted rules requiring puldimpanies to include a report that
contains an assessment by management on the Cosjparynal control over financial reporting in thannual and quarterly reports on Form
10-K and 10-Q. While we are consistently workingimprovements and conducting rigorous reviews afioternal controls over financial
reporting, our independent auditors may interpesiti®n 404 requirements and apply related rulesragdlations differently. If our
independent auditors are not satisfied with ouerimal control over financial reporting or with tlewel at which it is documented, operated or
reviewed, they may decline to accept managemestaessment and not provide an attestation repaytiomternal control over financial
reporting. Additionally, if we are not able to meditthe requirements of Section 404 in a timelywmer or with adequate compliance, we mi
be subject to sanctions or investigation by regujaauthorities, such as the SEC.

We cannot assure you that significant deficienoresaterial weaknesses in our disclosure contrudsiaternal control over financial
reporting will not be identified in the future. Asfuture changes in our accounting, financial répg, and regulatory environment may create
new areas of risk exposure. Failure to modify odsteng control environment accordingly may impair controls over financial reporting and
cause our investors to lose confidence in thelsilia of our financial reporting, which may advetg affect our stock 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 foiniison the NASDAQ Capital Market and our commorcktoontinues to be listed on the
NASDAQ Capital Market. There can be no assuranaetthding of our common stock on such market bélisustained or that we can m
NASDAQ's continued listing standards. In the event thatammmon stock fails to qualify for continued imsion, our common stock could
thereafter only be quoted on the OTC Bulletin Baarrthe “pink sheets.” Under such circumstancesatediolders may find it more difficult to
sell, or to obtain accurate quotations, for our own stock, and our common stock would become sntigli§ less attractive to certa



purchasers such as financial institutions, hedgddwand other similar investors.
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Our common stock may be affected by limited tradivmjume and price fluctuations which could advergeinpact the value of our
common stock.

While there has been relatively active tradingum common stock over the past twelve months, thanebe no assurance that an active
trading market in our common stock will either deyeor be maintained. Our common stock has expeei@nand is likely to experience in the
future, significant price and volume fluctuationkiah could adversely affect the market price of common stock without regard to our
operating performance. In addition, we believe fhators such as quarterly fluctuations in ourficial results and changes in the overall
economy or the condition of the financial markedald cause the price of our common stock to fluetsaibstantially. These fluctuations may
also cause short sellers to periodically ententheket in the belief that we will have poor resittshe future. We cannot predict the actions of
market participants and, therefore, can offer reuasces that the market for our common stockbeilstable or appreciate over time.

We have not paid dividends in the past and do nqiext to pay dividends in the future. Any return @m investment in our common
stock is expected to be limited to an increasehia value of the common stoc

We have never paid cash dividends on our commark 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, cammon stock may be considered less valuable becateturn on a shareholdemvestmer
will only occur if our stock price appreciates.

We adopted a Rights Plan in 2010 which may discayeahird parties from attempting to acquire controf our company and have an
adverse effect on the price of our common stock.

In November 2010, we adopted a rights plan (“thghi& Plan”) and declared a dividend distributiooé preferred share purchase right
for each outstanding share of common stock aseofabord date on November 14, 2010. Each rightnvexercisable, entitles the registered
holder to purchase one-hundredth (1/¥Q0f a share of Series A Preferred Stock, par v&ue01 per shares of the Company at a purchase
price of $18.00 per one-hundredth (1/40pof a share of the Series A Preferred Stock, stibjecertain adjustments. The rights will gengrall
separate from the common stock and become exeleigamy person or group acquires or announcesaer offer to acquire 15% or more of
our outstanding common stock without the consemuofboard of directors. Because the rights magtsuitially dilute the stock ownership ¢
person or group attempting to take us over wittloetapproval of our board of directors, our RigPi@n could make it more difficult for a thi
party to acquire us (or a significant percentageuwfoutstanding capital stock) without first négtihg with our board of directors. In addition,
we are governed by provisions of Delaware law thay prohibit large stockholders, in particular ta@svning 15% or more of our outstanding
voting stock, from merging or combining with us.

The provisions in our charter, bylaws, Rights Rdad under Delaware law related to the foregoinddcdiscourage takeover attempts that
our stockholders would otherwise favor, or otheeaisduce the price that investors might be wiltmgay for our common stock in the future.

Item 1B. Unresolved Staff Comments.

Not applicable.

Item 2. Properties.

Our executive offices are currently located in M&dwn, Rhode Island, where we lease approxima&2]§37 square feet of space,
consisting of a 17,137 square feet building at @nrharlund Way for our administrative, engineerinfprmation technology and customer
care offices and a 25,000 square feet buildin@&®i8/a Lane for our sales call center. Our anmeiai payments totaled approximately
$558,000 in 2011 and will remain at that level tigb May 2012, before increasing to approximate 800 through the end of the lease.
lease expires on October 1, 2013 with an opticenew for an additional five-year term. We do mnehaany real property.

Item 3. Legal Proceedings.

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

Item 4. Mine Safety Disclosures.

Not applicable.
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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 BulletinrBdgom January 12, 2007 through May 30, 2007 utigersymbol 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 foflowing 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 2011 HIGH LOW

First Quarte! $ 5.0¢ $ 3.4z
Second Quarte $ 57C $ 3.61
Third Quartel $ 551 $ 2.5
Fourth Quarte $ 32: % 1.7¢
FISCAL YEAR 2010 HIGH LOW

First Quartel $ 23C % 1.4C
Second Quarte $ 19t $ 1.3¢€
Third Quartel $ 23¢ % 1.4z
Fourth Quarte $ 428 3 1.94

The last reported sales price of our common stocthe NASDAQ Capital Market on December 31, 201% %2.12 and on March 12,
2012, the last reported sales price was $2.62. iiaug to the records of our transfer agent, as afdil 12, 2012, there were approximately 40
holders of record of our common stock.

Performance Graph

On May 31, 2007, our shares of common stock begaiing on the NASDAQ Capital Market. The chart belmmpares the annual
percentage change in the cumulative total returawsrcommon stock with the NASDAQ Capital Marketn@mosite Index and the NASDAQ
Telecom Index. The chart shows the value as of Déee 31, 2011, of $100 invested on May 31, 2004 didy our common stock was first
publicly traded on the NASDAQ Capital Market, inrmommon stock, the NASDAQ Capital Market Compositdex and the NASDAQ
Telecom Index.

Comparison of Cumulative Total Returns Among Towertream,
NASDAQ Capital Market Composite Index and NASDAQ Tdecom Index

120 | = #= Towerstream Corporation |
| —=— MASDAQ Capital Market Composite Index |
100 EPFRERE = _ 1 MD{Q_TEHWmInﬂx

a0

053107 12f31/o7 12/31/08 1231059 1331110 12/31/11
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5/31/2007 12/31/2007  12/31/200¢  12/31/200¢  12/31/201C 12/31/2011

Towerstream Corporatic $ 100.0¢ $ 4132 $ 9.2¢ % 26.11 % 54.6¢ $ 28.5:¢
NASDAQ Capital Market Composite Ind: $ 100.0C $ 83.8: $ 3891 $ 52.0¢ $ 61.1: $ 47.0¢
NASDAQ Telecom Inde: $ 100.0¢ $ 101.5¢ $ 5791 $ 85.8: $ 89.2: $ 77.9¢

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 tinduture earnings (if any) to fund the operatéionl expansion of our business and for general
corporate purposes.

Securities Authorized for Issuance Under Equity Corpensation Plans

As of December 31, 2011, securities issued andisiesuavailable for future issuance under our 20@®-Employee Directors
Compensation Plan, our 2007 Equity Compensation &ta our 2007 Incentive Stock Plan were as follows

Equity Compensation Plan Information

Number of securities to  Weighted averag Number of securitie
issued upon exercise of exercise price of remaining available for futu
outstanding options, outstanding option issuance under equity
warrants and right warrants and right compensation plar
Equity compensation plans approved by securitydrs| 4,635,62: $ 2.8t 432,20t
Equity compensation plans not approved by sechdtgers -$ - -
Total 4,635,62: $ 2.8t 432,20t

Recent Sales of Unregistered Securities
During the annual period covered in this Reportjsgeed the following unregistered securities:

e 269,886 shares of our common stock in May 2011rte @elocity Inc. in consideration for an acquigitiwith a fair value $1,281,9%
» 89,987 shares of our common stock in August 20¥Lthird party for a FCC license with a fair va®&09,555; an

« 925,736 shares of our common stock in December 8)Cblor Broadband Communications in considerat@ran acquisition with
fair value $2,286,567.

These transactions did not involve any underwrjtenslerwriting discounts or commissions, or anyliguliffering and we believe was

exempt from the registration requirements of theuGides Act of 1933 by virtue of Section 4(2) thef and/or Regulation D promulgated
thereunder.
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Item 6. Selected Financial Data

The annual financial information set forth belovs leeen derived from our audited consolidated firstatements. The information should
read in connection with, and is qualified in itdiegty by reference to, Management’s Discussion Aandlysis, the consolidated financial
statements and notes included elsewhere in thigtrapd in our SEC filings.

Years Ended December 31

2007 2008 2009 2010 2011
CONSOLIDATED STATEMENT OF
OPERATIONS DATA:
Revenue! $ 688334 $ 10,656,08 $ 1491543 $ 1964589 $ 26,494,73
Operating Expense
Cost of revenues (exclusive of depreciati 2,469,06! 4,076,101 3,690,08! 4,887,88. 8,172,311
Depreciation and amortizatic 1,879,51! 3,222,711 4,035,26' 5,770,33! 9,138,31!
Customer support servic 931,78! 1,820,10. 2,132,96! 2,549,61! 3,349,84.
Sales and marketir 3,588,11. 7,692,261 5,545,71. 5,088,08! 5,328,37.
General and administrative 6,827,03 7,208,80. 6,943,08! 7,398,42 9,670,41
Total Operating Expenses 15,695,51 24,019,98 22,347,12 25,694,33 35,659,26
Operating (Loss) Incom (8,812,16) (13,363,90) (7,431,68) (6,048,44) (9,164,52)
Other Income/(Expens:
Interest incomt 1,460,82! 578,37: 26,60: 4,417 57,54
Interest expens (974,779 (509,59)) (740,409 (489) (22,05%)
Gain on business acquisitir - - - 355,87t 2,231,53
Loss on derivative financial instrumel - - (478,54, - -
Other income (expense), r (175,60 (82,299 (1,213 85,63¢ (9,58))
Total Other Income/(Expense) 310,44« (13,51 (1,193,56) 445,43¢ 2,257,43!
Loss before income taxi (8,501,72) (13,377,41) (8,625,25) (5,603,00) (6,907,08)
Provision for income taxes - - - - (118,019
Net (loss) incom $ (8501,72) $ (13,377,41) $ (8,62525) $ (5,603,00) $ (7,025,10)
Net (loss) income per common sh- basic and
diluted $ 0.29) $ 039 $ 0.25) $ (0.1¢) $ (0.1%)
Weighted average common shares outstandin
basic and dilute: 29,243,80 34,543,97 34,606,79 35,626,78 47,505,86
CONSOLIDATED BALANCE SHEETS
DATA (at December 31,):
Cash and cash equivalel 40,756,86 24,740,26 14,040,83 23,173,35 44,672,58
Property, plant and equipment, | 8,518,75! 12,890,77 13,634,68 15,266,05 27,531,27
Total asset 50,955,18 39,287,83 29,502,70 44,589,82 83,636,89
Working capital 38,899,10 19,412,42 11,452,31 20,184,12 40,046,66
Long-term debt 3,142,86. - - - -
Stockholders' equit 44,735,28 33,007,19 25,411,17 40,020,87 77,144,91
OTHER FINANCIAL DATA:
Capital expenditure 6,709,91 7,683,85! 4,848,24! 5,659,70: 14,483,70
Net cash provided by (used in) operating activ (3,973,761 (7,873,23) (2,979,75) 593,80: 1,566,04.
Net cash used in investing activiti (6,895,11) (8,095,871 (4,944,32) (8,413,01) (19,082,25)
Net cash provided by (used in) financing activi 51,465,37 (47,490 (2,775,341 16,951,72 39,015,44
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Years Ended December 31

2007 2008 2009 2010 2011

Reconciliation of Nor-GAAP to GAAP measures:
Net loss $ (8,501,72) $(13,377,41) $ (8,62525) $ (5,603,00) $ (7,025,10)
Depreciation and amortizatic 1,879,51! 3,222,711 4,035,26' 5,770,33! 9,138,31!
Non-recurring expenses, primarily acquisition-

related - - 185,16t 758,58¢ 495,86(
Stoclk-based compensatic 1,045,70! 899,33¢ 802,95¢ 771,81 1,081,04.
Loss on property and equipme 25,63 83,40¢ 57,41 74,53 65,21¢
Loss on nonmonetary transactic - - - - 41,22¢
Gain on business acquisitir - - - (355,87¢) (2,231,53)
Loss on derivative instrumer - - 478,54 - -
Interest incomt (1,460,82) (578,379 (26,605 (4,41)) (57,54
Interest expens 974,77: 509,59: 740,40¢ 48¢ 22,05¢
Other income (expense), r 175,60° 82,29¢ 1,21z (85,63¢) 9,581
Provision for income taxes - - - - 118,01¢

Adjusted EBITDA, excluding nc-recurring
expense: (5,861,31) (9,158,44) (2,350,88) 1,326,82! 1,657,13!

Wi-Fi network expenses - 2,586,78!
Adjusted EBITDA, excluding nc-recurring
expenses and Wi-Fi network costs $ (5,861,31) $ (9,158,44) $ (2,350,88) $ 1,326,821 $ 4,243,91

We focus on Adjusted EBITDA as a principal indigatd evaluating the operating efficiency and oviiahncial performance of our
business. We believe this information providesubers of our financial statements with valuablégimisinto our operating results. We have
included Wi-Fi network expenses as a reconciliegiiin order to report the overall financial perfamoe of our core business which has been
providing broadband services to commercial custsrf@rapproximately ten years. In late 2010, waeeenced construction of our Wi-Fi
network to provide a new platform of services. Wairred approximately $2,587,000 of operating @sgs in 2011 preparing for and
launching our new Wi-Fi network. We believe thaers of our financial statements want to understaadperating performance of each of
our service platforms especially because we haea peoviding our core services for approximatety years but only recently launched our
new Wi Fi network.

EBITDA is calculated as net income (loss) befoteriast, income taxes, depreciation and amortizatm define Adjusted EBITDA as r
income (loss) before interest, income taxes, dégien and amortization expenses, excluding whesieable, stock-based compensation,
other noneperating income or expenses, as well as gainssrda (i) disposal of property and equipmentn@hmonetary transactions, and
business acquisitions. It is important to note, éeev, that norGAAP financial measures as presented do not repressh provided by or us
in operating activities and may not be comparabl&rilarly titted measures reported by other conigs Neither should be considered in
isolation or as a substitute for measures of pevéorice prepared in accordance with GAAP.

Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.
Overview

We provide broadband services to commercial custeinad deliver access over a wireless network mnétisg over both regulated and
unregulated radio spectrum. Our service supporngwalth on demand, wireless redundancy, virtualgig networks (“VPNs”), disaster
recovery, bundled data and video services. We geoseérvice to business customers in New York @Gbston, Chicago, Los Angeles, San
Francisco, Seattle, Miami, Dallas-Fort Worth, Pihdiphia, Nashville, Las Vegas-Reno and Provideneejdort.

In April 2010, we completed the acquisition of twestomer contracts, network infrastructure andeedlassets of the Chicago, lllinois and
Nashville, Tennessee networks of Sparkplug Chiclgo,(‘Sparkplug”). The aggregate consideration for tbguésition included (i)
approximately $1.2 million in cash and (ii) 275, 7)ares of our common stock with a fair value gfragimately $0.4 million. The acquisition
of Sparkplug was a business combination accoumtedrfder the acquisition method.

In December 2010, we completed the acquisitiomefdustomer contracts, network infrastructure ahated assets of Pipeline Wireless,
LLC (“Pipeline”), which was primarily based in tigeeater Boston area. The aggregate consideratiaghdacquisition included (i)
approximately $1.6 million in cash, (i) 411,523registered shares of common stock with a fair vafugpproximately $1.5 million, (iii)
approximately $0.5 million of deferred cash paymsemter a 36 month period beginning June 2011, ehéproximately $0.2 million in
assumed liabilities. The acquisition of Pipelinesvaabusiness combination accounted for under theisiton method. In September 2011, we
finalized the purchase price of the Pipeline adtjais The final purchase price of $3,719,047 i43421, or 3%, lower than the previously
reported purchase price of $3,831,468. The adjustnesulted in a decrease in deferred paymentd486 965, or $112,421 on a net present
value basis. In addition, identifiable net assets goodwill were reduced by $62,131 and $50,2%peetively.

In May 2011, we completed the acquisition of thetomer contracts, network infrastructure and relatesets of One Velocity Inc. (“One
Velocity”) which was based in Las Vegas and Reneyddla. The aggregate consideration for the acmuisiticluded (i) approximately $1.6
million in cash, and (ii) 269,886 unregistered sisasf common stock with a fair value of approxirha$d.3 million. The acquisition of Or



Velocity was a business combination accounted fioien the acquisition method. In January 2012, walified the purchase price of the
One Velocity acquisition. The final purchase pride2,881,959 is $557,773, or 16%, lower than ttevipusly reported purchase price of
$3,439,732. The adjustment resulted in a decrefab&7/0426 shares of common stock issued to Onecitg/drom 387,312 to 269,886 shares.
In addition, we recognized additional gain on basgacquisition of approximately $481,000 and actdn of approximately $77,000 of
identifiable net assets in the fourth quarter cf20
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In July 2011, we completed an underwritten offerrid 0,350,000 shares of our common stock at aipuoKfering price of $4.00 per sha
The total gross proceeds of the offering were $3(01,@200. Net proceeds were approximately $38,835&0€r underwriting discounts,
commissions and offering expenses.

In December 2011, we completed the acquisitiorefain customer contracts, network infrastructure eelated assets of Color Broadb
Communications, Inc. (“Color Broadband”), whichbigsed in the Los Angeles area. The aggregate @asioh for the acquisition included (i)
approximately $2.8 million in cash, (ii) 925,73@sbs of our common stock with a fair value of apprately $2.3 million, and (iii)
approximately $0.2 million in assumed liabiliti§$he acquisition of Color Broadband was a businessbination accounted for under the
acquisition method.

In the fourth quarter of 2011, we launched our Wir€twork which is marketed towards mobile opermsttmternet based marketing
companies and Wi-Fi operators.

Characteristics of our Revenues and Expenses

We offer our broadband services under agreementadigerms of one, two or three years. Pursuattiése agreements, we bill customers
on a monthly basis, in advance, for each monttenfise. Payments received in advance of servicdsnpeed are recorded as deferred
revenues and recognized as revenue ratably oveethiEe period.

Costs of revenues consists of expenses that aetlglirelated to providing services to our custasmercluding Core Network expenses
(tower and roof rent and utilities, bandwidth co$tsints of Presence (“PoP”) maintenance and otdrer)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 Nekncosts as “Network Costs.” When we first ererew market, or
expand in an existing market, we are required ¢ariip-front costs in order to be able to provideeless broadband services to commercial
customers We refer to these activities as establishing a Wdek Presence. These costs include building PoPs which are Compaggtions
where we install a substantial amount of equipnreptder to connect numerous customers to theriaterThe costs to build PoPs are
capitalized and expensed over a five year periodaddition to building PoPs, we also enter towat eoof rental agreements, secure bandw
and incur other Network Costs. Once we have dstai a Network Presence in a new market or expghodeNetwork Presence in an
existing market, we are capable of servicing aiigant number of customers through that Networkdence. The variable cost to add new
customers is relatively modest, especially compé&vdte upfront cost of establishing or expandingdetwork Presence. As a result, our
gross margins in a market normally increase ovee ths we add new customers in that market. Howesemay experience variability in
gross margins during periods in which we are expandur Network Presence in a market.

Sales and marketing expenses primarily considiebalaries, benefits, travel and other costs pkales and marketing teams, as well as
marketing initiatives and business development Bses.

Customer support services include salaries anterkfaayroll costs associated with our customer sdgervices, customer care, and
installation and operations staff.

General and administrative expenses include cesiistdable to corporate overhead and the ovetgdpsrt of our operations. Salaries and
other related payroll costs for executive managenfierance, administration and information systgrassonnel are included in this category.
Other costs include rent, utilities and other ffie# costs, accounting, legal and other profesdisarvices, and other general operating
expenses.

Market Information

We operate in one segment which is the businegsrefess broadband services. Although we provideises in multiple markets, these
operations have been aggregated into one repogaglaent based on the similar economic charadtsrestnong all markets, including the
nature of the services provided and the type dfocnsrs purchasing such services. While we openatally 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.

As of December 31, 2011, we operated in twelve etarkcross the United States including New YorlstBo, Los Angeles, Chicago, San
Francisco, Miami, Seattle, Dallas-Fort Worth, Péhiphia, Nashville, Las Vegas-Reno and Provideneegdort. The markets were launched at
different times, and as a result, may have diffeoprerating metrics based on their size and sthgeaturation. We incur significant up-front
costs in order to establish a Network Presencenevamarket. These costs include building PoPsNetdiork Costs. Other material costs
include hiring and training sales and marketingspenel who will be dedicated to securing custorretiat market. Once we have established
a Network Presence in a new market, we are capdiskervicing a significant number of customers. Téte of customer additions varies from
market to market, and we are unable to predict hamy customers will be added in a market duringspecific period. We believe that
providing operating information regarding each of markets provides useful information to sharebddn understanding the leveraging
potential of our business model, the operatingguarénce of our mature markets, and the long-tertarpial for our newer markets. Set forth
below is a summary of our operating performance per-market basis, and a description of how eatdgory is determined.
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Revenues : Revenues are allocated based on which marketaetbmer is located in.

Costs of Revenues : Includes payroll, Core Network costs and Custoletwork costs that can be allocated to a spegificket. Costs that
cannot be allocated to a specific market are dladsas Centralized Costs.

Operating Costs : Costs which can be specifically allocated to aketinclude direct sales personnel, certain dineatketing expense,
certain customer support and installation paymglienses and third party commissions.

Centralized Costs : Represents costs incurred to support activitieass all of our markets that are not allocabla gpecific market. This
principally consists of payroll costs for custonsare representatives, customer support enginedes, support, marketing and certain
installations personnel. These individuals sereieggtomers across all markets rather than beingadi to any specific market.

Corporate Expenses : Includes costs attributable to corporate overtaatithe overall support of our operations. Sadaaied related payrc
costs for executive management, finance, admitistrand information systems personnel are includetis category. Other costs include
office rent, utilities and other facilities cospspfessional services and other general operatipgreses.

Adjusted Market EBITDA : Represents a market’s net income (loss) beforedsiietaxes, depreciation, amortization, stock-thase
compensation, and other income (expense). We leeliés metric provides useful information regardihg cash flow being generated in a
market.

We began providing broadband services in Philade|gtennsylvania in 2010. The Sparkplug acquisitioApril 2010 expanded and
strengthened our presence in Chicago and also braisgnto the Nashville, Tennessee market. Theliip acquisition in December 2010
expanded and strengthened our operations in tleegrBoston area. We entered the Las Vegas-RerketriarMay 2011 through the
acquisition of One Velocity. The Color Broadbanduaisition in December 2011 expanded and strengtheneoperations in the Los Angeles
area.

The New York market included cost of revenues grapimately $987,000 and operating costs of appnaxély $82,000 for the year
ended December 31, 2011, related to the construofia Wi-Fi network.

Year ended December 31, 2011

Adjusted
Cost of Operating Market

Market Revenues Revenues Gross Margin Costs EBITDA
Boston $ 6,740,600 $ 1,563,53: $ 5177,06 $ 948,19( $  4,228,87
Los Angeles 4,472,13i 907,75¢ 3,564,38. 1,051,12i 2,513,26.
New York 6,100,47. 2,444,95 3,655,51 1,328,49! 2,327,011
Chicago 3,461,61. 1,042,22: 2,419,39. 642,21 1,777,17
San Francisc 1,491,81. 294,17t 1,197,63! 373,40: 824,23
Miami 1,389,47 306,03t 1,083,43! 392,06! 691,37-
Las Vegas 1,031,53! 437,46¢ 594,06° 105,26° 488,80(
Providenc-Newport 459,25! 176,91t 282,33¢ 94,10¢ 188,23¢
Seattle 526,22¢ 223,49 302,73: 122,16: 180,56
Dallas-Fort Worth 655,52! 333,59« 321,92° 275,78 46,14«
Nashville 53,21( 52,43¢ 7€ 41,51¢ (40,739
Philadelphia 112,87¢ 61,75: 51,12¢ 106,15( (55,02
Total $ 26,494,73 $ 7,844,34 $ 18,650,399 $ 5,480,47. $ 13,169,92
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Reconciliation of Nor-GAAP Financial Measure to GAAP Financial Measure

Adjusted market EBITD# $ 13,169,92
Centralized cost (3,525,71)
Corporate expenst (8,589,371
Depreciation and amortizatic (9,138,31)
Stocl-based compensatic (1,081,04)
Other income (expens 2,257,43!
Provision for income taxe (118,019
Net loss $ (7,025,10)
Year ended December 31, 2010

Adjusted

Cost of Market

Market Revenues Revenues Gross Margin  Operating Costs EBITDA
New York $ 578261 $ 1,16043 $ 4,622,17" $ 1,187,000 $  3,435,17.
Boston 4,509,90! 728,42 3,781,47 689,10: 3,092,37!
Los Angeles 3,178,02 611,54: 2,566,48! 1,098,55: 1,467,93
Chicago 2,452,56: 798,45 1,654,11. 604,36° 1,049,74.
San Francisc 1,161,01 246,34¢ 914,66¢ 361,73( 552,93t
Miami 987,14« 317,54t 669,59t 360,99: 308,60!
Providenc-Newport 494,78« 161,92: 332,86: 112,23: 220,63:
Seattle 510,51¢ 217,62 292,89: 126,70 166,18t
Nashville 59,08¢ 29,40( 29,68 17,56: 12,121
Dallas-Fort Worth 492,96: 315,28 177,67¢ 225,60« (47,929
Philadelphia 17,27( 54,13¢ (36,86¢) 183,92( (220,789
Total $ 19,64589 $ 4,641,131 $ 15,004,76 $ 4,967,76! $ 10,036,99
Reconciliation of Nor-GAAP Financial Measure to GAAP Financial Measure
Adjusted market EBITD/ $ 10,036,99
Centralized cost (2,916,68)
Corporate expenst (6,626,60)
Depreciation and amortizatic (5,770,33)
Stock-based compensatic (771,81)
Other income (expense) 445,43¢
Net loss $ (5,603,00)
Year ended December 31, 2009

Adjusted

Cost of Operating Market

Market Revenues Revenues Gross Margin Costs EBITDA
New York $ 5217,78 $ 929,24! $  4,288,53' $ 1,247,29: $  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¢
Providenc-Newport 529,64. 150,53! 379,10° 200,18 178,92
Chicago 951,27 391,04 560,23( 460,52¢ 99,70
Miami 589,60¢ 258,94: 330,66° 381,52¢ (50,86)
Seattle 430,77¢ 233,01 197,76: 258,75¢ (60,99
Dallas-Fort Worth 298,25 261,31( 36,94 403,67: (366,72}
Total $ 1491543 $ 3,438,39. $ 1147704 $ 514425 $ 6,332,78
Reconciliation of Nor-GAAP Financial Measure to GAAP Financial Measure
Adjusted market EBITD/ $ 6,332,78
Centralized cost (2,786,12)
Corporate expenst (6,140,130
Depreciatior (4,035,26)
Stocl-based compensatic (802,95¢)
Other income (expens (1,193,56)
Net loss $  (8,625,25)
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Year Ended December 31, 2011 Compared to Year End&ecember 31, 2010

Revenues . Revenues for the year ended December 31, 204ledo$26,494,737 compared to $19,645,893 for the geded December
31, 2010, representing an increase of $6,848,8435%. This increase was primarily related to a 26étease in our customer base during
2011 from approximately 2,800 at the end of 2018pproximately 3,600 at the end of 2011.

Average revenue per user (“ARPU") as of Decembe2811 totaled $710 compared to $682 as of DeceBhe2010, representing an
increase of $28, or 4%. The customers acquired Bora Velocity in May 2011 had an ARPU of $734 corepao $690 for our customer base
which had the effect of increasing our post actjoisiARPU by $2. The customers acquired from C8ayadband in December 2011 had an
ARPU of $645 compared to $717 for our customer dseh had the effect of decreasing our post adiiprisARPU by $7. In addition, the
increase related to new and existing customershpgiag higher bandwidth levels. ARPU for new custsrfor the year ended December 31,
2011 totaled $599 compared to $561 for the yeae@mkecember 31, 2010, representing an increasgsofds 7%.

Customer churn, calculated as a percent of reviersi®n a monthly basis from customers terminasieyice or reducing their service
level, totaled 1.45% for the year ended Decembe311 compared to 1.35% for the year ended Dece81he2010, representing a 7%
increase on a percentage basis. Our goal is totamaichurn levels between 1.4% and 1.7% which wiebeis below industry averages of
approximately 2.0%.

Cost of Revenues.  Cost of revenues, exclusive of depreciationttie year ended December 31, 2011 totaled $8,1828mpared to
$4,887,881 for the year ended December 31, 20p8esenting an increase of $3,284,435, or 67%. Grasgins for the year ended December
31, 2011 decreased to 69% compared to 75% durengehr ended December 2010. Expenses associatethe/iwVi-Fi network totaled
approximately $1,144,000 which impacted gross nmabgi4 percentage points for the year ended Dece®ihe011. There were no expenses
associated with the Wi-Fi network for the year ehBecember 31, 2010. Core Network costs increagepproximately $1,600,000 primarily
related to higher tower rent and bandwidth expendsgsh were partly related to acquisitions. CustoiMetwork costs increased by
approximately $351,000 primarily related to thevgifoin our customer base.

Depreciation and Amortization.  Depreciation and amortization totaled $9,138,&1 the year ended December 31, 2011 compared to
$5,770,335 for the year ended December 31, 20p€esenting an increase of $3,367,983, or 58%.

Depreciation expense totaled $6,507,271 for the geded December 31, 2011 compared to $4,815,Y1Bdo/ear ended December 31,
2010, representing an increase of $1,692,158, %r. 3he base of depreciable assets increased byd8,808, or 57% compared to the prior
year. The increased depreciable base reflectsmumdigrowth in the core business as well as spgradirthe W-Fi network and additions
resulting from acquisitions.

Amortization expense totaled $2,631,047 for the pealed December 31, 2011 compared to $955,22hdoyear ended December 31,
2010, representing an increase of $1,675,825,aatgr than 100%. The increase primarily relatéb@éamortization of customer based
intangible assets recorded in connection with tigpisitions of Pipeline in the fourth quarter ofil®Gand One Velocity in the second quarter of
2011.

Customer Support Services.  Customer support services totaled $3,349,84thoyear ended December 31, 2011 compared td $BE
for the year ended December 31, 2010, represeatingcrease of $800,226, or 31%. This increasepniasarily related to additional personi
hired to support our growing customer base. Avedagartment headcount increased by 34% from 4010 20 63 in 2011.

Sales and Marketing. Sales and marketing expenses for the year endeehfiber 31, 2011 totaled $5,328,372 compared to 8588 for
the year ended December 31, 2010, representingcagaise of $240,287, or 5%. This increase was pilymalated to higher commissions and
bonuses of approximately $416,000 in the 2011 pefihis increase was offset by approximately $288 6f lower base salary costs as
average sales personnel decreased from 60 foetireeynded December 31, 2010 to 53 for the samedoeri2011, a decrease in headcount of
12%.

General and Administrative.  General and administrative expenses totalei/®¥ 18 for the year ended December 31, 2011 cadpar
$7,398,420 for the year ended December 31, 20p@esenting an increase of $2,271,998, or 31%. Gastsciated with the Wi-Fi network
totaled approximately $972,000 for the year endeddinber 31, 2011 as compared to zero for the yerdeDecember 31, 2010. Payroll costs
increased by approximately $339,000, informatiamt®logy spending increased by approximately $388,6tock-based compensation
increased by approximately $309,000 and bad deb¢@sed by approximately $95,000. The balanceeoinitrease occurred across a number
of functional components including travel and affic
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Interest Income. Interest income for the year ended December 311 &fthled $57,544 compared to $4,411 for the yrdee December
31, 2010 representing an increase of $53,133,aatgr than 100%. The increase primarily relatdsgber average cash balances in the 2011
period compared with the 2010 period. Average dxdhnces increased from approximately $12.5 miliiothe 2010 period to approximately
$35.3 million in the 2011 period.

Interest Expense.  Interest expense for the year ended Decemhe&t(31l totaled $22,058 compared to $489 for the grded December
31, 2010, representing an increase of $21,56%eater than100%. Interest expense related to tégises acquired and deferred payments
made related to the Pipeline acquisition.

Gain on Business Acquisitions. Gain on business acquisitions totaled $2,231,58thfoyear ended December 31, 2011 compared with
$355,876 for the year ended December 31, 2010esepting an increase of $1,875,658, or greated@@¥. In 2011, we recognized a gain of
$1,045,444 on the One Velocity acquisition andia ga$1,186,090 on the Color Broadband acquisitiime gain recognized in 2010 was in
connection with the acquisition of Sparkplug in Ag010.

Provision for Income Taxes. Provision for income taxes totaled $118,018 forytbar ended December 31, 2011 compared with zethéo
year ended December 31, 2010. The expense recdgni2®11 related to deferred tax liabilities asatsd with FCC licenses and goodv
which are amortized for tax purposes but not faykpurposes.

Net Loss. Net loss for the year ended December 31, 26thled $7,025,107 compared to $5,603,007 for tlae gaded December
31, 2010, representing an increase of $1,422,1@6%. Revenues increased by $6,848,844, or 35%e wherating expenses increased by
$9,964,929, or 39%. In addition, non-operating inegexpense) increased by $1,812,003, primaribtedlto gain on business acquisitions.

Year Ended December 31, 2010 Compared to Year Endé&kcember 31, 2009

Revenues . Revenues for the year ended December 31, 204ledo$19,645,893 compared to $14,915,435 for the geded December
31, 2009, representing an increase of $4,730,458%. This increase was driven by a 48% increaseii customer base during 2010. The
effect of the increase in our customer base watafigroffset by a decrease of 5% in average reeqmer user (“ARPU") during the 2010
period as compared to the 2009 period.

ARPU totaled $682 as of December 31, 2010 as ccedpar$715 as of December 31, 2009, representitegiease of $33, or 5%. The
decrease relates to new customers purchasing Bt products during the economic recession. Tis¢éoooers acquired from Sparkplug in
April 2010 had an ARPU of $463 compared to $703far customer base which had the effect of loweoagpost-acquisition ARPU by $29.
The customers acquired from Pipeline in Decemb&02tad an ARPU of $704 compared to $680 for outorner base which had the effect of
increasing our post-acquisition ARPU by $2.

Customer churn, calculated as a percent of reviersi®n a monthly basis from customers terminasieyice or reducing their service
level, totaled 1.35% for the year ended DecembeP310 compared to 1.67% for the year ended DeceB1he&009, representing a 19%
decrease on a percentage basis. The lower chtie 2010 period reflects the results of our efftotBnprove customer service. Our goal is to
maintain churn levels between 1.4% and 1.7% whielbelieve is below industry averages of approxitgate%.

Cost of Revenues.  Cost of revenues, exclusive of depreciationttie year ended December 31, 2010 totaled $4,88¢8mpared to
$3,690,089 for the year ended December 31, 20pgsenting an increase of $1,197,792, or 32%. Grasgins remained stable at 75%
during both the 2010 and 2009 periods. Core Netwosts increased by approximately $865,000 primagilated to higher tower rent and
bandwidth expenses, which were partly related eécattquisition of Sparkplug. Customer Network castseased by approximately $170,000
primarily related to the growth in our customerdaas

Depreciation and Amortization.  Depreciation and amortization for the year @énbecember 31, 2010 totaled $5,770,335 compared to
$4,035,267 for the year ended December 31, 20@8senting an increase of $1,735,068, or 43%.

We recognized approximately $955,000 of amortizaéigpense in the 2010 period primarily associatigd eustomer contracts acquired
through the Sparkplug acquisition.

In addition, we continued to invest in our Netwtoksupport the growth in our customer base andresipa in existing markets. Gross
fixed assets at December 31, 2010 totaled $32,6068;:8mpared to $26,338,563 at December 31, 20p8senting an increase of $6,269,743,
or 24%. Depreciation expense was $4,815,113 foy¢lae ended December 31, 2010 compared to $4,08526he year ended December 31,
2009, representing an increase of $779,846, or 19%.

Customer Support Services.  Customer support services expenses for thegreted December 31, 2010 totaled $2,549,615 compare
$2,132,968 for the year ended December 31, 2008 senting an increase of $416,647, or 20%. Thisase was primarily related to
additional personnel hired to support our growingtomer base. Average department headcount incr&gsE8% from 40 in 2009 to 47 in
2010.
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Sales and Marketing. Sales and marketing expenses for the year endeehfier 31, 2010 totaled $5,088,085 compared to $5/%4 for
the year ended December 31, 2009, representingraate of $457,629, or 8%. Direct sales payroliscdscreased by approximately $818,000
as headcount decreased from an average of 73 hta@lL in 2010, a decrease of 30%. This decreaseoifset by an increase in marketing
and advertising expenses of approximately $172 pfarily related to Internet based advertisingggams. Beginning in the second half of
2009, our sales and marketing strategy evolvedrsvidne enhanced use of Internet-based marketogygms which has both increased
qualified leads and enabled us to reduce direesdaadcount. In addition, commissions and borinsesased by approximately $268,000 in
the 2010 period.

General and Administrative.  General and administrative expenses totale8P87420 for the year ended December 31, 2010 cardpar
$6,943,086 for the year ended December 31, 20pgesenting an increase of $455,334, or 7%. Thigase was attributable to higher
professional services fees of approximately $38D,p6imarily related to acquisition activities,\asll as an increase in bad debt expense of
approximately $75,000.

Interest Income. Interest income totaled $4,411 for the year endedenber 31, 2010 compared to $26,605 for the yebedDecember
31, 2009, representing a decrease of $22,194,%r 8Be decrease primarily related to lower aveagh balances and interest yields in the
2010 period compared with the 2009 period. Aveigagh balances decreased from approximately $1%idémin the 2009 period to
approximately $12.5 million in the 2010 period. Mioly interest yields averaged 0.11% in the 200%gecompared with 0.01% in the 2010
period.

Interest Expense. Interest expense totaled $489 for the year edamegmber 31, 2010 compared to $740,409 for thegm@ed December
31, 2009, representing a decrease of $739,92@M0%1Interest expense for the 2009 period inclugisb, 778 associated with the accretion of
debt discount and $220,000 associated with the @¥pan on outstanding debt. Outstanding debt ofSk2000 was repaid on December 31,
20009.

Gain on Business Acquisition. Gain on business acquisition totaled $355,876Heryear ended December 31, 2010 compared withfae
the year ended December 31, 2009. The gain repedim 2010 was in connection with the acquisitb®parkplug in April 2010 which was
purchased at a discounted price due to the realighof geographic markets by Sparkplug’'s parentpgaomg. No acquisitions were completed
during the 2009 period.

Loss on Derivative Financial Instruments.  Loss on derivative financial instruments totaletbZer the year ended December 31, 2010
compared with $478,544 for the year ended Decei@be2009, representing a decrease of 100%. Ourectible debentures and certain of our
warrants were classified as derivative instrumeuating the 2009 period, and accordingly, were vélaiethe end of each reporting period b
on the Black-Scholes option pricing model. Charigdair value were recognized as gain or loss envdtive financial instruments. Our
debentures were repaid at the end of 2009 and peésions in certain warrants are no longer aggtlie as of January 1, 2010. As a result,
there were no derivative instruments outstandiminduhe 2010 period.

Net Loss. Net loss for the year ended December 31, 26tH0eid $5,603,007 compared to $8,625,250 for tlae gpded December
31, 2009, representing a decrease of $3,022,2487%rt This decrease primarily related to an in@easevenues of $4,730,458, or 32%, of
by an increase in operating expenses of $3,347@15%. In addition, non-operating income totebdd 5,436 during the 2010 period as
compared to non-operating expense of $1,193,5@1ei2009 period.

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. Changes in capital resourcesgithe year ended December 31, 2011 and 20108emaibed below. At March 1, 2012, we
had cash and cash equivalents totaling approxign&t,000,000.

Net Cash Provided by Operating Activities.  Net cash provided by operating activities fog year ended December 31, 2011 totaled
$1,566,043 compared to $593,802 for the year eBam@mber 31, 2010, representing an increase of,$9Y2or greater than 100%. During
the year ended December 31, 2011, cash flow froenadions for our core business totaled $3,898,86&epared to $733,031 during the year
ended December 31, 2010. During the year endedritlee31, 2011, cash flows used in operations foMdFi business totaled $2,586,780
as compared to zero for the year ended Decemb@030, Changes in operating assets and liabiligsgerally represent timing differences
regarding payments and receipts, and are normatljndicative of operating results. During the yeaded December 31, 2011, changes in
operating assets and liabilities provided cash2®4$755. During the year ended December 31, 20fdhges in operating assets and liabilities
used cash of $139,229.

Net cash provided by operating activities for tlkaryended December 31, 2010 totaled $593,802 ceahpamnet cash used in operating

activities of $2,979,757 for the year ended Decarlie 2009, representing an improvement of $3,5%®,%his improvement was directly
related to the lower net loss reported in the 204:/@d which decreased by $3,022,243, or 35%, agpaced to the 2009 period.
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Net Cash Used in Investing Activities.  Net cash used in investing activities for tlearyended December 31, 2011 totaled $19,082,254
compared to $8,413,012 for the year ended DeceBhe&t010, representing an increase of $10,669@4@eater than 100%. The increase in
the 2011 period related to higher spending on ptgand equipment which increased by $8,824,008yeater than 100%, from $5,659,702 to
$14,483,705. The significant components of thedase included approximately $4,695,000 relatetlieéaonstruction of our Wi-Fi network,
approximately $2,160,000 related to customer premigiipment and approximately $1,557,000 relategttavork equipment. In addition, we
paid $1,600,000 in cash for the acquisition of @eécity and $2,800,000 for the acquisition of GdByoadband for a total of $4,400,000 in
the 2011 period compared to $1,170,000 in casthioacquisition of Sparkplug and $1,580,060 forabguisition of Pipeline for a total of
$2,750,060 in the 2010 period.

Net cash used in investing activities for the yaaded December 31, 2010 totaled $8,413,012 compau®tl 944,326 for the year ended
December 31, 2009, representing an increase 068586, or 70%. We paid $1,170,000 and $1,580,0@@sh for the acquisition of
Sparkplug and Pipeline, respectively, in the 20&6qal for a total of $2,750,060 as compared to retbhe 2009 period. In addition, our
investment in property and equipment increased3ii ®57, or 17%, from $4,848,245 to $5,659,702. ibeease primarily related to
$873,041 spent in 2010 for the construction of\WikFi network as compared to zero in 2009.

Net Cash Provided by Financing Activities. Net cash provided by financing activities foe fear ended December 31, 2011 totaled
$39,015,446 compared to $16,951,723 for the yede@December 31, 2010, representing an increab220063,723, or greater than 100%.
The increase is primarily related to net proceddi38,834,709 resulting from the sale of 10,350,888res of our common stock at a public
offering price of $4.00 per share in July 2011¢camspared to net proceeds of $16,957,933 resultorg the sale of 6,571,429 shares of our
common stock at a public offering price of $2.80 sieare in November 2010.

Net cash provided by financing activities for theay ended December 31, 2010 totaled $16,951,72Bamuh to net cash used in financing
activities of $2,775,346 for the year ended Decamdlie 2009, representing an increase of $19,727 D68 increase primarily related to net
proceeds of $16,957,933 resulting from the sal&®71,429 shares of common stock at $2.80 per shddevember 2010. Net cash used in
20009 related to the repayment of $2,750,000 ofoserunvertible debentures in December 2009.

Working Capital.  As of December 31, 2011, we had working caita#40,046,661. Based on our current operatingites and plans,
we believe our existing working capital will enalole to meet our anticipated cash requirementstfieiaat the next twelve months.

Acquisition of Sparkplug. In April 2010, we completed the acquisition of thestomer contracts, network infrastructure andedlassets of
the Chicago, lllinois and Nashville, Tennessee néta of Sparkplug. The aggregate considerationhf@racquisition was (i) approximately
$1.2 million in cash, and (ii) 275,700 shares af cammon stock (the “Shares”) with a fair valueapproximately $0.4 million. A registration
statement covering the Shares on Form S-3 wasredatdfective by the SEC on May 5, 2010. The adtjoisof Sparkplug was a business
combination accounted for under the acquisitionhoet

Acquisition of Pipeline. In December 2010, we completed the acquisitiomefdustomer contracts, network assets and relassdsaof
Pipeline, which was primarily based in the gre®eston area. The aggregate consideration for theisition includes (i) approximately $1.6
million in cash, (ii) 411,523 unregistered shareswr common stock with a fair value of approxinigat®l.5 million, (iii) approximately $0.5
million of deferred cash payments over a 36 momttioa beginning June 2011, and (iv) approximat@y23nillion in assumed liabilities. The
acquisition of Pipeline was a business combinaticcounted for under the acquisition method.

Acquisition of One Velocity. In May 2011, we completed the acquisition of thetomer contracts, network infrastructure and relatesets
of One Velocity which was based in Las Vegas andoRBlevada. The aggregate consideration for theisitign included (i) approximately
$1.6 million in cash, and (ii) 269,886 unregistesbdres of common stock with a fair value of appnately $1.3 million. The acquisition of
One Velocity was a business combination accourgedrider the acquisition method.

Acquisition of Color Broadband. On December 2, 2011, we completed the acquisiti@eidain customer contracts, network infrastruetur
and related assets of Color Broadband which wasdbiasthe Los Angeles area. The aggregate consiolerfar the acquisition included (i)
approximately $2.8 million in cash, (ii) 925,736sbs of common stock with a fair value of approxteha$2.3 million, and (iii) approximately
$0.2 million in assumed liabilities. A registratistatement covering the common stock on Form Ss3dealared effective by the SEC on
January 27, 2012. The acquisition of Color Broadbaas a business combination accounted for unéesdhuisition method.

Senior Convertible Debentures. In December 2009, we repaid our remaining princgmbunt of senior convertible debentures of
$2,750,000. For the year ended December 31, 200paid $220,000 of interest.
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Contractual Obligations and Commitments
The following table summarizes our contractual géditions and other commitments as of December 311:20

Payments due by perioc

Total 2012 2013 2014 2015 2016 Thereafter
Capital lease obligatior $ 2,728,280 $ 40155¢ $ 47593 $ 45452¢ $ 620,56( $ 620,56( $ 155,14(
Operating lease 25,248,81 7,317,16: 5,962,98 4,446,56! 3,528,88 2,298,36' 1,694,84.
Deferred payment 611,63 328,92 199,56! 83,15: - - -
Other 521,10: 390,82¢ 130,27! - - - -
Total contractual cash
obligations $29,109,83 $ 8,438,47. $ 6,768,75 $ 4,984,24' $ 4,149,44 $ 2,918,92 $ 1,849,98:

Capital Lease Obligations. We have entered into capital leases to acquirearktand customer premise equipment expiring thrddghch
2017. In December 2011, we entered into an agrelewidnCisco Capital to acquire equipment relatedur information technology
infrastructure. The lease commences when all oétugpment has been received and installed. Wecexipe lease to commence in the second
quarter of 2012. The principal value of the lealskgation is approximately $2,100,000 and will kedin varying installments over a 60 mo
period.

Operating Leases. We have entered into operating leases relatedoforights, cellular towers, office space, and equépt leases under
various non-cancelable agreements expiring thr@gtember 2020.

Deferred Payments . We are making deferred payments to Pipeline asgbaine consideration paid for the acquisition. ieheere 29
monthly payments of $16,630 outstanding as of Déesr81, 2011.

We acquired an agreement with the acquisition db®roadband related to the purchase of netwotkpenent and licenses. There were
13 monthly payments of approximately $10,000 ountditag as of December 31, 2011.

Other. In December 2011, we entered into a one year irdtion technology infrastructure support agreenieiné agreement is expected
to commence in the second quarter of 2012. The mhopayments are approximately $43,000 and expeotbe paid through the first quarter
of 2013.

Impact of Inflation, Changing Prices and Economic ©nditions

Pricing for many technology products and serviaagehhistorically decreased over time due to thecéfhf product and process
improvements and enhancements. In addition, ecamoonditions can affect the buying patterns ofteoeers. In 2011, the core business
continued to grow and benefit from a slowly imprayieconomy. Customers, in general, were morengilio make a purchase compared to
2010 however they continued to place a premiumatnevand performance. An increased need for highedwidth resulted in a 7%
improvement in overall ARPU for 2011. Pricing ofwees continued to be a focus for prospective baiydth multi-point and midrange
product pricing remaining steady while competitfonhigh capacity links intensified. In part, psese on high capacity links was due to
decreased costs for equipment and some competiiitirgy to sacrifice margins. We believe that ouwstomers will continue to upgrade their
bandwidth service. The continued migration of mboginess activities and functions to the Interaet] the growing use of cloud computing
should also result in increased bandwidth requirgmever 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 liakslitiee disclosure of contingent assets and
liabilities, and the amounts of revenues and exgerSritical 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 pngpthe financial statements, we utilized avaiainiformation, including our past history,
industry standards and the current economic enwissti, among other factors, in forming our estimaiss judgments, giving appropriate
consideration to materiality. Actual results maffatifrom these estimates. In addition, other conigamay 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 deggudgment and estimation, or are fundamentatipartant to our business.
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Revenue Recognition.  We normally enter into contractual agreemerits wur customers for periods ranging between ortaree years.
We recognize the total revenue provided under &racinratably over the contract period including @eriods under which we have agreed to
provide services at no cost. Deferred revenuesea@gnized as a liability when billings are issireddvance of the date when revenues are
earned. We apply the revenue recognition principégdorth under Securities and Exchange CommissiBtaff Accounting Bulletin 104,
(“SAB 104") which provides for revenue to be recama when (i) persuasive evidence of an arrangemasts, (ii) delivery or installation has
been completed, (iii) the customer accepts andiggnieceipt, and (iv) collectability is reasonablsured.

Long-Lived Assets . Long-lived assets with definite lives consisinpetrily of property and equipment, and intangiblseas such as acquired
customer contracts. Long-lived assets are evalysgddically for impairment or whenever eventsiocumstances indicate their carrying
value may not be recoverable. Conditions that woeddlt in an impairment charge include a signiftadecline in the fair value of an asset, a
significant change in the extent or manner in wlanhasset is used, or a significant adverse chidwagevould indicate that the carrying amount
of an asset or group of assets is not recoverdfien such events or circumstances arise, an estoh#he future undiscounted cash flows
produced by the asset, or the appropriate grougfiagsets, is compared to the asset’s carryingevalaetermine if impairment exists. If the
asset is determined to be impaired, the impairruestis measured based on the excess of its cgwvgine over its fair value. Assets to be
disposed of are reported at the lower of theirytagrvalue or net realizable value.

Business Acquisitions . Business combinations are accounted for usingc¢heisition method. The cost of an acquisitioméasured as the
fair value of the consideration transferred onabgquisition date. When we acquire a business, sesaghe acquired assets and liabilities
assumed for the appropriate classification andgtsion in accordance with the contractual termmepemic circumstances and pertinent
conditions at the acquisition date. The excesh®tatal consideration transferred over the nettifiable assets acquired and liabilities
assumed is recognized as goodwill. If the totalstderation is lower than the fair value of thenitifitable net assets acquired, the difference is
recognized as a gain on business acquisition. Adn costs are expensed and included in genathhdministrative expenses in our
consolidated statements of operations.

Goodwill. Goodwill represents the excess of the purchase prier the estimated fair value of identifiable agtets acquired in an
acquisition. Goodwill is not amortized but ratheréviewed annually for impairment, or whenevemgs®r circumstances indicate that the
carrying value may not be recoverable. We initighyrform a qualitative assessment of goodwill widohsiders macro-economic conditions,
industry and market trends, and the current anpgted financial performance of the reporting umito further analysis is required if it is
determined that there is a less than 50 perceglttixod that the carrying value is greater thanféirevalue. We completed a qualitative
assessment at the end of 2011 and determinechthratwas no impairment of goodwill as of Decemtier2®11.

Asset Retirement Obligations. The FASB guidance on asset retirement obligatidigsesses financial accounting and reporting for
obligations associated with the retirement of thlegiong-lived assets and the associated costs.gthidlance requires the recognition of an
asset retirement obligation and an associated extgreiment cost when there is a legal obligatissoaiated with the retirement of tangible long-
lived assets. Our network equipment is installedboth buildings in which we have a lease agreerti@ampany Locations”) and at customer
locations. In both instances, the installation esrdoval of our equipment is not complicated anesdaot require structural changes to the
building where the equipment is installed. Costsoaiated with the removal of our equipment at Camypor customer locations are not
material, and accordingly, we have determinedweato not presently have asset retirement obligatimder the FASB’s accounting
guidance.

Off-Balance Sheet Arrangements.  We have no off-balance sheet arrangementsdings, or other relationships with unconsolidated
entities known as “Special Purposes Entities.”

Recent Accounting Pronouncements

In September 2011, the FASB issued Accounting StatsdUpdate No. 2011-08, Intangibles—Goodwill artbe® (Topic 350)—Testing
Goodwill for Impairment (ASU 2011-08), to simplifyow entities test goodwill for impairment. ASU 2008& allows entities to assess
gualitative factors in determining whether it ismadikely than not that the fair value of a repagtiunit is less than its carrying amount. If a
greater than 50 percent likelihood exists thatftfirevalue is less than the carrying amount, a siep goodwill impairment test must be
performed. We adopted this pronouncement in thetiaquarter of 2011 which did not have a materigbact on our consolidated financial
position and results of operations.
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Iltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

Market risk is the potential loss arising from acbeechanges in market rates and prices. Our pyimarket risk relates to interest rates.
At December 31, 2011, all cash and cash equitsabme immediately available cash balances. Agodf our cash and cash equivalents are
held in three institutional money market fundsur @terest rate risk exposure is to a declinentarest rates which would result in a decline in
interest income. Due to our current market yieid&rther decline in interest rates would not hawveaterial impact on earnings.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINKERM

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

We have audited the accompanying consolidated balsimeets of Towerstream Corporation and Subsidiétiie “Company”) as of December
31, 2011 and 2010, and the related consolidatéeinstants of operations, stockholders’ equity andh ¢msvs for the years ended December 31,
2011, 2010 and 2009. These consolidated finanitdrments are the responsibility of the Companyasagement. Our responsibility is to
express an opinion on these consolidated finastié&ments based on our audits.

We conducted our audits in accordance with thedstais of the Public Company Accounting OversighamBlgUnited States). Those stand:
require that we plan and perform the audits toiobtasonable assurance about whether the consaliflaancial statements are free of
material misstatement. An audit also includes érang, on a test basis, evidence supporting theusmisoand disclosures in the financial
statements, assessing the accounting principlesargg significant estimates made by managememehss evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaeaferred to above present fairly, in all materégpects, the consolidated financial position
of Towerstream Corporation and Subsidiaries asemfeinber 31, 2011 and 2010, and the consolidatetised its operations and its cash flc
for the years ended December 31, 2011, 2010 and, 20@onformity with accounting principles gendéyaccepted in the United States of
America.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), Towerstream
Corporation’s internal control over financial refiog as of December 31, 2011, based on the crigstiablished in Internal Control-Integrated
Framework issued by the Committee of Sponsoringa@imations of the Treadway Commission and our tegitied, March 14, 2012,
expressed an unqualified opinion on the effectigsrad the Company’s internal control over financggorting.

/s/ Marcum LLP
Marcum LLP
New York, NY
March 14, 2012
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TOWERSTREAM CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

Assets
Current Asset
Cash and cash equivalel
Accounts receivable, n
Prepaid expenses and other current a:
Total Current Asset

Property and equipment, r
Intangible assets, n
Goodwill

Other asset
Total Assets

Liabilities and Stockholders’” Equity

Current Liabilities
Accounts payabl
Accrued expense
Deferred revenue
Current maturities of capital lease obligatit
Other
Total Current Liabilities

Long-Term Liabilities
Capital lease obligations, net of current matusi
Other
Total Lon¢-Term Liabilities
Total Liabilities

Commitments (Note 1¢

Stockholders' Equit

Preferred stock, par value $0.001; 5,000,000 shard®rized; none issut

Common stock, par value $0.0(70,000,000 shares authorized; 54,256,083 and 45188&hare
issued and outstanding, respectiv

Additional paic-in-capital

Accumulated defici
Total Stockholders' Equity
Total Liabilities and Stockholders' Equity

As of December 31
2011 2010

$ 4467258 $ 23,173,35

592,53¢ 482,85:
622,50¢ 372,89
45,887,63 24,029,10
27,531,27 15,266,05
7,959,76. 3,366,96!
1,674,28. 1,724,57.
583,95( 203,13:

$ 83,636,89 $ 44,589,82

$ 1,44391' $ 909,54¢

2,120,09: 1,595,711
1,591,281 1,000,01i
293,12 88,61
392,54 251,08t
5,840,97 3,844,98
241,15 55,73t
409,86: 668,23
651,01 723,96
6,491,98 4,568,94
54,25¢ 42,11
119,469,96 75,332,96
(42,379,31) _ (35,354,20)
77,144,91 40,020,87

$ 83,636,89 $ 44,589,82

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

For the Years Ended December 31

2011 2010 2009
Revenues $ 26,494,73 $ 19,64589 $ 14,915/43
Operating Expenses
Cost of revenues (exclusive of depreciati 8,172,311 4,887,88. 3,690,08!
Depreciation and amortizatic 9,138,31! 5,770,33! 4,035,26'
Customer support servic 3,349,84. 2,549,61! 2,132,96!
Sales and marketir 5,328,37. 5,088,08! 5,545,71.
General and administrative 9,670,41 7,398,42 6,943,08!
Total Operating Expenst 35,659,26 25,694,33 22,347,12
Operating Los: (9,164,52) (6,048,44) (7,431,68)
Other Income/(Expense)
Interest incom 57,54 4,411 26,60t
Interest expens (22,05%) (489) (740,409
Gain on business acquisitio 2,231,53 355,87t -
Loss on derivative financial instrumet - - (478,54,
Other income (expense), r (9,58)) 85,63¢ (1,213
Total Other Income/(Expense) 2,257,43! 445,43¢ (1,193,56)
Loss before income tax (6,907,08) (5,603,00) (8,625,250
Provision for income taxes (118,019 - -
Net Loss $ (7,025,10) $ (5,603,00) $ (8,625,25)
Net loss per common she- basic and dilute: $ (0.1 $ (0.1¢) $ (0.25)
Weighted average common shares outstar— basic and dilute: 47,505,86 35,626,78 34,606,79

The accompanying notes are an integral part of these consolidated financial statements.
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TOWERSTREAM CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
For the Years Ended December 31, 2011, 2010 and 200

Balance at January 1, 20

Cumulative effect of change in accounting princ—
January 1, 2009 reclassification of equity-linked
financial instruments to derivative liabiliti

Issuance of common stock for bonu

Cashless exercise of optic

Stoclk-based compensation for optic

Net loss

Balance at December 31, 2C

Issuance of common stock for bonu

Issuance of common stock for business acquisi

Net proceeds from issuance of common s

Issuance of common stock for servii

Cashless exercise of optic

Exercise of option

Stoclk-based compensation for optic

Reclassification of derivative liabilities to equitnked
financial instrument

Net loss

Balance at December 31, 2C

Issuance of common stock for business acquisi

Net proceeds from issuance of common si

Cashless exercise of optic

Exercise of option

Exercise of warrant

Issuance of common stock under an employee ¢
purchase pla

Stock-based compensation for optic

Stoclk-based compensation for restricted st

Issuance of common stock for FCC licel

Net loss

Balance at December 31, 2011

Additional
Common Stock Paid-In- Accumulated

Shares Amount Capital Deficit Total
34,587,85 $ 34,58¢ $ 54,851,75 $ (21,879,14) $ 33,007,19
(526,92) 753,19: 226,26t
32,68’ 32 42,49 42,52t
41,68¢ 42 (42 -
760,43: 760,43:
(8,625,25)) (8,625,25))
34,662,22 34,66: 55,127,71 (29,751,20) 25,411,17
9,22¢ 9 17,24 17,25(
687,22: 687 1,914,91. 1,915,59i
6,571,42! 6,57 16,951,36 16,957,93
66,07¢ 66 104,99 105,06(
119,10- 11¢ (119 -
1,33: 2 91¢ 92C
649,50: 649,50:
566,45 566,45
(5,603,00) (5,603,00)
42,116,61 42,117 75,332,96 (35,354,20) 40,020,87
1,195,62; 1,19¢ 3,567,33. 3,568,52
10,350,00 10,35( 38,824,35 38,834,70
173,69: 174 174 -
297,53 297 265,62¢ 265,92:
6,00( 6 26,99« 27,00(
26,63: 27 73,34¢ 73,37¢
951,85( 951,85(
118,20 118,20
89,98" aC 309,46! 309,55!
(7,025,10) (7,025,10)
54,256,08 $ 54,25¢ $119,469,96 $ (42,379,31) $ 77,144,91

The accompanying notes are an integral part of these consolidated financial statements.
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TOWERSTREAM CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31

Cash Flows From Operating Activities

Net loss
Adjustments to reconcile net loss to net cash piexviby (used in) operating activitie
Provision for income taxe
Provision for doubtful accoun
Depreciation and amortizatic
Stock-based compensati
Gain of business acquisitio
Accretion of debt discour
Amortization of financing cost
Loss on sale and disposition of property and eqaigt
Deferred ren
Loss on derivative financial instrumet
Changes in operating assets and liabilii
Accounts receivabl
Prepaid expenses and other current a:
Other Asset:
Accounts payabl
Accrued expense
Other current liabilitie:
Deferred revenue
Total Adjustments
Net Cash Provided By (Used In) Operating Activities

Cash Flows From Investing Activities
Acquisitions of property and equipme
Acquisition of businesse
Proceeds from sale of property and equipn
Acquisition of FCC licens
Change in security depos
Change in deferred acquisition payme

Net Cash Used In Investing Activities

Cash Flows From Financing Activities
Payment of capital leas
Repayment of shc-term debt
Issuance of common stock upon exercise of opt
Issuance of common stock upon exercise of wari
Issuance of common stock under employee stock paechlar
Net proceeds from sale of common stock

Net Cash Provided By (Used In) Financing Activitie:

Net Increase (Decrease) In Cash and Cash Equivaler

Cash and Cash Equivalent— Beginning of year
Cash and Cash Equivalent— Ending of year

Supplemental Disclosures of Cash Flow Informatiol
Cash paid during the periods fi
Interest

Taxes

Non-cash investing and financing activiti
Fair value of common stock issued in connectiot aitquisitions

Fair value of common stock issued for FCC license
Acquisition of property and equipment under cagdi#ake obligations

2011 2010 2009
$ (7,02510) $ (5603,00) $ (8,625,25)
118,01 - -
249,49; 154,12: 78,73¢
9,138,31. 5,770,33! 4,035,26
1,081,04: 771,81. 802,95
(2,231,53) (355,87() -

- - 456,77

- - 60,19:

65,21 74,53: 57,41
(84,15¢) (78,88¢) (52,55¢)

- - 478,54

157,99( 45,61 (202,41()
(265,45() (30,88¢) 82¢
(254,02 - -
424,57 (200,379 (338,67
524,37 509,45 224,86t
(30,48¢) (9,729) -
(302,22 (453,31, 43,54
8,591,15! 6,196,80" 5,645,49:
1,566,04: 593,80 (2,979,75)
(14,483,70) (5,659,70) (4,848,24)
(4,400,001) (2,750,060 -
28,70: - 11,65¢

- - (100,001)

(97,61%) (3,250) (7,740
(129,63 - -
(19,082,25) (8,413,01) (4,944,32)
(174,569 (7,130 (25,34¢)

: ) (2,750,00)

265,92 92¢ -
27,00 - -
62,38: - -
38,834,70 16,957,93 -
39,015,44 16,951,72 (2,775,34)
21,499,23 9,132,51: (10,699,42)
23,173,35 14,040,83 24,740,26

$ 4467258 $ 2317335 $ 14,040,83
$ 22,05¢ $ 48¢ $ 277,38:
$ 18,33 $ 12,26 $ 12,56:
$ 356852 $ 191559 $ -
$ 309,55! $ -3 -
$ 564,50. $ 152.16: $ -

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

Note 1. Organization and Nature of Business

Towerstream Corporation (referred to as “Towertng or the “Company”) was incorporated in Delaveain December 1999. The
Company provides broadband services to commenegbmers and delivers access over a wireless nletwarsmitting over both regulated
and unregulated radio spectrum. The Company’s @sipports bandwidth on demand, wireless redugdairtual private networks
(“VPNs”"), disaster recovery, bundled data and vidervices. The Company provides service to busioest®mers in twelve major
metropolitan markets including New York City, Bast&hicago, Los Angeles, San Francisco, Seattlan¥iDallas-Fort Worth, Philadelphia,
Nashville, Las Veg«Reno and Providence-Newport.

In fourth quarter of 2011, the Company launcheiitd=i and rooftop network which is marketed towsardobile operators, Internet based
marketing companies and Wi-Fi operators.

Note 2.  Summary of Significant Accounting Poligs

Basis of Presentation. The consolidated financial statements include tlw®ants of the Company and its wholly-owned subsies. All
intercompany balances and transactions have baeima&ied in consolidation.

Useof Estimates.  The preparation of financial statements in oomity with accounting principles generally accepite the United State
of America requires management to make estimat@assumptions that affect the reported amountssdta 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 subjl&t Company to significant concentrations of credk
consist of cash and cash equivalents. At timescasih and cash equivalents may be uninsured @piosit accounts that exceed the Federal
Deposit Insurance Corporation (“FDIC") insuranaeits. As of December 31, 2011, the Company had aadicash equivalent balances of
approximately $36,657,000 in excess of the fedem#iured limit of $250,000. Under the FDIC's Trao8on Account Guarantee (“TAG”)
program, noninterest-bearing transaction depositats have full federal deposit insurance covetagrigh December 31, 2012. The
Company has one noninterest-bearing transactioositesgiccount with a balance of approximately $18Q,8s of December 31, 2011 that is
covered under the TAG program.

The Company also had approximately $7,765,000 tedds three institutional money market funds. Enmds 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 lesslawantce for doubtful accounts, which reflects trepanys estimatt
of balances that will be not collected. The alloegais based on the history of past write-offs,abig of balances, collections experience and
current credit conditions. Additions to the allowarfor doubtful accounts include provisions for loietht and deductions to the allowance for
doubtful accounts include customer write-offs.

Years Ended December 31

2011 2010
Beginning of perioc $ 118,82 $ 88,29¢
Additions 327,57: 154,12:
Deductions (183,87)) (123,59)
End of perioc $ 262,52! $ 118,82!

Additions for the year ended December 31, 201 lupkelapproximately $30,000 in connection with thgusgition of One Velocity, Inc.
(“One Velocity”), and approximately $39,000 in ceation with the acquisition of Color Broadband Coamications (“Color Broadband”).
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TOWERSTREAM CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTIN UED

Property and Equipment. Property and equipment are stated at cost anddeaquipment, installation costs and materials.r@ggtion is
calculated on a straight-line basis over the edéthaseful lives of the assets. Leasehold improvesnare amortized over the lesser of the
useful lives or the term of the respective leastwirk, base station Wi-Fi and customer premisepagent are depreciated over estimated
useful lives of 5 years; furniture, fixtures andetfrom 3 to 5 years; computer equipment from B y@ars and system software over 3 years.

Expenditures for maintenance and repairs, whichatextend the useful life of the assets, are avhtg expense as incurred. Gains or
losses on disposal of property and equipment dlected in general and administrative expensebérstatement 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 Compaiaple to maintain the license indefinitely asg@s it complies with certain FCC
requirements. The Company intends to and has demtet an ability to maintain compliance with suefuirements. The Financial
Accounting Standards Board’s (“FASBgyidance on goodwill and other intangible assettestthat an asset with an indefinite useful §faat
amortized. However, as further described in the paragraph, these assets are reviewed annualijmpairment.

Long-Lived Assets . Long-lived assets with definitive lives consisinmarily of property and equipment, and intangiatsets. Long-lived
assets are evaluated periodically for impairmentyltenever events or circumstances indicate tlagiyimg value may not be recoverable.
Conditions that would result in an impairment cleairgclude a significant decline in the fair valdfean asset, a significant change in the extent
or manner in which an asset is used, or a sigmifiadverse change that would indicate that theyiceyramount of an asset or group of assets is
not recoverable. When such events or circumstagries, an estimate of the future undiscounted fiagls produced by the asset, or the
appropriate grouping of assets, is compared tasket’s carrying value to determine if impairmensts. If the asset is determined to be
impaired, the impairment loss is measured basdti@excess of its carrying value over its fair ealdssets to be disposed of are reported at
the lower of their carrying value or net realizabédue.

The Company has determined that there were no impatis of property and equipment or intangible tzsdering the years ended
December 31, 2011 and 2010.

The FASB's guidance on asset retirement obligataadresses financial accounting and reporting litigations 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 ofjiale long-lived assets. The Company’s
network equipment is installed on both buildingsvimch the Company has a lease agreement (“Comlpaegtions”) 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 Compagytspment at company or customer
locations are not material, and accordingly, then@any has determined that it does not presentlg haset retirement obligations under the
FASB's accounting guidance.

Business Acquisitions . Business combinations are accounted for usingd¢heisition method. The cost of an acquisitioméasured as the
fair value of the consideration transferred ondbquisition date. When the Company acquires a bssjrit assesses the acquired assets and
liabilities assumed for the appropriate classifaatind designation in accordance with the contiedderms, economic circumstances and
pertinent conditions at the acquisition date. Theess of the total consideration transferred ovemtet identifiable assets acquired and
liabilities assumed is recognized as goodwillthl§ consideration is lower than the fair valuetaf identifiable net assets acquired, the
difference is recognized as a gain on businessigitiqn. Acquisition costs are expensed and indllitlegeneral and administrative expenses in
our consolidated statements of operations.

Goodwill. Goodwill represents the excess of the purchase prier the estimated fair value of identifiable agtets acquired in an
acquisition. Goodwill is not amortized but ratheréviewed annually for impairment, or whenevemgs®r circumstances indicate that the
carrying value may not be recoverable. The Comjaitiglly performs a qualitative assessment of gaitidvhich considers macro-economic
conditions, industry and market trends, and theettirand projected financial performance of thergépg unit. No further analysis is required
if it is determined that there is a less than 5@@at likelihood that the carrying value is gredten the fair value. The Company completed a
qualitative assessment at the end of 2011 andrdieted that there was no impairment of goodwill BBecember 31, 2011.

The Company completed a qualitative assessmehé arid of 2011 and determined that there was @aHasss0 percent likelihood that the
fair value of the reporting unit was less tharcasrying value. The assessment included considaraf macroeconomic conditions, industry
and market trends, and the financial performandeefeporting unit. The Company concluded thess no impairment of goodwill for the
year ended December 31, 20
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TOWERSTREAM CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTIN UED

Fair Value of Financial Instruments. The Company has categorized its financial assetdiailities measured at fair value into a three-
level hierarchy in accordance with the FASB'’s guicka Fair value is defined as an exit price, thewmhthat would be received upon the sale
of an asset or paid upon the transfer of a ligbilitan orderly transaction between market pargiotp at the measurement date. The degree of
judgment utilized in measuring the fair value ofets and liabilities generally correlates to theel®f pricing observability. Financial ass
and liabilities with readily available, actively oped prices or for which fair value can be meas@ireh actively quoted prices in active mark
generally have more pricing observability and regless judgment in measuring fair value. Convgrdalancial assets and liabilities that are
rarely traded or not quoted have less price obbditygand are generally measured at fair valuegsialuation models that require more
judgment. These valuation techniques involve sawellof management estimation and judgment, theedegf which is dependent on 1
price transparency of the asset, liability or maded the nature of the asset or liability.

Income Taxes. Income taxes are accounted for under the asskliability method. Deferred tax assets and ligds are recognized for
the future tax consequences attributable to diffees between the financial statement carrying atsafrexisting assets and liabilities and
their respective tax bases, and operating lossaancdredit carryforwards. Deferred tax assets afillities are measured using enacted tax |
expected to apply to taxable income in the yeawghith those temporary differences are expectdxbtecovered or settled. The effect on
deferred tax assets and liabilities of a chandgexirates is recognized in operations in the pegivacted. A valuation allowance is provided
when it is more likely than not that a portion trcd a deferred tax asset will not be realizede Thtimate realization of deferred tax assets is
dependent upon the generation of future taxablenvecand the reversal of deferred tax liabilitiesrtyithe period in which related temporary
differences become deductible. The benefit of @sitppns taken or expected to be taken in the Caoryipancome tax returns are recognized in
the consolidated financial statements if such pmsstare more likely than not to be sustained up@amination.

Segment Information. The FASB has established standards for reportifogrivation on operating segments of an enterprisetérim and
annual financial statements. The Company operatese segment which is the business of providimguband services. The Companghiet
operating decision-maker reviews the Company’s atpey results on an aggregate basis and manag€othpany’s operations as a single
operating segment.

Revenue Recognition. The Company normally enters into contractuataments with its customers for periods rangingvbeh one to
three years. The Company recognizes the total tevprovided under a contract ratably over the eateriod, including any periods under
which the Company has agreed to provide servicas abst. The Company applies the revenue recognitiinciples set forth under SEC Si
Accounting Bulletin 104, (“SAB 104") which providdsr revenue to be recognized when (i) persuasigeace of an arrangement exists, (ii)
delivery or installation has been completed, (iig customer accepts and verifies receipt, anc:(illgctability is reasonably assured.

Deferred Revenues.  Customers are billed monthly in advance. Drefitrevenues are recognized for that portion ofthlgrcharges not
yet earned as of the end of the reporting pericdeBed revenues are also recognized for certaitomers who pay for their services
advance.

Advertising Costs. The Company charges advertising costs to expenseased. Advertising costs for the years endededdeber 31,
2011, 2010 and 2009 were approximately $1,041,$962,000 and $789,000, respectively, and are irclun sales and marketing 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 options to purehstzares of common stock. The fair value of stacdel awards is determined on the grant
date using a valuation model. The fair value i®geized as compensation expense, net of estimattitéires, on a straight line basis over the
service period which is normally the vesting period

Basic and Diluted Net Loss Per Share. Basic and diluted net loss per share has beenlatdduby dividing net loss by the weighted average
number of common shares outstanding during thegeAll potentially dilutive common shares have megcluded since their inclusion wot
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 edeita would dilute earnings per shares if the Camgg@ecomes profitable in the future. The
exercise of the stock options and warrants outatgrat December 31, 2011 would generate proceeds approximately $35,400,000.

Years Ended December 31

2011 2010 2009
Stock options 4,635,62: 3,706,88! 3,738,63!
Warrants 4,776,311 4,332,311 4,332,311
Total 9,411,93. 8,039,19! 8,070,94:
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TOWERSTREAM CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTIN UED

Reclassifications.  Certain accounts in the prior year's consoéddinancial statements have been reclassifieddoparative purposes
to conform to the presentation in the current yEansolidated financial statements. These reclasasifins have no effect on the previously
reported net loss.

Recent Accounting Pronouncements. In September 2011, the FASB issued Accounting StatsdUpdate No. 2011-08, Intangibles—
Goodwill and Other (Topic 350)—Testing Goodwill fionpairment (ASU 201D8), to simplify how entities test goodwill for impment. ASL
2011-08 allows entities to assess qualitative fadtodetermining whether it is more likely thart tiwat the fair value of a reporting unit is less
than its carrying amount. If a greater than 50 @ettikelihood exists that the fair value is lelsart the carrying amount, a two-step goodwiill
impairment test must be performed. The Company taediajhis pronouncement in the fourth quarter of2@hich did not have a material
impact on the Company’s consolidated financial fimsiand results of operations.

Subsequent Events . Subsequent events have been evaluated througlathef this filing.
Note 3. Business Acquisitions
Color Broadband Communications

On December 2, 2011, the Company completed thasittiqn of Color Broadband Communications (“ColatoBdband”). The Company
obtained full control of Color Broadband in the aisition. The Company has determined that the aitipi of Color Broadband was a
business combination to be accounted for undeatiyaisition method. The following table summarites consideration transferred and the

amounts of identified assets acquired and liabditissumed at the acquisition date:

Fair value of consideration transferrt

Cash $ 2,800,001
Common stock (925,736 shari 2,286,56
Capital lease obligations assurn 111,53
Other liabilities assumed 121,77
5,319,88

Recognized amounts of identifiable assets acquainediabilities assume
Customer contraci 4,584,75!
Property and equipme 1,976,85:
Accounts receivabl 383,94
Security deposit 7,50¢
Prepaid expenses and other current a: 48,42¢
Accounts payabl (5,989
Deferred revenu (488,879
Customer credits (655
Total identifiable net asse 6,505,97.
Gain on business acquisition $ 1,186,09!

The Company recognized a gain on business acquisifi$1,186,090 which is included in other incof@epense) in the Company’s
consolidated statements of operations. The chafigrgconomic environment has made it difficult $onaller companies like Color Broadband
to raise sufficient capital to sustain their growihs a result, the Company was able to acquiretiseomer contracts and wireless network of
Color Broadband at a discounted price.

The results of operations of Color Broadband haentincluded in the Company’s consolidated statésnaroperations since the
completion of the acquisition in December 2011. &wies generated from customers acquired from @olmadband totaled approximately
$226,000 for the year ended December 31, 2011.

During the year ended December 31, 2011, the Coynipanrred approximately $209,000 of third-partystoin connection with the Color

Broadband acquisition. These expenses are includd general and administrative expenses in thraany’s consolidated statements of
operations.
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TOWERSTREAM CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTIN UED

One Velocity, Inc.

In May 2011, the Company completed the acquisitib®ne Velocity, Inc (“One Velocity”). The transémt was the Company’s first
acquisition in a new geographical market and inioed Las Vegas and Reno, Nevada as the Companif'snb2ket nationally. The Company
obtained full control of One Velocity in the acqtimn. The Company has determined that the acdmisaf One Velocity was a business
combination to be accounted for under the acqaisithethod. The following table summarizes the atersition transferred and the amounts of
identified assets acquired and liabilities assuatatie acquisition date:

Fair value of consideration transferr

Cash $ 1,600,001
Common stock (269,886 shar: 1,281,95!
2,881,95!

Recognized amounts of identifiable assets acqainedliabilities assume
Customer contrac 2,329,53
Property and equipme 1,952,88:
Accounts receivabl 133,22(
Security deposit 21,67¢
Prepaid expenses and other current a 79t
Accounts payable and accrued expel (106,749
Deferred revenu (403,959
Total identifiable net asse 3,927,40:
Gain on business acquisition $ 1,045,44.

The Company recognized a gain on business acquisifi$1,045,444 which is included in other incof@epense) in the Company’s
consolidated statements of operations. The challgreconomic environment has made it difficult $onaller companies like One Velocity to
raise sufficient capital to sustain their grows a result, the Company was able to acquire tBtooer contracts and wireless network of One
Velocity at a discounted price.

In January 2012, the Company finalized the purcipase of the One Velocity acquisition. The finalrphase price of $2,881,959 is
$557,774, or 16%, lower than the previously regbperchase price of $3,439,732. The adjustmenttessin a decrease of 117,426 shares of
common stock issued to One Velocity, from 387,31269,886 shares. In addition, the Company recegrézditional gain on business
acquisition of approximately $481,000 and a redurctif approximately $77,000 of identifiable netetssn the fourth quarter of 2011.

The results of operations of One Velocity have beeluded in the Company’s consolidated statemehtgperations since the completion
of the acquisition in May 2011. Revenues generfted customers acquired from One Velocity totalpdraximately $976,000 for the year
ended December 31, 2011.

During the year ended December 31, 2011, the Coynipanrred approximately $202,000 of third-partystoin connection with the One
Velocity acquisition. These expenses are includegeneral and administrative expenses in the Coypannsolidated statements of
operations.

Pipeline Wireless, LLC
In December 2010, the Company completed the adiguisif Pipeline Wireless, LLC (“Pipeline”). The @pany has determined that the

acquisition of Pipeline was a business combinattiope accounted for under the acquisition methde. following table summarizes the
consideration transferred and the amounts of ifledtassets acquired and liabilities assumed aatheisition date:
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Fair value of consideration transferr:

Cash $ 1,580,06!
Common stock (411,523 shari 1,485,59:
Deferred payment 501,22!
Capital lease obligations assurn 152,16
3,719,04

Recognized amounts of identifiable assets acquainedliabilities assume
Customer contraci 1,864,18
Property and equipme 266,34!
Accounts receivabl 194,13
Security deposit 6,36:
Prepaid expenses and other current a: 21,17t
Accounts payabl (27,28%)
Deferred revenu (239,939
Other current liabilitie: (40,217
Total identifiable net assets 2,044,761
Goodwill $ 1,674,28.

The Company allocated the purchase price of Pipatindentifiable assets acquired and liabilitissuened based of their fair values on the
date of acquisition. The Company recognized $1 B4 pf goodwill related to the acquisition, whi@presents the excess of the purchase
over the estimated fair values of the identifiaté¢ assets. The Company expects the full balangearwill to be tax deductible for tax
purposes. Pipeline had a very concentrated neteariprised of only six Points-of-Presence (“PoRsinpared to other acquisitions which
at least twice as many PoPs. The relatively lowatdn of the Pipeline network resulted in goodbéing recognized on the transaction.

In September 2011, the Company finalized the pwelpaice of the Pipeline acquisition. The finalghase price of $3,719,047 is
$112,421, or 3%, lower than the previously repoperthase price of $3,831,468. The adjustmenttexbinh a decrease in deferred paymen
$145,065, or $112,421 on a net present value Hasigldition, identifiable net assets and goodwéke reduced by $62,131 and $50,290,
respectively.

Total deferred payments of $623,804 were discouated12% rate and recorded at $501,225 for a¢muigiurposes. Current and long-
term balances totaled $166,563 and $205,024 atrbeee31, 2011, and $136,439 and $477,207 at Deae®ibh@010, respectively. There
were 29 monthly payments of $16,630 remaining @3exfember 31, 2011.

The results of operations of Pipeline have beeluited in the Compang’consolidated statements of operations sincedimpletion of the
acquisition in December 2010. Revenues generabed dustomers acquired from Pipeline totaled appnately $1,679,000 and $79,000 for
the years ended December 31, 2011 and 2010, respegct

The Company incurred approximately $20,000 and EBRVof third-party costs in connection with theéline acquisition for the years
ended December 31, 2011 and 2010, respectivel\seT@epenses are included in the general and adratiie expenses in the Company’s
consolidated statements of operations.

Soarkplug Chicago, Inc

In April 2010, the Company completed the acquisitdd the customer contracts, network infrastrucamd related assets of the Chicago,
lllinois and Nashville, Tennessee networks of Spharx Chicago, Inc. (“Sparkplug”). he acquisition expanded the Company’s presendeein t
Chicago market and introduced Nashville, Tenneasebe Company's fimarket nationally. The Company obtained full cohtrcSparkplug
in the acquisition. The Company has determinedttteaticquisition of Sparkplug was a business coatigin to be accounted for under the
acquisition method. The following table summarittes consideration transferred and the amountseuitified assets acquired and liabilities
assumed at the acquisition date:

Fair value of consideration transferr:

Cash $ 1,170,001
Common stock (275,700 shares) 430,00(

1,600,001

Recognized amounts of identifiable assets acquainediabilities assume

Customer contraci 1,483,001
Property and equipme 591,59(
Accounts receivabl 85,381
Security deposit 3,40(
Prepaid expense 844

Accounts payabl (23,909



Deferred revenue (184,44)
Total identifiable net asse 1,955,871

Gain on business acquisition $ 355,87t
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The Company recognized a gain on the businesssitiqmiof $355,876 as a result of Sparkplug Chicadgo. being sold at a discounted
price due to the realignment of its geographic raerlby its parent company, Sparkplug Inc. The gaibusiness acquisition is included in
other income (expense) in the Company’s consolilstatements of operations.

The results of operations of Sparkplug have beeludled in the Company’s consolidated statementgefations since the completion of
the acquisition in April 2010. Revenues generatediustomers acquired from Sparkplug totaled appnakely $1,530,000 and $1,188,000 for
the years ended December 31, 2011 and 2010, resgect

During the year ended December 31, 2010, the Coynipanrred approximately $282,000 of third-partystin connection with the
Sparkplug acquisition. These expenses are includdte general and administrative expenses in tragany’s consolidated statements of
operations.

Pro Forma Information

The following table reflects the unaudited pro faroonsolidated results of operations had the aitiguis taken place at the beginning of
the 2011, 2010 and 2009 periods:

Years Ended December 31

2011 2010 2009
Revenue! $ 2977446 $ 26,350,79 $ 22,826,09
Amortization expens 4,815,98I 5,538,54 5,538,54
Total operating expens 39,743,99 34,010,69 32,146,88
Net loss (7,712,09) (7,214,46) (10,514,35)
Basic net loss per sha $ (0.1¢) $ 0.20) $ (0.30

The pro forma information presented above doepugiort to present what actual results would haenthad the acquisitions actually
occurred at the beginning of 2009, nor does therintion project results for any future period.

Note 4. Property and Equipment
The Company’s property and equipment is compriged o

As of December 31

2011 201(C

Network and base station equipm $ 2223102 $ 15,943,74
Customer premise equipme 18,015,88 11,958,24
Wi-Fi network 6,535,21. 873,04:
Furniture, fixtures and oth: 1,579,26! 1,541,67
Computer equipmet 922,79: 683,07
System softwar 1,054,51. 833,10¢
Leasehold improvemen 775,42( 775,42(
51,114,11 32,608,30

Less: accumulated depreciati 23,582,84 17,342,25

$ 2753127 $ 15,266,05

Depreciation expense for the years ended Decembh&@031, 2010 and 2009 was $6,507,271, $4,815arkB$4,035,267, respectively.
The Company sold or disposed of property and eqeipiwith $307,975 of original cost and $215,824cdumulated depreciation during the
year ended December 31, 2011. The Company solsjposkd of property and equipment with $254,44drigfinal cost and $176,741
accumulated depreciation during the year ended kee31, 2010. In addition, the Company exchangedegsty and equipment with a net
book value of $20,815 for property and equipmerhwifair value of $19,050 during the year endedebeber 31, 2011. There were no
exchanges of property and equipment for the yede@ecember 31, 2010.

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

As of December 31

2011 2010
Network and base station equipm $ 576,03 $ 92,83¢
Wi-Fi network 81,30¢ -
Customer premise equipment 59,32¢ 59,32¢
716,66t 152,16«

Less: accumulated depreciation 77,918 1,26¢
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Note 5. Intangible Assets
The Company’s intangible assets consist of thefdlg:

As of December 31

2011 2010
Goodwill $ 1,674,28 $ 1,724,57.
Customer contrac $ 10,261,47 $ 3,347,18
FCC license: 1,284,55! 975,00(

11,546,03 4,322,18
Less: accumulated amortization 3,586,26! 955,22;
Intangible assets, net $ 7959,76. $  3,366,96!

Amortization expense for the years ended Decembe2@L1, and 2010 was $2,631,047, and $955,222ectsely. There was no
amortization expense incurred for the year endeteBwer 31, 2009. The customer contracts acquirtteisparkplug acquisition totaled
$1,483,000 and were amortized over a 14 month geeviach ended in June 2011 .The customer conteaxfsired in the Pipeline acquisition
are being amortized over a 17 month period endiag BD12. The customer contracts acquired in the\@abecity acquisition are being
amortized over a 30 month period ending Novemb&B82The customer contracts acquired in the ColoaBband acquisition are being
amortized over a 28 month period ending April 2044 of December 31, 2011, the average remainingt@aton period was approximately
18 months. Future amortization expense of intaegisksets is expected to be as follows:

Years Ending December 31

2012 $ 3,390,171
2013 2,783,98!
2014 501,04°

As further described in Note 2, FCC licenses atesubject to amortization as they have an indefingeful life.
Note 6. Accrued Expenses
Accrued expenses consist of the following:

As of December 31

2011 2010

Payroll and relate $ 608,10. $ 595,71(
Property and equipme 863,52! 355,26¢
Professional service 277,21: 325,48!
Network 149,75! 111,05!
Marketing 2,582 65,89¢
Offering costs - 55,00(
Acquisition costs 95,91: 5,00(
Other 123,00t 82,30(

Total $ 2120,09 $ 1,595,711

Network expenses consist of expenses directlyaeltad providing services to our customers.
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Note 7. Other Liabilities
Other current liabilities and other long-term liBés consist of the following:

As of December 31

2011 2010
Other Current Liabilitie:
Deferred ren $ 104,20¢ $ 84,15’
Deferred acquisition paymer 288,34( 136,43¢
Other - 30,48
Total $ 392,54t $ 251,08!
Other Lon¢-Term Liabilities
Deferred ren $ 86,82( $ 191,02
Deferred acquisition paymer 205,02- 477,20°
Deferred taxe 118,01¢ -
Total $ 409,86: $ 668,23.

In September 2011, the Company reduced the defaogaisition payments balance by approximately l@%based on the final
determination of the purchase price of the Pipeadicguisition. The adjusted total of $623,804 wasdalinted at a 12% rate and recorded at
$501,225 for acquisition accounting purposes. ABatember 31, 2011, the gross balance totaled sippeitely $482,000 which will be paid
monthly installments of $16,630 through May 2014.

Note 8. Derivative Liabilities

In June 2008, the FASB issued an accounting stdrrééated to the accounting for derivative finahgiatruments indexed to a company’s
own stock. Under this standard, instruments whizimat have fixed settlement provisions are deemédxttderivative instruments. The fair
value of these liabilities is re-measured at thet @every reporting period with the change in eataported in the statement of operations.

Certain of the Company’s warrants did not initidiigve fixed settlement provisions because theiratse price could have been lowered if
the Company had issued securities at lower pritesdt provisions”). Accordingly, these warrantsrevitially reported as derivative
liabilities. As of January 1, 2010, the reset psos were no longer applicable and the warran$666,451 were determined to have fixed
settlement provisions. As a result, the fair vadfithe warrants was reclassified to equity as otiday 1, 2010.

The derivative liabilities were valued using the&k-Scholes option pricing model and the followasgumptions:

December 31, 20C January 1, 200¢ January 18, 200

Debenture conversion featu

Risk-free interest rat 0.4% 4.7%
Expected volatility 74% 60%
Expected life (in years 1 3
Expected dividend yiel - -
Warrants:
Risk-free interest rat 1.1% 1.0% 4.7%
Expected volatility 86% 74% 60%
Expected life (in years 2 3 3
Expected dividend yiel - - -
Fair value:
Debenture conversion featt $ - % 11,83¢ $ 856,02!
Warrants $ 566,45, $ 76,06¢ $ 620,31¢
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The risk-free interest rate was based on ratebledtad by the Federal Reserve. Effective in thet fluarter of 2008, t he Company based
expected volatility on the historical volatilityrfits common stock. Previously, the Compangstimated volatility was based on the volatitif
publicly-traded peers. The expected life of the &gbres’ conversion option was based on the matafithe Debentures and the expected life
of the warrants was based on their full term. ekgected dividend yield of zero was based upotidbiethat the Company has not historically
paid dividends, and does not expect to pay dividéndhe future.

This new standard was implemented in the first iguanf 2009 and is reported as the cumulative efféa change in accounting principle.
The cumulative effect on the accounting for thevawsion feature and the warrants as of Januar@@9 2as as follows:

Derivative Additional Accumulated  Derivative

Instrument Paid-In-Capital Deficit Liability Debenture
Conversion featur $ - $ (277,53) $ (11,839 $ 289,36
Warrants 526,92 (475,667 (76,069 24,80«
Total $ 526,92° $ (753,19) $ (87,90) $ 314,17

The warrants were originally recorded at theirtreéafair value as an increase in additional paigtapital. Changes in the accumulated
deficit upon the adoption of the new standard idel$635,241 of interest expense associated withdbetion of additional discount
recognized on the Debenture and $1,388,434 in gamdting from decreases in the fair value ofdlevative liabilities through December 31,
2008. The derivative liability amounts reflect flag value of each derivative instrument as of thauary 1, 2009 date of implementation. The
Debenture amounts represent the additional disaeaotrded upon adoption of this new standard. @lisisount was recognized in 2009 as
additional interest expense.

On December 31, 2009, the Company repaid the DetentTherefore, as of December, 31, 2009, thesenwavalue associated with the
debenture conversion feature.

Note 9. Capital Stock

The Company is authorized to issue 5,000,000 slwneeferred stock at a par value of $0.001. Theas no preferred stock outstanding
as of December 31, 2011 and 2010, respectively.

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

In November 2010, the Company adopted a sharehogtds plan (the “Rights Plan”). The purpose af Rights Plan is to protect the
long-term value of the Company for its shareholderd to protect shareholders from various abusikedver tactics. Under the Rights Plan,
the Company issued one preferred share purchasefeigeach of the Company's common stock heldhayesholders of record as of the close
of business on November 24, 2010. In general,itfes would become exercisable if a person or gemquires 15% or more of the Company’
common stock or announces a tender offer or exahafigr for 15% or more of the Company’s commortkt@&ach holder of a right will be
allowed to purchase one one-hundredth of a shamenefvly created series of the Company’s prefeshedes at an exercise price of $18.00.
The rights will expire on November 8, 2020. The Qamy may redeem the rights for $0.001 each atiamgy until the tenth business day
following public announcement that a person or grbas acquired 15% or more of its outstanding comstock.

In 2010, 9,225 shares of common stock were issuedédcutive officers as part of their quarterly bses. The Company recognized
compensation expense totaling $17,250, which repted the fair value of the shares on the datssofance. In 2011, there were no shares of
common stock issued to executive officers as fattar quarterly bonuses.

During 2011, stock options were exercised on aleastbasis by current or former employees to pwelaotal of 250,394 shares,
resulting in the issuance of 173,691 shares. D0, stock options were exercised on a cashkesis by current or former employees to
purchase a total of 361,950 shares, resultingang$uance of 119,104 shares. Under a cashlesssexahe holder uses a portion of the shares
that would otherwise be issuable upon exercisberahan cash, as consideration for the exercise.amount of net shares issuable in
connection with a cashless exercise will vary basethe exercise price of the option or warrant parad to the current market price of the
Company’s common stock on the date of exercise.
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During 2011, a total of 297,533 options were exadion a cash basis which resulted in proceed?6,$23.

In April 2010, the Company issued 275,700 shareoafmon stock to Sparkplug as part of the consiaergaid for the acquisition. The
fair value of the common stock issued was $430,000.

In November 2010, the Company issued 6,571,42%sharcommon stock in connection with an underemitvffering at $2.80 per share,
resulting in gross proceeds of $18,400,000. The ji2om incurred costs of approximately $1,440,008teel to the offering.

In December 2010, the Company issued 411,523 shamssnmon stock to Pipeline as part of the consitilen paid for the acquisition.
The fair value of the common stock issued was 8], 388.

In May 2011, the Company issued 269,886 sharesrafiton stock to One Velocity as part of the consitlen paid for the acquisition.
The fair value of the common stock issued was $1,959.

In July 2011, the Company issued 10,350,000 sharesmmon stock in connection with an underwrittdfering at $4.00 per share,
resulting in gross proceeds of $41,400,000. The j&2ow incurred costs of approximately $2,565,008teel to the offering.

In August 2011, the Company issued 89,987 sharesmfmon stock in connection with the acquisitiomdfCC license. The fair value of
the common stock issued was $309,555.

In December 2011, the Company issued 925,736 sboesnmon stock to Color Broadband as part ofcthsideration paid for the
acquisition. The fair value of the common stockiestwas $2,286,567.

Note 10. Share-Based Compensation

The Company uses the Black-Scholes valuation ntodedlue options granted to employees, directodscamsultants. Compensation
expense, including the effect of forfeitures, isagnized over the period of service, generallyvibgting period. Stock-based compensation for
the amortization of stock options granted underGbepany’s stock option plans totaled $951,85098822, and $760,431 for the years ended
December 31, 2011, 2010, and 2009, respectivebgkStased compensation is included in general dndrastrative expenses in the
accompanying consolidated statements of operations.

The unamortized amount of stock options expensed®#9,000 as of December 31, 2011 which willdmognized over a weighted-
average period of 3.0 years.

The fair values of stock option grants were cal@dan the dates of grant using the Black-Schgiism pricing model and the following
weighted average assumptions:

Years Ended December 31

2011 2010 2009
Risk-free interest rat 1.6%- 2.1% 1.0%- 3.3% 0.2%- 2.9%
Expected volatility 50%- 58% 73% 79%- 88%
Expected life (in years 5.3-6.4 25-6.1 0.1-6.8
Expected dividend yiel 0% 0% 0%

The risk-free interest rate was based on ratebledtad by the Federal Reserve. The Company’s ¢ggdemlatility was based upon the
historical volatility for its common stock. The eeqied life of the Company’s options was determingidg the simplified method as a result of
limited historical data regarding the Company’s\aist. The dividend yield is based upon the factttthe Company has not historically paid
dividends, and does not expect to pay dividendkerforeseeable future.

During the first quarter of 2011, the Company iss86,000 shares of restricted stock to two exeesatifhe fair value of $354,600 was
based on the closing market price of the Comparyrsmon stock on the date of grant. The restricteckssests over a three year period, of
which zero shares were vested as of December 31, 3ock-based compensation for restricted stotetetd $118,200 for the year ended
December 31, 2011. Unrecognized compensation ¢&236,400 at December 31, 2011 will be recognest the next 2.0 years.
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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 $17,250 and $42,52théyears ended December 31, 2010, and 200%atbagly. Total shares issued to
executive officers were 9,225 and 32,687 for thergended December 31, 2010 and 2009. There weskanes of common stock issued to
executive officers as part of their quarterly basim 2011.

In the third quarter of 2010, the Company recorstedk-based compensation related to the issuang@,075 shares of common stock to a
third party for services rendered. The fair valiéhe common stock issued was $105,060.

Note 11. Employee Benefit Programs
The Company has established a 401(k) retirement(¥®1(k) plan”) which covers all eligible emploggwho have attained the age of
twenty-one and have completed 30 days of employméhtthe Company. The Company can elect to mafctowa certain amount of
employees’ contributions to the 401(k) plan. No &@yer contributions were made during the years dridecember 31, 2011, 2010 and 2009.
In November 2010, the Company’s shareholders appktive 2010 Employee Stock Purchase Plan (“ESRP)Pinder the ESPP plan,
participants can purchase shares of the Compastgtk at a 15% discount. A maximum of 200,000eshaf common stock can be issued u
the ESPP plan. The first issuance under the ES&Pdecurred on June 30, 2011. During the year eDeéegmber 31, 2011, a total of 26,632

shares were issued with a fair value of $73,37@ Cbmpany recognized $10,992 of stock-based corafiengelated to the 15% discount for
the year ended December 31, 2011.

Note 12. Income Taxes

The provision for income taxes consists of thedfelhg:

Years Ended December 31

2011 2010 2009

Current

Federal $ - $ - % -

State - - -
Total current - - -
Deferred

Federal (2,359,64) (1,922,41) (2,642,94)

State (416,409 (339,25) (466,407)

Change in valuation allowance 2,894,07! 2,261,66: 3,109,34.
Total deferred 118,01¢ - -
Provision for income taxe $ 118,01¢ $ - $ -

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

Years Ended December 31

2011 2010 2009
Federal statutory ra (34.0% (34.00% (34.0%
State taxe (6.0% (6.0% (6.0%
Permanent difference 0.4% (0.4% 3.S%
Valuation allowance 41.2% 40.4% 36.1%
Effective tax rate 1.7% 0.C% 0.C%

The Company files income tax returns for Towerstr&€2orporation and its subsidiaries in the US feldamd various state jurisdictions.
of December 31, 2011, the tax returns for Toweastr€orporation for the years 2008 through 2011 nemjgen to examination by the Internal
Revenue Service and various state authorities.

The Company’s deferred tax assets (liabilities)ststed of the effects of temporary differencestaitable to the following:

Years Ended December 31

2011 2010
Deferred tax asse
Net operating loss carryforwar $ 16,11436 $ 12,894,08
Stoclk-based compensatic 1,061,29i 1,074,191

Intangible asset 645,30! 359,11



Allowance for doubtful accoun
Other
Total deferred tax asse
Valuation allowance
Deferred tax assets, net of valuation allowe

Deferred tax liabilities
Depreciatior
Intangible assets
Total deferred tax liabilitie
Net deferred tax liabilities

105,01( 47 53(
31,25¢ 24,17(
17,957,22 14,399,08
(15,880,80)  (12,986,73)
2,076,42| 1,412,35.
(2,076,42) (1,412,35)
(118,019 -
(2,194,43) (1,412,35)

$ (118,019 ;
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Accounting for Uncertainty in Income Taxes

ASC Topic 740 clarifies the accounting and repagrfior uncertainties in income tax law. ASC Topi®@ftescribes a comprehensive
model for the financial statement recognition, nueasient, presentation and disclosure of uncergipositions taken or expected to be taken
in income tax returns. The guidance also providesction on derecogntion, classification, interastl penalties, accounting in interim periods,
disclosure and transition.

As of December 31, 2011 and 2010, the Company Velsaed and concluded that there were no matamizgrtain tax positions requiring
recognition in the Company'’s financial statemeiitee Company’s policy is to classify assessmengmyf, for tax related interest as interest
expense and penalties as general and administeatpenses. No interest and penalties were recaldeag the years ended December 31,
2011, 2010, and 2009.

NOL Limitations

The Company'’s utilization of net operating loss OIN') carryforwards is subject to an annual limitetidue to ownership changes that
have occurred previously or that could occur inftitare as provided in Section 382 of the IntefRalenue Code, as well as similar state
provisions. Section 382 limits the utilization 0ONs when there is a greater than 50% change of ®hipeas determined under the
regulations. Since its formation, the Company laésed capital through the issuance of capital stoakvarious convertible instruments which,
combined with the purchasing shareholders’ subsgglisposition of these shares, has resulted ovarership change as defined by Section
382, and also could result in an ownership changbkd future upon subsequent disposition.

As of December 31, 2011, 2010 and 2009, the Compadyapproximately $40,286,000, $32,235,000 ang8887000, respectively, of
federal and state NOL carryovers. Federal NOLs batjin expiring in 2027. State NOLs will begin exmg in 2012.

Valuation Allowance

In assessing the realizability of deferred tax sdbe Company has considered whether it is nikedylthan 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 tempodifferences become deductible. In making this aeieation, under the applicable financial
reporting standards, the Company is allowed toidenshe scheduled reversal of deferred tax liaedij projected future taxable income, and
tax planning strategies. A full valuation allowares been recorded for the deferred tax assetdsmbmof December 31, 2011 and 2010. The
change in valuation allowance was $2,894,075 an2682663, respectively for the years ended Dece®be2011 and 2010.

In future periods, the Company will generate addii deferred tax liabilities related to the anmation of its FCC licenses and goodwill
for tax purposes because these assets are noizedddr financial reporting purposes. The tax aimation in future years will result in a
temporary difference, and the deferred tax liabsitwill not reverse until such time, if any, thla¢ FCC licenses and goodwill become impa
or sold. Due to the uncertain timing of this rewatrthe temporary difference cannot be considesddtare taxable income for purposes of
determining a valuation allowance; therefore, tefeded tax liabilities cannot be used to offsetdeferred tax assets related to the net
operating loss carryforwards for tax purposes.

Note 13. Stock Option Plans

In January 2007, the Company adopted the 2007 EQaimpensation Plan (the “2007 Plan”). The 200&rprovides 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. The tatadber of shares of common stock issuable unée2@07 Plan is 2,403,922. A total of
2,376,165 stock options or common stock has besreisunder the 2007 Plan as of December 31, 2011.

In May 2007, the Board of Directors approved adwptf the 2007 Incentive Stock Plan which provifiteghe issuance of up to 2,500,(
shares of common stock in the form of options strieted stock (the “2007 Incentive Stock PlanThe 2007 Incentive Stock Plan was
approved by the Company’s stockholders in May 2@0fatal of 2,495,551 stock options, common stockestricted stock has been issued
under the 2007 Incentive Stock Plan as of Decel@beP011.

Options granted under both the 2007 Plan and tB& Rcentive Plan have terms up to ten years am@arcisable at a price per share not
less than the fair value of the underlying commtmels on the date of grant. The total number of ehaf common stock that remain available
for issuance as of December 31, 2011 under the PG3vand the 2007 Incentive Stock Plan combin@2j206 shares.

In August 2008, the Company’s stockholders appradmption of the 2008 Non-Employee Directors Conspéion Plan (the “2008
Directors Plan”). Under the 2008 Directors Planaggregate of 1,000,000 shares have been resemwiddance. As of December 31, 2011,
600,000 stock options or common stock have beemrdsander this plan. Options granted under the Z0G&tors Plan have terms of up to 1
years and are exercisable at a price per sharé tegihe fair value of the underlying common stackthe date of gran

In January 2011, a total of 90,000 shares of k#sttistock was issued under the 2007 IncentivekSRtam.
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TOWERSTREAM CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTIN UED

Option transactions under the stock option plangduhe years ended December 31, 2011 and 2016 asefollows:

Weighted

Number of Average
Options Exercise Price
Outstanding as of January 1, 2( 3,738,631 $ 1.6¢
Granted during 201 375,00( 1.8C
Exercisec (363,28)) 1.37
Forfeited /expired (43,470 0.9
Outstanding as of December 31, 2( 3,706,88! $ 1.74
Granted during 201 1,485,001 4.9t
Exercisec (547,92) 1.04
Forfeited /expired (8,339 0.6¢
Outstanding as of December 31, 2( 4,635,62. $ 2.85

The weighted-average fair value of the options tg@uduring 2011 and 2010 were $2.61 and $0.99¢entisly. Outstanding options of
4,635,624 as of December 31, 2011 had exercisespifiat ranged from $0.68 to $9.74 and had a wesdgiverage remaining contractual life
6.2. Exercisable options of 3,129,609 as of DecerBbhe2011 had exercise prices that ranged fro8b@ $9.74 and had a weighted-average
remaining contractual life of 4.7.

The intrinsic value of outstanding and exercisaggons totaled $2,270,812 and $2,216,226, respdytias of December 31, 2011. The
intrinsic value is calculated as the differencentssn the closing price of the Compasigommon stock at December 31, 2011, which wa
per share, and the exercise price of the options.

The number of shares issuable upon the exercigatsfanding options, and the proceeds upon theisgenf such options, will be lower if
an option holder elects to exercise on a cashlasis.b

Note 14. Stock Warrants
Transactions under the stock option plans duriegytrars ended December 31, 2011 and 2010 werd@gsso

Weighted Average

Number of
Options Exercise Price
Outstanding as of January 1, 2( 4,332,311 $ 4.61
Granted during 201 - -
Exercisec - -
Forfeited /expired - -
Outstanding as of December 31, 2( 4,332,311 $ 4.61
Granted during 201 450,00( 5.0C
Exercisec (6,000 4.5C
Forfeited /expirec - -
Outstanding as of December 31, 2011 4,776,311 $ 4.65

Outstanding warrants of 4,776,310 as of Decembg2@11 had exercise prices that ranged from $4@®5100 and had a weighted-
average remaining contractual life of 0.48. Exexois warrants of 4,326,310 as of December 31, Patllexercise prices that ranged from
$4.00 to $6.00 and had a weighted-average remagungactual life of 0.01.

A total of 4,026,310 warrants exercisable at esergrices ranging from $4.00 to $6.00 expired ruday 2012.

In July 2011, the Company issued 450,000 warranggitchase shares of its common stock at an erguaise of $5.00 per share under its
July 2011 underwritten offering. These warrantseatercisable in July 2012 and expire in July 2016.

During the year ended December 31, 2011, 6,000antrwere exercised on a cash basis which resalfgwceeds of $27,000.

There was no intrinsic value associated with thistanding and exercisable warrants as of Decembhe2®L1. The intrinsic value is
calculated as the difference between the closiiog mf the Company’s common stock at December 811 2which was $2.12 per share, and
the exercise price of the warrants.

The number of shares issuable upon the exercisatsfanding warrants, and the proceeds upon theisgef such warrants, will be low
if a warrant holder elects to exercise on a castiesis
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Note 15. Fair Value Measurement
Valuation Hierarchy

The FASB’s accounting standard for fair value measients establishes a valuation hierarchy for d&eke of the inputs to valuation used
to measure fair value. This hierarchy prioritizZies inputs into three broad levels. Level 1 inpuesquoted prices (unadjusted) in active mar
for identical assets or liabilities. Level 2 inpat® quoted prices for similar assets and liabditn active markets or inputs that are observable
for the asset or liability, either directly or imectly through market corroboration, for substdhtitne full term of the financial instrument.
Level 3 inputs are unobservable inputs based o€tmepany’s own assumptions used to measure asgktmhilities at fair value. A financial
asset or liability’s classification within the hégchy is determined based on the lowest level itfmitis significant to the fair value
measurement.

Cash and cash equivalents were carried at faievaleasured on a recurring basis as follows:

Fair Value Measurements
Quoted prices Significant

in active other Significant
Total Carrying markets observable unobservable
Value (Level 1) inputs (Level 20 inputs (Level 3)
December 31, 201 $ 4467258 $ 4467258 $ - $ =
December 31, 201 $ 2317335 $ 23,173,35 $ - $ -

Cash and cash equivalents are measured at fa& ualng quoted market prices and are classifielinvitevel 1 of the valuation hierarct
The carrying amounts of accounts receivable, adsquayable and accrued liabilities approximatertfaéi value due to their short maturities.
There were no changes in the valuation techniquesglthe year ended December 31, 2011.

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

2011 2010
Fair value, beginning of peric $ - $ 566,45:
Reclassification of derivative liability to equi - (566,45)
Net unrealized loss on derivative financial instants - -
Ending balanc $ - $ -

Note 16. Commitments

Operating Lease Obligations. The Company has entered into operating leadated to roof rights, cellular towers, office spaand
equipment leases under various non-cancelable mgrgs expiring through December 2020.
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As of December 31, 2011, total future operatingdeabligations were as follows:

Years Ending December 31

2012 $ 7,317,16!
2013 5,962,98
2014 4,446,56!
2015 3,528,88
2016 2,298,36
Thereafter 1,694,84.

$ 25,248,81

Rent expense for the years ended December 31, 2010,and 2009 totaled approximately $5,566,00288000 and $2,614,000,
respectively.

In March 2007, the Company entered into a leaseesgent for its corporate offices (the “Original &@3. 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 yearsthe date of commencement with an option t@vefor an additional five-year term.
The Companys annual rent payments totaled approximately $5&Bi® 2011 and will remain at that level throughyM12, before increasi
to approximately $590,000 through the end of tlaséein September 2013.

The landlord provided the Company with certain imtoges as an inducement to enter the lease agreenidrese incentives included (i) an
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-montmitefree period on half of the Additional Space. $efaold improvements funded by the landlord
have been (i) capitalized and are being amortized the remaining lease term and (ii) recognizededsrred rent and amortized ratably over
the term of the lease. The economic value of thefree period is also recognized as deferredaadtamortized ratably over the term of the
lease. Current and long term balances totaled 3064nd $86,820 at December 31, 2011.

Capital Lease Obligations. We have entered into capital leases to acquireor&tand customer premise equipment expiring thrddghch
2017. In December 2011, we entered into an agrelewinCisco Capital to acquire equipment relateatr information technology
infrastructure. The lease commences when all oétugpment has been received and installed. WeceXpe lease to commence in the second
quarter of 2012. The total lease obligation is agpnately $2,100,000 and will be paid in varioustallments over a 60 month period.

As of December 31, 2011, total future capital lealsiigations were as follows:

Years Ending December 31

2012 $ 401,55¢
2013 475,93:
2014 454 52¢
2015 620,56(
2016 620,56(
Thereaftel 155,14(

$ 272828

Other. In December 2011, we entered into a one year irdtiom technology infrastructure support agreeniené agreement is expected
to commence in the second quarter of 2012. The mhopayments are approximately $43,000 and expeotbe paid through the first quarter
of 2013.
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Note 17. Quarterly Financial Information (unaudited)

Revenue:!
Operating Expense
Operating Los:
Net Loss
Net loss per common she- basic and dilute:
Weighted average number of shares outstar- basic and dilute:

Revenue:!
Operating Expense
Operating Los:
Net Loss
Net loss per common she- basic and dilute:
Weighted average number of shares outstar- basic and dilute:

Three months endec

March 31, June 30, September 30 December 31
2010 2010 2010 2010
$ 424421 $ 486853 $ 508065 $ 545248
5,795,81 6,553,97. 6,489,38: 6,855,15!
(1,551,60) (1,685,43) (1,408,73) (1,402,66)
(1,531,77) (1,306,53) (1,387,15) (1,377,54)
(0.09 (0.09 (0.09 (0.09
34,668,16 34,914,81 35,004,82 37,890,75
Three months endec
March 31, June 30, September 30 December 31
2011 2011 2011 2011
$ 5095301 $ 6,581,05¢ $ 6,775,89. $ 7,184,771
7,466,711 8,438,31. 9,404,96; 10,349,27
(1,513,69) (1,857,25) (2,629,071 (3,164,50)
(1,512,58) (812,399 (2,620,41) (2,079,71)
(0.09 (0.02) (0.05) (0.0
42,209,68 42,638,96 51,599,16 53,579,90

Quarterly results for 2011 reflect the purchaseepddjustment for the One Velocity acquisition.
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Item 9. Changes in and Disagreements with Accounté&mon Accounting and Financial Disclosure.
None.
Item 9A. Controls and Procedures.

Disclosure Controls and Procedures

We carried out an evaluation, under the superviaimhwith the participation of our management,udaig our chief executive officer and
chief financial officer, of the effectiveness oéttlesign and operation of our disclosure contnotsocedures, 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 desijteensure that information required to be disatiolgy an issuer in the reports that it files or
submits under the Exchange Act is accumulated anthwinicated to the issuer's management, includsigrincipal 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 ande¢tinancial officer concluded that our discloseomntrols and procedures are effective, as of
December 31, 2011, in ensuring that material infdram that we are required to disclose in repdrés we file or submit under the Exchange
Act is recorded, processed, summarized and repuiitbth the time periods specified in the Secusittend Exchange Commission rules and
forms.

Changes in Internal Control over Financial Reportin

There were no changes in our system of internakrcobaver financial reporting during the fourth gtea of the year ended December
31, 2011 that have materially affected, or areagpably likely to materially affect, our internalrool over financial reporting.

Managements Annual Report on Internal Control over FinancidReporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@gorting. Internal control over
financial reporting is defined in Rules 13a-15¢fijal5d-15(f) under the Exchange Act as a procesigigied by, or under the supervision of, a
company'’s principal executive and principal finaafficers and effected by a company’s board oéators, management and other personnel
to provide reasonable assurance regarding théiléliaof financial reporting and the preparatiohfimancial statements for external purpose
accordance with generally accepted accounting ipleee Our internal control over financial repodimcludes those policies and procedures
that:

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

- provide reasonable assurance that transactiome@reded as necessary to permit preparation ofidiahstatements in accordance
with generally accepted accounting principles, tivad our receipts and expenditures are being malyaroaccordance with
authorizations of our management and directors;

« provide reasonable assurance regarding preventibmely detection of unauthorized acquisition, vsalisposition of our assets tt
could have a material effect on the financial stegets.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or dét@isstatements. Projections of any
evaluation of effectiveness to future periods agjext to the risk that controls may become inadégjbecause of changes in conditions, or
the degree of compliance with the policies or pdoces may deteriorate.

Our management assessed the effectiveness oftetmahcontrol over financial reporting as of Det@m31, 2011. 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 cexthad, as of December 31, 2011, our internalrobaver financial reporting is
effective based on those criteria.
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Report of Independent Registered Public Accountingrirm
On Internal Control over Financial Reporting

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

We have audited Towerstream Corporation's (the “@amg”) internal control over financial reporting as of Betber 31, 2011, based
criteria established in Internal Contilotegrated Framework issued by the Committee ofnSpong Organizations of the Tready
Commission. The Company's management is responiblenaintaining effective internal control ovemédincial reporting, and for

assessment of the effectiveness of internal comvet financial reporting, included in the accomyag “Management Annual Report
Internal Control over Financial Reportingdur responsibility is to express an opinion on@wmpany's internal control over financial repor
based on our audit.

We conducted our audit in accordance with the stadslof the Public Company Accounting Oversighti8a@nited States). Those stand:
require that we plan and perform the audit to abtaasonable assurance about whether effectivenaiteontrol over financial reporting w
maintained in all material respects. Our auditndéinal control over financial reporting includestaining an understanding of internal cor
over financial reporting, assessing the risk thataderial weakness exists, and testing and evaty#tie design and operating effectivene:
internal control based on the assessed risk. Odit also included performing such other procedumeswe considered necessary in
circumstances. We believe that our audit providesaaonable basis for our opinion.

A companys internal control over financial reporting is @gpess designed to provide reasonable assurancaeliregthe reliability of financit
reporting and the preparation of financial statetsdor external purposes in accordance with gelyeescepted accounting principles
company's internal control over financial reportingludes those policies and procedures that (ffpjpeto the maintenance of records tha
reasonable detail, accurately and fairly refleet ttansactions and dispositions of the assetseotdmpany; (2) provide reasonable assut
that transactions are recorded as necessapefmit preparation of financial statements in adaoce with generally accepted accour
principles, and that receipts and expenditureshef dcompany are being made only in accordance withogéizations of management :
directors of the company; and (3) provide reasanaskurance regarding prevention or timely deteatfounauthorized acquisition, use
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of the inherent limitations, internal contiver financial reporting may not prevent or d@étmisstatements. Also, projections of
evaluation of effectiveness to future periods atgext to the risk that controls may become inadégjbecause of changes in conditions, ol
degree of compliance with the policies or procedunay deteriorate.

In our opinion, Towerstream Corporation maintainiedall material aspects, effective internal cohtreer financial reporting as of Decem
31, 2011, based on criteria established in Inte@uaitrol —Integrated Framework issued by the Committee ohSpong Organizations of t
Treadway Commission.

We have also audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@dnited States), the consolida
balance sheets as of December 31, 2011 and 20lib@melated consolidated statements of operatginskholdersequity, and cash flows f
the years ended December 31, 2011 and 2010 andd?@h® Company and our report dated March 14, 2R2essed an unqualified opin
on those financial statements.

/s/ MarcumcLLp
MarcumcLLp
New York, NY
March 14, 2012
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Iltem 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 2012 Annual Nregof Stockholders to be filed with
the Securities and Exchange Commission not later 120 days after the end of the fiscal year cal/byethis report on Form 10-K, and is
incorporated by reference from our proxy statement.

Item 11. Executive Compensation.

The information required by this item will be setth in the proxy statement for our 2012 Annual Nregof Stockholders to be filed with
the Securities and Exchange Commission not later 120 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 Mattet

The information required by this item will be setth in the proxy statement for our 2012 Annual ktegof Stockholders to be filed with
the Securities and Exchange Commission not later 120 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 Transa@ins, and Director Independence.

The information required by this item will be setth in the proxy statement for our 2012 Annual ktegof Stockholders to be filed with
the Securities and Exchange Commission not later 120 days after the end of the fiscal year cal/byethis 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 2012 Annual ktegof Stockholders to be filed with

the Securities and Exchange Commission not later 120 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

3.1

3.2

3.3

3.4

3.5

4.1

10.1*

10.2*

10.3*

10.4

10.5*

10.6

10.7

10.8

10.9

10.10

10.11**

10.12**

10.13**

Agreement of Merger and Plan of Reorganizatioredidanuary 12, 2007, by and among University Gidendar, Ltd.,
Towerstream Acquisition, Inc. and Towerstream Coaiion (Incorporated by reference to Exhibit 2.1hte Current Report
Form &K of Towerstream Corporation filed with the Sedestand Exchange Commission on January 19, 2

Certificate of Incorporation of University s Calendar, Ltd. (Incorporated by reference taibit 3.1 to the Current Report
on Form -K of University Girls Calendar, Ltd. filed with thgecurities and Exchange Commission on Januar§(,)z
Certificate of Amendment to Certificate o€émporation of University Girls Calendar, Ltd., ciging the Company’s name to
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
Certificate of Designation of Rights, Preferenard Privileges of Series A Preferred Stock (Inocaped by reference to
Exhibit 3.1 to the Current Report on Form 8-K ofilerstream Corporation filed with the Securities &xdhange
Commission on November 12, 201
By-Laws of Towerstream Corporation (Incorpedaby reference to Exhibit 3.2 to the Current Repo Form 8-K of
Towerstream Corporation filed with the Securities &xchange Commission on January 19, 2(

Amendment No. 1 to the l-Laws of Towerstream Corporation (Incorporated gnence to Exhibit 3.1 to the Current Ref.
on Form 8-K of Towerstream Corporation filed wittetSecurities and Exchange Commission on Augus2@17). Rights
Agreement dated as of November 9, 2010 (Incorpdriayereference to Exhibit 4.1 to the Current Reporform 8-K of

Towerstream Corporation filed with the Securitiegl &xchange Commission on November 12, 2C
Towerstream Corporation 2007 Equity Compdins Plan (Incorporated by reference to Exhikitt. the Current Report on
Form &K of Towerstream Corporation filed with the Sedestand Exchange Commission on January 19, 2
Form of 2007 Equity Compensation Plan ItisenStock Option Agreement (Incorporated by refieeeto Exhibit 10.18 to the
Current Report on Form 8-K of Towerstream Corporafiled with the Securities and Exchange Commissio
January 19, 2007
Form of 2007 Equity Compensation Plan Naral@ied Stock Option Agreement (Incorporated bference to Exhibit 10.19
to the Current Report on Form 8-K of Towerstreamp@oation filed with the Securities and Exchangen@uossion on
January 19, 2007

Form of Directors and Officers IndemnificatiAgreement (Incorporated by reference to ExHiBitL7 to the Current Report
on Form K of Towerstream Corporation filed with the Sedestand Exchange Commission on January 19, 2
Towerstream Corporation 2007 Incentive 8tBtan (Incorporated by reference to Exhibit 1dd the Registration Statement
on Form SB-2 (File No. 33342032) of Towerstream Corporation initially filadth the Securities and Exchange Commis:
on April 11, 2007)

Form of Placement Agent Agreement for JW@72ffering (Incorporated by reference to Exhilfit10 to the Registration
Statement on Form SB-2 (333-142032) of Towerstr€amporation filed with the Securities and Excha@ggnmission on
April 11, 2007).

Form of Subscription Agreement (Incorpordigdeference to Exhibit 10.11 to the Registratstatement on Form SB-2 (333-
142032) of Towerstream Corporation filed with trex@rities and Exchange Commission on April 11, 20
Employment Agreement, dated December 21, 2007 ,dstwWowerstream Corporation and Jeffrey M. Thomj
(Incorporated by reference to Exhibit 10.1 to therént Report on Form 8-K of Towerstream Corporafited with the
Securities and Exchange Commission on Decembe2(87).

Office Lease Agreement dated March 21, 2f@&een Tech 2, 3, & 4 LLC (Landlord) and TowerstneCorporation
(Tenant). (Incorporated by reference to Exhibi9ltd.the Annual Report on Form 10-K of Towerstreaanporation filed
with the Securities and Exchange Commission on Mag; 2009)

First Amendment to Office Lease dated Augu2007, amending Office Lease Agreement datecti&1 2007.
(Incorporated by reference to Exhibit 10.10 to Amnual Report on Form 10-K of Towerstream Corparafiled with the
Securities and Exchange Commission on March 189@

2008 NonEmployee Directors Compensation Plan (Incorporbteteference to Exhibit B to the Proxy StatemenSchedule
14A of Towerstream Corporation filed with the Seties and Exchange Commission on September 14,)2
Amendment to Employment Agreement of Jeffrey M. fipson (Incorporated by reference to the CurrenbRem Form -
K, filed with the Securities and Exchange Commissio December 9, 2011
Amendment to Employment Agreement of Jeffrey M. fipgon (Incorporated by reference to the CurrenbRem Form -
K/A, filed with the Securities and Exchange Comnaison January 13, 201z
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10.14** 2010 Employee Stock Purchase Plan (Inoated by reference to Exhibit A to the Proxy Stagat on Schedule 14A of
Towerstream Corporation filed with the Securities &xchange Commission on September 14, 2(

14.1 Code of Ethics and Business Conduct (Incorporayectterence to Exhibit 14.1 to the Annual Reportamm 1(-K of
Towerstream Corporation filed with the Securitiegl &xchange Commission on March 17, 20

211 List of Subsidiaries. (Incorporated by referenc&xhibit 21.1 on Annual Report on Form-K of Towerstream Corporatic
filed with the Securities and Exchange CommissiniMarch 17, 2009)

23.1 Consent of MarcurLLP .

311 Section 302 Certification of Principal Executivefioér.

31.2 Section 302 Certification of Principal Financialfi©oér.

32.1 Section 906 Certification of Principal Executivefiodr.

32.2 Section 906 Certification of Principal Financialfioér.

*  Management compensatory p!
*  Management contra
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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, theredatp authorized.

TOWERSTREAM CORPORATION

Date: March 142012 By: /s/ Jeffrey M. Thompso
Jeffrey M. Thompson
President and Chief Executive Officer
(Principal Executive Officer

By: /s/ Joseph P. Hernon
Joseph P. Hernc
Chief Financial Officer
(Prinicpal Financial Officer and Prinicpal Accowgi®fficer)

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, Chief Executive Officer and President March 14, 2012
Jeffrey M. Thompsol (Principal Executive Officer
/sl Joseph P. Hernc
Chief Financial Office March 14, 201:
Joseph P. Hernc (Principal Financial Officer and

Principal Accounting Officer
/ s/ Philip Ursc

Director- Chairman of the Board of Directc March 14, 201:
Philip Urso
/s/ Howard L. Haronian, M.C

Director March 14, 2012
Howard L. Haronian, M.D
/s/ William J. Bust

Director March 14, 201:
William J. Bush
/s/ Paul Koehle

Director March 14, 2012

Paul Koehlel

59




Exhibit No.

EXHIBIT INDEX

Description

2.1

3.1

3.2

3.3

3.4

3.5

4.1

10.1*

10.2*

10.3*

10.4

10.5*

10.6

10.7

10.8

10.9

10.10

10.11**

10.12**

10.13**

Agreement of Merger and Plan of Reorganizatioredidanuary 12, 2007, by and among University Gidkendar, Ltd.
Towerstream Acquisition, Inc. and Towerstream Coaion (Incorporated by reference to Exhibit 2.1he Current Report «
Form &K of Towerstream Corporation filed with the Sedestand Exchange Commission on January 19, 2

Certificate of Incorporation of University Girls &adar, Ltd. (Incorporated by reference to Exhibit to the Current Repc
on Form {-K of University Girls Calendar, Ltd. filed with tHgecurities and Exchange Commission on Januar§()z
Certificate of Amendment to Certificate o€émporation of University Girls Calendar, Ltd., ciging the Company’s hame to
Towerstream Corporation (Incorporated by referandexhibit 3.3 to the Current Report on Form 8-KTafwerstream
Corporation filed with the Securities and Excha@ggnmission on January 19, 200
Certificate of Designation of Rights, Preferenced Brivileges of Series A Preferred Stock (Incogped by reference |
Exhibit 3.1 to the Current Report on Form 8-K ofilerstream Corporation filed with the Securities &xdhange
Commission on November 12, 201
By-Laws of Towerstream Corporation (Incorporated dgnence to Exhibit 3.2 to the Current Report onnfé-K of
Towerstream Corporation filed with the Securitieg &xchange Commission on January 19, 2(

Amendment No. 1 to the By-Laws of Towerstreamp@oation (Incorporated by reference to Exhibit t&the Current Report
on Form 8-K of Towerstream Corporation filed wittetSecurities and Exchange Commission on Augus2@17). Rights
Agreement dated as of November 9, 2010 (Incorpdrayereference to Exhibit 4.1 to the Current ReporfForm 8-K of
Towerstream Corporation filed with the Securities &xchange Commission on November 12, 2C
Towerstream Corporation 2007 Equity Compensatiam Pincorporated by reference to Exhibit 4.1 toGherent Report o
Form &K of Towerstream Corporation filed with the Sedestand Exchange Commission on January 19, 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
Form of 2007 Equity Compensation Plan I-Qualified Stock Option Agreement (Incorporated bference to Exhibit 10.1
to the Current Report on Form 8-K of Towerstreamp@oation filed with the Securities and Exchangen@uossion on
January 19, 2007
Form of Directors and Officers Indemnification Agreent (Incorporated by reference to Exhibit 10d.the Current Repo
on Form K of Towerstream Corporation filed with the Sedestand Exchange Commission on January 19, 2
Towerstream Corporation 2007 Incentive 8tBtan (Incorporated by reference to Exhibit 1dd the Registration Statement
on Form SB-2 (File No. 33342032) of Towerstream Corporation initially filadth the Securities and Exchange Commis:
on April 11, 2007)

Form of Placement Agent Agreement for JW@72ffering (Incorporated by reference to Exhilfit10 to the Registration
Statement on Form SB-2 (333-142032) of Towerstr€amporation filed with the Securities and Excha@ggnmission on
April 11, 2007).

Form of Subscription Agreement (Incorporated byrefice to Exhibit 10.11 to the Registration Statgdroe Form SI-2 (33:-
142032) of Towerstream Corporation filed with trex@rities and Exchange Commission on April 11, 20

Employment Agreement, dated December 217 2€tween Towerstream Corporation and Jeffrey Marfipson
(Incorporated by reference to Exhibit 10.1 to therént Report on Form 8-K of Towerstream Corporafited with the
Securities and Exchange Commission on Decembet(RI7,).

Office Lease Agreement dated March 21, 2f&een Tech 2, 3, & 4 LLC (Landlord) and ToweratneCorporation
(Tenant). (Incorporated by reference to Exhibi9ltd.the Annual Report on Form 10-K of Towerstreaanporation filed
with the Securities and Exchange Commission on Mag; 2009)

First Amendment to Office Lease dated Augu2007, amending Office Lease Agreement datecti&1 2007.
(Incorporated by reference to Exhibit 10.10 to Amnual Report on Form 10-K of Towerstream Corparafiled with the
Securities and Exchange Commission on March 1892
2008 Nor-Employee Directors Compensation Plan (Incorporbtereference to Exhibit B to the Proxy StatemenBchedule
14A of Towerstream Corporation filed with the Seties and Exchange Commission on September 14,)2
Amendment to Employment Agreement of d®ffM. Thompson (Incorporated by reference to tbher€ht Report on Form 8-
K, filed with the Securities and Exchange Commissio December 9, 2011
Amendment to Employment Agreement of tffM. Thompson (Incorporated by reference to theréht Report on Form 8-
K/A, filed with the Securities and Exchange Comnaison January 13, 201z




10.14** 2010 Employee Stock Purchase Plan (Inoated by reference to Exhibit A to the Proxy Stagat on Schedule 14A of
Towerstream Corporation filed with the Securities &xchange Commission on September 14, 2(

14.1 Code of Ethics and Business Conduct (Incorporayectterence to Exhibit 14.1 to the Annual Reportamm 1(-K of
Towerstream Corporation filed with the Securitiegl &xchange Commission on March 17, 20

211 List of Subsidiaries. (Incorporated by referenc&xhibit 21.1 on Annual Report on Form-K of Towerstream Corporatic
filed with the Securities and Exchange CommissiniMarch 17, 2009)

23.1 Consent of MarcurLLP .

311 Section 302 Certification of Principal Executivefioér.

31.2 Section 302 Certification of Principal Financialfi©oér.

32.1 Section 906 Certification of Principal Executivefiodr.

32.2 Section 906 Certification of Principal Financialfioér.
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EXHIBIT 23.1

INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRNM CONSENT

We consent to the incorporation by reference inRbgistration Statement of Towerstream Corporatio®mendment No. 1 to Form B(File
No. 33:-166239), Amendment No. 1 to Form S-3 (File No.-383135), Amendment No. 3 to Form SB-2 on Form (&2 No. 333141405)
Form S-8 (File No. 333-161180), Form S-8 (File 883-151306), Form S-3 (File No. 333-174106), Forr@ &ile No. 333174107) an
Amendment No. 1 to Form S-3 (File No. 3B38868) of our report dated March 14, 2012, withpext to our audits of the consolide
financial statements of Towerstream Corporation Sotsidiaries as of December 31, 2011 and 2010f@nthe years ended December
2011, 2010 and 2009 and our report dated March2@42 with respect to our audit of the effectivenetsnternal control over financi

reporting of Towerstream Corporation as of Decem®gr 2011, which reports are included in this ArnRa&port on Form 1& of
Towerstream Corporation for the year ended Decei®bg?011.

/s/ MarcumcLLp
MarcumcLLp

New York, NY
March 14, 2012




[, Jeffrey M.

)

2

@)

(4)

()

EXHIBIT 31.1

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

Thompson, certify that:
| have reviewed this annual report on Forr-K of Towerstream Corporation for the fiscal yeadeth December 31, 201

Based on my knowledge, this report does notaiorany untrue statement of a material fact ortémstate a material fact
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this ref

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

The registrant’s other certifying officer(s)cahare responsible for establishing and maintgmlisclosure 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 proceduregused such disclosure controls and proceduties tesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isg prepared

b) Designed such internal control over financiglaing, or caused such internal control over foahreporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataoece with generally accepted accounting princjj

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presantags report our conclusior
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; an

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 materiallyeaftf, the registra’s internal control over financial reportir

The registrant’s other certifying officer(s)dahhave disclosed, based on our most recent eti@tuaf internal control over
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardicéctors (or persons performing
the equivalent functions

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

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

Date: March 14, 2012

/sl Jeffrey M. Thompso

Jeffrey M. Thompsol

President and Chief Executive Officer
(Principal Executive Officer




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:
(1) I have reviewed this annual report on Forr-K of Towerstream Corporation for the fiscal yeadeth December 31, 201

(2) Based on my knowledge, this report does not cor@aynuntrue statement of a material fact or omgtéde a material fa
necessary to make the statements made, in lightdafircumstances under which such statementswade, not misleading with
respect to the period covered by this ref

(3) Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all
material respects, the financial condition, resaoftsperations and cash flows of the registrangfaand for, the periods presented
in this report;

(4) The registrar's other certifying officer(s) and | are responsioleestablishing and maintaining disclosure cdstemd procedure
(as defined in Exchange Act Rules 13a-15(e) and1Bgd)) and internal control over financial repogtiias 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 procedures tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, paftidy during the period in which this report isifige prepared

b) Designed such internal control over financiglowing, or caused such internal control over fgiahreporting to be designed
under our supervision, to provide reasonable assereegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjj

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presénthd report our conclusior
about the effectiveness of the disclosure conantsprocedures, as of the end of the period covgrehis report based on
such evaluation; an

d) Disclosed in the report any change in the reigis internal control over financial reportingttoccurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of thewimeport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registra’s internal control over financial reportir

(5) The registrar's other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover
financial reporting, to the registrant’s auditorslahe audit committee of the registrant’s boardicéctors (or persons performing
the equivalent functions

a) All significant deficiencies and material weagses in the design or operation of internal cordvelr financial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

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

Date: March 14, 2012

/sl Joseph P. Hernc

Joseph P. Hernon

Chief Financial Officer

(Principal Financial Officer and Principal AccourdiOfficer)




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, 2011 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 requirementsSefttion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Company

Date: March 14, 2012

/sl Jeffrey M. Thompso

Jeffrey M. Thompson

President and Chief Executive Officer
(Principal Executive Officer




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, 2011, 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. act350, as adopted pursuant to Section 906 db#rbanes-Oxley Act of 2002, that, to my
knowledge:

(1) The Report fully complies with the requirementsSefttion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations of
the Company

Date: March 14, 2012

/sl Joseph P. Hernc

Joseph P. Hernon

Chief Financial Officer

(Principal Financial Officer and Principal AccourdiOfficer)




