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2Q00 Results: Company Remains in Development Stage, but there were some
Interesting Events...
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Key Investment Points
- Operating results continue to reflect start-up nature of Internet segment.
Net loss per share ($0.36) slightly lower than our forecast due to underperformance of
restaurants.
Shares are expected to trade within the current range ($0.80-$1.00) until impact of Fan
Asylum and branded newsletters are reflected in operating results.
Our 18-month target price is $4.50.

Company Description

Based in Dallas, Texas, PopMail.com (POPM) is an Internet marketing firm that specializes in
email-based permission and affinity marketing services in Broadcast, Media, Sports,
Technology, and Entertainment sectors. POPM's technologies allow businesses to more
effectively and efficiently communicate with their constituents via targeted messaging that are
created by affinity and permission opt-in email lists. The Company’s three email divisions
consist of; PopMail Network (opt-in email); 1Z.com (digital publishing); and Fan Asylum, Inc. (fan
club sites for musicians). The Company also runs Café Odyssey, a two-unit chain of themed
restaurants.



2Q00 RESULTS

Operating results for the second quarter came in below our expectations, largely due to
underperformance of the restaurants. Email operations remain in a development stage mode as
revenue growth is outpaced by expense growth as the Company continued to position itself for
future growth. The financial condition was bolstered by several private placements.

Restaurant revenues were relatively flat. Average weekly sales per location were $90,600 in
2Q00 versus $94,100 during 1Q00 and $91,300 in 2Q99. Note that in 2Q99, POPM had three
units open (the Cincinnati location was closed August 29, 1999). The primary drag on revenues
appears to be the Mall of America location, where same store sales dropped 14%. While it is not
unusual for a location to experience a drop after the honeymoon period (usually an especially
busy 18-month period following the opening), the combination of flat revenues and higher
operating costs caused the restaurant EBIDTA margin to go negative (see Figure 1). We
attribute the sequential growth in restaurant operating expenses (from $1.7 million in 1Q00 to
$1.9 million in 2Q00) to the tight labor pool.

Figure 1
Restaurant EBITDA Margin
10.0%
8.0% /\
6.0%
4.0% /‘v/ \\\
2.0% 6\'/ N
OO% T T T T T \ T
-2.0% N
-4.0% N
-6.0%
-8.0%
Dec-98 Mar-99 Jun-99 Sep-99 Dec-99 Mar-00 Jun-00

Internet marketing revenues more than doubled to $808,000 versus $388,000 in 1QO00.
These revenues were generated from set-up, hosting and license fees from PopMail's fan club
email services and IZ.com’s publishing revenues. We do not think that Fan Asylum was a
significant contributor to the top line because the acquisition was not completed until June 14™.

The net loss for the quarter was $13.4 million, versus losses of $10.6 million in 1Q00 and $6.3
million in 2Q99. The increased operating loss is due to increased depreciation & amortization
charges, SG&A spending as well as increased interest expense and other one-time charges.
Depreciation and amortization expense increased to $7.3 million in 2Q00 versus $0.4 million in
2Q99 as the result of the acquisitions that occurred during the last year.

SG&A expenses continued to grow as POPM integrated the operations of IZ.com and Fan
Asylum. During the period, POPM relocated restaurant management to Denver and continued to
invest in technology and infrastructure. Figure 2 shows the quarterly trend in SG&A expense.
Note that the Company started to acquire Internet operations in spring 1999.
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Figure 2

Interest expense increased to $929,000 from $245,000 due to the debt used to finance
acquisitions.

Other one-time charges consisted of:

$958,000 in non-cash financing fees relating to private placements and other services
and,
$762,000 loss on the sale of the Cincinnati restaurant.

RESTAURANT OPERATIONS FRANCHISED TO COMPANY FORMED BY EX-OFFICERS
OF POPM

The executives that ran Cafe Odyssey have left and formed another firm that will operate the
current two locations and expand the concept. We consider this a positive development for two
main reasons. First, it allows POPM management to focus on the Internet marketing business
and the restaurant experts to run the restaurants.

The second benefit is that the agreement has the potential to provide additional cash flows
(royalties) to POPM as new units are opened. According to documents in the 10-Q, a new unit
is planned for Dearborn, Michigan. However, our earnings model does not assume any
additional cash flows from this event.

FINANCIAL CONDITION

While financial leverage (defined as defined as debt/assets) improved as the result of the several
private placements, operating cash flows remained negative. While management has been
successful at raising funds over the last 18 months to reduce leverage, this raises concerns
about continuing dilution to existing shareholders not participating in these placements. And,
with cash flows expected to remain negative for the next 18 months, Management will need to
continue seeking more capital in order to fund operations and interest expense.

The improvement in the debt/asset ratios is the result of four private placements that raised
approximately $13.2 million as follows:

$2.0 million raised 1Q00 from placing 2.35 million units valued at $1.00. Each unit
consisted of one common share and a 5 year warrant with an exercise price of $2.00;



$4.5 million netted in 1Q00 from placing 2.67 million units valued at $2.25 per unit. Each
unit consisted of one common share and a 5 year warrant with an exercise price of
$3.00;

$4.0 million raised in 2Q00 from placement of 10% convertible preferred stock
(aggregated stated value of $6.0 million) with warrants to purchase up to 500,000 shares
at an exercise price of $2.51; and

$2.7 million raised during 2Q00 from a private sale of 1.0 milion common shares at
$3.00 per share with 5year warrants with an exercise price of $1.00 and additional
adjustable warrants that allow the investors to bring the value of their investment to at
least $4.00 per share.

OUTLOOK

We lowered our EPS forecast (about $0.03 per share) due to reduced expectations for
restaurant revenues. We now expect the restaurants to generate approximately $2.4 - $2.5
million in sales per quarter in 2000. In 2001, we assume a 3.5% growth rate. We had previously
assumed a growth rate in the 5%-7% range for 2001. Table 1 contains our annual EPS model.

Table 1. Annual EPS Forecast
($Million, except per share data) 1998 1999 2000 2001
Revenues

Restaurant 6.933 12.166 9.702 10.042

Email & Commerce 0.107 4.802 19.981
Total Revenues 6.933 12.273 14.504 30.022
Fan Asylum Merch COGS 1.313 7.890
Food, Beverage, Rest. 1.897 3.145 2.536 2.630
Rest. OP Expenses 5.038 8.404 6.927 7.273
Rest. Pre-Open Exp. 0.733 0.939 0.000 0.000
G&A 3.081 5.002 18.780 32.700
Depreciation/Amortz 0.940 5.573 29.447 32.612
Impairment 2.000 0.000 0.000 0.000

Operating Income -6.756  -10.790 -44.498 -53.082
Interest Exp/(Inc.) -0.050 2.308 3.276 9.817
Warrant Reprice 4.539 0.000 0.000
Debt Guarantee 1.608 0.155 0.000
Fin Advisor Fee 1.489 2.185 0.000
PreTax Income -6.706  -20.734 -50.114  -62.900
Income Taxes 0.000 0.000 0.000 0.000
Net Income -6.706 -20.734 -50.114  -62.900
Prefd Stock Div & Accretn -3.514 0.100 0.000
Loss to Comm Shareholders -6.706  -24.248 -50.014 -62.900
EPS-Common Stock $ (0.84) $ (2.40) $ (1.33) $ (1.54)
Diluted Shares 8.000 10.108 37.680 40.934
Debt/Equity 0.55 0.26 0.28 -19.54
Operating Cash Flow/Share $ (0.52) $ (0.98) $ (0.61) $ (0.66)




VALUATION
We think the shares will continue to trade within a range ($0.80 - $1.00) until one, or more, of the
following happen:

The market perceives that POPM is now more of a pure-play Internet company;

Fan Asylum operations are fully reflected in operations, boosting top line growth;

The launch of branded e-newsletters and other joint ventures increases brand
awareness and marketing revenues;

Financial leverage/ dilution issues are resolved by a large capital infusion; and

Other analysts start to follow the Company, increasing market awareness.

Our 12 — 18 month target price remains in the low-mid single digit range as discussed in our July
28, 2000 report.

INVESTMENT RISKS

In addition to the risks posed by the challenges of operating in the restaurant and Internet arenas,
there are additional risks that must consider when evaluating a potential investment in these
shares:

Operations have not been profitable to date and we expect operating losses to continue
at least until 2001. The conversion of the company from a restaurant operator to an Internet
operator has resulted in significant operating expenses. We expect SG&A expenses to outpace
revenue growth as POPM expands staff to accommodate future growth. We also assume that
debt will be used to fund operations and this causes interest expense to increase significantly in
2001.

Significant dilution potential from future acquisitions and the need to fund operations.
The Company has issued a significant number of shares, options and warrants to fund
acquisitions and operations. While we do not assume any acquisitions in our forecast, it is
reasonable to expect that the Company may make additional acquisitions in the future. In
addition, our model indicates that the Company will need to fund operating losses or risk
becoming overly leveraged. In both cases, the issuance of additional equity would dilute existing
shareholders.

Internet stocks are subject to extreme market volatility. Despite the decline in dotcom
stocks since April, valuations remain high by traditional measures and are thus still vulnerable to
significant fluctuations in share price.

The Company may not be able to access the market for future funding needs. The market
appears to be increasingly concerned about cash-burn rates and real earnings potential. As a
result, many Internet shares have not been able to go back to the market to get needed funding.
The same may occur to POPM.

The Company may be forced to reprice options in the future. Because POPM relies
heavily on options to both raise funds and reward employees, the risk of future repricings will
increase if the stock price remains at current levels. POPM repriced options in 1999 and 2Q00
that resulted in charges of $3.5 million and $750,000 (our estimate), respectively.



One individual controls a substantial amount of the common stock and may influence the
future direction of the Company. James L. Anderson, who resigned from the Board, has
effective control of 31.6% of the outstanding common stock.

The common shares could be delisted from the Nasdaq Smallcap market, which would
adversely impact share liquidity and the ability to get price quotes. The following are the
events that could cause POPM to be delisted:

Bid below $1.00.

Net tangible assets below $2 million.

Reduction to one market maker.

Reduction in the market value of the public float to less than $ 1 million.

At the discretion of the NASDAQ SmallCap Market.

agrwdnE

The Company is not followed by many analysts. We think the market is largely unaware of
POPM because the company was not widely followed to begin with and is still classified as a
restaurant stock in several databases.

This report contains "forward looking" statements within the meaning of U.S. federal securities laws.
Forward-looking statements regarding the Company's performance inherently involve risks and uncertainties
that could cause actual results to differ from such forward-looking statements. Factors that would cause or
contribute to such differences include, but are not limited to, continued acceptance of the Company's
products/services in the marketplace; acceptance in the marketplace of the Company's new product
lines/services; competitive factors; new product/service introductions by others; technological changes;
dependence upon third party vendors; year 2000 issues; and other risks discussed in the Company's
periodic report filings, including interim reports, with the Securities and Exchange Commission, By making
these forward looking statements, researchstock.com, Inc. undertakes no obligation to update these
statements for revisions or changes after the date of this report.

NEITHER RESEARCHSTOCK.COM NOR ANY PROVIDERS OF INFORMATION MAKE ANY WARRANTIES, EXPRESS
OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS INFORMATION AND MAKE NO EXPRESS OR
IMPLIED WARRANTIES OF MERCHANANILITY OF FITNESS FOR A PARTICULAR USE.

researchstock.com, Inc. is an independent research firm that publishes research reports on companies that
may, or may not be clients. researchstom.com, Inc. derives most of its compensation from investment
research and financial advisory services, and has been compensated for the preparation of this report.
researchstock.com, Inc.'s monthly retainer fee is $2,500.00. This information is solely for informative
purposes and is not solicitation or an offer to buy or sell any security. It is not intended as being a complete
description of the securities, markets or developments referred to in the material. The information contained
herein is subject to change without notice, and we assume no responsibility to update the information in this
report. Any sales or earnings forecasts contained in this report were independently prepared by
researchstock.com, Inc., unless otherwise stated, and are not endorsed by the management of the
company which is the subject of this report. All expressions of opinion are subject to change without
notice. The information contained herein was obtained from sources, which we consider reliable, but we
have not independently verified such information and thus do not guarantee that it is accurate or complete.
Additional information is available upon request. researchstock.com, Inc. and/or its officers and directors,
stockholders, and employees, and/or members of their families may have a long/short position in the
securities mentioned in this report and may make purchases and or sales for their own account of those
securities as principal or agent in the open market or otherwise. researchstock.com, Inc. or one of its
affiliates may from time to time perform investment banking or other services for, or solicits investment
banking or other business from, any company mentioned in this report. This report does not take into
account the investment objectives, financial situation or particular needs of any particular person. Investors
should obtain individual financial advice based on their own particular circumstances before making
investment decisions on the basis of this report.




