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                    CELLULAR TECHNICAL SERVICES COMPANY, INC. 
                          PART I. FINANCIAL INFORMATION 
 
Item 1.     Financial Statements 
 
                      CONDENSED CONSOLIDATED BALANCE SHEETS 
                      (in 000's, except per share amounts) 
 
 
                                                                                           June 30,             December 31, 
                                                                                             2004                   2003 
                                                                                             ----                   ---- 
                                                                                          (unaudited) 
                                                                                                        
                                                            ASSETS 
 
CURRENT ASSETS 
   Cash and cash equivalents                                                           $          2,327      $          2,651 
   Accounts receivable                                                                                4                    11 
   Prepaid expenses, deposits and other current assets                                               69                    13 
                                                                                       -----------------     -----------------
     Total Current Assets                                                                         2,400                 2,675 
LONG TERM ASSETS HELD FOR SALE                                                                        5                     6 
LONG-TERM INVESTMENT, net of valuation adjustment of $1,754 in 2004 and 2003                         --                    -- 
                                                                                       -----------------     -----------------
TOTAL ASSETS                                                                           $          2,405      $          2,681 
                                                                                       =================     =================
                                             LIABILITIES AND STOCKHOLDERS' EQUITY 
CURRENT LIABILITIES 
   Accounts payable and accrued liabilities                                            $             75      $            115 
   Payroll related liabilities                                                                       59                    61 
                                                                                       -----------------     -----------------
     Total Current Liabilities                                                                      134                   176 
Commitments and contingencies                                                                        --                    -- 
STOCKHOLDERS' EQUITY 
   Preferred Stock, $.01 par value per share, 5,000 shares authorized, none issued 
     and outstanding 
   Common Stock, $.001 par value per share, 30,000 shares authorized, 2,486 shares                   25                    25 
     issued and outstanding in 2004 and 2,450 shares issued and outstanding in 2003 
   Additional Paid-in Capital 
                                                                                                 30,079                30,043 
   Accumulated deficit                                                                          (27,833)              (27,563)
                                                                                       -----------------     -----------------
     Total Stockholders' Equity                                                                   2,271                 2,505 
                                                                                       -----------------     -----------------
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY                                             $          2,405      $          2,681 
                                                                                       =================     =================
 
 
              The accompanying notes are an integral part of these 
                  condensed consolidated financial statements. 
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                    CELLULAR TECHNICAL SERVICES COMPANY, INC. 
                 CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS 
                      (in 000's, except per share amounts) 
                                   (unaudited) 
 
 
 
                                                        Three Months Ended                      Six Months Ended 
                                                             June 30,                               June 30, 
                                               -------------------------------------- -------------------------------------- 
                                                      2004               2003                2004               2003 
                                               ------------------- ------------------ ------------------- ------------------ 
                                                                                               
           REVENUES 
             Phonecards                        $           --      $           13     $           --      $          171 
           COSTS AND EXPENSES 
             Cost of phonecards                            --                  14                 --                 217 
             Sales and marketing                           --                  --                 --                  28 
             General and administrative                   158                 330                290                 661 
                                               ------------------- ------------------ ------------------- ------------------ 
           Total Costs and Expenses                       158                 344                290                 906 
                                               ------------------- ------------------ ------------------- ------------------ 
           LOSS FROM OPERATIONS                          (158)               (331)              (290)               (735) 
           OTHER INCOME, net                                3                   3                  6                  19 
           INTEREST INCOME, net                             6                  23                 14                  36 
                                               ------------------- ------------------ ------------------- ------------------ 
           LOSS BEFORE TAX                               (149)               (305)              (270)               (680) 
           PROVISION FOR INCOME TAX                        --                  --                 --                  -- 
                                               ------------------- ------------------ ------------------- ------------------ 
           NET LOSS                            $         (149)     $         (305)    $         (270)     $         (680) 
                                               =================== ================== =================== ================== 
           BASIC AND DILUTED SHARE DATA: 
             Net Loss                          $        (0.06)     $        (0.13)    $        (0.11)     $        (0.30) 
                                               =================== ================== =================== ================== 
           WEIGHTED AVERAGE SHARES 
           OUTSTANDING: 
                Basic and diluted                       2,450               2,292              2,450               2,292 
                                               =================== ================== =================== ================== 
 
 
- ----------------- 
 
              The accompanying notes are an integral part of these 
                  condensed consolidated financial statements. 
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                    CELLULAR TECHNICAL SERVICES COMPANY, INC. 
                 CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
                                   (in 000's) 
                                   (unaudited) 
 
 
 
                                                                                                 Six Months Ended 
                                                                                                     June 30, 
                                                                                      --------------------------------------- 
                                                                                            2004                 2003 
                                                                                      -----------------    ------------------ 
                                                                                                      
OPERATING ACTIVITIES 
   Net loss                                                                           $          (270)     $          (680) 
   Adjustments to reconcile net loss to net cash used in operating activities: 
       Depreciation and amortization of property and equipment                                     --                   72 
       Noncash compensation expense (restricted stock)                                             36                   19 
       Loss on disposal of assets                                                                   1                    7 
       Changes in operating assets and liabilities: 
         Decrease in accounts receivable, net                                                       7                  242 
         Decrease in inventories, net                                                              --                   95 
         Increase in prepaid expenses and deposits                                                (56)                 (69) 
         Decrease in accounts payable, accrued liabilities and taxes other than 
           payroll or income                                                                      (40)                (485) 
         Increase (decrease) in payroll related liabilities                                        (2)                   5 
         Decrease in deferred revenue and customers' deposits                                      --                  (29) 
                                                                                      -----------------    ------------------ 
NET CASH USED IN OPERATING ACTIVITIES                                                            (324)                (823) 
INVESTING ACTIVITIES 
   Proceeds from sale of assets                                                                    --                    6 
                                                                                      -----------------    ------------------ 
NET CASH PROVIDED BY INVESTING ACTIVITIES                                                          --                    6 
                                                                                      -----------------    ------------------ 
NET DECREASE IN CASH AND CASH EQUIVALENTS                                                        (324)                (817) 
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD                                                2,651                3,315 
                                                                                      -----------------    ------------------ 
CASH AND CASH EQUIVALENTS AT END OF PERIOD                                            $         2,327      $         2,498 
                                                                                      =================    ================== 
 
 
 
- ----------------- 
 
              The accompanying notes are an integral part of these 
                  condensed consolidated financial statements. 
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                    CELLULAR TECHNICAL SERVICES COMPANY, INC. 
              NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 
 
NOTE A -- BASIS OF PRESENTATION AND LIQUIDITY: 
The accompanying unaudited condensed consolidated financial statements of 
Cellular Technical Services Company, Inc. ("CTS" or the "Company") have been 
prepared in accordance with generally accepted accounting principles for interim 
financial information and with the instructions to Form 10-QSB. Accordingly, 
they do not include all of the information and footnotes required by generally 
accepted accounting principles for complete financial statements. In the opinion 
of management, all adjustments (consisting of normal recurring accruals) 
considered necessary for a fair presentation have been included. The operating 
results for the three month period ended June 30, 2004 are not necessarily 
indicative of the results that may be expected for the fiscal year ending 
December 31, 2004. For further information, refer to the financial statements 
and footnotes thereto included in the Company's Annual Report on Form 10-K for 
the year ended December 31, 2003 and in the Company's other filings with the 
Securities and Exchange Commission. Unless the context otherwise requires, all 
references to "CTS" or the "Company" herein include Cellular Technical Services 
Company, Inc. and any entity over which it has or shares operational control. 
 
Until December 11, 2002 CTS, through its majority-owned subsidiary, Isis 
Tele-Communications, Inc. ("Isis"), operated as a distributor and a reseller of 
prepaid long distance and wireless products, primarily in the Boston and Los 
Angeles metropolitan areas. In addition, until November 9, 2002, CTS, through 
its Neumobility division, was engaged in the development of geo-location 
wireless software applications. Neumobility was in the development stage and had 
no revenue or customers. Through December 31, 2001, CTS was also involved in 
design, development, marketing, installation and support of integrated 
information processing and information management systems for the domestic 
wireless communications industry. On November 9, 2002, CTS ceased development 
efforts related to Neumobility, and on December 11, 2002 had adopted a plan to 
wind down the operations of Isis and sell the related net assets. 
 
As a result, CTS has no current business other than to complete the wind down of 
the operations of Isis. Management currently has no plan to liquidate the 
Company and distribute the remaining assets to stockholders. As of early 2004 
the Company may be considered as a dormant enterprise in accordance with 
Statement of Financial Accounting Standards No. 7. The Company has been and will 
be evaluating alternative businesses and acquisitions. There is no assurance 
that such alternative businesses and acquisitions can be accomplished before CTS 
spends all of its remaining cash balances, that CTS will be able to raise money 
at acceptable terms, if at all, to fund the acquisitions and/or the operating 
activities of the businesses it may acquire, and that the acquired businesses 
will represent viable business strategies and/or will be consistent with the 
expectations and risk profiles of CTS' stockholders. 
 
Based on management plans, these financial statements have been prepared under 
the "going concern" assumption which presumes that the Company will continue its 
existence. 
 
Management expects that during the remaining six months of 2004 the Company will 
incur costs of approximately $0.3 million, primarily related to employee 
compensation and severance, costs of maintaining the business as a public entity 
and insurance. The Company does not expect to have any current source of 
revenues and has de minimis operations. Accordingly, management believes that 
its cash balances as of June 30, 2004 of approximately $2.3 million are 
sufficient to fund its current cash flow requirements through at least the next 
twelve months. 
 
NOTE B -- STOCK OPTIONS 
As provided for by FAS No. 123 - Accounting for Stock-Based Compensation, the 
Company has chosen to measure stock-based compensation cost under the 
intrinsic-value method prescribed under Accounting Principles Board Opinion No. 
25 and has adopted only the disclosure provisions of FAS 123. As the Company 
issues options with exercise prices equal to market value on the date of grant, 
compensation expense is not recognized. Stock compensation expense for options 
granted to non-employees has been determined in accordance with FAS 123 and 
Emerging Issues Task Force ("EITF") Issue No. 96-18 as the fair value of the 
consideration received or the fair value of the equity instruments issued, 
whichever is more reliably measured. The fair value of options granted to 
non-employees is periodically re-measured as the underlying options vest. 
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The pro forma information regarding net income (loss) and earnings (loss) per 
share is required by FAS 123, which has been updated by FAS No. 148 - Accounting 
for Stock-Based Compensation - Transition and Disclosure, and has been 
determined as if the Company had accounted for its employee stock options under 
the fair value method of those statements. In that regard, the fair value for 
options granted during the periods ended June 30, 2004 and June 30, 2003 was 
estimated at the date of grant using a Black-Scholes option-pricing model with 
the following weighted-average assumptions: 
 
 
 
                                                          Three Months Ended                Six Months Ended 
                                                               June 30,                         June 30, 
                                                   ------------------------------------------------------------------ 
                                                        2004             2003            2004             2003 
                                                        ----             ----            ----             ---- 
                                                   ------------------------------------------------------------------ 
                                                                                               
       Risk-free interest rate                          3.63%            2.2%            3.56%            2.4% 
       Dividend yield                                   0.0%             0.0%            0.0%             0.0% 
       Volatility factor                                1.05             1.62            1.06             1.71 
       Expected life of the options (years)              4.0             4.0              4.0             4.0 
       Fair value of options granted during the 
       period                                           $0.53           $0.59            $0.53           $0.62 
 
 
For purposes of pro forma disclosures, the estimated fair value of the options 
is amortized to expense over the options' vesting period. The Company's pro 
forma information follows (in 000's, except per share amounts): 
 
 
 
                                                      Three Months       Three Months        Six Months       Six Months 
                                                          Ended              Ended             Ended            Ended 
                                                      June 30, 2004      June 30, 2003      June 30, 2004    June 30, 2003 
                                                     -------------------------------------------------------------------------
                                                                                                 
Net loss                                             $      (149)        $      (305)      $      (270)     $      (680) 
Add:  Stock-based compensation as reported                    14                  19                36               19 
Deduct: Total stock-based compensation expense 
determined under fair value method for all awards, 
net of taxes                                                 (43)                (56)              (88)             (95) 
                                                     -------------------------------------------------------------------------
Net loss - pro forma                                 $      (178)        $      (342)      $      (322)     $      (756) 
                                                     =========================================================================
Basic and diluted loss per share - as reported       $      (0.06)       $      (0.13)     $      (0.11)    $      (0.30) 
Basic and diluted loss per share - pro forma         $      (0.07)       $      (0.15)     $      (0.13)    $      (0.33) 
 
 
NOTE C -- WIND-DOWN OF OPERATIONS OF ISIS 
 
The Company does not intend to produce or sell prepaid phone cards in the 
future. As a result of this decision, in December 2002 the Company recorded an 
impairment loss on property and equipment of Isis of approximately $21,000 and 
terminated the remaining employees of Isis. Termination benefits were 
insignificant and were all paid before December 31, 2002. Revenues of Isis were 
approximately $13,000 and $171,000 for the three-and six-month periods ended 
June 30, 2003, respectively, and were primarily composed of inventory 
liquidation transactions. There was no revenue during the six months ended June 
30, 2004. 
 
NOTE D -- CONTINGENCIES: 
From time to time, the Company may be a party to legal proceedings, which may or 
may not be in the ordinary course of business and which may have a material 
adverse effect on the Company's business, financial condition or results of 
operations. The Company is currently involved in one commercial litigation case. 
On October 25, 2001, New England Telecom, Inc. and Paul Gregory, a former 
employee, filed a claim in the Superior Court of Massachusetts against the 
Company and its Chairman alleging, among other things, that the Company breached 
a purchase agreement and a related employment contract. The agreement included a 
two-year earn-out with a maximum contingent total payout of $1.5 million. The 
Company has answered the allegations and intends to vigorously defend the case. 
Since the case is currently in the discovery phase, the Company is unable to 
assess the likely outcome of the case. 
 
NOTE E -- LOSS PER SHARE: 
The calculation of basic and diluted loss per share is as follows (in 000's, 
except per share amounts): 
 
 
 
                                                                 Three Months Ended                 Six Months Ended 
                                                                      June 30,                          June 30, 
                                                                      --------                          -------- 
                                                               2004              2003             2004            2003 
                                                               ----              ----             ----            ---- 
                                                                                                      
Net loss  (A)                                               $ (149)            $ (305)          $ (270)         $ (680) 
                                                         ==================================================================== 
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                                                         ==================================================================== 
Weighted average number of shares outstanding (B)            2,450            2,292            2,450           2,315 
                                                         ==================================================================== 
Basic and diluted loss per share (A)/(B)                   $ (0.06)         $ (0.13)         $ (0.11)        $ (0.30) 
                                                         ==================================================================== 
 
 
Outstanding stock options of 251,129 and 192,647 at June 30, 2004 and 2003, 
respectively, were excluded from the computation of diluted earnings per share 
because their effect was anti-dilutive. 
 
NOTE F -- SEGMENT INFORMATION: 
The Company historically has had two reportable business segments offering 
distinctive products and services marketed through different channels: (i) a 
telecom hardware/software segment including the Company's Blackbird'r' Platform 
product line and related application products and services and development of 
the Company's Neumobility geo-location wireless software applications; and (ii) 
the Company's prepaid long-distance phonecard business, which was conducted 
through Isis. Management evaluates segment performance based upon segment profit 
or loss before income taxes. There were no inter-company sales of products 
between the segments. 
 
During the quarter ended December 31, 2002, the Company ceased the development 
efforts of its Neumobility division and adopted a plan to wind down the 
operations of Isis. General and administrative costs have been allocated 100% to 
the Telecom hardware/software segment in 2003 and 2004. 
 
 
 
   Three months ended June 30, 2004 
   ---------------------------------------------- 
   (in 000's)                                                  Segments                    Consolidated 
                                                  ----------------------------------- 
                                                        Telecom HW/SW    Phone cards             Totals 
                                                        -------------    -----------             ------ 
                                                                                         
   Revenue from external customers                                 --             --                 -- 
   Inter-segment revenue                                           --             --                 -- 
   Pretax segment loss                                         ($149)             --             ($149) 
   Expenditures for segment assets                                 --             --                 -- 
 
   Segment assets (at June 30, 2004)                            2,405             --              2,405 
 
 
 
   Three months ended June 30, 2003 
   ---------------------------------------------- 
   (in 000's)                                                  Segments                    Consolidated 
                                                  ----------------------------------- 
                                                        Telecom HW/SW    Phone cards             Totals 
                                                        -------------    -----------             ------ 
                                                                                            
   Revenue from external customers                                 --            $13                $13 
   Inter-segment revenue                                           --             --                 -- 
   Pretax segment loss                                         ($325)             20              (305) 
   Expenditures for segment assets                                 --             --                 -- 
 
   Segment assets (at June 30, 2003)                            2,973              1              2,974 
 
 
 
   Six months ended June 30, 2004 
   ---------------------------------------------- 
   (in 000's)                                                  Segments                    Consolidated 
                                                  ----------------------------------- 
                                                        Telecom HW/SW    Phone cards             Totals 
                                                        -------------    -----------             ------ 
                                                                                            
   Revenue from external customers                                 --             --                 -- 
   Inter-segment revenue                                           --             --                 -- 
   Pretax segment loss                                         ($270)             --              $(270) 
   Expenditures for segment assets                                 --             --                 -- 
 
 
 
   Six months ended June 30, 2003 
   ---------------------------------------------- 
   (in 000's)                                                  Segments                    Consolidated 
                                                  ----------------------------------- 
                                                        Telecom HW/SW    Phone cards             Totals 
                                                        -------------    -----------             ------ 
                                                                                            
   Revenue from external customers                                 --           $171               $171 
   Inter-segment revenue                                           --             --                 -- 
   Pretax segment loss                                         ($643)           (37)              (680) 
   Expenditures for segment assets                                 --             --                 -- 
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Item 2.     Management's Discussion and Analysis of Financial Condition and 
            Results of Operations 
 
The following discussion and analysis provides information which management 
believes is relevant to an assessment and understanding of the Company's results 
of operations and financial condition. The discussion should be read in 
conjunction with the condensed consolidated financial statements and notes 
thereto. Unless the context otherwise requires, all references to the "Company" 
herein include Cellular Technical Services Company, Inc. and any entity over 
which it has or shares operational control. 
 
Special Note Regarding Forward-Looking Statements 
 
This Quarterly Report on Form 10-QSB contains certain forward-looking statements 
within the meaning of the Private Securities Litigation Reform Act of 1995 that 
reflect the Company's views with respect to future events and financial 
performance. The Company uses words and phrases such as "anticipate," "expect," 
"intend," "the Company believes," "future," and similar words and phrases to 
identify forward-looking statements. Reliance should not be placed on these 
forward-looking statements. These forward-looking statements are based on 
current expectations and are subject to risks, uncertainties and assumptions 
that could cause, or contribute to causing, actual results to differ materially 
from those expressed or implied in the applicable statements. Readers should pay 
particular attention to the descriptions of risks and uncertainties described in 
this report and in the Company's other filings with the Securities and Exchange 
Commission. All forward-looking statements included in this report are based on 
information available to the Company on the date of this report. The Company 
assumes no obligation or duty to update any such forward-looking statements. 
 
Critical Accounting Policies and Estimates 
 
The Company's discussion and analysis of its financial condition and results of 
operations are based upon the Company's condensed consolidated financial 
statements, which have been prepared in accordance with accounting principles 
generally accepted in the United States. The preparation of these condensed 
consolidated financial statements requires the Company to make estimates and 
judgments that affect the reported amounts of assets, liabilities, revenues and 
expenses, and related disclosure of contingent assets and liabilities. On an 
on-going basis, the Company evaluates its estimates, including those related to 
revenue recognition, product returns, bad debts, inventories, investments, 
intangible assets, contingencies and litigation. The Company bases its estimates 
on historical experience and on various other assumptions that are believed to 
be reasonable under the circumstances, the results of which form the basis for 
making judgments about the carrying values of assets and liabilities that are 
not readily apparent from other sources. A more detailed discussion on the 
application of these and other accounting policies can be found in the Notes to 
the Consolidated Financial Statements in Item 15 of the Company's 2003 Annual 
Report on Form 10-K. Actual results may differ from these estimates under 
different assumptions or conditions. 
 
Long-Term Investment: The Company accounts for its minority investment in 
TruePosition, Inc., (a subsidiary of Liberty Media Corporation, "Liberty 
Media"), under the cost method, as the Company does not have the ability to 
exercise significant influence. Under the cost method of accounting, an 
investment in a private company is carried at cost and adjusted only for 
other-than-temporary declines in fair value, distributions of earnings and 
additional investments. The Company periodically evaluates whether the declines 
in fair value of its investment are other-than-temporary. This evaluation 
consists of review of qualitative and quantitative factors by members of senior 
management as well as market prices of comparable public companies. The Company 
receives periodic financial statements and appraisal information to assist in 
reviewing relevant financial data and to assist in determining whether such data 
may indicate other-than-temporary declines in fair value below the Company's 
accounting basis. When the Company determines the fair value of the investment 
had an other-than-temporary decline, an impairment write-down is recorded. Based 
upon its review of available information and communications with Liberty Media, 
the Company concluded there had been an other-than-temporary decline in 
estimated fair value of its investment at December 31, 2002, and reduced the 
recorded carrying value of this investment from its cost basis of $1,754,000 to 
zero at that time, representing its best estimate of the fair value at that time 
of the Company's investment in the net equity of TruePosition. TruePosition's 
operations have required significant infusions of cash by Liberty Media to date, 
and have only recently begun to generate significant revenues. The Company's 
investment in TruePosition common stock has been diluted by these advances, 
which have recently been converted to preferred stock. It is possible that in 
the future the Company may receive proceeds from sale of this investment but no 
such amount can be estimated at this time. 
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Overview 
 
The Company has developed, marketed, distributed and supported a diversified mix 
of products and services for the telecommunications industry. Over the past 14 
years, the Company developed expertise in real-time wireless call processing and 
created technologically advanced solutions for this industry, focusing primarily 
in the area of wireless communications fraud management, geo-location wireless 
software applications and sales of prepaid long-distance phonecard products. 
 
On November 9, 2002, CTS ceased development efforts of Neumobility, and on 
December 11, 2002 adopted a plan to wind down the operations of Isis. As a 
result, during the quarter ended June 30, 2004, CTS had no current business 
other than to complete the wind-down of the operations of Isis. Management 
currently has no plan to liquidate the Company and distribute the remaining 
assets to stockholders. During 2002, 2003 and to date, the Company has been and 
will be evaluating alternative businesses and acquisitions. There is no 
assurance that such alternative businesses and acquisitions can be identified 
before CTS spends all of its remaining cash balances, that CTS will be able to 
raise money at acceptable terms, if at all, to fund the acquisitions and/or the 
operating activities of the businesses it may acquire, and that the acquired 
businesses will represent viable business strategies and/or will be consistent 
with the expectations and risk profiles of CTS' stockholders. 
 
Management expects that during the remaining six months of 2004 the Company will 
incur costs of approximately $0.3 million, primarily related to employee 
compensation, costs of maintaining the business as a public entity and 
insurance. The Company does not have any current source of revenue and has de 
minimis operations. Accordingly, management believes that its cash balances as 
of June 30, 2004 of approximately $2.3 million are sufficient to fund its 
current cash flow requirements through at least the next twelve months. 
 
Products 
 
Prepaid Long-Distance Phonecard Products 
 
To provide revenue growth for the Company, and in alignment with its product 
diversification strategy, the Company expanded into the prepaid long-distance 
service arena in the fourth quarter of 1999. Through its majority-owned 
subsidiary, Isis, the Company marketed and distributed branded prepaid 
long-distance phonecards in denominations generally ranging from $5 to $20 per 
card. Isis also marketed prepaid wireless phones and phonecards. Isis 
specialized in targeted marketing programs and featured local and toll-free 
access numbers and aggressive domestic and international long-distance rates. 
Isis distributed cards through regional and national multi-level distribution 
channels, using direct sales, third party distributors and telemarketing. Due to 
continuing losses from declining margins and increased competition in this 
marketplace, the Company decided to close the Isis business during December 
2002. At June 30, 2004, the Company was in the process of completing the 
wind-down of its Isis operations. 
 
Geo-Location Wireless Applications Investment and Product Development 
 
The Federal Communications Commission ("FCC") has required all wireless carriers 
to deploy wireless geo-location technology to provide the location of 911 
wireless calls, similar to that of wire-line 911 calls. Wireless geo-location 
technology provides and identifies the specific geographic location (in latitude 
and longitude measurements) of a wireless telephone, and can eventually be 
applied to other wireless communications devices. 
 
In late 1999 the Company began development of a location-based wireless software 
product platform and mobile commerce applications. In January 2001 the Company 
formed a division called Neumobility'TM' for this product line. The Company 
ceased its development efforts of the Neumobility platform and applications in 
November 2002 due to postponement by the FCC of its original implementation 
deadlines for the wireless E-911 rollout and slow market development, resulting 
in low future revenue projections which did not justify continued investment at 
that time. 
 
Revenue and Expense 
 
Revenue : The Company had no product or service revenue during the first six 
months of 2004. During the first six months of 2003, the Company generated 
revenue through sales of its Isis pre-paid phonecard products. Phonecard revenue 
is comprised of wholesale and retail sales of prepaid local, long-distance and 
wireless products. Revenue is recognized at shipment of product, net of any 
reserves for estimated returns. The Company maintained an allowance for sales 
returns of prepaid phonecards (based on estimated returns) in accordance with 
FAS 48 - Revenue Recognition When Right of Return 
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Exists. Estimated returns, along with their costs, were reflected as a reduction 
in sales and cost of goods sold, respectively, and reflected as a reduction in 
accounts receivable and an increase in inventory, respectively. 
 
Costs and Expenses: Cost of phonecards is comprised of purchased prepaid 
phonecard costs. 
 
Sales and marketing expenditures include the costs of salaries, commissions and 
employee-related expenses and certain variable marketing expenses including 
promotional costs. 
 
General and administrative expenditures include the costs of executive, human 
resource, finance and administrative support functions, facilities costs, 
provisions for uncollectible accounts and costs of legal and accounting 
professional services. 
 
Three months ended June 30, 2004 compared to three months ended June 30, 2003 
 
Overview: Total revenue decreased to zero in 2004 from approximately $13,000 in 
2003. Net loss was approximately ($149,000), or ($0.06) per basic share, in 2004 
compared to approximately ($305,000), or ($0.13) per basic share, in 2003. 
Operating expenses decreased by approximately $172,000 due to reductions in 
general and administrative spending as the result of reduced headcount and 
facilities expenses due to the wind-down of operations. 
 
Revenue: Prepaid phone card revenue decreased 100% to zero in 2004 from 
approximately $13,000 in 2003 due to the closure of the Isis business. The 2003 
revenue was composed primarily of inventory reduction transactions. 
 
Costs and Expenses: Cost of phone cards decreased 100% to zero from in 2004 from 
approximately $14,000 in 2003. The decrease is volume related. 
 
General and administrative expenses decreased 52% to approximately $158,000 in 
2004 from approximately $330,000 in 2003 due to reductions in facility, 
headcount and other expenses as a result of the wind-down of operations. 
 
Other Income, net: Net other income was approximately $3,000 in both the 2004 
and 2003 periods. Other income includes gains or losses from sales of equipment 
and other miscellaneous income items. 
 
Interest Income and Expense: Net interest income decreased to approximately 
$6,000 in 2004 from approximately $23,000 in 2003. This decrease is attributable 
to lower interest rates earned on invested cash in the 2004 period compared to 
the 2003 period, lower average cash balances on hand in the 2004 period and 
interest earned on a note receivable outstanding during the 2003 period . 
 
Six months ended June 30, 2004 compared to six months ended June 30, 2003 
 
Overview: Total revenue decreased to zero in 2004 from approximately $171,000 in 
2003. Net loss was approximately ($270,000), or ($0.11) per basic share, in 2004 
compared to approximately ($680,000), or ($0.30) per basic share, in 2003. 
Operating expenses decreased by approximately $399,000 due to: reductions of 
approximately $28,000 in sales and marketing expenses and approximately $371,000 
in general and administrative expenses. The reductions in operating expense 
categories are the result of reduced headcount and facilities expenses due to 
the wind-down of operations. 
 
Revenue: Prepaid phone card revenue decreased 100% to zero in 2004 from 
approximately $171,000 in 2003 due to the closure of the Isis business. The 2003 
revenue was composed primarily of inventory reduction transactions. 
 
Costs and Expenses: Cost of phone cards decreased 100% to zero from in 2004 from 
approximately $217,000 in 2003. The decrease is volume related. 
 
Sales and marketing expenses decreased 100% to zero in 2004 from approximately 
$28,000 in 2003. The decrease in sales and marketing expenses is attributable to 
headcount decreases and closure of the Isis phonecard business. 
 
General and administrative expenses decreased 56% to approximately $290,000 in 
2004 from approximately $661,000 in 2003 due to reductions in facility, 
headcount and other expenses due to the wind-down of operations. 
 
Other Income, net: Net other income was approximately $6,000 in 2004 compared to 
approximately $19,000 in 2003. Other income includes gains or losses from sales 
of equipment and other miscellaneous income items. There was a higher volume of 
miscellaneous equipment sales in the 2003 period compared to the 2004 period. 
 
Interest Income and Expense: Net interest income decreased to approximately 
$14,000 in 2004 from approximately $36,000 in 2003. This decrease is 
attributable to lower interest rates earned on invested cash in the 2004 period 
compared 
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to the 2003 period, lower average cash balances on hand in the 2004 period and 
interest earned on a note receivable that was outstanding in the 2003 period. 
 
Liquidity and Capital Resources 
 
The Company's capital requirements have historically consisted of funding 
software and hardware product development, property and equipment requirements, 
working capital and the Company's operating expenses. The Company historically 
has funded these requirements through the sale of common stock (including 
proceeds from the exercise of warrants and options) and from operating profits 
in certain periods. On June 30, 2004, the Company's cash balance was 
approximately $2.3 million as compared to approximately $2.7 million on December 
31, 2003. The Company's working capital decreased to approximately $2.3 million 
at June 30, 2004 from approximately $2.5 million at December 31, 2003. 
 
Net cash used in operating activities amounted to $0.3 million in the first six 
months of 2004, compared to approximately $0.8 million in the comparable 2003 
period. The largest factors in this change in 2004 compared to 2003 were the 
approximately $0.4 million reduction in net loss and changes in balance sheet 
accounts in the reporting periods. At June 30, 2004, the Company had no 
commitments for capital expenditures. 
 
Management expects that during the last six months of 2004 the Company will 
incur costs of approximately $0.3 million, primarily related to employee 
compensation, costs of maintaining the business as a public entity and 
insurance. The Company is not expected to have any significant revenues or 
operations after the wind-down of Isis is complete. There can be no assurance 
that the Company's operations will be profitable on a quarterly or annual basis 
in the future or that past revenue levels can be enhanced or sustained. Past and 
existing revenue levels should not be considered indicative of future operating 
results. Accordingly, subject to a potential acquisition or other investment, 
management believes that its cash balances as of June 30, 2004 are sufficient to 
fund its current cash flow requirements through at least the next twelve months, 
however unanticipated changes may require additional financing. 
 
Item 3.     Controls and Procedures 
 
The Company maintains a system of disclosure controls and procedures that is 
designed to provide reasonable assurance that information, which is required to 
be disclosed by the Company in the reports that it files or submits under the 
Securities and Exchange Act of 1934, as amended, is accumulated and communicated 
to management in a timely manner. The Company's Chief Executive Officer and 
Chief Financial Officer have evaluated this system of disclosure controls and 
procedures as of the end of the period covered by this quarterly report, and 
believe that the system is operating effectively to ensure appropriate 
disclosure. There have been no changes in the Company's internal control over 
financial reporting during the most recent fiscal quarter that have materially 
affected, or are reasonably likely to materially affect, the Company's internal 
control over financial reporting. 
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PART II.  OTHER INFORMATION 
 
Item 1.     Legal Proceedings 
 
From time to time, the Company may be a party to legal proceedings, which may or 
may not be in the ordinary course of business and which may have a material 
adverse effect on the Company's business, financial condition or results of 
operations. The Company is currently involved in one commercial litigation case. 
On October 25, 2001, New England Telecom, Inc. and Paul Gregory, a former 
employee of the Company's Isis Telecommunications, Inc. subsidiary ("Isis"), 
filed a claim in the Superior Court of Massachusetts against Isis, the Company 
and its Chairman alleging, among other things, that the Company breached a 
purchase agreement and a related employment contract. The agreement included a 
two-year earn-out with a maximum contingent total payout of $1.5 million. The 
Company has answered the allegations and intends to vigorously defend the case. 
Discovery in the case is now closed, and a motion for summary judgment is 
pending regarding the claims against the Company and its Chairman. The Company 
is unable to assess the likely outcome of the case. 
 
Item 2.     Changes in Securities and Small Business Issuer Purchases of Equity 
            Securities 
 
On October 7, 2002, the Company issued an aggregate of 23,000 shares of its 
common stock to Lawrence Schoenberg and Joshua Angel, each a director of the 
Company, in consideration of board services provided to the Company. No sales 
commissions were paid in connection with these issuances. The shares were issued 
in reliance upon the exemption from registration provided by Section 4 (2) of 
the Securities Act. 
 
On April 10, 2003, the Company issued an aggregate of 45,000 shares of its 
common stock to Stephen Katz, a director and officer of the Company, in 
consideration of services provided to the Company as a director and officer. No 
sales commissions were paid in connection with these issuances. The shares were 
issued in reliance upon the exemption from registration provided by Section 4 
(2) of the Securities Act. 
 
On June 10, 2003, the Company issued an aggregate of 45,000 shares of its common 
stock to Stephen Katz, an officer and director of the Company, in consideration 
of services provided to the Company as a director and officer, and an aggregate 
of 45,000 shares of its common stock to Barry J. Beil, Lawrence Schoenberg and 
Joshua Angel, each a director of the Company, in consideration of board services 
provided to the Company. No sales commissions were paid in connection with these 
issuances. The shares were issued in reliance upon the exemption from 
registration provided by Section 4 (2) of the Securities Act. 
 
On June 11, 2004, the Company issued an aggregate of 37,000 shares of its common 
stock to Stephen Katz, Barry J. Beil, Lawrence Schoenberg and Joshua Angel, each 
a director of the Company, in consideration of board services provided to the 
Company. No sales commissions were paid in connection with these issuances. The 
shares were issued in reliance upon the exemption from registration provided by 
Section 4 (2) of the Securities Act. 
 
Item 4.     Submission of Matters to a Vote of Security Holders 
 
The annual meeting of stockholders of the Company was held on June 4, 2004. 
 
Election of One Class I Director 
Joshua Angel was elected as a Class I director of the Company's Board of 
Directors to hold office until the Company's third annual meeting of 
stockholders following the election or until his successor is duly elected and 
qualified. In connection with the election of the Class I director, the voting 
of stockholders was as follows: 
 
 
 
Nominee                           For             Withheld 
- -------                           ---             -------- 
                                             
Joshua Angel                   1,884,952          149,232 
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The other directors, whose terms of office continue after the meeting, are 
Lawrence Schoenberg, Stephen Katz and Barry Beil. 
 
The foregoing matter is described in more detail in the Company's proxy 
statement dated May 4, 2004 for the 2004 annual meeting of stockholders of the 
Company, as filed with the Securities and Exchange Commission. 
 
Item 6.     Exhibits and Reports on Form 8-K 
 
         a)       Exhibits 
                  Exhibit 31.1      Rule 13a-14(a) Certification 
 
                  Exhibit 31.2      Rule 13a-14(a) Certification 
 
                  Exhibit 32.1      Section 1350 Certification 
 
         b)       Reports on Form 8-K 
                  None. 
 
                                   SIGNATURES 
 
Pursuant to the requirements of the Securities Exchange Act of 1934, the 
Registrant has duly caused this report to be signed on its behalf by the 
undersigned thereunto duly authorized. 
 
                  CELLULAR TECHNICAL SERVICES COMPANY, INC. 
 
                  By:    /s/ Bruce R. York 
                         ----------------- 
                         Bruce R. York 
                         Vice President and Chief Financial Officer 
                         August 2, 2004 
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The trademark symbol shall be expressed as..................................'TM' 
 
The registered trademark symbol shall be expressed as........................'r' 
 
 
 
 
 
 



 
 
 
 
                                                                    Exhibit 31.1 
 
Rule 13a-14(a) Certification 
 
I, Bruce R. York, certify that: 
 
   1.    I have reviewed this quarterly report of Cellular Technical Services 
         Company, Inc.; 
 
   2.    Based on my knowledge, this report does not contain any untrue 
         statement of a material fact or omit to state a material fact necessary 
         to make the statements made, in light of the circumstances under which 
         such statements were made, not misleading with respect to the period 
         covered by this report; 
 
   3.    Based on my knowledge, the financial statements, and other financial 
         information included in this report, fairly present in all material 
         respects the financial condition, results of operations and cash flows 
         of the registrant as of, and for, the periods presented in this report; 
 
   4.    The registrant's other certifying officer(s) and I are responsible for 
         establishing and maintaining disclosure controls and procedures (as 
         defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the 
         registrant and have: 
 
               (a) designed such disclosure controls and procedures, or caused 
               such disclosure controls and procedures to be designed under our 
               supervision, to ensure that material information relating to the 
               registrant, including its consolidated subsidiaries, is made 
               known to us by others within those entities, particularly during 
               the period in which this report is being prepared; 
 
               (b) evaluated the effectiveness of the registrant's disclosure 
               controls and procedures and presented in this report our 
               conclusions about the effectiveness of the disclosure controls 
               and procedures, as of the end of the period covered by this 
               report based on such evaluation; and 
 
               (c) disclosed in this report any change in the registrant's 
               internal control over financial reporting that occurred during 
               the registrant's most recent fiscal quarter (the registrant's 
               fourth fiscal quarter in the case of an annual report) that has 
               materially affected, or is reasonably likely to materially 
               affect, the registrant's internal control over financial 
               reporting; and 
 
   5.    The registrant's other certifying officer(s) and I have disclosed, 
         based on our most recent evaluation of internal control over financial 
         reporting, to the registrant's auditors and the audit committee of the 
         registrant's board of directors (or persons performing the equivalent 
         functions): 
 
              (a) all significant deficiencies and material weaknesses in the 
              design or operation of internal control over financial reporting 
              which are reasonably likely to adversely affect the registrant's 
              ability to record, process, summarize and report financial 
              information; and 
 
               (b) any fraud, whether or not material, that involves management 
               or other employees who have a significant role in the 
               registrant's internal control over financial reporting. 
 
 
                  By:    /s/ Bruce R. York 
                         ----------------- 
                         Bruce R. York 
                         Vice President and Chief Financial Officer 
                         August 2, 2004 
 
 
 
 



 
 
 
 
                                                                    Exhibit 31.2 
 
Rule 13a-14(a) Certification 
 
I, Stephen Katz, certify that: 
 
   1.    I have reviewed this quarterly report of Cellular Technical Services 
         Company, Inc.; 
 
   2.    Based on my knowledge, this report does not contain any untrue 
         statement of a material fact or omit to state a material fact necessary 
         to make the statements made, in light of the circumstances under which 
         such statements were made, not misleading with respect to the period 
         covered by this report; 
 
   3.    Based on my knowledge, the financial statements, and other financial 
         information included in this report, fairly present in all material 
         respects the financial condition, results of operations and cash flows 
         of the registrant as of, and for, the periods presented in this report; 
 
   4.    The registrant's other certifying officer(s) and I are responsible for 
         establishing and maintaining disclosure controls and procedures (as 
         defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the 
         registrant and have: 
 
               (a) designed such disclosure controls and procedures, or caused 
               such disclosure controls and procedures to be designed under our 
               supervision, to ensure that material information relating to the 
               registrant, including its consolidated subsidiaries, is made 
               known to us by others within those entities, particularly during 
               the period in which this report is being prepared; 
 
               (b) evaluated the effectiveness of the registrant's disclosure 
               controls and procedures and presented in this report our 
               conclusions about the effectiveness of the disclosure controls 
               and procedures, as of the end of the period covered by this 
               report based on such evaluation; and 
 
               (c) disclosed in this report any change in the registrant's 
               internal control over financial reporting that occurred during 
               the registrant's most recent fiscal quarter (the registrant's 
               fourth fiscal quarter in the case of an annual report) that has 
               materially affected, or is reasonably likely to materially 
               affect, the registrant's internal control over financial 
               reporting; and 
 
   5.    The registrant's other certifying officer(s) and I have disclosed, 
         based on our most recent evaluation of internal control over financial 
         reporting, to the registrant's auditors and the audit committee of the 
         registrant's board of directors (or persons performing the equivalent 
         functions): 
 
               (a) all significant deficiencies and material weaknesses in the 
               design or operation of internal control over financial reporting 
               which are reasonably likely to adversely affect the registrant's 
               ability to record, process, summarize and report financial 
               information; and 
 
               (b) any fraud, whether or not material, that involves management 
               or other employees who have a significant role in the 
               registrant's internal control over financial reporting. 
 
                  By:    /s/ Stephen Katz 
                         ---------------- 
                         Stephen Katz 
                         Chief Executive Officer 
                         August 2, 2004 
 
 
 
 



 
 
 
 
                                                                    Exhibit 32.1 
 
Section 1350 Certification 
 
In connection with the filing of the Quarterly Report on Form 10-QSB for the 
Quarter ended June 30, 2004 (the "Report") by Cellular Technical Services 
Company, Inc. ("Registrant"), each of the undersigned hereby certifies that: 
 
   1.    The Report fully complies with the requirements of section 
         13(a) or 15(d) of the Securities Exchange Act of 1934, as 
         amended, and 
 
   2.    The information contained in the Report fairly presents, in all 
         material respects, the financial condition and results of 
         operations of the Registrant. 
 
                  By:    /s/ Stephen Katz 
                         ---------------- 
                         Stephen Katz 
                         Chief Executive Officer 
                         August 2, 2004 
 
                  By:    /s/ Bruce R. York 
                         ----------------- 
                         Bruce R. York 
                         Vice President and Chief Financial Officer 
                         August 2, 2004 
 
A signed original of this written statement required by Section 906 has been 
provided to Cellular Technical Services Company, Inc. and will be retained by 
Cellular Technical Services Company, Inc. and furnished to the Securities and 
Exchange Commission or its staff upon request. 
 
 
 
 


