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PART |. FI NANCI AL | NFORVATI ON
ITEM 1. FINANCI AL STATEMENTS

NETLQJI X COVMUNI CATI ONS, | NC. AND SUBSI DI ARI ES
CONDENSED CONSOLI DATED BALANCE SHEET

(unaudi t ed)

Asset s
CURRENT ASSETS
Cash
Accounts receivable, net
Accounts receivable fromrelated parties
Prepai d expenses and other current assets
Total current assets

Property and equi pnent, net
Q her assets
Total assets

Liabilities and Stockholders' Deficit
CURRENT LI ABI LI TI ES
Revolving line of credit
Accounts payabl e and other accrued expenses
Accrued payroll related liabilities
Accrued network services costs

Litigation settlement liability
Sal es and exci se tax payabl e
Unear ned revenue
Qher current liabilities
Total current liabilities

Long term obligations
Total liabilities

Conmi t ments and conti ngenci es

STOCKHOLDERS' DEFICI T
Preferred stock, authorized 1,000,000 shares, $0.01 par val ue
Series A convertible preferred stock, designated 250,000 shares,
cunul ative as to 8% dividends, 147,700 shares issued and

out standi ng. (Liquidation preference of $845,824 at March 31, 2003

including dividends in arrears totaling $255,024.)

Conmon st ock, authorized 40, 000, 000 shares, $0.01 par val ue,
i ssued 14, 858,054 shares at March 31, 2003.

Def erred Conpensation - restricted stock

Addi tional paid in capital

Preferred dividends

Accunul ated deficit

Treasury stock, $0.01 par value, 162,905 shares at March 31, 2003

Total stockhol ders' deficit

Total liabilities and stockhol ders' deficit

See acconpanyi ng notes.

March 31,
2003

$ 321, 000
805, 000

354, 000

217,000

1, 697, 000

615, 000
40, 000
S___ 2,352,000

$ 1, 200, 000
1, 084, 000

602, 000

374,000

6, 000

32,000

711, 000

475, 000

4,484, 000

4, 484, 000

1, 000

149, 000
(7, 000)

28, 631, 000
(102, 000)

(30, 802, 000)
(2, 000)

(2,132, 000)

S___ 2,352,000



NETLQJI X COVMUNI CATI ONS, | NC. AND SUBSI DI ARl ES
CONDENSED CONSOLI DATED STATEMENTS OF OPERATI ONS
(unaudi t ed)

Three nont hs
Ended March 31,

2003 2002

SERVI CE REVENUES

Unrel ated parties $ 2,097, 000 2, 889, 000

Rel ated parties - (note 8) 431, 000 1, 032, 000
TOTAL SERVI CE REVENUES 2,528, 000 3,921, 000
COST OF SERVI CE REVENUES

(exclusive of depreciation - note 11) 1, 368, 000 2,290, 000
GROSS MARG N 1, 160, 000 1, 631, 000
OPERATI NG EXPENSES

Selling, general and administrative 1, 132, 000 1, 597, 000

Depreciation and anortization 112, 000 154, 000

Total operating expenses 1, 244, 000 1, 751, 000

OPERATI NG LCSS (84, 000) (120, 000)
I nterest expense (31, 000) (21, 000)
O her expense, net (6, 000) (12, 000)
Loss from operations

bef ore i ncone taxes (121, 000) (153, 000)
I ncone tax benefit - -
NET LCSS $ (121, 000) (153, 000)
Preferred dividends - -
Loss applicable to common sharehol ders $ (121, 000) (153, 000)
Net | oss per conmmon share - basic and dil uted $ (0.01) (0.01)
Wi ght ed average number of

comon shares - basic & diluted 14, 858, 054 14, 656, 328

See acconpanyi ng Not es



NETLQJI X COVMUNI CATI ONS, | NC. AND SUBSI DI ARl ES
CONDENSED CONSOLI DATED STATEMENTS OF CASH FLONB
(unadudi t ed)

CASH FLONS FROM OPERATI NG ACTI VI TI ES:
Net | oss from operations $
Adj ustments to reconcile net |oss fromoperations
to cash provided by (used by) operating activities:
Depreci ation and anortization
Provi sion for bad debts
St ock conpensation earned
Changes in certain operating assets and liabilities:
Accounts receivable
Due fromaffiliates
Ot her current assets
Account s payabl e and accrued liabilities
Cash provided by (used by) operating activities

CASH FLOAS FROM | NVESTI NG ACTI VI TI ES:
Additions to property and equi pnent
Cash used by investing activities
CASH FLOAS FROM FI NANCI NG ACTI VI TI ES:
Princi pal paynments on capital |eases
Amount borrowed (paid) on line of credit, net
Amount s paid on | ong term borrow ngs
Cash provided by (used by) financing activities

Net increase (decrease) in cash and cash equivalents

Cash at begi nning of period
Cash at end of period $

Cash paid during the period:
I nt er est $

Non cash investing and financing activities:
None $

See acconpanyi ng not es.

Three nont hs
Ended March 31

2003 2002
(121, 000) $ (153, 000)
112, 000 154, 000
34, 000 70, 000
2, 000 2, 000
4,000 748, 000
63, 000 (206, 000)
(18, 000) (92, 000)
(203, 000) (841, 000)
(127, 000) (318, 000)
(21, 000) (18, 000)
(21, 000) (18, 000)
(4, 000) (4, 000)

- 373, 000

- (5, 000)

(4, 000) 364, 000
(152, 000) 28, 000
473, 000 72, 000
321,000 $ 100, 000
31,000 $ 21, 000




NETLQJI X COMMUNI CATI ONS, | NC. AND SUBSI DI ARl ES
NOTES TO CONDENSED CONSCLI DATED FI NANCI AL STATEMENTS
(Unaudi t ed)

March 31, 2003 and 2002

(1) Basis of Presentation

The wunaudited condensed consolidated financial statenents of NetLojix
Conmuni cati ons, Inc. and Subsidiaries (the "Conpany" or “NetlLojix”) as of March 31
2003 and for the three nmonth periods ended March 31, 2003 and 2002 have been
prepared in accordance with accounting principles generally accepted in the United
States for interimfinancial reporting. Accordingly, they do not include all of the
di scl osures required by accounting principles generally accepted in the United
States for conplete financial statenments and should be read in conjunction with the
audi ted consolidated financial statements and notes thereto included in NetlLojix's
Form 10-KSB for the year ended Decenmber 31, 2002. Al significant interconmpany
bal ances and transacti ons have been elininated in consolidation. In the opinion of

managenment, all adjustments (consisting only of normal recurring adjustnments)
consi dered necessary for a fair presentation of the interimfinancial information
have been incl uded. The results of operations for any interim period are not

necessarily indicative of the results of operations for the entire year. Certain
recl assifications have been made to prior period anmounts in order to conformto
current year presentation

(2) Going Concern

The conpany is in default under its secured credit facility and cannot borrow
additional funds. |In addition, at March 31, 2003, the Conpany had a working capita
deficit of $2,787,000 and negative stockholders’ equity of $2,132,000. These
factors rai se substantial doubt about the Conpany's ability to continue as a going
concern. Based upon estimates of projected cash flows for the cal endar year 2003,
management believes that the Conpany's ability to continue in existence is dependent
upon receiving new debt financing, cost reduction and general revenues from the
operations of the Conpany's subsidiaries, as to any of which there can be no
assur ance. Managenent is currently in the process of taking the Conpany private
(see note 4) and is continuing to reduce costs.

(3) Acquisitions and Dispositions

In January 2003, we ceased operations at Smith Technol ogy Sol utions, Inc.,
based in Northern California (“STS"), which provided technical support services to
corporate custoners, primarily in California. In April 2003 we sold STS s custoners
and one service contract to Dewayne Cornelious, the former general nmanager of STS
The purchase price of $24,000 will be paid over 18 nonths and may be reduced by
negotiating a reduction in rent and or disposing of assets at a price in excess of
their book value. We do not believe that this transaction will have a material
adverse effect on NetlLojix' s net incone.

On Septenber 30, 2001 we sold a portion of our New York technical support
services business (consisting of our New York City customer list and related
customer contracts) to Laser Printer Care Conpany, Ltd. W retained all of our help
desk custoners and contracts. This was a non-cash transaction. The consideration
consi sted of the purchaser assumi ng our responsibility for unused custoner retainers
and remaining terns on service agreenments, which we held as liabilities. e
recorded a gain (net of costs) of $203,000 in connection with this sale as a result
of the renoval of these liabilities. In addition, if the purchaser was able to renew
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retainers, service agreements or provide any additional services to the custoners
that were transferred, then it was to pay us 5% of any such cash received prior to
Sept enber 30, 2002. W have recorded $3,918 in such additional payments as of
Sept ember 30, 2002.

(4) Going private

On Decenber 28, 2002, NetlLojix entered into an Agreement and Pl an of Merger
(the “nmerger agreement”) with NetlLojix Acquisitions Corporation (“NAC') providing
for the merger of NAC with and into NetLojix, with NetLojix as the surviving
corporation in the merger. NAC is owned and controlled by Anthony E. Papa and Jamnes
P. Pisani, NetlLojix’s Chief Executive Oficer and President, respectively (the
“Executives”). Upon conpletion of the nerger, NetlLojix would becorme a privately held
corporation all of the conmon stock of which would be owned by the Executives.

The nerger agreenent provides that, at the effective tine of the merger, all
i ssued and outstanding shares of NetLojix conmon stock (other than shares of
Net Loj i x conmon stock held by NAC, the Executives or NetlLojix, or shares subject to
properly exercised appraisal rights) will be converted into the right to receive
$0.02 in cash, without interest and |less any applicable withholding taxes. The
closing of the transaction is subject to certain conditions, including the approval
of NetLojix stockhol ders.

(5) Net Loss Per Commobn Share

Net Loss per comon share for the three nonth periods ended March 31, 2003 and
2002 are as foll ows:

Three Mont hs
Ended March 31,

Net | oss per share - 2003 2002
Nuner at or :

Preferred dividends
Net | oss applicable to
comon st ockhol ders $ (121,000) (153, 000)

Net | oss $ (121,000) (153, 000)

Denom nat or

Wei ght ed average nunber of
common shares used in basic
and diluted Net |oss per

conmon share 14, 858, 054 14, 656, 328
Basic and diluted Net | oss per
common share $ (0.01) (0.01)

As of March 31, 2003 and 2002, commpn stock equival ent shares such as enpl oyee
stock options have been excluded fromthe conputation of diluted weighted average
shares, as the effect would be antidilutive. Conprehensive |loss for the periods
ended March 31, 2003 and 2002 is equal to net loss reported for such periods.

(6) Litigation and Contingencies

In connection with our 1998 acquisition of Renpte Lojix/PCSI, Inc. we have
accrued $456,000 in possible liabilities, which makes up nost of our other current
liabilities. However, our ultimate liability may exceed that anmpbunt. On March 10,
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2003 we received an assessnent fromthe New York State Departnent of Taxation and
Fi nance related to a portion of this liability in the amount of $115, 000.

In connection with the sale in Novermber 1999 of Matrix Telecom (a forner
subsidiary of NetLojix) to Platinum Equity Hol dings LLC, the anmount of the final
purchase price is subject to adjustnent based on finalization of a bal ance sheet for
Matrix Telecom as of August 31, 1999 and agreenent by both parties. NetlLojix
provi ded the purchaser a Matrix Tel ecom bal ance sheet prepared in accordance wth
general |y accepted accounting principles as required. W were subsequently notified
by Platinum that it materially disagreed with the closing balance sheet that we
prepared and that it believed it was entitled to a reduction of the purchase price
we had received. W attenpted to resolve the matter, but the purchaser resisted
submitting the matter to an independent firm of accountants chosen by the parties
for final resolution, as required by the contract. Qur last contact with Platinum
regarding this matter was in February 2001, and we have had no indication since then
that Platinumintends to pursue this dispute. At this tine, we do not expect any
addi ti onal expense or recovery and have chosen not to pursue |egal action against
Platinum W believe that the ultimate resolution of the itens in dispute will not
materially affect the recorded gain.

Net Loji x presently has other contingent liabilities relating to the conduct of
our business. On the basis of information furnished by counsel and others,
managenent believes that the resolution of these contingencies will not materially
affect the financial condition or results of operations of the Conpany.

(7) Stockhol ders’ Equity

During March 2002 we retired 25,000 shares of our common stock, which we
repurchased fromthe NetLojix Comruni cations, Inc. Enployees’ Savings Plan and Trust
(the “401(k) Plan”) at a price of $0.16 per share in Decenmber 2001. These were
unal | ocated shares that had been part of the enployer contribution to the 401(k)
Pl an and were repurchased as a result of our decision to renove stock ownership as
an option under the 401(k) Pl an.

During April 2002, we retired 30,274 shares of our conmon stock out of the
100, 000 shares held in escrow fromthe purchase of CWElectronic Enterprises, Inc
(“CW\E2") in 2000. These shares were returned to Netlojix due to discrepancies in
CWE2' s bal ance sheet at the tine of purchase. The remining 69,726 shares were
rel eased fromescrow to the forner owner of CWE?.

On August 20, 2002, we issued 232,000 shares of our conmmon stock and warrants
to purchase 200, 000 shares of commpn stock at an exercise price of $8.00 per share
as part of the settlement of all outstanding clains under the class action | awsuit
initiated in Decenber 1998.

On Cctober 14, 2002, we exercised our right to redeemall of the warrants for
a redenption price of $.05 per share of commpn stock issuable upon exercise of the
warrants. As a result, the warrants are no | onger outstanding.

(8) Related Party Transactions

We have had transactions in the nornmal course of business with various
conpani es who are related to our shareholders. W provide |ong distance and data
network service to a nunber of such rel ated conpani es. Bal ances related to operating
activities are settled nmonthly. The relationships that generate the revenues are
effectively the sane as all other customer relationships held by the Conpany. The
agreenments are standard term agreenents. W neither receive nor provide any benefit
out si de of a standard customer-supplier relationship.
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For the Quarter ended March 31, 2003, revenue from related parties as a
percent age of total revenue decreased 10 percentage points to 17% The decrease was
mainly due to the fact that U CI (a public conpany affiliated with certain
st ockhol ders of NetlLojix) ternminated NetLojix as its |ong distance services provider
as of Decenber 2002.

On January 31, 2002, NetlLojix's secured credit facility with Coast Business
Credit expired, and NetLojix entered into a new secured credit facility with DTL
One, LLC (“DTL"). DIL is owned and controlled by director Jeffrey J. Jensen. Under
the DTL line of credit, NetLojix may borrow up to 80% of eligible receivables (as
defined) up to a total amount of $2.0 mllion. Borrow ngs under the line of credit
bear interest, payable nonthly, based upon the prine rate of Bank of Anerica NI & SA
plus 2% with a mininuminterest rate of 10% Borrowi ngs under the credit facility
are secured by substantially all assets of NetLojix. The credit facility also
prohi bits the paynment of dividends and limts the size of business acquisitions that
we may nake w thout the prior consent of DITL. NetlLojix is in violation of the
maxi mum borrowi ng provisions of this credit facility and nay not borrow additiona
amounts. DTL has notified the Conpany that it does not intend to renew the Iine of
credit when it expires, but has not yet exercised its right to accelerate the
requi red repaynment of the anmounts due under the facility.

Bet ween 1998 and 2000, NetlLojix |oaned or advanced Craig R dark, its former
Vi ce President of Business Devel opnent, a total of $86,000, including interest. Al
of these |l oans and obligations are unsecured. On January 15, 2002, NetlLojix entered
into a separation agreement with Gaig R Cark. As a result of the agreement, M.
Clark resigned fromall positions with NetLojix, effective March 31, 2002. NetlLojix
then notified M. Cark that the | oan was due and payable in full. NetLojix has not
yet received any payment from M. Cark. W chose to reserve for the total amount
advanced as of June 30, 2002.

(9) Accounts Receivable

Accounts receivable are net of allowances for doubtful accounts and other
provi sions of $271,000 as of March 31, 2003. Interest is not accrued on overdue
accounts receivable. The allowance for doubtful accounts receivable is charged to
income in anmounts sufficient to naintain the allowance for uncollectible accounts at
a |l evel managenent believes is adequate to cover any probable [ osses. Managemnent
det erm nes the adequacy of the all owance based on historical wite-off percentages
and information collected from individual custoners. Accounts receivable are
charged off against the allowance when collectibility is determned to be
permanently inpaired (bankruptcy, |ack of contact, account bal ance over one year
old, etc.).

(10) Revenue Recognition

Revenues for long distance, frame relay, Internet, applications devel oprment
and web hosting services are recognized as service is provided. Amounts paid in
advance are recorded as unearned revenue and recogni zed as services are provided.
Wthin the Techni cal Support Services segnent, we sell services under hourly service
contracts (whether prepaid or billed in arrears), flat fee service contracts or

prepaid mai ntenance contracts. For prepaid maintenance contracts, we recognize
revenue ratably over the service period. A small nunber of our applications
devel opnent contracts contain custoner acceptance provisions. |In accordance with

SAB 101, we recognize revenue on such contracts only after a customer has indicated
acceptance or the customer acceptance period has |apsed. For all other services,
revenues are recogni zed when the services are rendered.



(11) Depreciation Excluded from Cost of Sales

W have al so excl uded depreciation from Cost of Sales in the anount of $25, 000
and $25,000 for the three nmonth peri ods ended March 31, 2003 and 2002 respectively.
Such anpunts are included in depreciation in the operating expense section of the
Statement of Operations and represent depreciation of equipnent used in our data
center.

(12) Segnment Reporting

NetLojix's primary business segnents are Network Connectivity, Technica
Support Services and Application Devel opment and Hosting. Parent conpany costs are
all ocated to each segnment based on revenue.

The Network Connectivity segnent includes services for the transfer of data or
voice traffic. We provide traditional long distance services, calling card,
dedicated voice and data access and nunerous Internet service options.
Tel econmuni cati ons product offerings include dedicated or |eased lines, swtched
| ong distance, frane relay, calling cards, and “1-800" services. |nternet product
of ferings within the network connectivity segnment include dial-up access, DSL, | SDN
and dedi cated access. This segnment includes the Internet connectivity portion of
our Southern California based ISP

The Techni cal Support Services segnent enconpasses a broad array of technica
support services and solutions including system integration, desktop and network
support, asset managenent and help desk solutions. Services include flat-fee
mal nt enance contracts, prepaid time block retainers, help desk nanagenent contracts,
LAN i nstallations, warranty repairs and a small amount of hardware sal es.

The Applications Devel opment and Hosting services segnent includes producing,
desi gning and programming creative multimedia applications that can be produced as a
web application or a stand alone application, and hosting, including shared,
dedi cated, co-location and managed servi ces.
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The results for the three nonths ended March 31, 2003 and 2002 are as foll ows:

Revenues

Gross margin

Sel l'ing, general & adninistration
Depreciation & anortization

I nt erest expense

O her expense

Net inconme (I o0ss)

Total assets

Revenues

Gross margin

Sel l'ing, general & adninistration
Depreciation & anortization

I nt erest expense

O her expense (incone)

Net income (I oss)

Tot al assets

L2 -

Three Mont hs Ended March 31, 2003

Net wor k Techni ca

Connectivity  Support
Ser vi ces Servi ces
1, 303, 000 854, 000
565, 000 260, 000
562, 000 352, 000
56, 000 28, 000
16, 000 11, 000
3, 000 1, 000
(72, 000) (132, 000)
1, 226, 000 796, 000

Appli cations
Devel oprent

Three Mont hs Ended March 31, 2002

Net wor k Techni ca

Connectivity  Support

Ser vi ces Servi ce
2,026, 000 1, 486, 000
664, 000 666, 000
743, 000 653, 000
62, 000 68, 000
10, 000 10, 000
5, 000 6, 000
(156, 000) (71, 000)
2,265, 000 975, 000

11

and Wb
Host i ng Tot al
371, 000 2,528, 000
335, 000 1, 160, 000
218, 000 1,132,000
28, 000 112, 000
4,000 31, 000
2,000 6, 000
83, 000 (121, 000)
330, 000 2,352,000
Appl i cations
Devel opnent
and Wb
Host i ng Tot a
409, 000 3,921, 000
301, 000 1, 631, 000
201, 000 1, 597, 000
24,000 154, 000
1, 000 21, 000
1, 000 12, 000
74, 000 (153, 000)
470, 000 3,710, 000



Wthin the three business segnents there are nultiple types of revenue
whi ch are stated separately bel ow

Thr ee nont hs
Ended March 31,

2003 2002
Net wor k Connectivity
Servi ces
Data & Voice Services $ 774, 000 1, 375, 000
I nternet Services 529, 000 650, 000
Techni cal Support Services
Techni cal Support 161, 000 514, 000
Hel p Desk Services 664, 000 943, 000
Har dwar e 29, 000 29, 000
Appl i cations Devel oprent
and Web Hosti ng
Appl i cations Devel oprent 71, 000 132, 000
Web Hosti ng 300, 000 278, 000

$ 2,528,000 3,921, 000

(13) Recent Accounting Pronouncenents

In Decenmber 2002 the Financial Accounting Standards Board issued Statenent of
Fi nanci al Accounting Standard (SFAS) #148, "Accounting for Stock-Based Conpensation
Transition and Disclosure". This Standard provides alternative methods of transition
for a voluntary change to the "fair value" based method of accounting for stock-
based enpl oyee conpensation. SFAS 148 al so requires that disclosures of the pro-
formn effect of wusing the fair value method of accounting for stock-based
conpensati on be displayed nore proninently and in a tabular format. Additional, this
standard requires the disclosure of the pro-fornma effect in interim financial
statements. The transition and annual disclosure requirements of SFAS #148 are
effective for fiscal years ending after Decenber 15, 2002. The interim di sclosure
requi renents are effective for interimperiods begi nning after Decenber 15, 2002. W
do not expect that the adoption of SFAS 148 will have a material effect on our
financial position or results of operations.

| TEM 2.  MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OR PLAN OF OPERATI ON

THI'S QUARTERLY REPORT ON FORM 10- QSB CONTAI NS FORWARD- LOCKI NG STATEMENTS THAT
I NVOLVE RI SKS AND UNCERTAI NTI ES. THE STATEMENTS CONTAINED I N TH S DOCUNENT
THAT ARE NOT PURELY HI STORI CAL ARE FORWARD- LOOKI NG STATEMENTS W THI N THE
MEANI NG OF SECTI ON 27A OF THE SECURI TI ES ACT OF 1933 AND SECTI ON 21E OF THE
SECURI TI ES EXCHANGE ACT OF 1934, | NCLUDI NG W THOUT LI M TATI ON STATEMENTS
REGARDI NG THE COVPANY' S EXPECTATI ONS, BELI EFS, | NTENTI ONS OR STRATEGQ ES
REGARDI NG THE FUTURE. ALL FORWARD- LOOKI NG STATEMENTS | NCLUDED I N THI S
QUARTERLY REPORT ARE BASED ON | NFORMVATI ON AVAI LABLE TO THE COVPANY ON THE
DATE HEREOF, AND THE COVPANY ASSUVMES NO OBLI GATI ON TO UPDATE ANY SUCH
FORWARD- LOOKI NG STATEMENTS. ACTUAL EVENTS AND QUTCOMES COULD DI FFER

MATERI ALLY FROM THOSE ANTI Cl PATED | N THESE FORWARD- LOOKI NG STATEMENTS

AS A RESULT OF MANY FACTORS, | NCLUDI NG THOSE DESCRI BED HEREI N AND THOSE

SET FORTH IN THE RI SK FACTORS DESCRIBED IN I TEM 1 COF THE COVPANY' S ANNUAL
REPORT ON FORM 10- KSB FOR THE YEAR ENDED DECEMBER 31, 2002.
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The follow ng discussion and anal ysis should be read in connection with the
unaudi ted condensed consolidated financial statements for the three nmonth peri ods
ended March 31, 2003 and 2002 of the Company and rel ated notes included el sewhere in
this report and the consolidated financial statements and related managenent
di scussion and analysis included in NetLojix’s Annual Report on Form 10-KSB, for the
year ended Decenber 31, 2002.

DESCRI PTI ON OF REVENUE SEGMVENTS

We classify our business into three segnents: Network Connectivity, Technica
Support Services and Application Devel opnment and Hosting. The segnmentation of our
conpany i s how we nmanage the day-to-day operations of our business and is based on
the types of services we provide.

Net wor k Connectivity

The network connectivity segnent includes services for the transfer of data or
voice traffic. W provide nunerous Internet service options, data and voi ce access
and traditional long distance services. Qur Internet product offerings within the
net work connectivity segnment include dial-up access, DSL, and dedi cated access. Qur
t el econmuni cati ons product offerings include dedicated or |eased |ines, swtched
| ong di stance, frane relay, ATM calling cards, and “1-800" services. This segnent
includes the Internet connectivity portion of our Internet service provider
busi ness. Wthin this segnent, our networking and comuni cations professionals wll
design, build and naintain a flexible, cost-effective package of data networking and
voi ce comuni cation services to neet our custoners’ needs.

Techni cal Support Services

Techni cal support services enconpasses a broad array of solutions including
system integration, desktop and network support, asset nanagenent and hel p desk
solutions ained at keeping our custoners’ |T systens operational and their networks
runni ng snoothly. Service options within this segnent include systenms and networKk
installations, flat-fee maintenance contracts, prepaid tine block retainers, help
desk management contracts, warranty repairs and a snall anmount of hardware sal es.

Appl i cation Devel opnent and Hosti ng

The applications devel opnent and hosting services segnent includes producing,
desi gning and programm ng creative nultinedia and conmerce applications that can be
produced as a web application or a stand alone application. Once a web site has
been designed we can al so provide site nmaintenance services, host the web site on
our own web servers or provide co-location space within one of our data centers.

CRI TI CAL ACCOUNTI NG PCLI CI ES

Qur discussion and analysis of our financial condition and results of
operations are based upon our consolidated statenents, which have been prepared in
accordance with accounting principles generally accepted in the United States. The
preparation of these financial statenments requires us to make estimtes and
Judgrments that affect the reported anpbunts of assets, liabilities, revenues and
expenses. |In consultation with our Board of Directors and Audit Conmittee, we have
identified three accounting policies that we believe are key to an understandi ng of
our financial statenents. These are inportant accounting policies that require
managenent’s nost difficult, subjective judgnents.

The first critical accounting policy relates to revenue recognition. In nost
cases, we recogni ze revenue when the services are rendered. For prepaid mai ntenance
contracts, we recogni ze revenue ratably over the service period. For contracts that
contai n custoner acceptance provisions, we recognize revenue only after a custoner
has i ndi cat ed acceptance.
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The second critical accounting policy relates to accounts receivable. Interest
is not accrued on overdue accounts receivable. The allowance for doubtful accounts
recei vable is charged to incone in amounts sufficient to maintain the all owance for
uncol I ecti ble accounts at a |evel nmanagenment believes is adequate to cover any

probabl e | osses. Managenment determi nes the adequacy of the allowance based on
historical wite-off percentages and information collected from individua
cust omers. Accounts receivable are charged off against the allowance when
collectibility is determined to be permanently inpaired (bankruptcy, |ack of

contact, account bal ance over one year old, etc.).

The third critical accounting policy relates to depreciation of fixed assets.
The purchase of equipnment is capitalized based on its cost. W provide depreciation
of fixed assets using the straight-line method over the equipnent’s estimated useful
life. We have al so excluded $25,000 and $25,000 for the three nmonth periods ended
March 31, 2003 and 2002 respectively in depreciation from Cost of Sales.

RESULTS OF OPERATI ONS

THREE MONTHS ENDED MARCH 31, 2003 COMPARED W TH THREE MONTHS ENDED MARCH 31
2002.

Revenues

Revenues from operations decreased $1.4 million or 35.5%to $2.5 mllion for
the three nmonths ended March 31, 2003 as conpared to $3.9 million for 2002.
Revenues fromrelated parties were $0.4 mllion for 2003, a decrease of $601, 000, or
58% from 2002. For the three nonths ended March 31, 2003, revenue from rel ated
parties as a percentage of total revenue decreased 10 percentage points, to 17%
These related parties include U Cl, Excel Agent Services LLC, HealthAxis.com and
Speci al i zed Associ ation Services (all conpanies affiliated with director Jeffrey J.
Jensen or certain other stockholders of NetlLojix). The decrease in revenue from
related parties as a percentage of total revenue was mainly due to the loss of UQ,
which termnated NetLojix as its |long distance services provider with service endi ng
i n Decenber of 2002. These related party revenues reflect |long distance and data
network services we provide to such parties on effectively the same terms as our
ot her custoners.

Net wor k connectivity services revenues decreased $0.7 million to $1.3 million
for the three nonths ended March 31, 2003 from $2.0 mllion for the three nonths
ended March 31, 2002. Wthin the network connectivity services segnent, data and
voi ce services accounted for $0.6 million of the decrease with the bal ance of the
decrease attributable to Internet services. Data and voice services decreased 43. 7%
from the conparable quarter in 2002 prinmarily due to the loss of UCI. Internet
services revenues decreased $0.1 nillion or 18.6%to $0.5 mllion. The decrease is
primarily due to a decrease in dial up connectivity accounts and reduced pricing on
sonme of our dedicated products due to the conpetitiveness of the industry.

Techni cal support services revenues were $0.9 mllion for the three nonths
ended March 31, 2003, a decrease of $0.6 nillion or 42.5% over the conparable
quarter in 2002. O the decrease in revenue, $0.3 mllion was associated with SG
Cowen Securities Corporation’s decision to decrease spending in this area with nuch
of the renmai nder caused by the | oss of ABN AMRO Inc. as a custoner in July 2002.

Application devel opment and hosting services revenues decreased to $0.37
mllion for the three nmonths ended March 31, 2003 from $0.41 nillion for the
conparabl e quarter in 2002, a 9.5% decrease. The decrease is primarily due to | ower
customer spendi ng on non-recurring revenue streams such as application devel opnent
projects and our increased focus on nmonthly recurring revenue streanms such as
hosti ng and managed services. For the three nonths ended March 31, 2003 revenues
from hosting services increased 8. 0% over the three nonths ended March 31, 2002.
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Gross Margin

Gross margin from operations as a percentage of revenues increased to 45.9%
for the three nonths ended March 31, 2003 from 41.6% for the three nonths ended
March 31, 2002. Gross margin fromoperations decreased $0.4 mllion to $1.2 mllion
for the three nonths ended March 31, 2003 from $1.6 mllion for the three nonths
ended March 31, 2002.

Net wor k connectivity services gross margin as a percent of revenue increased
to 43.4%for the three nonths ended March 31, 2003 from 32.8% for the three nonths
ended March 31, 2002. Wthin the network connectivity services segnent, data and
voi ce gross margi ns averaged 32.4%vs. 18.0%in the conparable quarter in 2002. This
increase is largely due to the termnation of the contract with U Cl because of the
low margins associated with that contract. G oss margins for Internet services
decreased to 59.4% during the three nonths ended March 31, 2003 conpared to 64.2%
for the conparabl e 2002 quarter. The decrease from 2002 is primarily attributable to
t he reduced pricing on sone of our dedicated products due to the conpetitiveness of
the industry.

Techni cal support services gross nargins averaged 30.4% during the quarter
ended March 31, 2003 conpared to 44.8% for the conparable quarter in 2002. G oss
margins in the technical service segnent decreased as a result of the |oss of ABN
AMRO Inc. along with increased costs associated with our renote help desk created in
April of 2002.

Appli cation devel opnent and web hosting gross margi ns were 90. 4% during 2003
conpared to 73.3% for the conparable quarter in 2002. The increase in gross nargin
is due primarily to the lowering of costs of good sold by renegotiating |ower
bandwi dt h costs.

Selling, General, and Administrative Costs

Selling, general, and administrative costs decreased $0.5 million to $1.1
mllion for the three nonths ended March 31, 2003 from $1.6 nmillion for the three
nont hs ended March 31, 2002. As a percentage of revenues, selling, general and
admi nistrative costs increased to 44.8% for the three nonths ended March 31, 2003
fromd40.7% for the three nonths ended March 31, 2002. O the decrease in selling,
general and adnministrative expenses, $0.3 mllion is due to decreased salary
expense. The renmmining decrease in cost was associated with the consolidation of
of fice space and a streamining of our business.

I nterest Expense

At March 31, 2003, we had approximately $1.2 nillion in borrow ngs outstanding
under our secured line of credit. During the three nonths ended March 31, 2003 we
averaged approximately $1.2 nillion in outstanding borrow ngs. |nterest expense
increased to $31,000 for the three nonths ended March 31, 2003 from $21, 000 for the
three nonths ended March 31, 2002, as a result of the higher |evel of average
borrowi ngs outstanding in the first quarter of 2003.

LI QUI DI TY AND CAPI TAL RESOURCES

For the three nmonths ended March 31, 2003, NetlLojix reported a net |loss from
operations of $0.1 mllion and net cash used fromoperations of $0.1 mllion. As of
March 31, 2003, NetlLojix had cash used by investing activities of $0.02 mllion.
The main change in the cash flow statenment from Decenber 31, 2002, is a |ower cash
bal ance, whi ch paid down accounts payable. As of March 31, 2003, Netlojix had cash
and cash equivalents of $0.3 mllion and an outstandi ng i ndebtedness on its |ine of
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credit of $1.2 mllion. At that date, we had a working capital deficit of $2.8
mllion. As a result of our operating | osses and our working capital deficiency,
our auditors have indicated in our annual report on the year ended Decenber 31, 2002
that they have substantial doubt about our ability to continue as a goi ng concern.

On January 31, 2002, we repaid our secured credit facility with Coast Business
Credit and entered into a new secured credit facility with DIL One, LLC (“DTL"), a
newly formed entity affiliated with director Jeffrey J. Jensen. Under the DIL |line
of credit, we may borrow up to 80% of eligible receivables (as defined) up to a
total amount of $2.0 million. Borrowi ngs under the line of credit bear interest,
payabl e mont hly, based upon the prime rate of Bank of America NT & SA plus 2% with
a mnimminterest rate of 10% Borrow ngs under the credit facility are secured by
substantially all of our assets. The credit facility will mature on January 31,
2004. After January 31, 2003, DIL may terminate the line of credit w thout cause,
upon six months notice. As of My 14, 2003, approximately $1.2 nillion is
out st andi ng under the credit facility, and no amounts are available to be borrowed
under the formul a described above. W have been in default under the DIL facility
since January 2003, because our borrowi ngs have exceeded 80% of our eligible
recei vabl es. DIL has notified us that it does not intend to renew the |ine of
credit upon expiration, but has not yet exercised its right to accelerate the
requi red repaynment of the anmounts due under the facility.

In July 2002, UC (a public conpany affiliated with certain stockhol ders of
NetLojix) terminated NetLojix as its long distance services provider. The
term nation becane effective in Decenber 2002. For the three nonths ended March 31,
2003, U Cl accounted for approxinmately $20,000 of NetLojix's revenues conpared to
$200, 000 in the three nmonths ended March 31, 2002. Also in July 2002, ABN AMRO Inc.
term nated NetLojix as its technical services provider. For the three nonths ended
March 31, 2002, ABN AMRO accounted for approximately $182,000 of NetLojix's
revenues. Finally, SG Cowen Securities Corporation, our single |argest custonmner,
dramatically reduced its usage of our services in 2002, and has indicated that it
will further reduce or elimnate its wusage of our services in 2003. These
term nations or reductions will negatively affect our cash flow from operati ons.

We believe that current nmarket conditions are not conducive to raising
additional equity capital at this time. Qur current |ow stock price and delisting
from The Nasdaq Snal | Cap Market present substantial obstacles to raising any equity
capital .

Hi storically, our cash flow from operations, our secured borrow ngs, and
occasional private placenents of both comon and preferred stock have been
sufficient to meet working capital and capital expenditure requirements. However, as
noted above, our cash flow from operations has been negatively affected, and no
addi tional anpunts are available to us under our credit facility or through the
capital markets. During the last two years, we have taken steps to conserve cash
and reduce operating expenses. If our cash flow from operations continues to be
negative, we will have to engage in additional cost control measures in order to
nmeet our mini mum working capital requirenments.

As of March 31, 2003, NetLojix's current assets consisted primarily of cash of
$321, 000 and accounts receivable of $1,430,000, net of an allowance for doubtful
accounts of $271,000. This reserve is established based on factors surrounding the
credit risk of customers, historical trends and other information. At that date,
$61, 000 of our accounts receivable were over ninety days past due, including one
custoner with a $100, 000 bal ance on a payment plan. NetLojix’s current liabilities
included $1.2 mllion on our line of credit and $2.1 nmillion in accounts payabl e,
payrol |l related expenses and accrued network services. At March 31, 2003, NetlLojix
had $711, 000 of unearned revenue, which consisted primarily of anounts billed and/or
paid in advance for telecom and Internet related services with smaller anounts

relating to prepaid retainers and service contracts. |n connection with our 1998
acquisition of Remote Lojix/PCSI, Inc. we have accrued $456,000 in possible
liabilities, which nakes up nost of our other current liabilities. However our
ultimate liability may exceed that anount. On March 10, 2003 we received an
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assessnment fromthe New York State Departnent of Taxation and Finance related to a
portion of this liability in the amount of $115, 000.

W |ease office space and various equi pnent under operating |eases which
expire in various years through 2006. In the normal course of business, operating
| eases are generally renewed or replaced by other |eases. Total office and buil ding
expense for the three nonths ended March 31, 2003 was $146, 000 and $167,000 for the
same period in 2002. NetLojix currently has multiple contracts for swtching and
transmssion facilities, equipnment, network lines and software. The total
conmi tnent is approxi mately $475,000 with term nation dates ranging from present
t hrough second quarter 2005. The commitnent consists of a nunmber of small contracts
with venders for services with varying m ni mum anmounts and term nati on dates, none
of which is material by itself. The larger telecom contracts wth ninimm
conmi tnents that we have had in the past have been renegotiated to exclude ni ni nmums.

Net Loj i x has service contracts with the mgjority of its business customners.
Sonme of these contracts have mninmum conmmitnments by the custoners that range in
amobunt from $25 to $35,000 per nonth. The nmejority of such contracts have fixed
terns of one year. Many of our service contracts have no mninum conmitments or
fixed ternms and are based on actual usage.

ltem 3. Controls and Procedures

Wthin 90 days prior to the date of filing this report, an evaluation was
performed under the supervision and with the participation of the Conpany’s
managemnent, including the Chief Executive Oficer and Treasurer and Controller, of
the effectiveness of the design and operation of the Conpany’s disclosure controls
and procedures (as defined in Rule 13a-14(c) of the Exchange Act). Based on and as
of the time of such evaluation, the Conpany’s nanagenment, including the Chief
Executive Oficer and Treasurer and Controller, concluded that the Conpany’s
di scl osure controls and procedures were effective in tinmely alerting them to
material information relating to the Conpany (including its consolidated
subsidiaries) required to be included in the Conpany’s reports filed or submtted by
it under the Exchange Act. There have been no significant changes in the Conpany’s
internal controls or in other factors that could significantly affect internal
control s subsequent to the time of such eval uation.

PART I'l. OTHER | NFORVATI ON

| TEM 3. DEFAULTS UPON SENI OR SECURI Tl ES
(b) Net Loj i x has outstanding 147,700 shares of its Series A Convertible Preferred
Stock (the “Series A Preferred”). The Series A Preferred ranks prior to NetLojix's
common stock. As of May 12, 2003, dividends in arrears on the Series A Preferred
total ed $255, 024.
| TEM 6. EXH BI TS AND REPORTS ON FORM 8- K

(a) Exhi bits.

99.1 Certification of Chief Executive Oficer Pursuant to 18 U S.C
1350

99.2 Certification of Chief Financial O ficer Pursuant to 18 U S.C
1350

(b) Reports on Form 8-K. NetlLojix did not file any reports on Form 8-K
during the quarter ended March 31, 2003.
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SI GNATURE

In accordance with the requirenents of the Exchange Act, the registrant caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

NETLQJI X COVMUNI CATI ONS, | NC.,
a Del aware corporation

By: /'S GREGORY J. WLSON

Gregory J. Wl son
Treasurer and Controller

(Duly Authorized Oficer and Principal Financial Oficer and Principal
Accounting Oficer)

Dated: May 14, 2003
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CERTI FI CATI ONS
I, Anthony E. Papa, certify that:

1. | have reviewed this quarterly report on Form 10- @SB of NetLoji x
Conmuni cations Inc.;

2. Based on ny know edge, this quarterly report does not contain any untrue
statement of a material fact or omit to state a material fact necessary to make
the statenents made, in light of the circumstances under which such statenents
were made, not msleading with respect to the period covered by this quarterly
report;

3. Based on ny know edge, the financial statements, and other financial
information included in this quarterly 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 quarterly report;

4. The registrant’s other certifying officers and | are responsible for
est abl i shing and mai ntai ning disclosure controls and procedures (as defined in
Exchange Act Rul es 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that nateri al
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 quarterly report is being prepared,

b) evaluated the effectiveness of the registrant’s disclosure controls and
procedures as of a date within 90 days prior to the filing date of this quarterly
report (the “Evaluation Date”); and

c) presented in this quarterly report our conclusions about the effectiveness of
the di sclosure controls and procedures based on our eval uation as of the
Eval uati on Dat e;

5. The registrant’s other certifying officers and | have discl osed, based on our
nost recent evaluation, to the registrant’s auditors and the audit comittee of
registrant’s board of directors (or persons performng the equival ent functions):

a) all significant deficiencies in the design or operation of internal controls
whi ch coul d adversely affect the registrant’s ability to record, process,
summari ze and report financial data and have identified for the registrant’s
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or ot her
enpl oyees who have a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and | have indicated in this
quarterly report whether or not there were significant changes in interna
controls or in other factors that could significantly affect internal controls
subsequent to the date of our npbst recent evaluation, including any corrective
actions with regard to significant deficiencies and material weaknesses.

Date May 14, 2003

/sl ANTHONY E. PAPA

Ant hony E. Papa
Chai rman of the Board and
Chi ef Executive Oficer
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CERTI FI CATI ONS
I, Gegory J. Wlson, certify that:

1. | have reviewed this quarterly report on Form 10- @SB of NetLoji x
Conmuni cations Inc.;

2. Based on ny know edge, this quarterly report does not contain any untrue
statement of a material fact or omit to state a material fact necessary to make
the statenents made, in light of the circumstances under which such statenents
were made, not msleading with respect to the period covered by this quarterly
report;

3. Based on ny know edge, the financial statements, and other financial
information included in this quarterly 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 quarterly report;

4. The registrant’s other certifying officers and | are responsible for
est abl i shing and nmai ntai ning disclosure controls and procedures (as defined in
Exchange Act Rul es 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that nmateri al
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 quarterly report is being prepared,

b) evaluated the effectiveness of the registrant’s disclosure controls and
procedures as of a date within 90 days prior to the filing date of this quarterly
report (the “Evaluation Date”); and

c) presented in this quarterly report our conclusions about the effectiveness of
the di sclosure controls and procedures based on our eval uation as of the
Eval uati on Dat e;

5. The registrant’s other certifying officers and | have discl osed, based on our
nost recent evaluation, to the registrant’s auditors and the audit comittee of
registrant’s board of directors (or persons perform ng the equival ent functions):

a) all significant deficiencies in the design or operation of internal controls
whi ch coul d adversely affect the registrant’s ability to record, process,
summari ze and report financial data and have identified for the registrant’s
auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or ot her
enpl oyees who have a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and | have indicated in this
quarterly report whether or not there were significant changes in interna
controls or in other factors that could significantly affect internal controls
subsequent to the date of our nbst recent evaluation, including any corrective
actions with regard to significant deficiencies and material weaknesses.

Date May 14, 2003

/sl GREGORY J. W LSON

Gegory J. WIson
Treasurer and Controller (Principa
Fi nancial O ficer and Principal Accounting O ficer)
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