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If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering.  o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.  o

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.  o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company:

Large accelerated filer         o Accelerated filer o
Non-accelerated filer   o Smaller reporting company         x
(Do not check if a smaller reporting company)
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CALCULATION OF REGISTRATION FEE

Proposed
Maximum

Proposed
Maximum

Amount
of

Amount to
be

Offering
Price Per

Aggregate
Offering Registration

Title of Each Class of Securities to be Registered Registered Shares Price Fee (1)
Common stock, $0.001 par value per share, (1) 18,019,388 $ 0.195 $ 3,513,781 $ 250.53

Common stock, par value $0.001 per share, issuable
upon exercise of warrants issued to investors (2) 7,992,100 $ 0.40 $ 3,196,840 $ 227.93

Total 26,011,488 $ 6,710,621 $ 478.47
1           Represents shares of common stock which are presently outstanding. Estimated solely for purposes of
calculating the registration fee pursuant to Rule 457 under the Securities Act of 1933 based on the average of the high
and low sale price of the common stock as reported on the OTC Bulletin Board on June 10, 2010.
2           Represents shares of common stock issuable upon the exercise of common stock purchase warrants with an
exercise price of $0.40 per share.

To the extent permitted by Rule 416, this registration statement also covers such additional number of shares of
common stock as may be issuable as a result of the anti-dilution provisions of the warrants in the event of stock splits,
stock dividends or similar transactions. 

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933 or until the
registration statement shall become effective on such date as the Commission, acting pursuant to said Section 8(a),
may determine. 
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The information in this preliminary prospectus is not complete and may be changed. The selling stockholders may not
sell these securities until the registration statement filed with the Securities and Exchange Commission is effective.
This preliminary prospectus is not an offer to sell these securities and it is not soliciting an offer to buy these securities
in any state where the offer or sale is not permitted.

PRELIMINARY PROSPECTUS SUBJECT TO COMPLETION, DATED JUNE 14, 2010

26,011,488 Shares

IceWEB, Inc.

Common Stock

This prospectus relates to the sale by the selling stockholders identified in this prospectus of up to 26,011,488 shares
of our common stock, which includes 18,019,388 shares which are presently outstanding and 7,992,100 shares
issuable upon the exercise of warrants with an exercise price of $0.40 per share.  All of these shares of our common
stock are being offered for resale by the selling stockholders. 

The prices at which the selling stockholders may sell shares will be determined by the prevailing market price for the
shares or in negotiated transactions. We will not receive any proceeds from the sale of these shares by the selling
stockholders. However, we will receive proceeds from the exercise of the warrants if they are exercised for cash by
the selling stockholders. 

We will bear all costs relating to the registration of these shares of our common stock, other than any selling
stockholders’ legal or accounting costs or commissions.

Our common stock is quoted on the regulated quotation service of the OTC Bulletin Board under the symbol “IWEB”.
The last reported sale price of our common stock as reported by the OTC Bulletin Board on June 10, 2010, was
$0.195 per share.

Investing in our common stock is highly speculative and involves a high degree of risk. You should carefully consider
the risks and uncertainties described under the heading “Risk Factors” beginning on page 4 of this prospectus before
making a decision to purchase our common stock.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of
these securities or passed upon the accuracy or adequacy of this prospectus. Any representation to the contrary is a
criminal offense.

The date of this prospectus is June [    ], 2010
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PROSPECTUS SUMMARY
This summary highlights information contained elsewhere in this prospectus. This summary does not contain all of the
information that you should consider in making your investment decision. You should read the following summary
together with the entire prospectus, including the more detailed information regarding us, the common stock being
sold in this offering and our financial statements and the related notes appearing elsewhere in this prospectus. You
should carefully consider, among other things, the matters discussed in the sections entitled “Risk Factors” and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” in this prospectus before
deciding to invest in our common stock. Some of the statements in this prospectus constitute forward-looking
statements. See “Forward-Looking Statements.”

Except where the context otherwise requires or where otherwise indicated, the terms “IceWEB,” “we,” “us,” “our,” “our
company” and “our business” refer IceWEB, Inc. and its consolidated subsidiaries as a combined entity. Certain
differences in the numbers in the tables and text throughout this prospectus may exist due to rounding.

The fiscal year ends on September 30. References to fiscal 2010, for example, refer to the fiscal year ending
September 30, 2010.

ABOUT US

We are a leading provider of high-performance storage products that simplify the way enterprises retain, access,
manage and protect their data, headquartered in Sterling, Virginia which was founded in April 2000, and became
public in April 2002 through a reverse merger.

Our principal executive offices are located at 22900 Shaw Road, Suite 111, Sterling Virginia, 20166, and our
telephone number is (571) 287-2409.  Our website is located at www.iceweb.com.
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SPECIAL NOTE REGARDING FORWARD LOOKING STATEMENTS

This prospectus contains forward-looking statements within the meaning of Section 27A of the Securities Act and
Section 21E of the Securities Exchange Act of 1934, as amended (the “Exchange Act”). Such statements include
statements regarding our expectations, hopes, beliefs or intentions regarding the future, including but not limited to
statements regarding our market, strategy, competition, development plans (including acquisitions and expansion),
financing, revenues, operations, and compliance with applicable laws. Forward-looking statements involve certain
risks and uncertainties, and actual results may differ materially from those discussed in any such statement. Factors
that could cause actual results to differ materially from such forward-looking statements include the risks described in
greater detail in the following paragraphs. All forward-looking statements in this document are made as of the date
hereof, based on information available to us as of the date hereof, and we assume no obligation to update any forward-
looking statement. Market data used throughout this prospectus is based on published third party reports or the good
faith estimates of management, which estimates are based upon their review of internal surveys, independent industry
publications and other publicly available information. Although we believe that such sources are reliable, we do not
guarantee the accuracy or completeness of this information, and we have not independently verified such information.

SELECTED CONSOLIDATED FINANCIAL DATA

The following summary of our financial information for the three and six months ended March 31, 2010 and 2009
(unaudited) and the fiscal years ended September 30, 2009 and 2008 which have been derived from, and should be
read in conjunction with, our consolidated financial statements included elsewhere in this prospectus.

SELECTED INCOME STATEMENT DATA:

Three months ended Six months ended Year Ended
March 31, March 31, September 30,

2010 2009 2010 2009 2009 2008

Net Revenues $ 1,011,205 $ 1,369,702 $ 1,612,022 $ 3,110,290 $ 3,934,684 $ 16,294,423

Total
operating
expenses 2,301,431 1,125,187 3,955,297 2,061,403 5,786,001 7,981,659

Loss from
operations (1,746,320) (561,876) (3,072,993) (1,025,179) (4,526,009) (5,754,865)

Total other
income
(expense), net (141,995) 3,283,816 (274,956) 3,088,084 1,999,408 (655,928)

Net income
(loss) $ (1,888,315) $ 2,721,940 $ (3,347,949) $ 2,062,905 $ (2,526,602) $ (6,410,793)

SELECTED BALANCE SHEET DATA:

March 31, September 30, September 30,
2010 2009 2008
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Working Capital $ (2,469,593) $ (3,158,232) $ (5,572,671)
Cash $ 147,300 $ 63,310 $ 4,780
Total Assets $ 4,427,208 $ 2,226,684 $ 5,939,327
Total current liabilities $ 3,714,233 $ 3,829,392 $ 9,148,601
Total Liabilities $ 4,725,713 $ 4,764,148 $ 10,105,120

3
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THE OFFERING

This prospectus covers the resale of a total of 26,011,488 shares of our common stock by the selling security holders
which includes 18,019,388 shares that are presently outstanding and 7,992,100 shares that are issuable upon the
exercise of warrants with an exercise price of $0.40 per share.  Selling security holders may resell their shares from
time-to-time, including through broker-dealers, at prevailing market prices. We will not receive any proceeds from the
resale of our shares by the selling security holders. To the extent the warrants are exercised on a cash basis, we will
receive the exercise price of the warrants.  We will pay all of the fees and expenses associated with registration of the
shares covered by this prospectus.

Securities Being Offered: 26,011,488 shares of common stock, par value $0.001

Number of Shares
Outstanding

Before the Offering: 123,308,897 shares as of June 11, 2010, excluding the conversion of
8,142,100 outstanding warrants, 626,667 shares Series
B convertible preferred stock, and options exercisable
into 13,057,204 shares of common stock.

Number of Shares
Outstanding
After the Offering,
Assuming the Exercise of
All of the Warrants
included in this
Registration:

131,300,997 Shares, excluding the exercise of 150,000 warrants,
626,667 shares of Series B convertible preferred stock,
and stock options exercisable into 12,057,204 shares of
common stock

OTC Bulletin Board
symbol

IWEB

TERMS OF THE OFFERING WITH CERTAIN OF THE SELLING SECURITY HOLDERS

On May 18, 2010 we executed an Exclusive Finders’ Agreement pursuant to which the Finder acted as the exclusive
Finder with respect to sales by us in a private placement transaction of up to $5 million in aggregate principal amount
of Equity, Equity-related or debt securities.   We sold 10,080,000 units in exchange for gross proceeds of $2,316,000. 
These sales were made in a private transaction exempt from registration under the Securities Act of 1933 in reliance
on an exemption provided by Section 4(2) of the Act and Regulation D thereunder.

Jesup & Lamont Securities Incorporated, a broker-dealer and member of FINRA, acted as finder for us in the
Offering.  Under the terms of a Finder’s Agreement with the firm, we paid Jesup & Lamont Securities Incorporated a
fee of $162,120 and issued them one-year common stock purchase warrants to purchase an aggregate of 877,100
shares of our common stock at an exercise price of $0.40 per share.  In addition, we paid Jesup & Lamont  Securities
Incorporated legal expenses totaling $25,000 incurred in the preparation of the various transactional documents.  We
are using the net proceeds of this offering for general working capital.
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Terms of the private placement

We offered for sale restricted stock units, each Restricted Stock Unit (“Unit”) being defined as one (1) shares of the our
Common Stock (the “Shares”) and a warrant (the “Warrants”) to purchase an additional 0.50 shares of our common stock. 
The Warrants have a term of twelve (12) months, with an exercise price of $0.40/share.  The Warrant is callable by us
in the event the closing price of our Common Stock on the OTCBB exchange closes above $0.50/share for ten (10)
consecutive trading days.

4
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Under the terms of the Securities Purchase Agreement we also indemnified the purchasers and each of their officers,
directors, shareholders, partners, employees, agents and control persons from any losses or damages as a result of a
breach of the agreement by us or any action instituted against a purchaser by any of our shareholders who are not an
affiliate of the purchasers with respect to this Offering, other than in the instance of gross negligence or fraud by the
purchaser.

Terms for Other Certain Selling Shareholders

We issued 300,000 shares in June, 2010, to Avnet, Inc. in conjunction with a legal settlement.  Terms of the settlement
provided for inclusion of the shares in this registration statement.

We issued 1,000,000 shares in June, 2010 to International Business Machines Corporation in conjunction with
settlement of litigation.  Terms of the settlement provided for inclusion of the shares in this registration statement.

In June, 2010, we issued 2,678,571 shares of common stock to Optimus Capital Partners, LLC, to be held in escrow
by court order pending the resolution of litigation between the parties.

In October, 2009, we sold 1,500,000 shares of common stock at a per share price of $0.10, valued at $150,000 to an
accredited investor, Gregory J. Moss, and the issuance was exempt from registration under the Securities Act of 1933
in reliance on an exemption provided by Section 4(2) of that act.   These shares have been included in this registration
statement.

RISK FACTORS

AN INVESTMENT IN OUR COMMON STOCK INVOLVES A SIGNIFICANT DEGREE OF RISK. YOU
SHOULD NOT INVEST IN OUR COMMON STOCK UNLESS YOU CAN AFFORD TO LOSE YOUR ENTIRE
INVESTMENT. YOU SHOULD CONSIDER CAREFULLY THE FOLLOWING RISK FACTORS AND OTHER
INFORMATION IN THIS PROSPECTUS BEFORE DECIDING TO INVEST IN OUR COMMON STOCK.

RISKS RELATED TO OUR COMPANY

WE HAVE A HISTORY OF LOSSES AND WE MAY NOT ATTAIN OR MAINTAIN PROFITABILITY IN THE
FUTURE.

We incurred a net loss for the first six months of 2010 and net losses in each full fiscal year since our 2000 inception. 
As of March 31, 2010, our accumulated deficit was ($26,006,507). For the Years ended September 30, 2009 and 2008,
we had a net loss attributable to common stockholders of approximately $(2,526,602) and approximately
$(6,410,793), respectively, and cash provided by/(used) in operations was approximately ($2,145,514) and $862,691,
respectively.  We expect to make significant expenditures related to the development of our business, including hiring
additional personnel relating to sales and marketing, customer service and support and technology development.  As a
result of these increased expenditures, we will be required to generate and sustain increased revenue to achieve
profitability.  The report of our independent registered public accounting firm on our consolidated financial statements
for the fiscal year ended September 30, 2009 contains a qualification expressing substantial doubt as to our ability to
continue as a going concern as a result of our net losses and cash used in operations. We reported a decrease in our
revenues for fiscal 2009 as compared to fiscal 2008 of approximately 76% which is primarily related to our focus on
its storage business, and lower sales from our IceWEB Virginia, Inc. subsidiary.  We cannot assure you that our
revenues will increase in future periods, nor can we assure you that they will not decrease. As long as our cash flow
from operations remains insufficient to fund our operations, we will continue depleting our cash and other financial
resources. Our failure to achieve profitable operations in future periods will adversely affect our ability to continue as
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a going concern. In this event, you could lose all of your investment in our company.
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WE WILL NEED ADDITIONAL FINANCING WHICH WE MAY NOT BE ABLE TO OBTAIN ON
ACCEPTABLE TERMS. IF WE CANNOT RAISE ADDITIONAL CAPITAL AS NEEDED, OUR ABILITY TO
EXECUTE OUR GROWTH STRATEGY AND FUND OUR ONGOING OPERATIONS WILL BE IN JEOPARDY.

Historically, our operations have been financed primarily through the issuance of equity and short-term loans. Capital
is typically needed not only to fund our ongoing operations and to pay our existing obligations, but capital is also
necessary if we wish to acquire additional assets or companies and for the effective integration, operation and
expansion of these businesses. Our future capital requirements, however, depend on a number of factors, including our
ability to internally grow our revenues, manage our business and control our expenses. At September 30, 2009, we
had a working capital deficit of ($3,158,232) as compared to a working capital deficit of ($5,572,671) at September
30, 2008.  We will need to raise additional capital to fund our ongoing operations, pay our existing obligations and for
our future growth. We cannot assure you that additional working capital is available to us in the future upon terms
acceptable to us. If we do not raise funds as needed, our ability to provide for current working capital needs, make
additional acquisitions, grow our company, and continue our existing business and operations is in jeopardy. In this
event, you could lose all of your investment in our company.

OUR TARGET MARKETS ARE HIGHLY COMPETITIVE AND DOMINATED BY LARGER COMPANIES
AND WE MAY NOT BE ABLE TO COMPETE EFFECTIVELY.

The market for our products is highly competitive and we expect competition to intensify in the future. This
competition could result in increased pricing pressure, reduced gross margins, increased sales and marketing expenses
or our failure to increase, or our loss of, market share, any of which could seriously harm our business, operating
results and financial condition.

Currently, we face competition from a number of established companies, including Compellent Technologies, Inc.,
EMC Corporation, or EMC, Hewlett-Packard Company, or HP, Hitachi Limited, International Business Machines
Corporation, or IBM, and Network Appliance, Inc., or NetApp.  We also face competition from a large number of
private companies and recent public company market entrants, such as Isilon Systems, Inc.  Many of our current
competitors have, and some of our potential competitors could have, longer operating histories, greater name
recognition, larger customer bases and significantly greater financial, technical, sales, marketing and other resources
than we have. Potential customers may prefer to purchase from their existing suppliers rather than a new supplier
regardless of product performance or features.

NetApp is our primary competition in the high performance unified network storage system market. They have a
significantly greater share of this market than we do. In addition, they are a substantially larger company with more
resources than we have.

Our ability to compete effectively in our target markets depends on a number of factors, including:

•our products’ scalability, performance, ease of use and cost effectiveness relative to that of our competitors’ products;

•aggressive business tactics by our competitors, including selling at a discount or asserting intellectual property rights
irrespective of the validity of the claims;

•our success in utilizing new and proprietary technologies to offer products and features previously not available in
the marketplace;

• our success in identifying new markets, applications and technologies;
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• our ability to attract and retain value-added resellers and OEMs;

• our name recognition and reputation;

• our ability to recruit development engineers and sales and marketing personnel; and

• our ability to protect our intellectual property.

6
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We expect increased competition from other established and emerging companies, including companies such as
networking infrastructure and storage management companies that provide complementary technology and
functionality. Some of our competitors, including EMC, HP and NetApp, have made acquisitions of businesses that
allow them to offer more directly competitive and comprehensive solutions than they had previously offered. Our
current and potential competitors may also establish cooperative relationships among themselves or with third parties.
If so, new competitors or alliances that include our competitors may emerge that could acquire significant market
share.

WE RELY ON VALUE-ADDED RESELLERS AND OTHER DISTRIBUTION PARTNERS TO SELL
SUBSTANTIALLY ALL OF OUR PRODUCTS. OUR FAILURE TO DEVELOP AND MANAGE, OR
DISRUPTIONS TO, OUR DISTRIBUTION CHANNELS WOULD ADVERSELY AFFECT OUR BUSINESS.

Our ability to maintain or increase our revenue will depend in part on our ability to maintain arrangements with our
existing channel partners and to establish and expand arrangements with new channel partners. If we fail to do so, our
future revenue would be harmed. Additionally, by relying on channel partners, we have less contact with the ultimate
users of our products, which may make it difficult for us to establish and increase brand awareness, ensure proper
delivery and installation of our products, service ongoing customer requirements and respond to evolving customer
needs.

Recruiting and retaining qualified channel partners and training them in our technology and product offerings requires
significant time and resources. In order to develop and expand our distribution channel, we must continue to scale and
improve the processes and procedures that support our channel, including investment in systems and training. Those
processes and procedures may become increasingly complex and difficult to manage as we expand our organization.

We have no minimum purchase commitments from any of our channel partners, and our contracts with these channel
partners do not prohibit them from offering products or services that compete with ours. Our competitors may provide
incentives to existing and potential channel partners to favor their products. Our channel partners may choose not to
offer our products exclusively or at all. Establishing relationships with channel partners who have a history of selling
our competitors' products may also prove to be difficult. Our failure to establish and maintain successful relationships
with channel partners would seriously harm our business and operating results.

WE RECEIVE A SUBSTANTIAL PORTION OF OUR REVENUE FROM A LIMITED NUMBER OF CHANNEL
PARTNERS, AND THE LOSS OF, OR A SIGNIFICANT REDUCTION IN, ORDERS FROM ONE OR MORE OF
OUR MAJOR CHANNEL PARTNERS WOULD HARM OUR BUSINESS.

Our future success is highly dependent upon establishing and successfully maintaining relationships with a large
number of resellers and other distribution partners, which we refer to as channel partners. We market and sell our
IceWEB 5000 Series products through an all-channel assisted sales model and we derive substantially all of our
revenue from these channel partners. We receive a substantial portion of our revenue from a limited number of
channel partners.  We anticipate that we will continue to receive a significant portion of our revenue from a limited
number of channel partners for the foreseeable future and, in some cases, a portion of our revenue attributable to
individual channel partners may increase in the future. The loss of one or more key channel partners or a reduction in
sales through any major channel partner could harm our business.

WE ARE SUBSTANTIALLY DEPENDENT ON CUSTOMERS IN A LIMITED NUMBER OF INDUSTRIES.
DOWNTURNS IMPACTING CERTAIN INDUSTRIES MAY RESULT IN REDUCED REVENUES FOR US.

In fiscal year 2009, a substantial majority of our net revenue was generated from GIS and oil and gas companies. If
however, economic conditions change for these industries, or if we are unable to continue to attract significant
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numbers of customers in other industries, our prospects for growth could be reduced.

IF WE ARE UNABLE TO CONTINUE TO DEVELOP AND INTRODUCE NEW PRODUCTS AND RESPOND
TO TECHNOLOGICAL CHANGES, OUR REVENUE COULD BE REDUCED.

Our future growth depends on the successful development and introduction of new systems and software products.
Due to the complexity of network storage systems, these products are subject to significant technical risks that may
impact our ability to introduce these products successfully. Our new products also may not achieve market
acceptance. In addition, our new products must respond to technological changes and evolving industry standards. If
we are unable for technological or other reasons to develop and introduce new products in a timely manner in
response to changing market conditions or customer requirements, or if these products do not achieve market
acceptance, our revenue could be reduced.
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IMPROVEMENTS IN ALTERNATIVE MEANS TO ACCELERATE STORAGE PERFORMANCE OR REDUCE
STORAGE COSTS COULD HARM OUR BUSINESS AS THE DEMAND FOR OUR SYSTEMS MAY BE
REDUCED.

Our products are designed to improve the performance of many applications, including applications that are based on
Microsoft Corporation’s, or Microsoft, protocols. Accordingly, improvements to Microsoft application protocols to
accelerate storage performance or reduce storage costs may reduce the need for our products, adversely affecting our
business, operating results and financial condition. Improvement in other application protocols or in the Transmission
Control Protocol could have a similar effect.

IF WE ARE UNABLE TO CONTINUE TO CREATE VALUABLE INNOVATIONS IN SOFTWARE AND
HARDWARE, WE MAY NOT BE ABLE TO GENERATE ADDITIONAL HIGH-MARGIN REVENUE THAT
WILL ENABLE US TO MAINTAIN OR INCREASE OUR GROSS MARGINS, WHICH COULD REDUCE OUR
REVENUE.

Our industry has a history of declining network storage hardware prices as measured on a “dollar per gigabyte of
storage capacity” basis. To maintain or increase our gross margins, we will need to continue to create valuable software
that is included with our network storage systems and/or sold separately as a licensed software application. Any new
feature or application that we develop or acquire may not be introduced in a timely or cost- effective manner and may
not achieve the broad market acceptance necessary to help increase our overall gross margin. If we are unable to
successfully develop or acquire and then market and sell additional software and hardware functionality, our revenue
could be reduced.

OUR ABILITY TO SELL OUR PRODUCTS IS HIGHLY DEPENDENT ON THE QUALITY OF OUR SUPPORT
SERVICES, AND ANY FAILURE TO OFFER HIGH-QUALITY SUPPORT SERVICES COULD REDUCE OUR
PRODUCT SALES AND REVENUE.

After our products are deployed within our customers’ networks, our customers depend on our support services
organization to resolve issues relating to our products and how they perform within our customer’s environment.
High-quality support services are therefore critical for the successful marketing and sale of our products. If we do not
succeed in helping our customers to quickly resolve post-deployment issues and provide ongoing support if our
partners do not effectively assist our customers in deploying our products, it would adversely affect our ability to sell
our products to existing customers and could harm our prospects with potential customers. In addition, as we expand
our operations internationally, our support services organization will face additional challenges, which we expect to
include those issues that are associated with delivering support, training and documentation in languages other than
English. As a result, our failure to maintain high-quality support services could reduce our product sales and revenue.

OUR PRODUCTS ARE HIGHLY TECHNICAL AND MAY CONTAIN UNDETECTED SOFTWARE OR
HARDWARE DEFECTS, WHICH COULD CAUSE DATA UNAVAILABILITY, LOSS OR CORRUPTION THAT
MIGHT, IN TURN, RESULT IN LIABILITY TO OUR CUSTOMERS, HARM TO OUR REPUTATION AND A
REDUCTION OF PRODUCT SALES AND REVENUE.

Our network storage products are highly technical and complex and are often used to store information critical to our
customers’ business operations. Our products have contained and may contain undetected errors, defects or security
vulnerabilities that could result in data unavailability, loss or corruption or other harm to our customers. Some errors
in our products may only be discovered after they have been installed and used by customers. Any errors, defects or
security vulnerabilities discovered in our products after commercial release, as well as any computer virus or human
error on the part of our customer support or other personnel resulting in a customer’s data unavailability, loss or
corruption could result in a loss of customers or increased support and warranty costs, any of which may adversely
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affect our business, operating results and financial condition. In addition, we could face claims for product liability,
tort or breach of warranty, including claims relating to changes to our products made by our partners. Our contracts
with customers contain provisions relating to warranty disclaimers and liability limitations, which may be difficult to
enforce. Defending a lawsuit, regardless of its merit, could be costly and might divert management’s attention and
adversely affect the market’s perception of us and our products. In addition, if our business liability insurance coverage
proves inadequate for a claim, or future coverage is unavailable on acceptable terms or at all, our product sales and
revenue could be reduced.
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OUR FACTORING AGREEMENT WITH SAND HILL FINANCE, LLC CONTAINS CERTAIN TERMS WHICH
MAY ADVERSELY AFFECT OUR ABILITY TO RAISE CAPITAL IN FUTURE PERIODS.

In December 2005 and as amended during fiscal 2006 and fiscal 2008, we entered into a Finance Agreement with
Sand Hill Finance, LLC for a $2.75 million accounts receivable factoring line. Under the terms of this agreement we
agreed not to take certain actions including undertaking a transaction which would result in a change of control of our
company or the transfer of more than 20% of our securities and incurring any indebtedness other than trade credit in
the ordinary course of business. These restrictions may limit our ability to raise working capital as needed.

OUR PRIMARY ASSETS SERVE AS COLLATERAL UNDER OUR ACCOUNTS RECEIVABLE FACTORING
LINE. IF WE WERE TO DEFAULT ON THIS AGREEMENT, THE LENDER COULD FORECLOSE ON OUR
ASSETS.

The revolving line with Sand Hill Finance, LLC is collateralized by a blanket security interest in our assets. If we
should default under the terms of this agreement, the lender could seek to foreclose on our primary assets. If the lender
was successful, we would be unable to conduct our business as it is presently conducted and our ability to generate
revenues and fund our ongoing operations would be materially adversely affected.

WE DO NOT HAVE A DISASTER RECOVERY PLAN AND WE DO NOT CARRY BUSINESS INTERRUPTION
INSURANCE.

Our systems and operations are vulnerable to damage or interruption from fire, flood, power loss, telecommunications
failure, break-ins and similar events. Our headquarters are physically located in Fairfax County, Virginia, a
Washington, DC suburb, in close proximity to the US Capitol, White House, Pentagon, CIA, and numerous other
agencies within the intelligence community. All these government installations are considered potential targets of any
future terrorist attacks. We do not currently have a disaster recovery plan, nor do we carry business interruption
insurance to compensate our company for losses that may occur. We are also vulnerable to computer viruses and/or
physical disruptions, which could lead to interruptions, delays, loss of data or the inability to accept orders. The
occurrence of any of the foregoing events could have a material adverse effect on our business, prospects, financial
condition and results of operations.

OUR MANAGEMENT MAY BE UNABLE TO EFFECTIVELY INTEGRATE OUR ACQUISITIONS AND TO
MANAGE OUR GROWTH AND WE MAY BE UNABLE TO FULLY REALIZE ANY ANTICIPATED
BENEFITS OF THESE ACQUISITIONS.

Our business strategy includes growth through acquisition and internal development. We are subject to various risks
associated with our growth strategy, including the risk that we will be unable to identify and recruit suitable
acquisition candidates in the future or to integrate and manage the acquired companies. Acquired companies’ histories,
geographical locations, business models and business cultures can be different from ours in many respects. Our
directors and senior management face a significant challenge in their efforts to integrate our businesses and the
business of the acquired companies or assets, and to effectively manage our continued growth. There can be no
assurance that our efforts to integrate the operations of any acquired assets or companies acquired in the future will be
successful, that we can manage our growth or that the anticipated benefits of these proposed acquisitions will be fully
realized. The dedication of management resources to these efforts may detract attention from our day-to-day business.
There can be no assurance that there will not be substantial costs associated with these activities or of the success of
our integration efforts, either of which could have a material adverse effect on our operating results.

9
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WE HAVE NOT VOLUNTARILY IMPLEMENTED VARIOUS CORPORATE GOVERNANCE MEASURES, IN
THE ABSENCE OF WHICH, STOCKHOLDERS MAY HAVE MORE LIMITED PROTECTIONS AGAINST
INTERESTED DIRECTOR TRANSACTIONS, CONFLICTS OF INTEREST AND SIMILAR MATTERS.

Recent Federal legislation, including the Sarbanes-Oxley Act of 2002, has resulted in the adoption of various
corporate governance measures designed to promote the integrity of the corporate management and the securities
markets. Some of these measures have been adopted in response to legal requirements. Others have been adopted by
companies in response to the requirements of national securities exchanges, such as the NYSE or The Nasdaq Stock
Market, on which their securities are listed. Among the corporate governance measures that are required under the
rules of national securities exchanges are those that address board of directors’ independence, audit committee
oversight, and the adoption of a code of ethics. Because our stock is not listed on an exchange we are not required to
adopt these corporate governance standards. While our board of directors has adopted a Code of Ethics and Business
Conduct and our Board has established Audit and Compensation Committees, we have not adopted all of the
corporate governance measures which we might otherwise have been required to adopt if our securities were listed on
a national securities exchange. It is possible that if we were to adopt all of these corporate governance measures,
stockholders would benefit from somewhat greater assurances that internal corporate decisions were being made by
disinterested directors and that policies had been implemented to define responsible conduct. Prospective investors
should bear in mind our current lack of corporate governance measures in formulating their investment decisions.

THE EXERCISE OF WARRANTS AND OPTIONS AND THE CONVERSION OF SHARES OF OUR SERIES B
CONVERTIBLE PREFERRED STOCK WILL BE DILUTIVE TO OUR EXISTING STOCKHOLDERS.

At March 31, 2010 we had outstanding:

• 104,605,817 shares of our common stock,
•626,667 shares of Series B Convertible Preferred Stock which is convertible into 626,667 shares of our common
stock,

• common stock purchase warrants to purchase a total of 150,000 shares of our common stock with exercise
prices ranging from $0.50 to $8.00 per share, and

•Stock options granted under our 2000 Management and Director Equity Incentive and Compensation Plan which are
exercisable into 14,126,304 shares of our common stock with a weighted average exercise price of $0.24 per share.

CERTAIN OF OUR OUTSTANDING WARRANTS CONTAIN CASHLESS EXERCISE PROVISIONS WHICH
MEANS WE WILL NOT RECEIVE ANY CASH PROCEEDS UPON THEIR EXERCISE.

In December 2005, we issued a seven year common stock purchase warrant to purchase 25,000 shares of our common
stock with an exercise price of $1.00 per share in connection with our accounts receivable financing agreement with
Sand Hill Finance, LLC.

These warrants were exercisable on a cashless basis which means that the holders, rather than paying the exercise
price in cash, may surrender a number of warrants equal to the exercise price of the warrants being exercised. The
utilization of this cashless exercise feature deprived us of additional capital which might otherwise be obtained if the
warrants did not contain a cashless feature.

10
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PROVISIONS OF OUR CERTIFICATE OF INCORPORATION AND BYLAWS MAY DELAY OR PREVENT A
TAKE-OVER WHICH MAY NOT BE IN THE BEST INTERESTS OF OUR STOCKHOLDERS.

Provisions of our certificate of incorporation and bylaws may be deemed to have anti-takeover effects, which include
when and by whom special meetings of our stockholders may be called, and may delay, defer or prevent a takeover
attempt. In addition, certain provisions of the Delaware General Corporations Law also may be deemed to have
certain anti-takeover effects which include that control of shares acquired in excess of certain specified thresholds will
not possess any voting rights unless these voting rights are approved by a majority of a corporation’s disinterested
stockholders.

In addition, our certificate of incorporation authorizes the issuance of up to 10,000,000 shares of preferred stock with
such rights and preferences as may be determined from time to time by our Board of Directors. We presently have
outstanding 626,667 shares of Series B Convertible Preferred Stock.  Our Board of Directors may, without
stockholder approval, issue additional series of preferred stock with dividends, liquidation, conversion, voting or other
rights that could adversely affect the voting power or other rights of the holders of our common stock.

OUR COMMON STOCK COULD BE REMOVED FROM QUOTATION ON THE OTCBB IF WE FAIL TO
TIMELY FILE OUR ANNUAL OR QUARTERLY REPORTS. IF OUR COMMON STOCK WAS NO LONGER
ELIGIBLE FOR QUOTATION ON THE OTCBB, THE LIQUIDITY OF OUR STOCK MAY BE FURTHER
ADVERSELY IMPACTED.

Under the rules of the Securities and Exchange Commission we are required to file our quarterly reports within 45
days from the end of the fiscal quarter and our annual report within 90 days from the end of our fiscal year. Under
rules adopted by the Financial Industry Regulatory Authority (FINRA) in 2005 which is informally known as the
“Three Strikes Rule”, a FINRA member is prohibited from quoting securities of an OTCBB issuer such as our company
if the issuer either fails to timely file these reports or is otherwise delinquent in the filing requirements three times in
the prior two year period or if the issuer’s common stock has been removed from quotation on the OTCBB twice in
that two year period. We failed to file this annual report on a timely basis. If we were to fail to file two additional
reports on a timely basis our stock would be removed from quotation on the OTCBB and would in all likelihood then
be quoted on the Pink Sheets Electronic Quotation Service. Pink Sheets offers a quotation service to companies that
are unable to list their securities on the OTCBB or an exchange. The requirements for listing on the Pink Sheets are
considerably lower and less regulated than those of the OTCBB an exchange. If our common stock were to be quoted
on the Pink Sheets, it is possible that even fewer brokers or dealers would be interested in making a market in our
common stock which would further adversely impact its liquidity.

ECONOMIC CONDITIONS AND WORLD EVENTS COULD AFFECT OUR OPERATING RESULTS.

We, and our customers, may be adversely affected by an economic downturn such as changes in consumer and
investor confidence, instability in the credit and financial markets, volatile corporate profits, and reduced business and
consumer spending. The economy as a whole also may be affected by future world events such as acts of terrorism,
developments in the war on terrorism, conflicts in international situations, and by natural disasters. These factors may
affect our results of operations by reducing our sales, margins and/or net income as a result of a slowdown in customer
orders or order cancellations. In addition, political and social turmoil related to international conflicts and terrorist acts
may put further pressure on economic conditions abroad. Unstable political, social and economic conditions may
make it difficult for our customers, suppliers and us to accurately forecast and plan future business activities. If such
conditions persist, our business, financial condition, results of operations and cash flow could be negatively affected.

MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
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         Our common stock is quoted on the OTC Bulletin Board under the symbol IWEB. The reported high and low
sales prices for the common stock as reported on the OTC Bulletin Board are shown below for the periods indicated.
The quotations reflect inter-dealer prices, without retail mark-up, markdown or commission, and may not represent
actual transactions.
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High Low
Fiscal 2008
First quarter ended December 31, 2007 $ 0.65 $ 0.45
Second quarter ended March 31, 2008 $ 0.59 $ 0.28
Third quarter ended June 30, 2008 $ 0.62 $ 0.29
Fourth quarter ended September 30, 2008 $ 0.347 $ 0.09

Fiscal 2009
First quarter ended December 31, 2008 $ 0.18 $ 0.041
Second quarter ended March 31, 2009 $ 0.15 $ 0.052
Third quarter ended June 30, 2009 $ 0.11 $ 0.05
Fourth quarter ended September 30, 2009 $ 0.14 $ 0.05

Fiscal 2010
First quarter ended December 31, 2009 $ 0.235 $ 0.07
Second quarter ended March 31, 2010 $ 0.23 $ 0.075

On June 11, 2010, the last sale price of our common stock as reported on the OTC Bulletin Board was $0.195.  As of
June 11, 2010, there were approximately 3,800 record owners of our common stock.

DIVIDEND POLICY

         We have never paid cash dividends on our common stock. Under Delaware law, we may declare and pay
dividends on our capital stock either out of our surplus, as defined in the relevant Delaware statutes, or if there is no
such surplus, out of our net profits for the fiscal year in which the dividend is declared and/or the preceding fiscal
year. If, however, the capital of our company, computed in accordance with the relevant Delaware statutes, has been
diminished by depreciation in the value of our property, or by losses, or otherwise, to an amount less than the
aggregate amount of the capital represented by the issued and outstanding stock of all classes having a preference
upon the distribution of assets, we are prohibited from declaring and paying out of such net profits and dividends upon
any shares of our capital stock until the deficiency in the amount of capital represented by the issued and outstanding
stock of all classes having a preference upon the distribution of assets shall have been repaired.

PLAN OF DISTRIBUTION

This prospectus includes 26,011,488 shares of common stock offered by the selling stockholders.

Each selling stockholder and any of its pledgees, assignees and successors-in-interest may, from time to time, sell any
or all of its shares of common stock on the OTC Bulletin Board or any other stock exchange, market or trading facility
on which our shares are traded or in private transactions. These sales may be at fixed or negotiated prices. A selling
stockholder may use any one or more of the following methods when selling shares:

o ordinary brokerage transactions and transactions in which the broker-dealer solicits purchasers;

oblock trades in which the broker-dealer will attempt to sell the shares as agent but may position and resell a portion
of the block as principal to facilitate the transaction;

o purchases by a broker-dealer as principal and resale by the broker-dealer for its account;

o an exchange distribution in accordance with the rules of the applicable exchange;
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o privately negotiated transactions;

osettlement of short sales entered into after the effective date of the registration statement of which this prospectus is
a part;

obroker-dealers may agree with the selling stockholders to sell a specified number of such shares at a stipulated price
per share;
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oThrough the writing or settlement of options or other hedging transactions, whether through an options exchange or
otherwise;

o a combination of any such methods of sale; or

o Any other method permitted pursuant to applicable law.

The selling stockholders may also sell shares under Rule 144 under the Securities Act of 1933, as amended, if
available, rather than under this prospectus.

A selling stockholder or its pledgees, donees, transferees or other successors in interest, may also sell the shares
directly to market makers acting as principals and/or broker-dealers acting as agents for themselves or their customers.
Such broker-dealers may receive compensation in the form of discounts, concessions or commissions from the selling
stockholder and/or the purchasers of shares for whom such broker-dealers may act as agents or to whom they sell as
principal or both, which compensation as to a particular broker-dealer might be in excess of customary commissions.
Market makers and block purchasers purchasing the shares will do so for their own account and at their own risk. It is
possible that a selling stockholder will attempt to sell shares of common stock in block transactions to market makers
or other purchasers at a price per share which may be below the then market price. A selling stockholder cannot assure
that all or any of the shares offered in this prospectus will be issued to, or sold by, the selling stockholder. The selling
stockholders and any brokers, dealers or agents, upon effecting the sale of any of the shares offered in this prospectus,
may be deemed to be "underwriters" as that term is defined under the Securities Act of 1933, as amended, or the
Securities Exchange Act of 1934, as amended, or the rules and regulations under such acts. In such event, any
commissions received by such broker-dealers or agents and any profit on the resale of the shares purchased by them
may be deemed to be underwriting commissions or discounts under the Securities Act.

We are required to pay all fees and expenses incident to the registration of the shares, including fees and
disbursements of counsel to the selling stockholder, but excluding brokerage commissions or underwriter discounts.

The selling stockholders, alternatively, may sell all or any part of the shares offered in this prospectus through an
underwriter. No selling stockholder has entered into any agreement with a prospective underwriter and there is no
assurance that any such agreement will be entered into.

A selling stockholder may pledge its shares to their brokers under the margin provisions of customer agreements. If a
selling stockholder defaults on a margin loan, the broker may, from time to time, offer and sell the pledged shares.
The selling stockholder and any other persons participating in the sale or distribution of the shares will be subject to
applicable provisions of the Securities Exchange Act of 1934, as amended, and the rules and regulations under such
act, including, without limitation, Regulation M. These provisions may restrict certain activities of, and limit the
timing of purchases and sales of any of the shares by, the selling stockholder or any other such person. In the event
that the selling stockholder is deemed affiliated with purchasers or distribution participants within the meaning of
Regulation M, then the selling stockholder will not be permitted to engage in short sales of common stock.
Furthermore, under Regulation M, persons engaged in a distribution of securities are prohibited from simultaneously
engaging in market making and certain other activities with respect to such securities for a specified period of time
prior to the commencement of such distributions, subject to specified exceptions or exemptions. In regards to short
sells, the selling stockholder is contractually restricted from engaging in short sells. In addition, if such short sale is
deemed to be a stabilizing activity, then the selling stockholder will not be permitted to engage in a short sale of our
common stock. All of these limitations may affect the marketability of the shares.

We have agreed to indemnify certain of the selling stockholders, or their transferees or assignees, against certain
liabilities, including liabilities under the Securities Act of 1933, as amended, or to contribute to payments the selling
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stockholder or their respective pledgees, donees, transferees or other successors in interest, may be required to make in
respect of such liabilities.

If the selling stockholder notifies us that it has a material arrangement with a broker-dealer for the resale of the
common stock, then we would be required to amend the registration statement of which this prospectus is a part, and
file a prospectus supplement to describe the agreements between the selling stockholder and the broker-dealer.

We agreed to use commercially reasonable efforts to keep this prospectus effective until the earlier of (i) the date on
which the shares may be resold by the selling stockholders without registration and without regard to any volume
limitations by reason of Rule 144 under the Securities Act or any other rule of similar effect or (ii) all of the shares
have been sold pursuant to this prospectus or Rule 144 under the Securities Act or any other rule of similar effect.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

BUSINESS OF ICEWEB

Headquartered just outside of Washington, D.C., we manufacture and market Unified Data Storage, purpose built
appliances, network and cloud attached storage solutions and deliver on-line cloud computing application services. 
Our customer base includes U.S. government agencies, enterprise companies, and small to medium sized businesses
(SMB).

We generate revenues from the manufacture and sale of high-performance unified data storage products, data storage
appliances and servers, and the sale of software services.  We believe that the key factors to our continued growth and
profitability include the following:

• Increasing the number of channel partners selling our products
• Continued investment in product development and research efforts

•Raising approximately $5 million of additional working capital to expand our marketing, research and development,
and restructure our debt.

• Hiring additional qualified, technical employees, and
• The number of new customers added.

GOING CONCERN

We have a history of losses and have incurred net losses of approximately $26 million since inception through March
31, 2010. Our current operations are not an adequate source of cash to fund future operations. The report of our
independent registered public accounting firm on our consolidated financial statements for the years ended September
30, 2009 and 2008 contains an explanatory paragraph regarding our ability to continue as a going concern based upon
our net losses. Our ability to continue as a going concern is dependent upon our ability to obtain the necessary
financing to meet our obligations and repay our liabilities when they become due and to generate profitable operations
in the future. We plan to continue to provide for our capital requirements through the sale of equity securities and
debt, however, we have no firm commitments from any third party to provide this financing and we cannot assure you
we will be successful in raising working capital as needed. There are no assurances that we will have sufficient funds
to execute our business plan, pay our operating expenses and obligations as they become due or generate positive
operating results.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Principles of Consolidation
The accompanying consolidated financial statements have been prepared in accordance with United States generally
accepted accounting principles and include our accounts and the accounts of our wholly-owned subsidiaries. All
significant intercompany transactions and balances have been eliminated in consolidation.

Reclassifications
Certain reclassifications have been made to previously reported amounts to conform to 2008 amounts. The
reclassifications had no impact on previously reported results of operations or shareholders’ deficit.

Going Concern
Our auditors stated in their report on our consolidated financial statements for the Years ended September 30, 2009
and 2008 that we have had losses since inception that raise doubt about our ability to continue as a going concern. In
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addition and as discussed further in Note 6, we are not in compliance with debt covenants under our Financing
Agreements with Sand Hill Finance LLC. For the year ended September 30, 2009 we incurred a net loss of
$2,526,602.  The consolidated financial statements do not include any adjustments related to the recovery and
classification of recorded assets, or the amounts and classification of liabilities that might be necessary in the event we
cannot continue in existence.
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Management has established plans intended to increase the sales of our products and services. Management intends to
seek new capital from new equity securities offerings to provide funds needed to increase liquidity, fund growth, and
implement its business plan. However, no assurances can be given that we will be able to raise any additional funds.

Fair value of financial instruments
 The carrying amounts of financial instruments, including cash, accounts receivable, prepaid expenses, and other
current assets, accounts payable and accrued liabilities, and deposits approximated fair value as of September 30, 2009
and 2008, because of the relatively short-term maturity of these instruments and their market interest rates.

Use of Estimates
The preparation of financial statements in accordance with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the balance sheets and the reported
amounts of sales and expenses during the reporting periods. Actual results could differ from those estimates.
Significant estimates in 2009 and 2008 include the allowance for doubtful accounts, the valuation of stock-based
compensation, the allowance for inventory obsolescence and the useful life of property and equipment and intangible
assets, and litigation reserves.

Cash and Cash Equivalents
We consider all highly liquid debt instruments with original maturities of three months or less to be cash equivalents.

Accounts Receivable
Accounts receivable consists of normal trade receivables. We recorded a bad debt allowance of $9,000 as of
September 30, 2009. Management performs ongoing evaluations of its accounts receivable. Management believes that
all remaining receivables are fully collectable. Bad debt expense amounted to $29,324 and $0 for the years ended
September 30, 2009 and 2008, respectively.

Inventory
Inventory is valued at the lower of cost or market, on an average cost basis.

Property and Equipment
Property and equipment is stated at cost, net of accumulated depreciation. Depreciation is provided by using the
straight-line method over the estimated useful lives of the related assets.

Intangible Assets
Intangible assets, net consists of the cost of acquired customer relationships. We capitalize and amortize the cost of
acquired intangible assets over their estimated useful lives on a straight-line basis. The estimated useful life of our
acquired customer relationships is five years.

Long-lived Assets
In accordance with ASC Topic 360, “Property, Plant, and Equipment” (formerly SFAS 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets”), we review the carrying value of intangibles and other long-lived
assets for impairment at least annually or whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable. Recoverability of long-lived assets is measured by comparison of its
carrying amount to the undiscounted cash flows that the asset or asset group is expected to generate. If such assets are
considered to be impaired, the impairment to be recognized is measured by the amount by which the carrying amount
of the property, if any, exceeds its fair market value.

Revenue Recognition
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We follow the guidance of Accounting Standards Codification (ASC) Topic 605, “Revenue Recognition” (formerly
Staff Accounting Bulletin (SAB) No. 104, “Revenue Recognition”) for revenue recognition. In general, we record
revenue when persuasive evidence of an arrangement exists, services have been rendered or product delivery has
occurred, the sales price to the customer is fixed or determinable, and collectability is reasonably assured. The
following policies reflect specific criteria for our various revenues streams:
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Revenues from sales of products are generally recognized when products are shipped unless we has obligations
remaining under sales or licensing agreements, in which case revenue is either deferred until all obligations are
satisfied or recognized ratably over the term of the contract.

Revenue from services is recorded as it is earned. Commissions earned on third party sales are recorded in the month
in which contracts are awarded. Customers are generally billed every two weeks based on the units of production for
the project. Each project has an estimated total which is based on the estimated units of production and agreed upon
billing rates. Amounts billed in advance of services being provided are recorded as deferred revenues and recognized
in the consolidated statement of operations as services are provided.

Earnings per Share
We compute earnings per share in accordance with ASC Topic 260, “Earnings Per Share” (formerly SFAS No. 128,
“Earnings per Share”) Under the provisions of ASC Topic 260, basic earnings per share is computed by dividing the net
income (loss) for the period by the weighted average number of common shares outstanding during the period.
Diluted earnings per share is computed by dividing the net income (loss) for the period by the weighted average
number of common and potentially dilutive common shares outstanding during the period. Potentially dilutive
common shares consist of the common shares issuable upon the exercise of stock options and warrants (using the
treasury stock method) and upon the conversion of convertible preferred stock (using the if-converted method).
Potentially dilutive common shares are excluded from the calculation if their effect is antidilutive.  At September 30,
2009, there were options and warrants to purchase 11,169,483 shares of common stock, 626,667 shares issuable upon
conversion of Series B preferred stock, and no shares of Series C preferred stock outstanding which could potentially
dilute future earnings per share.

Stock-Based Compensation
As more fully described in Note 12, we have a stock option plan that provides for non-qualified and incentive stock
options to be issued to directors, officers, employees and consultants (the 2000 Management and Director Equity
Incentive and Compensation Plan (the “Plan”).

Prior to October 1, 2005, we accounted for stock options issued under the Plan under the recognition and
measurement provisions of APB Opinion No. 25, Accounting for Stock Issued to Employees, and related
interpretations, as permitted by ASC Topic 718, “Compensation – Stock Compensation (Formerly SFAS No. 123 (R),
“Share-Based Payments. No stock-based compensation cost related to employee stock options was recognized in the
Consolidated Statement of Operations for the year ended September 30, 2005 as all options granted under the Plan had
an exercise price equal to the market value of the underlying common stock on the date of grant.

Effective October 1, 2005, we adopted the fair value recognition provisions of ASC Topic 718, “Compensation – Stock
Compensation (Formerly SFAS No. 123 (R), “Share-Based Payments using the modified-prospective-transition
method. Under that transition method, compensation cost recognized in the year ended September 30, 2006 includes:
(a) compensation cost for all share-based payments granted prior to, but not yet vested as of September 30, 2005,
based on the grant date fair value estimated in accordance with the original provisions of Statement 123, and (b)
compensation cost for all share-based payments granted subsequent to October 1, 2005, based on the grant-date fair
value estimated in accordance with the provisions of Statement 123(R). Financial results for the year ended September
30, 2005 have not been restated.

Recently Issued Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board (FASB) issued a standard that established the FASB
Accounting Standards Codification (ASC) and amended the hierarchy of generally accepted accounting principles
(GAAP) such that the ASC became the single source of authoritative nongovernmental U.S. GAAP. The ASC did not
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change current U.S. GAAP, but was intended to simplify user access to all authoritative U.S. GAAP by providing all
the authoritative literature related to a particular topic in one place. All previously existing accounting standard
documents were superseded and all other accounting literature not included in the ASC is considered
non-authoritative. New accounting standards issued subsequent to June 30, 2009 are communicated by the FASB
through Accounting Standards Updates (ASUs). We adopted the ASC on July 1, 2009. This standard did not have an
impact on our consolidated results of operations or financial condition. However, throughout the notes to the
consolidated financial statements references that were previously made to various former authoritative U.S. GAAP
pronouncements have been changed to coincide with the appropriate section of the ASC.
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In April 2009, the FASB issued an accounting standard which provides guidance on (1) estimating the fair value of an
asset or liability when the volume and level of activity for the asset or liability have significantly declined and
(2) identifying transactions that are not orderly. The standard also amended certain disclosure provisions for fair value
measurements and disclosures in ASC 820 to require, among other things, disclosures in interim periods of the inputs
and valuation techniques used to measure fair value as well as disclosure of the hierarchy of the source of underlying
fair value information on a disaggregated basis by specific major category of investment. The standard was effective
prospectively beginning April 1, 2009. The adoption of this standard did not have a material impact on our
consolidated results of operations or financial condition.

In April 2009, the FASB issued an accounting standard which modifies the requirements for recognizing
other-than-temporarily impaired debt securities and changes the existing impairment model for such securities. The
standard also requires additional disclosures for both annual and interim periods with respect to both debt and equity
securities. Under the standard, impairment of debt securities will be considered other-than-temporary if an entity
(1) intends to sell the security, (2) more likely than not will be required to sell the security before recovering its cost,
or (3) does not expect to recover the security’s entire amortized cost basis (even if the entity does not intend to sell).
The standard further indicates that, depending on which of the above factor(s) causes the impairment to be considered
other-than-temporary, (1) the entire shortfall of the security’s fair value versus its amortized cost basis or (2) only the
credit loss portion would be recognized in earnings while the remaining shortfall (if any) would be recorded in other
comprehensive income. The standard requires entities to initially apply its provisions to previously
other-than-temporarily impaired debt securities existing as of the date of initial adoption by making a
cumulative-effect adjustment to the opening balance of retained earnings in the period of adoption. The
cumulative-effect adjustment potentially reclassifies the noncredit portion of a previously other-than-temporarily
impaired debt security held as of the date of initial adoption from retained earnings to accumulated other
comprehensive income. The adoption of this standard did not have a material impact our consolidated results of
operations or financial condition.

In April 2009, the FASB issued an accounting standard regarding interim disclosures about fair value of financial
instruments. The standard essentially expands the disclosure about fair value of financial instruments that were
previously required only annually to also be required for interim period reporting. In addition, the standard requires
certain additional disclosures regarding the methods and significant assumptions used to estimate the fair value of
financial instruments. The adoption of this standard did not have a material impact on our consolidated results of
operations or financial condition.

In May 2009, the FASB issued a new accounting standard regarding subsequent events. This standard incorporates
into authoritative accounting literature certain guidance that already existed within generally accepted auditing
standards, with the requirements concerning recognition and disclosure of subsequent events remaining essentially
unchanged. This guidance addresses events which occur after the balance sheet date but before the issuance of
financial statements. Under the new standard, as under previous practice, an entity must record the effects of
subsequent events that provide evidence about conditions that existed at the balance sheet date and must disclose but
not record the effects of subsequent events which provide evidence about conditions that did not exist at the balance
sheet date. This standard added an additional required disclosure relative to the date through which subsequent events
have been evaluated and whether that is the date on which the financial statements were issued. For us, this standard
was effective beginning April 1, 2009.

 In June 2009, the FASB issued a new standard regarding the accounting for transfers of financial assets amending the
existing guidance on transfers of financial assets to, among other things, eliminate the qualifying special-purpose
entity concept, include a new unit of account definition that must be met for transfers of portions of financial assets to
be eligible for sale accounting, clarify and change the derecognition criteria for a transfer to be accounted for as a sale,
and require significant additional disclosure. The standard is effective for new transfers of financial assets beginning
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January 1, 2010. The adoption of this standard did not have a material impact on our consolidated results of operations
or financial condition.

In June 2009, the FASB issued an accounting standard that revised the consolidation guidance for variable-interest
entities. The modifications include the elimination of the exemption for qualifying special purpose entities, a new
approach for determining who should consolidate a variable-interest entity, and changes to when it is necessary to
reassess who should consolidate a variable-interest entity. The standard is effective January 1, 2010. The adoption of
this standard did not have a material impact our consolidated results of operations or financial condition.

17

Edgar Filing: ICEWEB INC - Form S-1

34



In August 2009, the FASB issued ASU No. 2009-05, Measuring Liabilities at Fair Value, which provides additional
guidance on how companies should measure liabilities at fair value under ASC 820. The ASU clarifies that the quoted
price for an identical liability should be used. However, if such information is not available, a entity may use, the
quoted price of an identical liability when traded as an asset, quoted prices for similar liabilities or similar liabilities
traded as assets, or another valuation technique (such as the market or income approach). The ASU also indicates that
the fair value of a liability is not adjusted to reflect the impact of contractual restrictions that prevent its transfer and
indicates circumstances in which quoted prices for an identical liability or quoted price for an identical liability traded
as an asset may be considered level 1 fair value. This ASU is effective October 1, 2009. The adoption of this standard
did not have a material impact on our consolidated results of operations or financial condition.

In January 2010, the FASB issued ASU No. 2010-6, Improving Disclosures About Fair Value Measurements, that
amends existing disclosure requirements under ASC 820 by adding required disclosures about items transferring into
and out of levels 1 and 2 in the fair value hierarchy; adding separate disclosures about purchase, sales, issuances, and
settlements relative to level 3 measurements; and clarifying, among other things, the existing fair value disclosures
about the level of disaggregation. This ASU is effective for the first quarter of 2010, except for the requirement to
provide level 3 activity of purchases, sales, issuances, and settlements on a gross basis, which is effective beginning
the first quarter of 2011. Since this standard impacts disclosure requirements only, its adoption will not have a
material impact on our consolidated results of operations or financial condition.

In September 2009, the FASB issued ASU No. 2009-12, Investments in Certain Entities That Calculate Net Asset
Value per Share (or Its Equivalent), that amends ASC 820 to provide guidance on measuring the fair value of certain
alternative investments such as hedge funds, private equity funds and venture capital funds. The ASU indicates that,
under certain circumstance, the fair value of such investments may be determined using net asset value (NAV) as a
practical expedient, unless it is probable the investment will be sold at something other than NAV. In those situations,
the practical expedient cannot be used and disclosure of the remaining actions necessary to complete the sale is
required. The ASU also requires additional disclosures of the attributes of all investments within the scope of the new
guidance, regardless of whether an entity used the practical expedient to measure the fair value of any of its
investments. This ASU is effective October 1, 2009. The adoption of this standard did not have a material impact on
our consolidated results of operations or financial condition.

In October 2009, the FASB issued ASU No. 2009-13, Multiple-Deliverable Revenue Arrangements—a consensus of the
FASB Emerging Issues Task Force, that provides amendments to the criteria for separating consideration in
multiple-deliverable arrangements. As a result of these amendments, multiple-deliverable revenue arrangements will
be separated in more circumstances than under existing U.S. GAAP. The ASU does this by establishing a selling price
hierarchy for determining the selling price of a deliverable. The selling price used for each deliverable will be based
on vendor-specific objective evidence if available, third-party evidence if vendor-specific objective evidence is not
available, or estimated selling price if neither vendor-specific objective evidence nor third-party evidence is available.
A vendor will be required to determine its best estimate of selling price in a manner that is consistent with that used to
determine the price to sell the deliverable on a standalone basis. This ASU also eliminates the residual method of
allocation and will require that arrangement consideration be allocated at the inception of the arrangement to all
deliverables using the relative selling price method, which allocates any discount in the overall arrangement
proportionally to each deliverable based on its relative selling price. Expanded disclosures of qualitative and
quantitative information regarding application of the multiple-deliverable revenue arrangement guidance are also
required under the ASU. The ASU does not apply to arrangements for which industry specific allocation and
measurement guidance exists, such as long-term construction contracts and software transactions.  The ASU is
effective beginning January 1, 2011. We are currently evaluating the impact of this standard on our consolidated
results of operations and financial condition.
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In October 2009, the FASB issued ASU No. 2009-14, Certain Revenue Arrangements That Include Software
Elements—a consensus of the FASB Emerging Issues Task Force, that reduces the types of transactions that fall within
the current scope of software revenue recognition guidance. Existing software revenue recognition guidance requires
that its provisions be applied to an entire arrangement when the sale of any products or services containing or utilizing
software when the software is considered more than incidental to the product or service. As a result of the
amendments included in ASU No. 2009-14, many tangible products and services that rely on software will be
accounted for under the multiple-element arrangements revenue recognition guidance rather than under the software
revenue recognition guidance. Under the ASU, the following components would be excluded from the scope of
software revenue recognition guidance:  the tangible element of the product, software products bundled with tangible
products where the software components and non-software components function together to deliver the product’s
essential functionality, and undelivered components that relate to software that is essential to the tangible product’s
functionality. The ASU also provides guidance on how to allocate transaction consideration when an arrangement
contains both deliverables within the scope of software revenue guidance (software deliverables) and deliverables not
within the scope of that guidance (non-software deliverables). The ASU is effective beginning January 1, 2011. We
are currently evaluating the impact of this standard on our consolidated results of operations and financial condition.

Subsequent Events:  In February 2010, the Financial Accounting Standards Board (FASB) issued Accounting
Standards Update (ASU) No. 2010-09 “Subsequent Events (Topic 855) – Amendments to Certain Recognition and
Disclosure Requirements.”  ASU 2010-09 amends the subsequent events disclosure guidance.  The amendments
include a definition of an SEC filer, requires an SEC filer or conduit bond obligor to evaluate subsequent events
through the date the financial statements are issued, and removes the requirement for an SEC filer to disclose the date
through which subsequent events have been evaluated.  ASU 2010-09 was effective upon issuance except for the use
of the issued date for conduit debt obligors.  The impact of ASU 2010-09 on our disclosures is reflected in Note 15 -
Subsequent Events.

Fair Value Measurements and Disclosures:  In January 2010, the FASB issued ASU No. 2010-06 “Fair Value
Measurements and Disclosures (Topic 820) – Improving Disclosures about Fair Value Measurements.”  ASU 2010-06
amends the fair value disclosure guidance.  The amendments include new disclosures and changes to clarify existing
disclosure requirements.  ASU 2010-06 was effective for interim and annual reporting periods beginning after
December 15, 2009, except for the disclosures about purchases, sales, issuances, and settlements of Level 3 fair value
measurements.  Those disclosures are effective for fiscal years beginning after December 15, 2010, and for interim
periods within those fiscal years.  The impact of ASU 2010-06 on our disclosures is reflected in Note 10 - Fair Value
Measurements.

Consolidations:  In December 2009, the FASB issued ASU No. 2009-17 (formerly Statement No. 167),
“Consolidations (Topic 810) – Improvements to Financial Reporting for Enterprises involved with Variable Interest
Entities”. ASU 2009-17 amends the consolidation guidance applicable to variable interest entities. The amendments to
the consolidation guidance affect all entities, as well as qualifying special-purpose entities (QSPEs) that are currently
excluded from previous consolidation guidance. ASU 2009-17 was effective as of the beginning of the first annual
reporting period that begins after November 15, 2009. ASU 2009-17 did not have an impact on our financial
condition, results of operations, or disclosures.

Accounting for Transfers of Financial Assets:  In December 2009, the FASB issued ASU No. 2009-16 (formerly
Statement No. 166), “Transfers and Servicing (Topic 860) – Accounting for Transfers of Financial Assets”. ASU 2009-16
amends the derecognition accounting and disclosure guidance. ASU 2009-16 eliminates the exemption from
consolidation for QSPEs and also requires a transferor to evaluate all existing QSPEs to determine whether they must
be consolidated. ASU 2009-16 was effective as of the beginning of the first annual reporting period that begins after
November 15, 2009. ASU 2009-16 did not have an impact on our financial condition, results of operations, or
disclosures.
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Other accounting standards that have been issued or proposed by the FASB or other standards-setting bodies that do
not require adoption until a future date are not expected to have a material impact on the consolidated financial
statements upon adoption.

RESULTS OF OPERATIONS

THREE AND SIX MONTHS ENDED MARCH 31, 2010 COMPARED TO THE THREE AND SIX MONTHS
ENDED MARCH 31, 2009

The following table provides an overview of certain key factors of our results of operations for the three and six
months ended March 31, 2010 as compared to the three and six months ended March 31, 2009:

Three months ended March 31, Six months ended March 31,
2010 2009 2010 2009

Net Revenues $ 1,011,205 $ 1,369,702 $ 1,612,022 $ 3,110,290
Cost of sales 456,094 806,391 729,718 2,074,066
Operating Expenses:
Marketing and selling 472,359 195,825 785,217 422,877
Depreciation and amortization 162,926 170,798 330,399 347,045
Research and development 105,745 76,865 185,311 156,431
General and administrative 1,560,401 681,699 2,654,370 1,135,050
Total operating expenses 2,301,431 1,125,187 3,955,297 2,061,403
Loss from operations (1,746,320) (561,876) (3,072,993) (1,025,179)
Total other income (expense) (141,995) 3,283,816 (274,956) 3,088,084
Net income (loss) $ (1,888,315) $ 2,721,940 $ (3,347,949) $ 2,062,905

Other Key Indicators:

Three months ended
March 31,

Six months ended
March 31,

2010 2009 2010 2009
Cost of sales as a percentage of revenues 45.1% 58.9% 45.3% 66.7%
Gross profit margin 54.9% 41.1% 54.7% 33.3%
General and administrative expenses as
a percentage of revenues 154.3% 49.8% 164.7% 36.5%
Total operating expenses as a percentage
of revenues 227.6% 82.1% 245.4% 66.3%
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Six Month Period ended March 31, 2010

Revenues

For the six months ended March 31, 2010, we reported revenues of $1,612,022 as compared to revenues of
$3,110,290 for the six months ended March 31, 2009, a decrease of $1,498,268 or approximately 48%. The decrease
is primarily due to our focus on our high margin data storage business unit and the related decrease in our third party
product sales through IceWEB Solutions Group. Storage revenue accounted for approximately 95% of our revenue for
the six month period ended March 31, 2010 as compared to 43% in the year-ago period.

Cost of Sales

Our cost of sales consists primarily of component parts for the manufacture of our storage products. For the six
months ended March 31, 2010, cost of sales was $729,718, or approximately 45% of revenues, compared to
$2,074,066, or approximately 66.6% of revenues, for the six months ended March 31, 2009. The decrease in costs of
sales as a percentage of revenue and the corresponding increase in our gross profit margin for the six months ended
March 31, 2010 as compared to the six months ended March 31, 2009 was the result of improved mix of higher
margin storage products during the six months ended March 31, 2010 as a percentage of total revenue. We anticipate
that our gross profit margins will continue to improve through the balance of fiscal 2010.

Total Operating Expenses

Our total operating expenses increased approximately 92% to $3,955,297 for the six months ended March 31, 2010 as
compared to $2,061,403 for the six months ended March 31, 2009. These changes include:

•    Sales and marketing expense. Sales and marketing expense includes salaries, commission, occupancy, telephone,
travel, and entertainment expenses for direct sales personnel.  For the six months ended March 31, 2010, sales and
marketing costs were $785,217 as compared to $422,877 for the six months ended March 31, 2009, an increase of
$362,340 or approximately 86%. The increase was due primarily to hiring additional sales and marketing personnel to
support our channel distribution sales and marketing approach during the six months ended March 31, 2010.

•    Depreciation and amortization expense. For the six months ended March 31, 2010, depreciation and amortization
expense amounted to $330,399 as compared to $347,045 for the six months ended March 31, 2009, a decrease of
$16,646 or 5%.

•    Research and Development. For the six months ended March 31, 2010, research and development costs were
$185,311 as compared to $156,431 for the six months ended March 31, 2009, an increase of $28,880 or approximately
18%.

•    General and administrative expense. For the six months ended March 31, 2010, general and administrative expenses
were $2,654,370 as compared to $1,135,049 for the six months ended March 31, 2009, an increase of $1,519,320 or
approximately 134%. For the six months ended March 31, 2010 and 2009 general and administrative expenses
consisted of the following:

March 31, March 31,
2010 2009

Occupancy $ 10,661 $ 7,865
Consulting 82,903 60,142
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Employee compensation 2,364,708 926,007
Professional fees 54,550 14,194
Internet/Phone 5,148 27,423
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