














e ACE MARKETING &
PROMOTIONS, INC.

Notes to Financial Statements
Years Ended December 31, 2008 and 2007

Share-based compensation plan - During fiscal 2005, the Company established, and the stockholders
approved, an Employee Benefit and Consulting Services Compensation Plan (the "Plan") for the granting of
up to 4,000,000 non-statutory and incentive stock options and stock awards to directors, officers, consultants
and key employees of the Company.

All stock options under the Plan are granted at or above the fair market value of the common stock at the
grant date. Employee and non-employee stock options generally vest over periods ranging from one to three
years and generally expire either five or ten years from the grant date.

The Company's Plan is accounted for, in accordance with the recognition and measurement provisions of
Statement of Financial Accounting Standards ("SFAS") No. 123 (revised 2004), "Share-Based Payment"
("SFAS 123(R)"). SFAS 123(R) requires compensation costs related to share-based payment transactions,
including employee stock options, to be recognized in the financial statements. In addition, the Company
adheres to the guidance set forth within Securities and Exchange Commission ("SEC") Staff Accounting
Bulletin ("SAB") No. 107, which provides the staff's views regarding the interaction between SFAS No.
123(R) and certain SEC rules and regulations and provides interpretations with respect to the valuation of
share-based payments for public companies.

The Company's results for the years ended December 31, 2008 and 2007 include employee share-based
compensation expense totaling approximately $234,000 and $317,000, respectively. Such amounts have
been included in the Statement of Operations within selling, general and administrative expenses. No
income tax benefit has been recognized in the statement of operations for share-based compensation
arrangements, due to a history of operating losses.

The fair value of options at the date of grant was estimated using the Black-Scholes option pricing model.
The Company took into consideration guidance under SFAS 123(R) and SEC SAB 107 when reviewing and
updating assumptions. The expected volatility is based upon historical volatility of the Company's stock and
other contributing factors. The expected term is based upon observation of actual time elapsed between date
of grant and exercise of options for all employees. Previously such assumptions were determined based on
historical data.

The estimated fair value of each option award granted was determined on the date of grant using the
following weighted-average assumptions for option grants during the years ended December 31, 2008 and

2007:

2008 2007
Dividend Yield 0.00% 0.00%
Volatility 115.0% 58.23%
Risk-Free Interest Rate 3.13% 4.15%
Expected Life 5.00 years 10.00 years
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A summary of option activity under the Plan as of December 31, 2008, and changes during the year then
ended is as follows:

Weighted

Weighted Average

Average Remaining Aggregate

Exercise Contractual Intrinsic
Options Shares Price Term (Years) Value
Outstanding, beginning of year 2,221,222 $ 1.18 574§ -
Granted 1,110,000 98 8.58 -
Outstanding, end of year 3,331,222 1.11 6.02 -
Exercisable, end of year 2,219,600 § 1.15 476 $ -

For the years ended December 31, 2008 and 2007, total share-based compensation expense related to stock
options was approximately $286,000 and $360,000, respectively. The weighted-average grant-date fair
value of options granted during the years ended December 31, 2008 and 2007 was $.53 and $.86,
respectively.

The aggregate intrinsic value of options outstanding and options exercisable at December 31, 2008 is $0,
and was calculated as the difference between the exercise price of the underlying options and the market
price of the Company's common stock for the shares that had exercise prices, that were lower than the $0.77
closing price of the Company's common stock on December 31, 2008. The Company received no cash
proceeds from options exercised in the years ended December 31, 2008 and 2007.

A summary of the status of the Companys non-vested shares as of December 31, 2008 and the changes
during the year ended December 31, 2008, is as follows:

Weighted
Average
Grant-Date
Non-Vested Shares Shares Fair Value
Non-Vested, at January 1, 2008 597,934 § 36
Granted 1,110,000 .52
Vested (668,312) 40
Non-Vested, at December 31, 2008 1,039,622 $ .50

As of December 31, 2008 and 2007, the fair value of unamortized compensation cost related to unvested
stock option awards was approximately $405,000 and $108,000, respectively. Unamortized compensation
cost as of December 31, 2008 is expected to be recognized over a remaining weighted-average vesting
period of 3.2 years.

Common Shares Reserved

Class A Warrants 737,000
Class B Warrants 100,000
Class C Warrants 475,788
Placement Agent Warrants 86,489
2005 Stock Option Plan 3,962,222
Warrants - Series 1 to 3 375,000
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7.

Commitments and Contingencies

Lease commitments - The Company leases office space under non-cancelable operating leases, which
expire in November 2011. The Company is obligated for the payment of real estate taxes under these leases.
The Company is also currently leasing additional office space on a month-to-month basis. Minimum future
rentals under non-cancelable lease commitments are as follows:

Years Ending December 31,

2009 $ 27,000
2010 31,000
2011 29,000

Rent and real estate tax expense was approximately $92,000 and $85,000 for the years December 31, 2008
and 2007, respectively.

Employment contracts - On March 1, 2005, the Company entered into employment contracts with two of its
officers. The employment agreements provide for minimum annual salaries plus bonuses equal to 5% of
pre-tax earnings (as defined) and other perquisites commonly found in such agreements. In addition,
pursuant to the employment contracts, the Company granted the officers options to purchase up to an
aggregate of 400,000 shares of common stock.

On August 22, 2007, the Company approved a three year extension of the employment contracts with two of
its officers expiring on February 28, 2011. The employment agreements provide for minimum annual
salaries with scheduled increases per annum to occur on every anniversary date of the contract and
extension commencing on March 1, 2008. A signing bonus of options to purchase 150,000 shares granted to
each executive were fully vested at the date of the grant and exercisable at $1.20 per share through August
22,2017. Ten year options to purchase 50,000 shares of common stock are to be granted at fair market value
on each anniversary date of the contract and extension commencing March 1, 2008. Termination pay of one
year base salary based upon the scheduled annual salary of each executive officer for the next contract year,
plus the amount of bonuses paid (or entitle to be paid) to the executive for the current fiscal year of the
preceding fiscal year, whichever is higher.

Minimum aggregate future commitments under the employment contracts is as follows:

Years Ending December 31,

2009 $ 472,000
2010 520,000
2011 88,000
Concentrations

Transactions with major customers - The Company sells its products to a geographically diverse group of
customers, performs ongoing credit evaluations of its customers and generally does not require collateral.
During the year ended December 31, 2008, two customers accounted for approximately 26% of net
revenues and for the year ended December 31, 2007, a customer accounted for approximately 20% of net
revenues.
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9.

10.

11.

12.

Related Party Transactions
The Company purchased merchandise with a cost of approximately $3,000 and $5,000 for the years ended
December 31, 2008 and 2007, respectively, from an entity that is owned by an individual related to one of
the officers of the Company.

Supplementary Information - Statement of Cash Flows

Cash paid during the years for:

Years Ended December 31, 2008 2007
Interest $ 1,042 § -
Income Taxes $ - $ -

Joint Marketing and Sales Agreement

In February 2007, the Company entered into a joint marketing and sales agreement with Atrium Enterprises
Ltd. ("Atrium"). Atrium provides solutions to corporate customers through the design and application of
performance improvement programs.

The agreement provides for the Company to receive the exclusive rights to market and sell Atrium's
products and services to its customers and provides Atrium the exclusive right to sell and market the
Company's promotional services to its customers. The Company will receive a 50% commission on gross
profit (as defined) from all sales of Atrium's products and services generated by the Company. Atrium will
receive a 50% commission on gross profit (as defined) from all sales of the Company's promotional services
generated by Atrium. In addition, Atrium was granted an option to purchase 70,000 shares of the Company's
common stock at an exercise price of $2.50 per share. The options vest in three equal installments
commencing on February 15, 2008, and expire four years after the date of grant. Services were recorded
equal to the value of the options and an expense of approximately $16,000 and $14,000 is included in
operating expenses for the year ended December 31, 2008 and 2007, respectively.

Subsequent Event

Private placement - On February 3, 2009, the Company sold 500,000 shares of its common stock at $.50 per
share to investors in a private transaction.

Consulting agreement - In February 2009, the Company entered into an agreement with a consulting firm
to provide investor relations services. The agreement provides for the issuance of 350,000 common stock
purchase warrants, with an exercise price of $.80 and expires in February 2014. The warrants have a vesting
period of 25% immediately and the remaining ratably on a monthly basis through January 2010.

In addition, the consultant would be entitled to an additional advisory fee, subject to the Company
completing a successful capital raise through the sale of its common stock of at least $1,250,000.




Item 9. Changesin and Disagreements with Accountants on Accounting and Financial Disclosure.

Not Applicable.

Item 9.A(T) Controls and Procedures.

Evaluation of Disclosure Controls and Procedures.

As of the end of the period covered by this annua report, we carried out an evaluation, under the
supervision and with the participation of our management, including our principal executive officer and
principal financial officer, of the effectiveness of the design and operation of our disclosure controls and
procedures (as defined in the Exchange Act Rules 13a-15(e) and 15d-15(€)). Based upon the foregoing
evaluation, our principal executive officer and principal financial officer have concluded that our disclosure
controlsand procedures are not effective, for the reasons discussed bel ow, to ensure that information required
to be disclosed by us in the reports that we file or submit under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the rules and forms of the Securities and
Exchange Commission (“ SEC").

Management’s Annual Report on Internal Control over Financial Reporting

Our management isresponsiblefor establishing and maintaining adequate internal control over financial
reporting as defined in Rule 13a-15(f) under the Exchange Act. Internal control over financial reportingisa
process designed by, or under the supervision of, the company’s principal executive and principal financia
officers, and effected by the board of directors, management, and other personnel, to provide reasonable
assurance regarding the rdiability of financial reporting and the preparation of financid statementsfor externa
purposes in accordance with US GAAP including those policies and procedures that: (i) pertain to the
maintenance of recordsthat, in reasonabl e detail, accurately and fairly reflect the transactionsand dispositions
of the assets of the company, (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statementsin accordancewith US GAAP and that receiptsand expendituresare
being made only in accordance with authorizations of management and directors of the company, and
(iii) provide reasonabl e assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’ s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectivenessto future periods are subject to therisk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with
policies and procedures may deteriorate.

Under the supervision and with the participation of our management, including our Chief Executive
Officer and Chief Financial Officer, we have assessed the effectiveness of our internal control over financial
reporting as of December 31, 2008. In making this assessment, our management used the criteriadescribedin
Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (COSO). Due to the inherent issue of segregation of dutiesin a small company, we
haverdied heavily on entity or management review controlsto lessen theissue of segregation of duties. Based
on this assessment and those criteria, our management concluded that the Company did not maintain effective
internal control over financial reporting as of December 31, 2008.
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A material weakness is a deficiency, or combination of deficiencies, in internal control over financial
reporting, such that there is a reasonabl e possibility that a material misstatement of the Company’ s annual
or interim financia statementswill not be prevented or detected on atimely basis.

Management identified the following material weaknesses as of December 31, 2008 that also existed at
December 31, 2007.

Independent Board of Directorsor Audit Committee

We do not have an independent board of directors or audit committee to oversee our internal
control over financial reporting.

Information Technology
Management identified certain control proceduresthat were not sufficiently documented relating to a)
Entity Level management of the IT function b) Logical access to financia applications and company wide
networks ¢) the managing of operations for application and technology platforms.
Revenue Recognition and Cost of Revenue
Revenue is recognized upon shipment of merchandise to customers and when title and risk of loss
transfersto the customer. The verification of drop shipmentsto customersisnot acentralized function, and we
lack an effective process of timely identifying shipping dates and accurately matching revenue and related
expenses. As such thereisapotential of a misstatement as aresult of a period cutoff error.
Financial Reporting
Management identified the following significant deficiencies that when aggregated give riseto amaterial
weakness. These deficienciesinclude a) lack of review or evidence of review in thefinancia reporting process
and theinability to understand and apply complex equity transactions b) manual processes and dual databases
creating the need for excessive journal entries.
Management identified the following additional material weaknesses as of December 31, 2008.
Accounts Payable and Cash Disbursements
As aresult of our year end audit process a deficiency was noted in the application of payments to
accounts payable which resulted in the recording of duplicate invoices and expense. The deficiency was a
result of improper setting of access rights for a user of the accounts payable module which resulted in the
payment of open invoices without relief of the liability.
Management’s Plan of Remediation

Independent Board of Directorsor Audit Committee

Due to the current size of the Company it does not intend to add independent board members at thistime.
This deficiency will be addressed if the Company shows substantial growth moving forward.

32



Information Technology

a) Management will create and implement a weekly and monthly checklist of IT required function to
assure al necessary actives are completed and documented.

b) Management will limit accessto all financial application to the Companies CEO, President and CFO.
In addition all passwords will be changed on a quarterly basis.

¢) Management will review al software at least annually. Proper updates, patches, and licenses will be
reviewed by IT and reported to CEO. In addition al changeswill be tested and documented by IT and
reported to CEO. All software quotes will be reviewed by management and IT. The review of
alternative sourcing and products will be verified by IT and al confirmation emails will be sent to
CEO for review.

Revenue Recognition and Cost of Revenue

Asof January 2009, management hasimplemented a changeto addressitsdeficiencies. The Company has
centralized the verification of delivery to the tracking department. Orders can no longer move forward to
the billing department until proof of delivery has been verified by the tracking department.

Financial Reporting

a) Management plans to address the lack of review or evidence of review in the financial reporting
process and theinability to understand and apply complex equity transactions, by engaging a financial
reporting consultant

b) Management isin the process of resolving the issue of manual processes and dual databases creating
the need for excessive journal entries, by engaging a software company to create alink between the
dua systems so that information flows back and forth dynamically, thus creating a single operating
system.

Accounts Payable and Cash Disbursements

As of February 2009, management has implemented a change to address its deficiencies. The Company has
granted access rights for the user of the accounts payable modul e which now results in the payment of open
invoicesto relieve the corresponding liability.

This annual report does not include an attestation report of the Company's independent registered public
accounting firm regarding interna control over financial reporting. Management's report was not subject to
attestation by the Company'sindependent registered public accounting firm pursuant to temporary rulesof the
SEC that permit the Company to provide only management's report on internal control in this annual report.

CHANGES IN INTERNAL CONTROLS
There have been no changesin our internal control over financia reporting during our most recent fiscal

quarter that have materially affected, or are reasonably likely to materialy affect, our internal control over
financial reporting.
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Item 9.B. Other Information.
None.
PART Il

Item 10. Directors, Executive Officers and Corporate Governance.

The names, ages and principal occupations of the Company's present officers and directors are listed

below.
First Became Director
Name (1) Age and/or Officer Position
Dean Julia 41 1998 Chief Executive Officer/ Secretary/
Treasurer/Director/Co-Founder
Michael Trepeta 37 1998 President/Director/Co-Founder
Scott Novack 41 1998 Director/Co-Founder
Sean McDonnéll 46 2005 Chief Financial Officer

D Directors are el ected at the annual meeting of stockholdersand hold office until thefollowing annual
meeting.

Theterms of all officers expire at the annua meeting of directors following the annual stockholders
meeting. Officersserve at the pleasure of the Board and may be removed, either with or without cause, by the
Board of Directors, and a successor elected by a mgjority vote of the Board of Directors, at any time.

Management Team

Our officers, directors and founders each have experiencein the devel opment of early stage companies
including business strategies, products and services and financing.

Dean L. Julia

Mr. Juliaholds aBachelor of Business Administration from Hofstra University received in 1990. Since
that time, Mr. Julia has been associated with various broker/deal ers as a stockbroker where he wasinvolved in
the funding of numerous devel opment stage and growth companies. From 1991 to 1996, Mr. Juliaserved asa
Vice President for Reich & Co. From 1993 to 1994, he was Vice President for D. Blech & Co. From 1994 to
1995, he served as a Vice President for GKN Securities; and from 1995 to 1996 he served as Vice President
for Rickel & Associates. From September 1996 through February 1998, Mr. Julia served as President and
Chief Executive Officer of DLJ Consulting, a financial intermediary consultant for public and private
companies. In 1998, Mr. Juliaco-founded us and became an officer, director and principal stockholder of our
company and afull time employee.

Michael D. Trepeta

Mr. Trepetareceived aBachelor of Science Degreein Applied Economicsand Business Management
with a minor in Communications from Cornell University in 1993. Since that time, Mr. Trepeta has been
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associated with various broker/dealers as a stockbroker where he was involved in the funding of numerous
development stage and growth companies. Mr. TrepetawasaVice President of Investments at Joseph Roberts
& Co.in 1994 and aVice President of Investments at Rickel & Associatesfrom 1995-1996. From September
of 1996 through February 1998, he has served as President of MDT Consulting Group, Inc., a corporation
contracted by publicly traded companiesto serve asafinancia intermediary toinvestment bankersand to assist
in devel oping products, services, and business strategies. 1n 1998, Mr. Trepeta co-founded us and he became
an officer, director and principal owner of our company and afull time employee.

Scott J. Novack

Mr. Novack holds a Bachelor of Business Administration from Hofstra University received in 1990.
From 1993-1994, Mr. Novack was a Vice President at D. Blech & Co., a New York investment bank
specializing in raising venture capital money for early stage companies. From 1994-1995, Mr. Novack wasa
Vice President at GKN Securities, aNew Y ork based investment bank. From 1995-1996, Mr. Novack wasa
Vice President at Rickel Associates, a New Y ork based investment bank. Mr. Novack was the President of
SIN Consulting Group, Inc., aprivately held company, from 1996 to 2003. SIN was a corporation contracted
by publicly traded companies to serve as a financia intermediary to investment bankers and to assist in
developing products, services, and business strategies. Since 2003, Mr. Novack is a private investor who
invests for his own account. In 1998, Mr. Novack co-founded us and became a director of our company.

Sean McDonnell

Sean J. McDonnell, Certified Public Accountant, has been self employed and in private accounting
practice since January 1990 handling many different types of business entities and associations. Mr.
McDonnell has spent much of histime helping his customers grow their companies and acquire financing for
the purchase of buildings and equipment. Prior to starting his own practice, he was employed from 1985 —
1990 as a senior staff member in the accounting firm of Breiner & Bodian CPA’s. After graduating from
Dowling College in 1984, he was employed by Kenneth Silver C.P.A. from 1984 — 1985. He is currently
serving on the boards of the Police Athletic League, North East Y outh Sports A ssociation and Sound Beach
Soccer Club, Inc. Mr. McDonndl has served as our Chief Financial Officer since January 3, 2005 and
currently as an employee, he devotes such timeto our affairsasisnecessary for the performance of hisduties.

L ack of Committees

Our Company has no audit, compensation or nominating committees of our board of directors or
committees performing similar functions. We are currently seeking to nominate and appoint to the board two
independent directors and to form an audit committee consisting of the two independent directors. It isour
goa that at least, one of the two independent directors would be deemed a “Financial Expert” within the
meaning of Sarbanes-Oxley Act of 2002, as amended.

Under the National Association of Securities Dedlers Automated Quotations definition, an
“independent director means a person other than an officer or employee of the Company or its subsidiaries or
any other individuals having a relationship that, in the opinion of the Company’s board of directors, would
interfere with the exercise of independent judgment in carrying out the responsibilities of the director. The
board' s discretion in determining director independence is not completely unfettered. Further, under the
NASDAQ definition, an independent director isaperson who (1) isnot currently (or whoseimmediate family
members are not currently), and has not been over the past three years (or whose immediate family members
have not been over the past three years), employed by the company; (2) has not (or whose immediate family
members have not) been paid more than $60,000 during the current or past three fiscal years; (3) hasnot (or
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whose immediately family has not) been a partner in or controlling shareholder or executive officer of an
organi zation which the company made, or from which the company received, paymentsin excessof the greater
of $200,000 or 5% of that organizations consolidated gross revenues, in any of the most recent three fiscal
years; (4) has not (or whose immediate family members have not), over the past three years been employed as
an executive officer of a company in which an executive officer of Ace has served on that company’s
compensation committee; or (5) isnot currently (or whose immediate family members are not currently), and
has not been over the past three years (or whose immediate family members have not been over the past three
years) a partner of Ace's outside auditor.

Theterm“Financial Expert” isdefined asaperson who hasthe following attributes: an understanding
of generaly accepted accounting principles and financial statements; has the ability to assess the general
application of such principles in connection with the accounting for estimates, accruals and reserves,
experience preparing, auditing, analyzing or evaluating financia statementsthat present abreadth and level of
complexity of accounting issuesthat are generally comparable to the breadth and complexity of issuesthat can
reasonably be expected to be raised by the company’ sfinancia statements, or experience actively supervising
one or more persons engaged in such activities, an understanding of internal controls and procedures for
financial reporting; and an understanding of audit committee functions.

We can provide no assurances that our board’ s efforts to select two persons to serve as independent
directors on the Board of Directors (at least one of which isa“Financial Expert”) and on the proposed audit
committeewill be successful. Inthe event an audit committeeis established, itsfirst responsibility would beto
adopt awritten charter. Such charter would be expected to include, among other things:

= being directly responsible for the appointment, compensation and oversight of our independent
auditor, which shall report directly to the audit committee, including resolution of disagreements
between management and the auditors regarding financial reporting for the purpose of preparing
or issuing an audit report or related work;

= annually reviewing and reassessing the adequacy of the committee’ sformal charter;

= reviewing the annual audited financia statements with our management and the independent
auditors and the adequacy of our interna accounting controls;

= reviewing analyses prepared by our management and i ndependent auditors concerning significant
financial reporting issues and judgments made in connection with the preparation of our financia
statements;

= reviewing the independence of the independent auditors;

= reviewingour auditing and accounting principles and practices with theindependent auditorsand
reviewing major changesto our auditing and accounting principlesand practices as suggested by
the independent auditor or its management;

= reviewing all related party transactions on an ongoing basis for potential conflict of interest
situations; and

= al responsibilities given to the audit committee by virtue of the Sarbanes-Oxley Act of 2002,
which was signed into law by President George W. Bush on July 30, 2002.

COMPLIANCE WITH SECTION 16(A) OF THE EXCHANGE ACT

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires our officers and directors,
and persons who own more than ten percent of a registered class of our equity securities, to file reports of
ownership and changes in ownership with the Securities and Exchange Commission (the "Commission").
Officers, directors and greater than ten percent stockholders are required by the Commission's regulations to
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furnish uswith copiesof al Section 16(a) formsthey file. During fiscal 2008, none of our officers, directorsor
10% or greater stockholdersfailed tofile or filed any formslate to the best of our knowledge, except for certain
Form 4 filings of Glenwood Capital and Peter Chung.

Item 11.

Compensation of Directors and Executive Officers.

Summary Compensation Table

The following table sets forth the overall compensation earned over the fiscal year ended

December 31, 2007 and 2008 by (1) each person who served asthe principal executive officer of the Company
during fiscal year 2008; (2) the Company’s most highly compensated (up to a maximum of two) executive

officers

as of December 31, 2008 with compensation during fiscal year 2008 of $100,000 or more; and (3)

thosetwo individuals, if any, who would have otherwise been in included in section (2) above but for the fact
that they were not serving as an executive of the Company as of December 31, 2008.

Salary Compensation
Non-Equity Nonqualified

Name and Options Incentive Plan Deferred All Other

Principal Fiscal Bonus  Stock Awards Compensation Compensation Compensation

Position Year Saary($ (9 Awards ($@D) % Earnings ($) % 2B Total ($)
Dean L. Julia 2007 $188,000 — — $145,667 — — $15,112 $ 348,779
Chief Executive

Officer 2008 $216,000 — — $32,648 — — $13,368 $ 262,016
Michael D. Trepeta 2007 $188,000 — — $145,667 — — $ 15,112 $ 348,779
President 2008 $216,000 — — $32,648 — — $ 12,447 $ 261,095
D Reflects dollar amount expensed by the company during applicablefiscal year for financial statement

)

reporting purposes pursuant to FAS 123R. FAS 123R requires the company to determinethe overall
value of the options as of the date of grant based upon the Black-Scholes method of valuation, and to
then expensethat value over the service period over which the options become exercisable (vest). As
ageneral rule, for time-in-service-based options, the company will immediately expense any option or
portion thereof which is vested upon grant, while expensing the balance on a pro rata basis over the
remaining vesting term of the option. For a description FAS 123 R and the assumptions used in
determining the value of the options under the Black-Scholes model of vauation, seethe notesto the
financial statements included with this Form 10-K.

Includes all other compensation not reported in the preceding columns, including (i) perquisitesand
other personal benefits, or property, unless the aggregate amount of such compensation is less than
$10,000; (ii) any “gross-ups’ or other amounts reimbursed during the fiscal year for the payment of
taxes; (iii) discountsfrom market price with respect to securities purchased from the company except
to the extent available generally to all security holders or to al salaried employees; (iv) any amounts
paid or accrued in connection with any termination (including without limitation through retirement,
resignation, severance or constructive termination, including change of responsibilities) or changein
control; (v) contributions to vested and unvested defined contribution plans; (vi) any insurance
premiums paid by, or on behalf of, the company relating to lifeinsurance for the benefit of the named
executive officer; and (vii) any dividends or other earnings paid on stock or option awardsthat are not
factored into the grant date fair value required to be reported in a preceding column.
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3 Includes compensation for service as adirector described under Director Compensation, below.

For a description of the material terms of each named executive officers employment agreement,
including the terms of the terms of any common share purchase option grants, see that section of this Form
10-K captioned “ Employment Agreements.”

No outstanding common share purchase option or other equity-based award granted to or held by any
named executive officer in 2008 were repriced or otherwise materially modified, including extension of
exercise periods, the change of vesting or forfeiture conditions, the change or elimination of applicable
performance criteria, or the change of the bases upon which returns are determined, nor wasthere any waiver
or modification of any specified performance target, goal or condition to payout.

For a description of the material terms of any contract, agreement, plan or other arrangement that
providesfor any payment to anamed executive officer in connection with hisor her resignation, retirement or
other termination, or achange in control of the company see “Employment Agreements’.

Executive Officer Outstanding Equity Awards At Fiscal Year-End

The following table provides certain information concerning any common share purchase options,
stock awards or equity incentive plan awards held by each of our named executive officers that were
outstanding as of December 31, 2008.

Option Awards Stock Awar ds
Equity
Incentive
Plan
Awards:
Number Equity
Equity of Incentive Plan
Incentive Plan Unearned  Awards:
Awards: Market Shares, Market or
Number of Number of Number of Number of  Value of Units or Payout Value of
Securities Securities Securities Sharesor Sharesor Other Unear ned
Underlying Underlying Underlying Units of Units of Rights Shares, Units or
Unexercised  Unexercised Unexer cised Option Option Stock That ~ Stock That Have Other Rights
Options(#) Options(#) Unearned Exercise Expiration Have Not Have Not Not That Have Not
Name Exercisable  Unexercisable  Options (#) Price ($) Date Vested (#)  Vested Vested Vested
Dean L. Julia 250,000 — = $ 1.00 01/03/15 — — — —
(@] 200,000 — $ 1.20 12/28/15
150,000 — — $ 120 08/22/17
50,000 $ 1.20 03/01/13
Michael D.
Trepeta 250,000 — = $ 1.00 01/03/15 — — — —
@) 200,000 — $ 120 12/28/15
150,000 — = $ 1.20 08/22/17 — — — —
50,000 $ 120 03/01/13

Q Common Stock purchase optionsto acquire 250,000 shares of common stock at $1.00 per
share were granted on January 3, 2005. These options were fully exercisable (vested)
upon grant. Optionsgranted on December 28, 2005 vest and are exercisableimmediately
asto one-haf of the options and the balance vested and became exercisable on December
28, 2008. Common Stock purchase options to acquire 150,000 shares of Common Stock
were granted on August 23, 2007, exercisable at $1.20 per share and fully vested at the
date of grant. All options contain cashless exercise provisions.
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Employment Agreements

Each of the following executive officersis a party to an employment agreement with the Company.

Name Position Annual Salary (1) Bonus(2)

Dean L. Jdulia Chief Financia Officer $ 216,000 Annual bonuses of at least 5% of pre-tax
earnings

Michael Trepeta President $ 216,000 Annual bonuses of at least 5% of pre-tax
earnings

(1) Annua salary is for 2008. Compensation of each executive officer named in the table above has his
monthly base salary increased by $2,000 each subsequent March 1% during the term of the agreement and
any extensionsthereof. The current monthly base salary of $18,000 was scheduled to increase to $20,000
on March 1, 2009; however, as a result of the financial outlook of the economy and the difficult
environment in which Ace is operating under, our two executive officers have held off on their annual
monthly increase in wages and they will re-evaluate this decision on a monthly basis.

(2) Annua bonusesare paid by us by thelast business day of March for the preceding calendar (fiscal) year,
except in the event of termination prior to the end of any fiscal year (other than termination for cause), a
pro rata portion of the annual bonus shall be paid within 30 days of termination.

A summary of each Executive’ s employment agreement, as amended, is asfollows:

Each employment agreement, as amended, expires on February 29, 2011. The Agreement shall be
automatically renewed for a period of two years thereafter unless the Executive gives 60 days prior written
notice of his intention not to renew this Agreement prior to the end of the initid Term. Each employment
agreement may not be terminated without cause. However, it may beterminated at any time by the Executive
upon written three-month notice. In such event, the Company shall be relieved of all of its obligations under
the Agreement, except for payment of the Executive’ s Base Salary and Annual Bonus earned and unpaid
through the effective date of termination, those obligations with respect to indemnification and director and
officer insurance and severance pay as described below.

We may terminate the Executive' s employment for cause (“ Cause”) as defined in the Agreement. In
the event this Agreement isterminated for cause, the Executive sBase Salary and any unearned Annual Bonus,
severance pay and all benefits shall terminateimmediately upon such discharge, and we shall have no further
obligationsto the Executive except for payment and reimbursement for any monies due which right to payment
or reimbursement accrued prior to such termination.

We may terminate this Agreement upon the disability as defined in the Agreement or death of the
Executive by giving written notice to the Executive. In the case of disability, such termination will become
effective immediately upon the giving of such notice unless otherwise specified by us. Upon any such
termination, we shall berelieved of al our obligations under the Executive’ semployment, except for payment
of the Executive' sBase Salary and Annual Bonus earned and unpaid through the effective date of termination
and severance pay.

We have agreed to defend and indemnify each Executive in his capacity as an officer against all
claims, judgments, damages, liabilities, costs and expenses (including reasonabl e attorney’ s fees) arising out
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of, based upon, or related to his performance of servicesto us, to the maximum extent permitted under law. We
will also use our reasonable best effortsto include each Executive as an insured under all applicabledirectors
and officers’ liability insurance policies maintained by us.

Each Executiveis aso entitled to the following additional benefits:

$2,000 per month pay raise on each March 1 during the term of the Agreement and any
extension thereof;

Theannual grant on March 1 of each year of ten-year stock optionsto purchase 50,000 shares
at an exercise price equal to the then fair market value of our common stock as determined
by the Board. On December 28, 2005, Messrs. Trepetaand Juliaeach agreed to amend their
employment contracts to eliminate the automatic annual grant of optionsin consideration of
the grant of ten year optionsto purchase 200,000 shares exercisable at $1.20 per share, with
one-haf immediately vested and the other half vested on December 28, 2008 irrespective of
employment or termination thereof; Pursuant to athree-year extension of their employment
agreements, the automatic grant of 50,000 options at fair market value on each anniversary
date of the contract recommenced on March 1, 2008. A signing bonus was paid to each
executive consisting of optionsto purchase 150,000 shares, fully vested at the date of grant
and exercisable at $1.20 per share at any time through August 22, 1017;

Election to the Board of Directors and during the term of employment, the Board's
nomination for re-election to the Board;

Paid disability insurance and term life insurance for the benefit of each Executive sfamilyin
an amount fixed by the Board at a cost not to exceed $10,000 per annum;

Use of company automobile with all related costs paid for by us;

Health insurance;

Right to participate in any pensions of our company;

Termination pay of one-year base salary based upon the scheduled annua salary of each
executive officer for the next contract year, plusthe amount of bonuses paid or entitled to be
paid to the executive for the current fiscal year or the preceding fiscal year, whichever is
higher;

Health insurance; and
Right to participate in any pensions of our company.

CORPORATE GOVERNANCE

BOARD OF DIRECTORS

Board MembersWho Are Deemed | ndependent

Our board of directors has determined that none of our directors are “independent” as that term is
defined by the National Association of Securities Dealers Automated Quotations (“NASDAQ"). See*“Lack of
Committees’ for the NASDAQ definition of “Independent Director.”
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DIRECTOR COMPENSATION
Stock Options

Stock options and equity compensation awardsto our non-employee/ non-executivedirector are at the
discretion of the Board. To date, no options or equity awards have been made to our non-employee / non-
executive director.

Cash Compensation

Our non-employee/ non-executive director iseligibleto receive afee of $500 to be paid for attending
each Board meeting; however, no fees were paid in 2008.

Travel Expenses

All directors shall be reimbursed for their reasonable out of pocket expenses associated with attending
the mesting.

Director Compensation

The following table shows the overall compensation earned for the 2008 fiscal year with respect to
each non-employee and non-executive director as of December 31, 2008.

DIRECTOR COMPENSATION

Fees
Earned Non-Equity Nonqualified
Name and or Paid Option Incentive Plan Deferred All Other
Principal in Cash Stock Awards ($) Compensation Compensation Compensation ($)
Position ) Awards ($) €] %2 Earnings ($) 3 Total ($)

Scott Novack, Director

(1) Reflects dollar amount expensed by the company during applicable fiscal year for financial statement
reporting purposes pursuant to FAS 123R. FAS 123R requires the company to determine the overall
value of the options as of the date of grant based upon the Black-Scholes method of valuation, and to then
expensethat value over the service period over which the options become exercisable (vest). Asageneral
rule, for time-in-service-based options, the company will immediately expense any option or portion
thereof which is vested upon grant, while expensing the balance on a pro rata basis over the remaining
vesting term of the option. For adescription FAS 123 R and the assumptions used in determining the
value of the options under the Black-Scholes model of valuation, seethe notesto the financia statements
included with this Form 10-K.

(2) Excludesawards or earnings reported in preceding columns.

(3) Includesall other compensation not reported in the preceding columns, including (i) perquisitesand other
personal benefits, or property, unlessthe aggregate amount of such compensation islessthan $10,000; (ii)
any “gross-ups’ or other amounts reimbursed during the fiscal year for the payment of taxes; (iii)
discounts from market price with respect to securities purchased from the company except to the extent
available generally to all security holdersor to all salaried employees; (iv) any amounts paid or accrued in
connection with any termination (including without limitation through retirement, resignation, severance
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or constructive termination, including change of responsibilities) or changein control; (v) contributionsto
vested and unvested defined contribution plans; (vi) any insurance premiums paid by, or on behalf of, the
company relating to life insurance for the benefit of the director; (vii) any consulting fees earned, or paid
or payable; (viii) any annual costs of payments and promises of payments pursuant to a director legacy
program and similar charitable awards program; and (ix) any dividends or other earnings paid on stock or
option awards that are not factored into the grant date fair value required to be reported in a preceding
column.

2005 Employee Benefit and Consulting Services Compensation Plan

On January 3, 2005, our company established an Employee Benefit and Consulting Services
Compensation Plan (the “2005 Plan”) covering 2,000,000 shares, which 2005 Plan was ratified by our
stockholders on February 9, 2005. On August 12, 2005, the company’s stockhol ders approved a 2,000,000
share increase in the 2005 Plan to 4,000,000 shares.

Administration

Our board of directors administersthe 2005 Plan, hasthe authority to determine and designate officers,
employees, directors and consultants to whom awards shall be made and the terms, conditions and restrictions
applicable to each award (including, but not limited to, the option price, any restriction or limitation, any
vesting schedul e or accel eration thereof, and any forfeiture restrictions). The board may, inits solediscretion,
accelerate the vesting of awards.

Types of Awards

The 2005 Plan isdesigned to enable usto offer certain officers, employees, directorsand consultants of
us and our subsidiaries equity interestsin us and other incentive awardsin order to attract, retain and reward
such individuals and to strengthen the mutuality of interests between such individuals and our stockholders. In
furtherance of this purpose, the 2005 Plan contains provisions for granting non-statutory stock options and
incentive stock options and common stock awards.

Sock Options. A “stock option” isacontractual right to purchase anumber of sharesof common stock
at aprice determined on the date the option isgranted. Anincentive stock option isan option granted under the
Internal Revenue Code of 1986 to our employees with certain tax advantagesto the grantee over non-statutory
stock options. The option price per share of common stock purchasable upon exercise of astock option and the
time or times at which such options shall be exercisable shall be determined by the Board at the time of grant.
Such option pricein the case of incentive stock options shall not be less than 100% of the fair market value of
the common stock on the date of grant and may be granted below fair market valuein the case of non-statutory
stock options. Incentive stock options granted to owners of 10% or more of our common stock must be granted
at an exercise price of at least 110% of the fair market value of our common stock and may not have aterm
greater than five years. Also, the va ue of incentive options vesting to any employee cannot exceed $100,000in
any calendar year. The option price of our options must be paid in cash, money order, check or common stock
of the company. The non-statutory stock options may also contain at the time of grant, at the discretion of the
board, certain other cashless exercise provisions. These cashless exercise provisions are included in the
currently outstanding non-statutory stock options granted by the board.

Options shall be exercisable at the times and subject to the conditions determined by the Board at the
date of grant, but no option may be exercisable more than ten years after the dateit is granted. If the optionee
ceases to be an employee of our company for any reason other than death, any incentive stock option
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exercisable on the date of the termination of employment may be exercised for a period of thirty days or until
the expiration of the stated term of the option, whichever period is shorter. In the event of the optionee’ sdeath,
any incentive stock option exercisable at the date of death may be exercised by the legal heirs of the optionee
from the date of death until the expiration of the stated term of the option or six months from the date of death,
whichever event first occurs. Inthe event of disability of the optionee, any incentive stock options shall expire
on the stated date that the Option would otherwise have expired or 12 months from the date of disability,
whichever event first occurs. Thetermination and other provisions of anon-statutory stock option shall befixed
by the board of directors at the date of grant of each respective option.

Common Stock Award. Common stock awards are shares of common stock that will be issued to a
recipient at the end of a restriction period, if any, specified by the board if he or she continues to be an
employee, director or consultant of us. If the recipient remains an employee, director or consultant at the end of
therestriction period, the applicablerestrictionswill lapse and wewill issue astock certificate representing such
shares of common stock to the participant. If the recipient ceasesto be an employee, director or consultant of us
for any reason (including death, disability or retirement) beforethe end of the restriction period unless otherwise
determined by the board, the restricted stock award will be terminated.

Awards

As of December 31, 2008, the Company has granted non-statutory stock options to purchase
3,331,222 shares of the Company’ s Common Stock which are currently outstanding at exercise pricesranging
from $.80 per shareto $ 2.50 per share, exclusive of options which have been cancelled sincethe date of grant.
The board has granted options with varying terms.

Itisnot possibleto predict theindividualswho will receive future awards under the Plan or the number
of shares of Common Stock covered by any future award because such awards are wholly within the discretion
of the Board. Thetable below containsinformation as of December 31, 2008 on the known benefits provided
to certain persons and group of persons under the Plan.

Value of
Number of Range of unexer cised
Shares exercise options at
subject to | price (%) per December 31,
Options Share 2008 (1)
Dean L. Julia, Chief Executive Officer (2) 650,000 $.80- $1.20 $-0-
Michael D. Trepeta, President (2) 650,000 | $.80- $1.20 $-0-
Sean McDonnell, Chief Financial officer 50,000 $1.00 $-0-
Three Executive Officers As a group 1,350,000 $.80 - $1.20 $-0-
Non-Executive Officer, Employees and
Consultants 1,981,222 | $.80-$2.50 $-0-

(1) Vaueis normally calculated by multiplying (a) the difference between the market value per share at
period end (i.e. $.77 based upon alast sale on December 31, 2008) and the option exercise price by (b)
the number of shares of Common Stock underlying the option.

(2) Excludes options to purchase 50,000 shares, exercisable at $.65 per share granted on March 1, 2009.
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Eligibility

Our officers, employees, directors and consultants of Ace and our subsidiariesare eligibleto be granted
stock options, and common stock awards.

Termination or Amendment of the 2005 Plan

Theboard may at any time amend, discontinue, or terminate all or any part of the 2005 Plan, provided,
however, that unless otherwise required by law, the rights of a participant may not be impaired without his or
her consent, and provided that we will seek the approval of our stockholders for any amendment if such
approval is necessary to comply with any applicable federal or state securities laws or rules or regulations.

Item 12. Security Ownership of Certain Beneficial Owners and M anagement and Related Stockholder Meatters.

Asof March 25, 2009, the Company had outstanding 9,717,615 shares of Common Stock. The only
persons of record who presently hold or are known to own (or believed by the Company to own) beneficially
more than 5% of the outstanding shares of such class of stock is listed below. The following table also sets
forth certain information as to holdings of the Company's Common Stock of all officers and directors
individually, and al officers and directors as a group.

Name and Address of Beneficial Owner (1) Number of Common Approximate
Shares Per centage

Officers and Directors;

Scott Novack
457 Rockaway Avenue
Valley Stream, NY 11583 1,052,402 10.8

Michael D. Trepeta
457 Rockaway Avenue
Valley Stream, NY 11583(2) 1,716,402 16.5
Dean L. Julia

457 Rockaway Avenue
Valley Stream, NY 11583 (2) 1,686,901 16.2

Sean McDonndll
457 Rockaway Avenue
Valley Stream, NY 11583 (3) 50,000 5

All Directors and Officersasa
Group (four persons) (4) 4,505,705 40.5

Domenico lannucci
One Windsor Drive
Muttontown, NY 11753 (5) 989,660 9.5
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D)

(2)
(3
(4)
(5)

Beneficial ownership isdetermined in accordance with Rule 13d-3 under the Securities Exchange Act of
1934, asamended, and is generally determined by voting powers and/or investment powerswith respect
to securities. Unless otherwise noted, al of such shares of common stock listed above are owned of
record by each individual named as beneficial owner and such individual has sole voting and dispositive
power with respect to the shares of common stock owned by each of them. Such person or entity’s
percentage of ownership is determined by assuming that any optionsor convertible securitiesheld by such
person or entity, which are exercisable within sixty (60) daysfrom the date hereof, have been exercised or
converted as the case may be, but not for the purposes of determining the number of outstanding shares
held by any other named beneficial owner.

Includes options to purchase 700,000 shares.

Includes options to purchase 50,000 shares.

Includes options to purchase 1,150,000 shares.

Includes 539,660 shares of Common Stock, Class A Warrants to purchase 300,000 shares and Class B
Warrants to purchase 50,000 shares and includes options to purchase 100,000 shares.

Securities Authorized for |ssuance under Equity Compensation Plans.

Thefollowing summary information is as of December 31, 2008 and relates to our 2005 Plan described

elsewhere herein pursuant to which we have granted options to purchase our common stock:

@ (b) ©

Number of securities
remaining available for
Number of shares of Weighted average | future issuance under
common stock to be issued | exercise price of equity compensation plans

Plan category upon exercise outstanding (excluding shares
of outstanding options options reflected in column (a)
Equity compensation 3,331,222 111 2,215,814
Plans (1)
(1) Options exercisable at December 31, 2008 include 3,331,222 shares with a weighted average exercise

price of $.80 to $2.50 per share and aggregate intrinsic value of $0.00.
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Item 13. Certain Relationships and Related Transactions and Director |ndependence.

Related Party Transactions

Michael Trepeta swife hasacompany whichisacandlesupplier. From time-to-time, wehaveinthe
past and may in the future purchase candle supplies from her company. During 2004, 2005, 2006, 2007 and
2008 we purchased atotal of $20,471, $10,313, $8,657, $4,934 and $3,165, respectively, from her company.

The transactions above were approved by the Board of Directors based upon obtaining at least three
competitive quotesand Mr. Trepeta swife being the best price. Accordingly, the transactions described above
were believed by Management to be on terms that are at least as favorable to us as the terms we could have
obtained from an unaffiliated third party.

In the future, we expect to have one or more members of our Board be independent directors of our
company. It isanticipated that future transactions between usand our executive officersand directorsand other
affiliated partieswill be approved by the then disinterested members of the Board and, if not amajority of the
Board, then by our independent director(s) through a committee appointed by the Board.

Director Independence

Under the National Association of Securities Dedlers Automated Quotations definition, an
“independent director means a person other than an officer or employee of the Company or its subsidiaries or
any other individuals having a relationship that, in the opinion of the Company’s board of directors, would
interfere with the exercise of independent judgment in carrying out the responsibilities of the director. The
board' s discretion in determining director independence is not completely unfettered. Further, under the
NASDAQ definition, an independent director isaperson who (1) isnot currently (or whoseimmediate family
members are not currently), and has not been over the past three years (or whose immediate family members
have not been over the past three years), employed by the company; (2) has not (or whose immediate family
members have not) been paid more than $60,000 during the current or past three fiscal years; (3) hasnot (or
whose immediately family has not) been a partner in or controlling shareholder or executive officer of an
organi zation which the company made, or from which the company received, paymentsin excessof the greater
of $200,000 or 5% of that organizations consolidated gross revenues, in any of the most recent three fiscal
years; (4) has not (or whose immediate family members have not), over the past three years been employed as
an executive officer of a company in which an executive officer of Ace has served on that company’s
compensation committee; or (5) isnot currently (or whose immediate family members are not currently), and
has not been over the past three years (or whose immediate family members have not been over the past three
years) apartner of Ace’ soutside auditor. Our board of directors has determined that none of our directorsare
“independent” asthat term isdefined by the National Association of Securities Dealers Automated Quotations
(“NASDAQ").

Other Recent Transactions

On February 24, 2009, the Company entered into an Agreement with Legend Securities, Inc. for aterm of
one (1) year (the “Term”). Legend has agreed to provide services outlined below to increase investor
awareness. The servicesinclude the following:

) assistance with investor presentations such as, but not limited to, PowerPoint dide
presentations, broker/dealer fact sheets, financia projections and budgets;
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sponsorship to capital conferences,

identification and evaluation of financing transactions;

identification and evaluation of acquisition and/or merger candidates;

introductions to broker dealers, research analysts, and investment companies that Legend
believescould be helpful to the Company.

For their services Legend shall receive warrants to purchase 350,000 shares of the Company’s
restricted Common Stock, exercisable at $.80 per share, over a term of five (5) years, with the warrants
investing 25% immediately and the balance in monthly incremental amounts through January 2010.

Also, in consideration for the services described herein and subject to the completion of the
Company’s successful raise of net proceeds of at least $1,250,000 from the sale of its common stock,
excluding common stock sold pursuant to commitments obtained prior to the date of this agreement
(hereinafter referred to the “ Capital Transaction”), the Company shall accrue a monthly advisory fee of ten
thousand dollars ($10,000.00) per month (the"Monthly Advisory Fee"). All accrued monthly advisory feesshdl
be paid to Legend onthe Closing Date of the Capitd Transaction and thereafter the M onthly Advisory Feeshdl bepad
no later than the fifteenth (15" day of each monthly anniversary of the Effective Date during the Term of this
Agreement.

On March 25, 2009, the Board of Directors extended the expiration date of the Company’s Class A
and Class B Warrants to the close of business on July 1, 20009.

Item 14. Principal Accountant Fees and Services.

Audit Fees

For the fiscal year ended December 31, 2008 and 2007, the aggregate fees billed or expected to be
billed for professional services rendered by Holtz Rubenstein Reminick LLP (*independent auditors’) for the
audit of the Company’ sannua financial statements and the reviewsof itsfinancial statementsincluded in the
Company's quarterly reports and filings under the Securities Act of 1933 total ed approximately $69,000 and
$54,000, respectively.

Financial Information Systems Design and | mplementation Fees

For thefiscal years ended December 31, 2008 and 2007, therewere $-0- in feeshilled for professional
services by the Company’ sindependent auditors rendered in connection with, directly or indirectly, operating
or supervising the operation of itsinformation system or managing its local area network.
All Other Fees

For the fiscal years ended December 31, 2008 and 2007, there were no fees paid or billed for

preparation of corporate tax returns, tax research and other professional servicesrendered by the Company’s
independent auditors.
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Audit Committee— Pre-Approval

The Company does not have a standing audit committee. Therefore, all services provided to the
Company by Holtz Rubenstein Reminick LL P as detail ed above, were pre-approved by the board of Directors
and all work of said firm was performed solely by their permanent employees.

Item 15. Exhibits and Financial Statement Schedules

@ Financial Statements

The following documents are filed under “Item 8. Financial Satements and Supplementary Data,”
beginning on page F-1 and are included as part of this Form 10-K asthefinancial statements of the Company
for the years ended December 31, 2008 and 2007:

Reports of Independent Registered Public Accounting Firms
Balance Sheets

Statements of Operations

Statement of Stockholders’ Equity

Notesto Financia Statements

(b)  Exhibits

Exhibit No. Description

31 Articles of Incorporation filed March 26, 1998 (1)

3.2 Amendment to Articles of Incorporation filed June 10, 1999 (1)

3.3 Amendment to Articles of Incorporation approved by stockholders on February 9,
2005(1)

34 Amended By-Laws (1)

10.1 Employment Agreement — Michael Trepeta (2)

10.2 Employment Agreement — Dean Julia (2)

10.3 Amendments to Employment Agreement — Michael Trepeta (5)(7)

104 Amendments to Employment Agreement — Dean L. Julia (5)(7)

10.5 Joint Venture Agreement with Atrium Enterprises Ltd. (6)

10.6 Agreement with Aon Consulting (6)

111 . Statement re: Computation of per share earnings. See Statement of Operations and
Notesto Financia Statements

14.1 Code of Ethics/Code of Conduct (5)

211 Subsidiaries of the Issuer — None in 2007

23.1 Consent of by Holtz Rubenstein Reminick LLP (3)

311 Chief Executive Officer Rule 13a-14(a)/15d-14(a) Certification (3)

31.2 Chief Financial Officer Rule 13a-14(a)/15d-14(a) Certification (3)

32.1 Chief Executive Officer Section 1350 Certification (3)

32.2 Chief Financial Officer Section 1350 Certification (3)

929.1 2005 Employee Benefit and Consulting Services Compensation Plan(2)

99.2 Form of Class A Warrant (2)

99.3 Form of Class B Warrant (2)

99.4 Amendment to 2005 Plan (4)
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Exhibit No. Description

99.5 Form of Class C Warrant (8)
99.6 Release of Earnings— 2008 (3)
99.7 March 26, 2009 Press Release (3)

(1) Incorporated by reference to Registrant’s Registration Statement on Form 10-SB as filed with the Commission on
February 10, 2005.

2 Incorporated by reference to Registrant’s Registration Statement on Form 10-SB/A as filed with the
Commission March 18, 2005.

(3)  Filed herewith.

4 Incorporated by reference to the Registrant’ s Form 10-QSB/A filed with the Commission on August 18, 2005.
(5) Incorporated by reference to the Registrant’s Form 10-K SB for itsfiscal year ended December 31, 2005.

(6) Incorporated by reference to the Registrant’s Form 10-K SB for its fiscal year ended December 31, 2006.

(7)  Incorporated by reference to the Registrant’s Form 8-K dated September 21, 2007.

(8) Incorporated by reference to the Registrant’s Form 10-QSB for its quarter ended September 30, 2006.

(c) Financial Statement Schedules

We are not filing any financial statement schedules as part of this Form 10-K because such schedules
are either not applicable or the required information isincluded in the financial statements or notes thereto.
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SIGNATURES

Pursuant to the requirements Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant
has caused this Report to be signed on its behalf by the undersigned, thereunto duly authorized.

ACE MARKETING & PROMOTIONS, INC.
By: /s/ Dean L. Julia

Dean L. Julia, Chairman of the
Board and Chief Executive Officer

Dated: Vadley Stream, New Y ork
March 27, 2009

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below
by the following persons on behalf of the Registrant and in the capacities and on the dates indicated:

Signatures Title Date

/s Dean L. Julia Chairman of the Board March 27, 2009
Dean L. Jdulia Chief Executive Officer

/s Sean McDonnell Chief Financia Officer March 27, 2009
Sean McDonnell

/s Michael D. Trepeta President, Director March 27, 2009
Michael D. Trepeta

/s Scott Novack Director March 27, 2009
Scott Novack

DeanL. Julia, Michael D. Trepetaand Scott Novack represent all the current membersof the Board of Directors.
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EXHIBIT B

CERTIFICATE OF AMENDMENT
TO
CERTIFICATE OF INCORPORATION
OF
ACE MARKETING & PROMOTIONS, INC.

Under Section 805 of the Business Corporation Law
It is hereby certified that:
1 The name of the Corporation is Ace Marketing & Promotions, Inc.

2. The Certificate of Incorporation of the Corporation wasfiled by the Department of State
on March 26, 1998.

3. The Certificate of Incorporation is amended as follows:

Toamend Article FOURTH of the Certificate of Incorporation to increase the authorized
number of shares of Common Stock. Currently the corporation is authorized to issue 25,000,000
common shares at $.0001 par value. The corporation shall add 75,000,000 common shares at a$.0001
par value for a total of 100,000,000 common shares with a $.0001 par value. The corporation’s
authorized 5,000,000 preferred shares at $.0001 par value shall remain unchanged. Accordingly,
Article FOURTH of the Certificate of Incorporation is hereby amended and changed in its entirety, to
now read as follows:

“FOURTH. The total number of shares of stock which the corporation shall have
authority to issue is one-hundred five million (105,000,000), of which one-hundred million
(10,000,000) shares of the par value of one-tenth of a mil ($.0001) each, amounting in the
aggregate to ten thousand ($10,000), shall be common stock and of which five million
(5,000,000) shares of the par value of one-tenth of a mil ($.0001) each, amounting in the
aggregate to five hundred ($500), shall be preferred stock.

Thevoting powers, designations, preferences and relative, participating optional or other
rights, if any, and the qualifications, limitations or restrictions, if any, of the preferred stock, in
one or more series, shall be fixed by one or more resolutions providing for the issue of such
stock adopted by the Corporation's board of directors, in accordance with the provisions of
Section 502 of the Business Corporation Law of New York and the board of directors is
expressly vested with authority to adopt one or more such resolutions.”

4, Pursuant to Section 803(a) of the Business Corporation Law, this amendment to the
Certificate of Incorporation was authorized by unanimous consent of the board of directors of the
Corporation on August 28, 2009 pursuant to Section 708(b) of the Business Corporation Law and by a
majority of the outstanding shares entitled to vote at a meeting of stockholders of the Corporation
pursuant to Section 602(c) of the Business Corporation Law on October 7, 2009.



IN WITNESS WHEREOF, the undersigned hereby affirmsthat statements made herein aretrue
and under penalties of perjury.

Dated: October 7, 2009 ACE MARKETING & PROMOTIONS, INC.

By:

Michael Trepeta, President

By:

Dean Julia, Secretary



Exhibit C

ACE MARKETING & PROMOTIONS, INC.
2009 EMPLOYEE BENEFIT AND CONSULTING SERVICES COMPENSATION PLAN

SECTION 1. INTRODUCTION

1.1 Establishment. Ace Marketing & Promotions, Inc., a New York corporation (the
“Company”), hereby establishes a plan of long-term stock-based compensation incentives for selected
Eligible Participants (defined below) of the Company and its affiliated corporations. This plan was
adopted on August 28, 2009 (the “Adoption Date”) by the Board of Directors, subject to stockholder
ratification within one year and shall be known as the 2009 Employee Benefit and Consulting Services
Compensation Plan (the "Plan"). The effective date of the Plan and duration of the Plan is set forth in
section 17 herein.

1.2 Purpose. The purpose of the Plan is to further the success of the Company and its
Subsidiaries by making available Common Stock of the Company for purchase by eligible directors,
officers, consultants and key employees of the Company and its Subsidiaries and thus to provide an
additional incentive to such personnel to continue to serve the Company and its Subsidiaries and to give
them a greater interest as stockholders in the success of the Company. It is intended that this Plan be
considered an "Employee Benefit Plan" within the meaning of Regulation 405 of the Securities Act of
1933, as amended (the "1933 Act").

The Company intends this Plan to enable the Company to issue, pursuant hereto, Incentive Stock
Options as such term is defined in Section 422 of the Internal Revenue Code of 1986, as amended from
time to time (the "Code"). The Company also intends this Plan to enable it to issue similar options which
will not, however, be qualified as Incentive Stock Options (also known as "Non-Statutory Stock Options”)
and to issue stock in exchange for services rendered.

The Plan shall become effective as provided in Section 17, provided, however, Incentive Stock
Options may not be exercised and will be void and of no further force and effect if the Plan is not
approved by stockholders within 12 months of the Adoption Date of the Plan.

SECTION 2.  DEFINITIONS
The following definitions shall be applicable to the terms used in the Plan:

2.1 "Affiliated Corporation" means any corporation that is either a parent corporation with
respect to the Company or a subsidiary corporation with respect to the Company (within the meaning of
Sections 424(e) and (f), respectively, of the Code).

2.2 “Board” means the Board of Directors of the Company.

2.3 "Committee" means a committee designated by the Board of Directors to administer the
Plan or, if no committee is so designated, the Board of Directors. The Board of Directors, in its sole
discretion, may at any time remove any member of the Committee and appoint another Director to fill any
vacancy on the Committee. The Committee shall consist of at least two members of the Board of
Directors, preferably (but not required) all of whom are Non-Employee Directors. For the purposes of the
Plan, a director or member of the Committee shall qualify as a “Non-Employee Director” only if such
person qualifies as a Non-Employee Director within the meaning of paragraph (b)(3)(i) of Rule 16b-3
promulgated under the Securities Exchange Act of 1934, as amended.

2.4 "Common Stock" means the Company's $.0001 par value voting common stock.
25 "Company" means Ace Marketing & Promotions, Inc., a New York corporation.
2.6 “Disability” means permanent total disability as defined in the Code.
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2.7 "Effective Date" means the effective date of the Plan, as set forth in Section 17 hereof.

2.8 "Eligible Participant" or "Participant” means any employee, director, officer, consultant, or
advisor of the Company who is determined (in accordance with the provisions of Section 4 hereof) to be
eligible to receive stock and exercise stock options hereunder. Not withstanding the foregoing, no
consultant or advisor shall receive options unless such person is eligible to receive same under an
employee benefit plan which would be filed under a Form S-8 Registration Statement.

2.9 “Fair Market Value” with respect to Common Stock means fair market value of a share of
Common Stock as determined as of the date of grant in accordance with Section 422(c)(7) of the Code
and the Regulations applicable thereto. In this respect, the Fair Market Value of the Common Stock shall
be determined as follows:

0] If the Common Stock is listed on or quoted on any established stock exchange or a
national market system, including without limitation, NYSE Alternext US LLC, the NASDAQ National
Market or the NASDAQ SmallCap Market, its fair market value shall be the mean between the high and
low sales price for such stock on such exchange or system on the date of such grant, as reported in The
Wall Street Journal or such other source as the Board deems reliable, or, if none, shall be the mean of
the closing “bid” and “ask” prices, if any, for the Common Stock on the date of such grant, as reported in
The Wall Street Journal or such other source as the Board deems reliable, or, if none, shall be
determined by taking a weighted average of the means between the highest and lowest sales on the
nearest date before and the nearest date after the date of grant in accordance with Section 25.2512-2 of
the Regulations;

(i) If the Common Stock is not then listed or quoted on any established stock exchange or
national market system, including without limitation, the NASDAQ National Market or the NASDAQ
SmallCap Market or the OTC Electronic Bulletin Board, its fair market value shall be the average of the
“bid” prices, if any, for the Common Stock on the date of such grant, as reported in National Daily
Quotation Service or such other source as the Board deems reliable; or, if none, shall be determined by
taking a weighted average of the means between the highest and lowest sales on the nearest date before
and the nearest date after the date of grant in accordance with Section 25.2512-2 of the Regulations; and

(iii) If the Fair Market Value of the Common Stock cannot be determined under either (i) or (ii)
of Section (c) above, the Fair Market Value thereof shall be determined in good faith by the Board.

(iv) Regardless of (i) or (ii) of Section (c) above, if the last sales price is reported, that value
should be used.

2.10 “Grant” means the action of the Board or Committee at the time of grant of an Option or
direct issuance of a share of Common Stock.

2.11  "Incentive Stock Option" means any incentive stock option as defined in Section 422(b) of
the Code granted to an individual for any reason connected with his employment by the Company at the
time of the granting of a given option under the Plan.

2.12  "Moadification” means any change in the terms of an option which would constitute a
"modification” as defined in Section 424(h)(3) of the Code, including, without limitation, such a
modification to an option as effected by a change in the Plan and any other change in the Plan which
would increase the number of shares reserved for options under the Plan, materially change the
administration of the Plan (except as permitted in paragraphs 4(c) hereof) or that would otherwise
materially increase the benefits accruing to, or available for, participants in the Plan; provided, however,
that registration of Option shares under the Securities Act of 1933, as amended, shall not be deemed a
Modification.

2.13  "Non-Statutory Stock Option" means any option granted under this Plan other than an
Incentive Stock Option.



2.14  "Option" means the grant to an Eligible Participant of a right to acquire shares of
Restricted Stock of the Company, unless said shares are duly registered, and thus freely tradable,
pursuant to a Grant of Option approved by the Committee and executed and delivered by the Company.
"Options" means any Incentive Stock Option or Non-Statutory Stock Option, unless otherwise indicated or
required by context.

2.15 "Registered Stock" means shares of Common Stock, $.0001 par value, of the Company
underlying an Option which, if specified in the written Option are, upon issuance, freely tradable by virtue
of having been registered with the Securities and Exchange Commission on a Form S-8 Registration
Statement, or another appropriate registration statement, and which shares have been issued subject to
the "blue sky" provisions of any appropriate state jurisdiction. Special resale restrictions may, however,
apply to officers, directors, control shareholders and affiliates of the Company and such individuals or
entities will be required to obtain an opinion of counsel as regards their ability to resell shares received
pursuant to this Plan.

2.16  “Subsidiary” means any corporation which is a “subsidiary corporation” as defined in
Section 424(f) of the Code, and the regulations thereto.

2.17  "10% Stockholder" means a person who owns stock possessing more than 10% of the
total combined voting power of all classes of stock of Company or of any parent or subsidiary of the
Company after giving effect to the attribution of stock ownership provisions of Section 424(d) of the Code.

2.18 "Stock" or "Restricted Stock" means shares of Common Stock, $.0001 par value, of the
Company issuable directly under the Plan or underlying the grant of the Option, which are, upon
issuance, subject to the restrictions set forth in Section 11 herein.

References in these definitions to provisions of the Code shall, when appropriate to effectuate the
purposed of this Plan, be deemed to be references to such provisions of the Code and regulations
promulgated thereunder as the same may be from time to time amended or to successor provisions to
such provisions. Terms defined elsewhere in this Plan shall have the meanings set forth in such
respective definitions. The term "Subsidiary" or "Subsidiaries" shall be deemed to include any parent
corporation (if any) as defined in Section 424(e) of the Code. Wherever appropriate, words used in the
Plan in the singular may mean the plural, the plural may mean the singular, and the masculine may mean
the feminine.

SECTION 3. ADMINISTRATION OF THE PLAN

The Plan is a plan of long-term stock-based compensation incentives for selected Eligible
Participants of the Company. In the absence of contrary action by the Board, and except for action taken
by the Committee pursuant to Section 4 in connection with the determination of Eligible Participants, any
action taken by the Committee or by the Board with respect to the implementation, interpretation or
administration of the Plan shall be final, conclusive and binding. This Plan may be administered by the
Committee, the Board or both, in the sole discretion of the Board.

SECTION 4.  ELIGIBILITY AND AWARDS

The Committee shall determine at any time and from time to time after the Effective Date of the
Plan: (i) the Eligible Participants; (ii) the number of shares of Common Stock issuable directly or to be
granted pursuant to the Option which an Eligible Participant may exercise; (iii) the price per share at
which each Option may be exercised, including the form of consideration to be paid, or the value per
share if a direct issue of stock; and (iv) the terms on which each Option may be granted. Such
determination, may from time to time be amended or altered at the sole discretion of the Committee.
Options granted to officers and/or directors of the Company shall be granted by the Board, or by the
Committee, if the Committee is composed of all members who are Non-Employee Directors.



SECTION 5. GRANT OF OPTION

Subject to the terms and provisions of this Plan, the terms and conditions under which the Option
may be granted to an Eligible Participant shall be established by the Committee and the Grant of an
Option hereunder shall be in the form attached hereto as Appendix A and made a part hereof and
containing such changes thereto and such other provisions as the Committee, in its sole discretion, may
determine. Notwithstanding the foregoing provisions of this Section 5, each Grant of Option shall
incorporate the provisions of this Plan by reference.

Options may be granted after the Effective Date by the Committee and instruments evidencing
such grant(s) may similarly be so issued, but in each case where Incentive Stock Options are granted,
such Incentive Stock Options and such instruments shall be subject to the approval and ratification of the
Plan by the stockholders of the Company within one year of the Effective Date of the Plan, and
notwithstanding anything in the Plan that may be deemed to be to the contrary, no Incentive Stock Option
may be exercised unless and until such approval and ratification is obtained. In the event such approval
and ratification shall not be obtained, all Incentive Stock Options that may have been granted pursuant to
the Plan shall be converted into Non-Statutory Stock Options, but shall be subject to the same termination
provisions applicable to the originally granted Incentive Stock Options. The shares of Common Stock
underlying an Incentive Stock Option may be sold in a disqualifying disposition under Section 421(b) of
the Code. No Option shall be granted for a term of more than 10 years from the date of Grant. In the
case of Incentive Stock Options granted to a 10% stockholder, the term of the Incentive Stock Option
shall not exceed five years from the date of Grant.

The Committee shall determine the exercise price of each Option granted under the Plan. Non-
Statutory Stock Options may be granted at any price determined by the Board even if the exercise price
of the Non-Statutory Stock Options is at a price below the Fair Market Value of the Company’s Common
Stock on the date of Grant. In the case of Incentive Stock Options, the following rules shall also apply:

(A) The purchase price of an Incentive Stock Option may not be less than the Fair Market
Value of the Common Stock at the time of Grant, except that in the case of a 10% Stockholder who
receives an Incentive Stock Option, the purchase price may not be less than 110% of such Fair Market
Value.

(B) The aggregate fair market value (determined at the time the Option is granted) of the
optioned stock for which Incentive Stock Options are exercisable for the first time by any employee during
any calendar year (under all such Plans of the Company and its subsidiaries) shall not exceed $100,000.

SECTION 6. TOTAL NUMBER OF SHARES OF COMMON STOCK

The total number of shares of Common Stock reserved for issuance by the Company either directly
or underlying Options granted under this Plan from inception to date is 4,000,000. The total humber of
shares of Common Stock reserved for such issuance may be increased only by a resolution adopted by the
Board of Directors and amendment of the Plan. Stockholder approval of such increase or other
Modification of the Plan within one year of Effective Date shall be required in the event Incentive Stock
Options are granted or to be granted under the Plan. Common Stock issued under the Plan may be
authorized and unissued or reacquired Common Stock of the Company. Shares subject to options that
expire, terminate or are canceled unexercised, shares of stock that have been forfeited to the Company
and shares that are not issued as a result of forfeiture or termination of an award may be reissued under
the Plan.

SECTION 7. PURCHASE OF SHARES OF COMMON STOCK

7.1 As soon as practicable after the determination by the Committee of the Eligible
Participants and the number of shares an Eligible Participant may be issued directly or granted pursuant
to an Option, the Committee shall give written notice thereof to each Eligible Participant, which notice in
the case of Option Grants shall be accompanied by the Grant of Option to be executed by such Eligible



Participant. Upon vesting of Option, an Eligible Participant may exercise his right to an Option to
purchase Common Stock by providing written notice as specified in the Grant of Option.

7.2 The exercise price for each Option to purchase shares of Common Stock pursuant to
paragraph 7.1 shall be as determined by the Committee based upon the provisions contained in Section 5
herein, it being understood that the price so determined by the Committee may vary from one Eligible
Participant to another.

SECTION 8. PAYMENT UPON EXERCISE OF OPTION OR DIRECT ISSUANCE

The Committee shall determine the terms of the Grant of Option and the exercise price or direct
issue price for payment or services by each Participant for his shares of Common Stock granted
thereunder. Such terms shall be set forth or referred to in the Grant of Option or resolution authorizing
the share issuance. The terms and/or prices so set by the Committee may vary from one Participant to
another. Options granted under the Plan may provide for the payment of the exercise price by delivery of
(i) cash or a check payable to the order of the Company in an amount equal to the exercise price of such
Options, (ii) shares of Common Stock owned by the optionee having a Fair Market Value equal in amount
to the exercise price of such Options, or (iii) any combination of (i) and (ii), provided, however, that
payment of the exercise price by delivery of shares of Common Stock owned by such optionee may be
made only upon the condition that such payment does not result in a charge to earnings for financial
accounting purposes as determined by the Committee, unless such condition is waived by the Committee
at anytime between the date of grant and the date of exercise. The Fair Market Value of any shares of
Common Stock which may be delivered to the Company for payment of the exercise price upon exercise
of an Option shall be determined by the Committee in the manner set forth in the Grant of Option.
Reference is made to Section 14 which provides that the Committee may, in its discretion, have the
Company make loans to option holders to pay the exercise price and/or in the case of Non-Statutory
Stock Options, adopt additional cashless exercise provisions in form satisfactory to it, which provisions
would be established at the time of Grant of each Non-Statutory Stock Option and incorporated into the
Grant of Option.

SECTION 9. DELIVERY OF SHARES OF COMMON STOCK UPON EXERCISE

The Company shall deliver to or on behalf of each Participant such number of shares of Common
Stock as such Participant elects to purchase upon direct issuance or upon exercise of the Option. Such
shares shall be fully paid and nonassessable upon the issuance thereof and shall be represented by a
certificate or certificates registered in the name of the Participant and, if Restricted Stock, stamped with
an appropriate legend referring to the restrictions thereon, as described in Section 11 herein.

SECTION 10. RIGHTS OF EMPLOYEES; NON-TRANSFERABILITY; EXERCISE OF OPTIONS;
TERMINATION OF EMPLOYMENT; WITHHOLDING OBLIGATIONS

10.1 Employment. Nothing contained in the Plan or in any Stock Option, Restricted Stock
award or other Common Stock award granted under the Plan shall confer upon any Participant any right
with respect to the continuation of his or her employment by the Company or any Affiliated Corporation, or
interfere in any way with the right of the Company or any Affiliated Corporation, subject to the terms of
any separate employment agreement to the contrary, at any time to terminate such employment or to
increase or decrease the compensation of the Participant from the rate in existence at the time of the
grant of a Stock Option or other Common Stock award. Whether an authorized leave of absence, or
absence in military or government service, shall constitute termination of employment shall be determined
by the Committee at the time.

10.2  Non-transferability. No right or interest of any Participant in a Stock Option award shall
be assignable or transferable during the lifetime of the Participant, either voluntarily or involuntarily, or
subjected to any lien, directly or indirectly, by operation of law, or otherwise, including execution, levy,
garnishment, attachment, pledge or bankruptcy. In the event of a Participant's death, a Participant's
rights and interest in Stock Option awards shall be transferable by testamentary will or the laws of
descent and distribution. Notwithstanding anything contained herein to the contrary, the Company shall
permit the assignment or transfer of an Option to Optionee’s children, grandchildren, spouse or trusts
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established solely for their benefits (the “Family Members”), but only if the assignment or transfer is
without consideration and the Option remains subject to the provisions of the Plan.

10.3  Exercise of Options. An Option granted under the Plan, to the extent vested, shall be
exercisable at such time or times, whether or not in installments, as the Committee shall prescribe at the
time the Option is granted. An Option which has become exercisable may be exercised in accordance
with its terms as to any or all full shares purchasable under the provisions of the Option. The purchase
price of the shares shall be paid upon the exercise of the Option in accordance with the provisions of the
Grant of Option, and the Company shall not be required to deliver certificates for such shares until such
payment has been made. Except as provided in Section 10.4, an Incentive Stock Option may not be
exercised at any time unless the holder thereof is then an employee of the Company or any subsidiaries
and shall have been continuously employed by the Company or any subsidiaries since the date of grant
(As used in this Plan, the terms "employ" and "employment" shall be deemed to refer to employment as
an employee in any such capacity, and "termination of employment" shall be deemed to mean termination
of employment as an employee in all of such capacities and continuation of employment as an employee
in none of such capacities.)

10.4  Termination of Employment. Except in the case of Optionee's death or disability as
provided below, in the event of termination of employment of a person to whom an Incentive Stock Option
has been granted under the Plan, notwithstanding the reason for termination (such as termination for
cause, without cause or voluntary on the part of the optionee,), any Incentive Stock Option held by him or
a Family Member under the Plan, to the extent not theretofore exercised by the Optionee or Family
Member, shall on the 30th day after termination of employment be null and void. Incentive Stock Options
granted under the Plan shall not be affected by any change of employment so long as the holder
continues in the employ of the Company or any subsidiaries. Nothing in the Plan or in any Option granted
pursuant to the Plan shall confer on any individual any right to continue in the employ of the Company or
any subsidiaries or affiliates or interfere in any way with the right of the Company or any subsidiaries or
affiliates to terminate his employment or occupancy of any corporate office at any time.

In the event of the death of an Optionee to whom an Incentive Stock Option has been granted
under the Plan while he is in the employ of the Company or a subsidiary, such Incentive Stock Option
may be exercised (to the extent of the number of shares covered by the Incentive Stock Option which
were purchasable by the Optionee at the date of his death) by the lawful owner at any time within a period
of six months after his death, but in no event after the day in which the Incentive Stock Option would
otherwise terminate under the Grant of Option.

In the event of termination of employment of a person to whom an Incentive Stock Option has
been granted under the Plan by reason of the disability of such person, the optionee or his Family
Member who is then the holder of the Option may exercise his Incentive Stock Option at any time within
one year after such termination of employment but in no event after the day in which the Incentive Stock
Option would otherwise terminate, to the extent of the number of shares covered by his Incentive Stock
Option which were purchasable by him at the date of the termination of employment. In the case of Non-
Statutory Options, the Committee shall determine at the time of Grant, all applicable termination
provisions of Options, if any, and shall incorporate them into the Grant of Option.

10.5 Federal Income Tax or Other Withholding Amounts. In respect to the direct issuance of
Common Stock or the exercise of Non-Statutory Stock Options or any Incentive Stock Options which fail
to qualify as such for any reason, any required federal income tax or other withholding amount shall be
paid (in full) by the Option Holder or Family Member as the case may be, to the Company in cash or by
certified check at the time required by applicable federal and/or other laws. The Company shall not be
required to deliver certificates for such shares until all such payments have been made, and until the
Company has had an opportunity (at its sole discretion) to obtain verification from the Option Holder that
all federal income tax or other withholding amounts have been properly calculated and paid.




SECTION 11. GENERAL RESTRICTIONS

11.1  Restrictive Legend. All shares of Common Stock issued or issuable under this plan,
unless qualified as Registered Stock as defined in Section 2 hereinabove, shall be restricted, and
certificates representing the shares shall bear a restrictive legend reading substantially as follows:

The shares represented by this certificate have not been registered under the Securities Act of
1933. The shares have been acquired for investment and may not be sold, transferred or
pledged in the absence of an effective registration statement for these shares under the
Securities Act of 1933 or an opinion of the Company's counsel that registration is not required
under said Act.

The Company may, at its option, register the Registered Stock on a Form S-8 Registration
Statement, or other appropriate form of registration statement, for exercise and subsequent sale in
accordance with the 1933 Act.

11.2  Investment Representations. The Company may require any person to whom a Stock
Option, Restricted Stock award, or other Common Stock award is granted, as a condition of exercising
such Stock Option, or receiving such Restricted Stock award, or other Common Stock award, to give
written assurances in substance and form satisfactory to the Company and its counsel to the effect that
such person is acquiring the Common Stock subject to the Stock Option, Restricted Stock award, or other
Common Stock award for his or her own account for investment and not with any present intention of
selling or otherwise distributing the same, and to such other effects as the Company deems necessary or
appropriate in order to comply with federal and applicable state securities laws.

11.3 Compliance with Securities Laws. Each Stock Option and Stock Grant shall be subject to
the requirement that if at any time counsel to the Company shall determine that the listing, registration or
qualification of the shares subject to such Stock Option or Stock Grant upon any securities exchange or
under any state or federal law, or the consent or approval of any governmental or regulatory body, is
necessary as a condition of, or in connection with, the issuance or purchase of shares thereunder, such
Stock Option or Stock Grant may not be accepted or exercised in whole or in part unless such listing,
registration, qualification, consent or approval shall have been effected or obtained on conditions
acceptable to the Committee. Nothing herein shall be deemed to require the Company to apply for or to
obtain such listing, registration or qualification.

11.4  Limitation of Rights in the Underlying Shares. A holder of an Option shall not be deemed
for any purpose to be a stockholder of the Company with respect to such Option except to the extent that
such Option shall have been exercised with respect thereto and, in addition, a stock certificate shall have
been issued theretofore and delivered to the holder.

SECTION 12. BURDEN AND BENEFIT

The terms and provisions of this Plan shall be binding upon, and shall inure to the benefit of, each
Participant, his executives or administrators, heirs, and personal and legal representatives and Family
Members who become lawful transferees of Options granted hereunder.

SECTION 13. PLAN BINDING UPON LAWFUL TRANSFEREES

In the event of an Optionee’s death and Options are to be transferred to the Optionee’s legal
heirs and distributors, or in the event of transfers during the Optionee’s lifetime to his Family Members,
such parties shall take such Options subject to all provisions and conditions of this Plan, and, as a
condition precedent to the transfer of such Options, such parties shall agree to be bound by all provisions
of this Plan.

SECTION 14. LOANS/ADDITIONAL CASHLESS EXERCISE PROVISIONS

At the discretion of the Committee, the Company may loan to the Optionee some or all of the
purchase price of the shares acquired upon exercise of an Option granted under the Plan. The
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Committee, in its sole discretion, may also grant Non-Statutory Stock Options with payment of the
exercise price to be made(but not within the first six months from the date of Grant) through additional
cashless exercise provisions to be established by the Committee and set forth in the Grant of Option.

SECTION 15. CHANGES IN CAPITAL STRUCTURE OF THE COMPANY

Subject to compliance with the requirements for qualification of the Plan and of the Options
issued or to be issued thereunder as "Incentive Stock Options" under applicable provisions of federal laws
and regulations, the aggregate number and class of shares as to which Options may be granted under
the Plan, the number and class of shares covered by each outstanding Option and the price per share
thereof (but not the total price), and each such Option, shall all be proportionately adjusted for any
recapitalization or reclassification, and any increase or decrease in the number of issued shares of
Common Stock of the Company resulting from a split-up or consolidation of shares or any like capital
adjustment, or the payment of any dividends in Common Stock, or any other increase or decrease in the
number of issued shares of Common Stock of the Company without receipt of consideration by the
Company.

In the event that the outstanding shares of Common Stock are increased, decreased or changed
into or exchanged for a different number or kind of shares or other securities of the Company or of
another corporation (or entity) by reason of any reorganization, merger, or consolidation, appropriate
adjustment shall be made in accordance with Section 424(a) of the Code, in the number and kind of
shares as to which Options may be granted under the Plan and as to which outstanding options or
portions thereof then unexercised shall be exercisable, to the end that the proportionate interest of the
grantee shall be maintained as before the occurrence of such event. Such adjustment in outstanding
options shall be made without change in the total price applicable to the unexercised portion of such
Options and with a corresponding adjustment in the exercise price per share.

In addition, unless otherwise determined by the Committee in its sole discretion, in the case of
any (i) sale or conveyance to another entity of all or substantially all of the property and assets of the
Company or (ii) Change in Control (as hereinafter defined) of the Company, the purchaser(s) of the
Company’s assets or stock may, in his, her or its discretion, deliver to the Optionee the same kind of
consideration that is delivered to the stockholders of the Company as a result of such sale, conveyance
or Change in Control, or the Committee may cancel all outstanding options in exchange for consideration
in cash or in kind which consideration in both cases shall be equal in value to the value of those shares of
stock or other securities the Optionee would have received had the Option been exercised (to the extent
then exercisable) and no disposition of the shares acquired upon such exercise had been made prior to
such sale, conveyance or Change in Control, less the exercise price therefor. Upon receipt of such
consideration, the Options shall immediately terminate and be of no further force and effect. The value of
the stock or other securities the grantee would have received if the Option had been exercised shall be
determined in good faith by the Committee, and in the case of shares of Common Stock, in accordance
with the determination of Fair Market Value of Common Stock as set forth herein.

The Committee shall also have the power and right to accelerate the exercisability of any
Options, notwithstanding any limitations in this Plan or in the Grant of Option, upon such a sale,
conveyance or Change in Control. Upon such acceleration, any options or portion thereof originally
designated as Incentive Stock Options that no longer qualify as Incentive Stock Options under Section
422 of the Code as a result of such acceleration shall be redesignated as Non-Statutory Stock Options.

A “Change in Control” shall be deemed to have occurred if any person, or any two or more
persons acting as a group, and all affiliates of such person or persons, who prior to such time owned less
than fifty (50%) percent of the then outstanding Common Stock, shall acquire such additional shares of
Common Stock in one or more transactions, or series of transactions, such that following such
transaction(s), such person or group and affiliates beneficially own fifty (50%) percent or more of the
Common Stock outstanding.

If by reason of a corporate merger, consolidation, acquisition of property or stock, separation,
reorganization, or liquidation, the Committee shall authorize the issuance or assumption of Option(s) in a
transaction to which Section 424(a) of the Code applies, then, notwithstanding any other provision of the
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Plan, the Committee may grant Option(s) upon such terms and conditions as it may deem appropriate for
the purpose of assumption of the old option, or substitution of a new Option for the old Option, in
conformity with the provisions of such Section 424(a) of the Code and the Regulations thereunder, and
any such option shall not reduce the number of shares otherwise available for issuance under the Plan.

No fraction of a share shall be purchasable or deliverable upon the exercise of any Option, but in
the event any adjustment hereunder in the number of shares covered by the Option shall cause such
number to include a fraction of a share, such fraction shall be adjusted to the nearest smaller whole
number of shares.

SECTION 16. PLAN MODIFICATION AND AMENDMENT

Modifications or other amendments to the Plan may be made by the stockholders of the
Company. The Plan may also be amended by the Committee; provided, however, that if Incentive Stock
Options are granted or to be granted under the Plan, no amendment which shall constitute a Modification
shall be effective unless approved by the stockholders of the Company within 12 months before or after
the adoption of the Modification. No termination, Modification, or amendment of the Plan, may, without the
consent of the optionee to whom any Option shall theretofore have been granted, adversely affect the
rights of such optionee under such Option; nor shall any such Modification or amendment be deemed to
effect a Modification, extension or renewal of any Incentive Stock Option previously granted except
pursuant to an express written agreement to such effect, executed by the Company and the optionee.

SECTION 17. EFFECTIVE DATE OF THE PLAN
17.1 Effective Date. The Plan is effective as of October 7, 2009.

17.2  Duration of the Plan. The Plan shall terminate at midnight on October 6, 2019 which is
the day before the tenth anniversary of the Effective Date, and may be terminated prior thereto by action
of the Committee of Directors; and no Stock Option, Restricted Stock Award or other Common Stock
award shall be granted after such termination. Stock Options, Restricted Stock Awards and other
Common Stock awards outstanding at the time of the Plan termination may continue to be exercised, or
become free of restrictions, in accordance with their terms.

Executed as a sealed instrument as of the 7" day of October, 2009.

ACE MARKETING & PROMOTIONS, INC.

By:

Dean L. Julia, Chief Executive Officer



APPENDIX A

FORM OF
GRANT OF OPTION PURSUANT TO THE
ACE MARKETING & PROMOTIONS, INC.
2009 EMPLOYEE BENEFIT AND CONSULTING SERVICES COMPENSATION PLAN

Ace Marketing & Promotions, Inc., a New York corporation (the “Company"), hereby grants to
("Optionee™) an Incentive (Non-Statutory) Stock Option to
purchase shares of common stock, $.0001 par value (the "Shares") of the Company at the
purchase price of $ per share (the "Purchase Price"). This Grant of Option is exercisable in whole
or in part at the principal offices of the Company and upon payment in cash or shares of the Company’s
Common Stock as permitted under the Plan, or in the case of a Non-Statutory Stock Option, through the
cashless exercise provisions established by the Committee at the time of Grant and set forth below or in
Appendix I.

This Option is granted pursuant to the 2009 Employee Benefit and Consulting Services
Compensation Plan (the “Plan”), a copy of which is appended hereto. This Option, if it is an Incentive
Stock Option, shall be terminated pursuant to the provisions contained in Section 10.4 of the Plan. This
Option, if it is a Non-Statutory Stock Option Plan, shall be terminated pursuant to provisions, if any, set
forth by the Committee or the Committee, as the case may be, in the minutes approving the Grant of
Options described herein. Such termination provisions shall be annexed hereto as Appendix | and are
incorporated herein.

Subject to the preceding paragraph, this Grant of Option, or any portion thereof, may be
exercised only to the extent vested per Appendix I, and must be exercised by Optionee or Optionee’s
permitted transferees as described in the Plan no later than (the “Expiration
Date”) by (i) notice in writing, sent by facsimile copy to the Company at its address set forth above; and
(ii) payment of the Purchase Price pursuant to the terms of this Grant of Option and the Company’s Plan.
The notice must refer to this Grant of Option, and it must specify the number of shares being purchased,
and recite the consideration being paid therefor. Notice shall be deemed given on the date on which the
notice is delivered to the Company by facsimile transmission bearing an authorized signature of
Optionee.

This Grant of Option shall be considered validly exercised once the Company has received
written notice of such exercise and payment therefor has been received and in the case of checks or
money orders, has cleared the banking system.

If Optionee fails to exercise this Grant of Option in accordance with this Agreement, then this
Agreement shall terminate and have no force and effect, in which event the Company and Optionee shall
have no liability to each other with respect to this Grant of Option.

This Grant of Option may be executed simultaneously in two or more counterparts, each of which
shall be deemed an original, but all of which together shall constitute one and the same instrument.
Execution and delivery of this Grant of Option by exchange of facsimile copies bearing the facsimile
signature of a party hereto shall constitute a valid and binding execution and delivery of this Grant of
Option by such party. Such facsimile copies shall constitute enforceable original documents.

The validity, construction and enforceability of this Grant of Option shall be construed under and
governed by the laws of the State of New York, without regard to its rules concerning conflicts of laws,
and any action brought to enforce this Grant of Option or resolve any controversy, breach or
disagreement relative hereto shall be brought only in a court of competent jurisdiction within the county of

, New York.
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The Shares may not be sold, assigned, transferred or permitted to be transferred, whether
voluntarily, involuntarily or by operation of law, delivered, encumbered, pledged, hypothecated or
otherwise disposed of until (i) the Shares have been registered with the Securities and Exchange
Commission pursuant to an effective registration statement on Form S-8, or such other form of
registration statement as may be appropriate, in the discretion of the Company; or (ii) an Opinion of
Counsel, satisfactory to the Company, has been received, which opinion sets forth the basis and
availability of any exemption for resale or transfer from federal or state securities registration
requirements.

This Grant of Option may not be assigned, transferred or hypothecated (except as permitted
under the Plan) and any other purported assignment, transfer or hypothecation shall be void ab initio and
shall be of no force or effect.

For purposes of any applicable cashless exercise provisions of this Option, the “fair market value”
per Share shall mean the market price of one share of Common Stock on the last business day before
the effective date of exercise of the Option. If the Common Stock is then traded on a national securities
exchange or admitted to unlisted trading privileges on such an exchange, or is listed on the NASDAQ
Stock Market (the “NASDAQ Market”), the market price as of a specified day shall be the last reported
sale price of one share of Common Stock on such exchange or on the NASDAQ Market on such date or if
no such sale is made on such day, the mean of the closing bid and asked prices for such day on such
exchange or on the NASDAQ Market. If the Common Stock is not so listed or admitted to unlisted trading
privileges the market price as of a specified day shall be the mean of the last bid and asked prices for one
share of Common Stock reported on such date (x) by the NASD or (y) if reports are unavailable under
clause (x) above by the National Quotation Bureau Incorporated. If the Common Stock is not so listed or
admitted to unlisted trading privileges and bid and asked prices are not reported, the market price of one
share of Common Stock as of a specified day shall be determined in good faith by written resolution of
the Board of Directors of the Company or the Committee.

The Shares [insert appropriate language: “have” or “have not”] been
registered with the Securities and Exchange Commission pursuant to a registration statement on
Form S-8.

IN WITNESS WHEREOF, this Grant of Option has been executed effective as of
,200__.

ACE MARKETING & PROMOTIONS, INC.

NOT FOR EXECUTION
By:

(Authorized Executive Officer)
OPTIONEE:

NOT FOR EXECUTION

11



APPENDIX |
[Describe termination provisions of Non-Statutory

Stock Options]

Grant of Option pursuant to ACE MARKETING &
PROMOTIONS, INC. 2009 Employee Benefit and
Consulting Services Compensation Plan

Optionee:

Options Granted:

Purchase Price: $ per Share

Date of Grant:

Exercise Period: to

Vesting Schedule: option on
# of shares date vested (assuming continued employee or
consultant status, etc.)

Vested Options Exercised to Date: (including this exercise)

Balance of Vested Options to be Exercised:
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CASHLESS EXERCISE PROVISIONS APPLICABLE ONLY TO
NON-STATUTORY STOCK OPTIONS AT DISCRETION
OF COMMITTEE AT TIME OF GRANT

“Cashless Right to Convert Non-Statutory Stock Option into Stock Net Issuance. In addition to
and without limiting the rights of the Holder under the terms of this Non-Statutory Stock Option,
the Holder may elect to exercise this Option (but not within the first six months from the date of
Grant) with respect to then Vested Shares (the “Conversion Right”), the aggregate value of which
Vested Shares shall be equal to the “in-the-money” value of this Option or the portion thereof
being converted as set forth below. The Conversion Right may be exercised by the Holder by
surrender of this Option at the principal office of the Company together with notice of the Holder’s
intention to exercise the Cashless Conversion Right, in which event the Company shall issue to
the Holder a number of Vested Shares computed using the following formula.

X=Y (A-B)
A

Where: X The number of Vested Shares to be issued to the Holder.
Y The number of Vested Shares representing the portion of this

Option that is being converted and cancelled in payment of
Shares issued to the Holder.

A The fair market value of one Share of Common Stock of the
Company.
B The Exercise Price (as adjusted to the date of such

calculations).

For example, if an Option Holder has 3,000 Options exercisable at $3.00 per share, 2,000
Options are vested, the market value is $6.00 per share and the holder desires to convert the
Option to the extent vested through the cashless exercise provisions, the Holder would receive
1,000 Vested Shares upon conversion and cancellation of the 2,000 Options.

(X=Y (A-B) = 2,000 ($6.00 - $3.00) = 1,000)"
A 6.00
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NOTICE OF EXERCISE
(TO BE SIGNED ONLY UPON EXERCISE OF THE OPTION)

TO: ACE MARKETING & PROMOTIONS, INC. ("Optionor")
The undersigned, the holder of the Grant of Option described above, hereby irrevocably elects to

exercise the purchase rights represented by such Grant of Option for, and to purchase thereunder,
shares of the Common Stock of Ace Marketing & Promotions, Inc., and herewith makes

payment of therefor. Optionee requests that the
certificates for such shares be issued in the name of Optionee and be delivered to Optionee at the
address of , and if such shares shall not

be all of the shares purchasable hereunder, represents that a new Subscription of like tenor for the
appropriate balance of the shares, or a portion thereof, purchasable under the Grant of Option pursuant
to the Ace Marketing & Promotions, Inc. 2009 Employee Benefit and Consulting Services Compensation
Plan to be delivered to Optionor when and as appropriate.

OPTIONEE:

Dated:
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