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CERTIF
FUBLIC

Connor & Associates, PC.

[=1]

AGCOUNTANTS

To the Board of Directora and gtockholders of
Financial Resources National, Ind,:

We hava mudited the accompanying balance shaets of Finanaial Ressurces Mational,
Inc. (a New Hampahire dorporation) as of Decaembar 31, 2007 and 2006 and tha
valated statements of income, changes in stockholdera’ aquity and cash flows for
the years then ended, The financial statements ars the responsibility of ths
Corpozation’s menagenent., Our respoaalbllicy is to sxpress su opinion on the
financial statemants based on our audit.

‘We conductied our audits in socordance with auditing standurds gensrally accepted
in the United States of America. -Those standards require that we plan aad
perforn the.audits to obtain reasonable assurance about whether the financial
statements are free of material misstatemsnts. An audit inoludes examining, on
2 test basiz, evidance supporting the amounts and disclesurss in the financial
statements. An audit also includes amsessing the accounting prineiples used and
significant astimates made by sanagement, as well as svaluating the overall
financial statsment presentation. * We belleve that our audit provides a
reasonible basis for our opinien, :

In our opinion, the financial scatements zeferred to above pressnts fairly, in
all material respadts, the finanaial poaition of Financial Resources National,
Inc. as of Deaembar 31, 2007 and 2008, and the results of its operations and its
ensh flows for tha years then anded in conformity with accounting principlas
generally accaptad in tha Unitad States of Amarica.

&-———Asswé'/&

Manchester, New Hampshire
Fehruary 5.5, 2008
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Cash snd cash equivalentas (Notu 1 und 3) s 235,552
tommiaalons raceivable 220,397 291,060
Current portion of notes recsivabls (Note 4) 375,000 375,000
_ AMllowance for loan losses (Note 4) (123,000) (135%,000)
Current pertion notas racaivabla, _
-preferred sharsholdere (Note 6} N S - 17,800
Total currant asssts — 503,074 — 194,312
Notes recelvabls, preferred i!iarthﬁdarﬁ
less gurrent portion shown above {(Note 6) = —223.300
= —223,300
Property and equipment, at oost (Note 1} 105,041 55,683
Less - hocunulated depresciation o A3.743 31,760
' — 02,098 — 34,123
LT 1 RN ] $L.0BL. 838
CTORRENT LTMII.ITIIEI . :
Demand und short-term notes pl'ylhlo {¥ote B3) (] - $ 12,808
Acgounts payable 108,704 77,733
Accrued -xp-nn- (MNate 7) 192,900 98,084
Deferxed caxes (Nota 2) —823.829 —101.536
Total current liabilities —383.554 —t B8 211
LONG-TEAM DERT (Notem % and §). —1a.618 —218,913
COMMITMENTS AND CONTINGENCIEH (Note 7)
STOUKEOLPERS' NQUITY) -
Common dtock =~ 31 par valus, 1,000,000 sharas
authorized, 15,000 shares issued and :
~outstanding (Note 10) 15,000 15,000
Prefarred stock subscribad, $1,000 par valua, '_
351.50 sharax panding (Nota 6) - 193,500
Prefexred stock, #1,000 par value, O shares
authorised, 138 sharaes issued and outltnnd:.ng
(Nota B) T - 138.000
Additieral paid-in capital o ¢ 462,950 452,950
Ratained ssxsiags ' —1213.860) —{4£3.739)
S fifiBed 22 $1.081.535
The accotpanylny notas to financial statenm Exhibit to

. are &n intesral part of these statemants.
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2207 2006
R IVENTR - 85,025,320 82,199,541
OFERATING BXPENIUE :
Mortgagan sxpenssa 1,519,163 3,167,893
Commigsions 1,454,387 1,397,829
. Interast. axpense 177,530 373,293
Client fees sxponse 129,429 144,342
Advertiping and promotion B, 964 05,081
Salarian and relatsd plyroll tnxau ‘840,299 795,703
Reat (Note 7) 178,684 167.938
reas ‘ 2,138 2,267
Talaphons 17,188 8,678
Insurande 47,388 £7,7%8
Postage 58,194 62,977
- Bupplion 4,032 12,325
Maintenanca .129,270 99,469
Profassicnal axpenses {(Note 7) 541,843 403,770
- @lient retfunds 1v,018 £7,701
Travel xnd antertainmant 3,523 -
DEllitiom - 19,812 16,082
Contributionas - 85,715 92,150
Offioca (Note 1) 321,545 444,692
Depracintion 11,983 5,808
Hiscalluneous 2,76} 2,071
Provision for oredit losses (Note 4) ‘ - -
. B, 84,813 2,164,647
INCOME FROM OPERATYIONS 381,408 34,094
OTHER INCOME (EXPEMEEES)
. Interest income (Note G) 45 20,896
Rontll incomea — —3.380
: — 45 —ad.278
INCOME BAFORN PROVISION FOR INCONN TAXNES 111 —b7.270
PROVIBION (CREDIT) FOR TAXES (Note 2):
Current . 147,240 870
Deferxed n{BB,576) —{336,074)
. —ddl 064 ~{235.204)
NET INCOME C 249,789 $202.374
The acdompanying notes to finanoial mtatsmencs
arw an lategral part of thaas statemsnts,
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rrefarrad Md.:l.tiuml

# Common  Praferred dtoak Paid-In  Retained
§ ELagk Shock Bubagribed Capital Raznings
Balance, ;Decenber 31..%@05 $15,000 §392,000 & 991,500 #342,950 £(694,293)
‘ " (Wote ) Y -
Cont xibutions o n ‘ - - 120,000 -
Ret income o - L. - - 302,374
Dividsnds i . - - - {71,820)

Sharos:redesmed’ = (254.000) _(589.000) = =

Balance, Dscember 31, i 415,000  $138,000 ¥ 393,500 462,950  §(463,739)

Contributions - - - - . -
Mot lncomes - - - - 248,789
Dividends . B - - _ . - -
Shares radazmed ?% : ——2 (128,000 _{(393,800) - =

Relance, Decesber 31, 2007  GAEQ00 femien Smcemiew  MAG2.080  40243.950)

. I;h- accompanying notes to financlal statements
jiare an integrel part of thase statements.
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CAME FLOWH FROM OPERATING -ACTIVITIES:
Jat inooms ,
Mjustmants to recencila nat incoma to nat
cash previded by operating activitias
Deapresciation
{Increass)} decrease in the £ollowing samata:
Cash umczow
Conmianions ucoivahlo |
Inareasa (decrease) in the following
liabilities: :
Acdouznity payable
Aderund expanses and deflerred taxes
Not ¢ash provided by (used in) ope:a.l:ing
sotivitiem

CASH FLOWS FROM INV‘STIN“ AﬂTIVITIlﬂi
 Furchase of capital ammats
Paymants (advances) on notes zeceivable
(Tnoreane) paymenta on partiaipation notes
ragaivable
Paynenta (advances) prefsrred shareholdess

aotes regeivable
Nut cashk providad by invaating activitias

CABH FILOWE FROM PINAHﬁIﬂG AETIVITIIE:
Advanaen from (repaymsnts) officer notes plylhlt
Advances (:lplynlntl) from short- turmatinlncing
- Oontributions of additional paid in aupitnl
Radamption of praferrsd pstock
Redemption of preferred atock subsaribed
Pividaad paid
Nat cash provided by {used in) financing
activities

NET TNCREARE (DHCRNASR) IN CASE
CASH AND CASH EQUIVALRNTS, beginning of year

CASN AND CASE BQUIVALENTS, end of yaar

CASR PAID DURING THE YEAR YOR:
~ Iatersst '
. Incoma taxes

wh- accompenying notes te financial statementa

f 349,793

11,9881
70,663

25,981
—H2.379

—AA0. SHE

(39,959)

—a40,800
—400. 0842

(43,761)
{169,142)

(393,500)

—S{744.403)
(102,87%)

# 177,520
' 11;3‘0

‘are an integral part o! th--n statament

Appendix A Page H-' 10
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$ 302,374

5,605

142,449
(251,060)

(54,229)
~8€7.108)

_{451,959)

(23,173)

4,265,064

—a07.000
l.252.881

{176,550)
126,000
(254.000)
{898,000)
—-$21.829)

~{880,370C)
110,552

—nds 000

| $..338.562

2006 .

% 373,393
# 870
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N ' ‘ . . -“

Natuza ©of oparaticos - Financial Rescurces Naticzal, Inc. (“tha Company”)
in a Neuw Hawmpahire corporation that derives a significant portion of its
income from commismions on the brokerage of nortgages with various
unrelated third party Zinanas companias.  Additionally, tha Conpany
broksra private fipancing and purchases and sells various notes, accounts
and mortgages  receivable on the secondary market and will ooocasiocnally
provide financial funding on a short term finmnging basis to individuals
snd bupinesses. The primary geogriphle funding area is the Northesst with
secondary revesue souraas throughhut tha aont:l.nonl:l.l Unitad itlt-n.

Cash_and cash equivalenta - FOrX Thé purposes of the statemeat of gash
flows, the Company considers all highly liquid investments with an initial

maturity of three moaths or leas to be cash -qu:l.nhntl.

Ravenua zedognition - Brokerage fass mre reaorded am zavenus when dus
uling the nnn:.-u-.:l. mth.ad... ‘ : :

mm Thea Company tor financial atatement purpeoses provides for
depreciation of its property and equipment based on the atzaight line
method. The sptipeted vseful lives ueed are as foallows:

iaaxs
Purniture and fixtures R E.7
Equipmant . . 5 -7

Fxpsndictures for repairs and maintenance are expensed when inourred and
battearmenta are capitalized. Assats sold or otherwisu disposed of are
removed from the acoounts. aleng with the related duprouhhi.ou sllowancas,
»nd amy gain or loss is redogniued, .

Uas of sstimates - Preparation of financial statements in conformity with
generally acceptad acoounting principles reguires nanagsment to make
agtinates and assumptions that affset ocertain rxeported amounts amd
digalamuras. Avcordiagly, agtual rasulta could diffar from thosa

astinatas.

Advertiging oosts - The Corporation expenses all advertising costs as
incurzed in socordance with AIOFA Statement of Positicn 93-7 “Reporting om
Adveztising Costs~, Advartiaing and marketing expansas for tha years
anded December 31, 2007 and 2006 amounted to £69,964 and $55,091,
respectively, ' :

Palr va : _flomnc i - The £following metheds aad
afsvgtions waere usad hy t.he CUmmny in egtimating fair values of
ﬂnancial instrumentas as disolosed herain:

Onpk and ommh oqu.iw.lmu. The aurying amounts of oash and shoxt
torm imstrunants approximate thaelr falr valua. .
' Exhibit to:
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Notes zeceivable, All gurrent notes recaivable that have no
significant change ia aredit rigk are reflected at their carxying
valuas,

Yair values for loans classified as leng-term and for impaired loans
ara astimated using the underlying aollatezal values as of the dats
of the accompanying financial statemsats.

Fadaral inooms Laxes:

The Company for Einancial gtatement purposss provides for incoma taxas
based on current fingncial incoms at Qurrent tax ratas. The Company for
tax purposss raports ita indoma under the cash method of acaounting.
Dafurred income taxes are provided for the differences batwesn thane
accounting methods and at Decambexr 31, 2007, the Cesgpany’s deferred tax

liability was _§85,950, tha améunt dasxad nacessary to provide for future
tax liubilities cremted butwesn the two methods of aceounting .

Asnk RoCOURGE 1
At Decembaz 31, 2007, the earrying ameunt of the Conpany’s cash balance

wan §$132,£77 and the bank balance was 3363,777,  Of these amounts,
$100,000 was coversd by federal depository insurancs. :

Notas Tacelivable:

Wotes receivabla, included in the accompanying financial statements, are
reported at their outstanding unpaid pringipzl balances reduced by any
charge off or mpecific valustion accounts and net of any defarred fees or
goats on origianted loane or unamortized prémiums or Jdisgcunts on
purabagsad loane. Hanagement intends to hold the inoluded znotes for tha
foxsseeable futurs or untlil maturity.

The Company’s note raceivable at December 31, 2007 consisted of a secured
nots that had maturad at Decsxbsr 31, 2002. The Company has secursd
varieus Judgements inoluding & supzeme court judgenment against the payees
and co-makers. The Compsny fior fimaaclel purposes, is ne loagax acoruing
interest on the note. The valus hag haan disccunted to its collsctable
valua.

allowance for loan losses is inorsased by charges to income and desrmased
by chargeoffs (net of recoveriss). Hanagensnt’s periodic avaluation of
the sdsquacy of the allawanca is based on the Company’s past loan logs
sxperisnos, known and inherenf: riska in tha portfolio, adversze situaticns
that may affect the borrowex’s abllity to repay. the estimated value of
any undarlying collateral and curzent ecomomic sonditions. Managsmsnt has
racorded & $125,000 allownanoe £0r loan losses dus tc the fadt that thase
participation notes recmivebla, ars in dafault and will take time and
resourazs to collect the full face amounts of the notes.

7



Motes recalvable {gombizusdl:

The !llalll:m.'l.pg'.ii a schedule of principsl payments scheduled for notes
racnivable for the year ended December 311

2008 $328.000
Natas vavables R

Verious individusle hava advanasd funds on an unseourad basis. Tha notes
panr intmrest ranging between 13% and 24%, Interest is paid or agdurued
monthly at tke diasgretion of the note holder, ‘

M:' Deacsmbax 11, 2006, thare irn ona ramaining note paysble that required
nenthly installment payxsnts of interest and principsl amountizg to $3,105
through April 2014. The note im unsacurad but contains dafault provisions

that: entitlm ths boldar, upon default, to be issued preferrad astoak
wmounting to 180 sharas in the Company. This note wes paid in full during
tha year andad Dacember 31, 2007, '

Baluted Razty srangackicns:

The Company’s common stock sharsholder has advancad Eunds on sz open
agoount, ungecursd, non-interest bsaring basis to the Company. At
Decamnbar 31, 2007 and 32008, tha balance was 516,518 and #$63,379,
senpactivaly. The balance is reflected in long-term debt in the
accompanying financlal statements.

" The Compuny as of Decenmber 31, 2006 had cextain notes radeivable that have

baen advanded by zrelated subscribed or igssued preferred sharsholders that
bald 344 shares amounting to §344,000, The majority of these znotss
receivable &rs unsecured and non-interest besaring oz coentailn provisions

allowing the offpet of interest dusm ths Company againat preferred
dividende payabla €o tha raspectiva sharsholdey, These shareholders

advances wera repaid and their corresponding ehares ware redesamed during
ths ysar Dedemher 31, 2007. '

For ths ysar ended Dacembar 31, 2006 intaxest incomea refleats $20,886
offset from ralatad preferred sharsholdsr notes recsivabls, respectively.

Rapt: - Tha Coupany 18 & tenant at will and leases ita office facilities at
= menthly rent of approximately $9,456., Additionally, ths Company is
obligatad te pay utilities and upkesp of the property. The lesza is
betwesn ths Compasny and a trust and allows the temant to terminate the
tenancy by providing tha lesser with a 30 day written notice. Rent
axpangs for the yeaxs evded Dacenmbsr 31, 2007 and 2008 amounted to
§178,604 and $167,93%, respactively.
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7.  Gomgitments and goatinyencies (gontinued):

mm;u = The Compazy in.ul varieus office squipment under
Operating lesses that require monthly payments of £5,472 through January

2008 decreasing awounts thersafter thyough June 2010. These lease
expanscs have been recorded in office sxpsnss. o

- B Exafazzed stocik:

The Company at Dscomber 31, 2006 had isgued 138 sharas of $1,000 par
valuwe, preferrad ataak. Additionally, the Company at December 21, 2006
had 393.5 ghares of $1,000 par value prefarred stock that has been
aubacribed for, but not issued as of Dacember 31, 2006, The igsusd and
subsaribed preferred ssgurities macrued and paid cash distributions at a
rute of 12% psr anoum. Dividends paid on these shares for the year ended
Dacamber 31, 2006 amounted to $71,820. The shaxres were all radsemsd
during the year ended Degember 31, 2007. :

$.  PBuier poriod gdiustapaws

It was discovered during the year ended Dacembar 31, 2006, that the

Company had additional preferred stock that had basn subscribed te several
yoars ago that was not racorded. . Iaquizies wers wade of the custodian

thai: holds the stock and it was discovered that an additional 55.5 shavas

of preferred stock with a par value of $1,000 each, wers being held,

Therefora, the ptatemants of stogkholdars’ agulty bas besn raatatsd to

reflegt the additional shares of preferrsd stock subscribed totalling

455,500 with n cerresponding decrease in retained sarnings. Thers was oo

tax impaat of restating the acoompanying financial statexents.

10,  CouRENY DaGe Change:
The Company amended and restated their artioles of incorporation affective
Decembey 132, 2007 to ochange the nama of ths Corporation Zrom Finsncial
" Resources and Assistance of tha Lakas Ragion, Inc. te Financisl Rasources

Wational, Inc. Additionally, the Company changed the authorized shares of
capital from 18,000 to 1,000,000 ahares.
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