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Connor & Assaciates, PC. ‘

CRRTIFED

Te the Board of Directors and Stockholders of
Financial Resources National. Ing.:

Wa hava audited the accompanying balance sheets of Financial Resourdes Mational,
Inc. (a New Hampshira corporation) as of Decemhar 31, 2007 and 2006 and the
relatad statements of income, changes in atookholders’ aquity and cask flows for
the years then ended. The finangial stataments are the zesponsibility of the
Corporation’s mansgemant., Ouy responsibility ia o sxpress an cpinion on the
f£4nancial statements based on our audit.

-Wa aonducted cur audits in accordance with auditing standards gensrally accepted
in the Unitad States of Amezica. Thoss standards zequize that wa plaz and
perform the. audits to obtain remsonable assurance about whether the fizanoial
statements azre Ifree of material misstatements. An audit includes examining, on
a test banis, svidanca supporting the amounts and discloaursas in the financial
statements. An audit alse includes assessing the sccounting principles used and
significant estisates sade by managesment, as wall as evaluating the cvazall
financial statement pressutation.,  We belleve that our audit provides a
raascnablae basis for our epinlen. ‘

In cur opinion, the finandial statetents referred to above presents fairly, in
all material respacts, the financial position of Pinancial Resources National,
Inc. as of Decsmbaxr 31, 2007 and 2008, and the rasults of its opexations and its
cash flows for tha yaars then anded in coanformity with acasusting principles
genarally accapted in tha Unitad States of Amarica.

&——-Aﬁca@'fb

Manohester, New Hampshire
February .3, 2008
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CURRENT ASGETS:

5 132,677

TECEIVE
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[ﬂj AER

| 2008
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Caskh and sask equivalenta (Notes 1 lnq 3) S 235,552
formissions reocaivahle 220,397 291,060
currant portion of notes rooe.fl.w.hlo {Note 4) 175,000 375,000
_ Allowspos for loan losses (Notae 4) {1a5,0600) {1a%,000)
Gurrent perticn nctas receivabla, ,
-prefarred sharsholdezrs (Note e) - = 17,800
Total current assate — 605,074 184,112
Notes rsceivable, preferred ﬂh'arohbldtrl'
less ourryent portion shown above (Wote 6) = —a33.200
= —223,300
Froperty and equipment, at cost (Note 1) 105,041 - 65,883
Leas - Aooumilated dspreciation —t3 . 743 31,760
$..588:172 Sl 080, 835
CURRENT 1.2 MILI‘I‘I!B:
Demand and short-term notes plylblu (Note 5} g - § 12,508
Acoountes payable . 108,704 77,733
Accsued .:.pnnmu (Nota 7) 192,900 95,054
Dafazrad taxas (Note 1) —— %11 a0l 536
Total current liabilities —a8d.ER4 | 86,911
LOWG-TEEM DERT (Notam 3 and €). —3a.018 218,913
COMMITMENTE AND CONTINGENCIER (Note 7)
STOOKNOLRERE " BQUITY: .
Common stock - $1 par value, 1, 000 000 shares
authorized, 15,000 shares issued and :
outstanding (Note 10} 15,000 15,000
Preferred stock submceribed, $1,000 pax valua, ) _
393.50 shazres panding {uon- §) - 393,500
rraferred stock, $1,000 par value, 0 shares
authorimed, 138 shares issued and outltud!.ng
(Nots &) - 138,000
Additioral paide-in capital o f 462,950 462,950
Ratainec saxnings ' 213, 080) —ld63,.720)
SemffiBedZ3 $L.052,528
The acconmpanying netas to financlial statemm Exhibit to:

. a¥s an integral part of these statemants.
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4007 2006
RIAVENUR C 88,043,240 81,109, 54)
OFRRATING ZXPENIEZ)
Mortgage expense 1,519,183 2,187,693
Commisslons 1,454,387 1,397,035
. Intarest expense 177,530 373,293
Client ffees sxpunme 129,429 144,342
Mvervining and promotion 69,964 - 96,081
Salariasd and related ply:oll tnxel ‘840,299 795,703
Rent (Note 7) . . 179,684 167,939
Feos , . , 3,138 %287
Talaphone ' _ : : a7,1eé 16,678
Insurance - ‘ 47,389 87.796
Postage ' ' o 58,194 62,977
- Bapplive b 4,032 - 22,329
Maintenanaa 139,370 99,469
Profegsional axpeanses {(Note 7) S 5al, 042 403,770
Client refunds 39,038 47,701
Travel and satertailnmant : 3,521 - -
Ttiliciam . 19,812 14,052
CGontributions 85,715 93,150
0ffice (Note 1) ‘ 321,548 244,692
Depraciztion : : - . 11,983 5,608
Mincelleneous ' 2,761 2,071
Provision for oredit losses (Nota 4) — -
. 5,643,812 7.364.647
ANCOME PROM OPERATYIONS det, 408 34,6894
OTHER INCOMN (EX¥FENSES):
interest ingome (NWote 6) 45 28,096
chtul incoma —_— — 3,380
: ] — 32,278
INCOME DRTORY PROVISION FOR INCOMN TAXES 1 F 1k} —2s120
PROVIBION (CREDIT) FOR TAXES (Nota 2):
Cuyrent . 147,240 870
Deferred - {2E,876) —(336,074)
. —ddl, 664 {235,204}
NBT INCOME g 13 Fvi1] $.203.374
The accompanying notes to financial scatements
ara an iantagral pmrt of theae statemszntas,
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Balance, December 31, @
: " (Wote 9)
Contxibuticns
Net incoma
Dividsnds
fharos: redesmned

Balance, December 31,

Contributions
¥et ilncoms .
Dividsnds i
Shares yedecmad *’5 :

Balancs, Dacembar 31, 3007

Conmon

Atogk
$15,000

415,000

- - refarrad  Additional
Prufarred ftock Paid-In Retaineq

Etack  EBubagribed  Capital  Aarniogsx
§392,000 8 991,500 4342,95C £(694,293)

- - 120,000 -
L. - - 303,374
. - - (71,820}
(A34.000)  .1028.000} = =

$15'.0°0 $ 393,500 #462,350 #(46.3;739)

] - - 249,789
(138.000) _{393,800) . -

The accompanying notes to financial statemsats

iiare an integral part of these statements.
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CAIH FLOWH FROM OPERATING ACTIVITIES:
¥at income
idjustnants to reconalla mat lncezs to aak
cash previded by oparating activities
Dapraciation
{Inareane) decrease in the following ammats:
Cash umczaow
Commiawions receivable .
Indreasa (dearassa) in tha fallowing
liabilities: :
Acgounts paysble
Aderund aspenses and deferred taxes .
Net c¢ash provided by (used in) op-uting
sctivities

CASH FLOWHA FROM IﬂVlﬂTINﬂ AGTIVITIIB:

 Furchase of ocapital zsmats
Paymantu (advances) on notes receivable
(Incraaaa) paymants on partiasipation notas
redelivable
FPayments (advances) prefsrred shareholders
actes recelvable

Mot aash provided by inveasting activities

CABH YLOWE FROM FINANCING ACTIVITIIBO
Advancen from (repaymants) officer antan pnyahla
Advances (r.pl.mi:l) from short-term finansing
. Cantributions of additional paid in capital
Redamption of preferred stock '
Redemption of preferrsd gtock subsoribed
pividand paid
Rat cash provided by {used in) tinancing
activities

NET INCREASE (DECREASE) IN CABK
CASN AND CASH EQUIVALENTS, baginning of year

OASK AND CASE BOUIVALENTS, snd of year

ETLOBURD

" CASN PAID DURING TEE YEAR FOR!
Intarast '
- InGOmE LAXeS

':I.'h- aggompenying notes to financial atatomenta

$ 249,789

11,983
70,663

25,981
—82.270

—440.686

. (39,958)

—t 40,800

—200. 842

(43,761)
(169,142)

{392,8500)

(744,403

(102,875)

$ 177,520
B 11,340

Are an int-grll pare nt thaze statemant

Appendix A Page B-' 10
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4008

& 301,374

5,608

142,449
(251,060)
(54,229)
(007,108}
~481,968)

(23,173)

1,269,084

—a07.000
1. 352,881

(176,550}
120,000
{254,000}
{598,000)
—tZ1.820)
~L280,370)
110,552
—ha.000

-9 35
2006
§ 373,293

¥ a70
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RECEMBER 31, 2007 AND 2006

NALLZA Of operations - Financial Rescurces National, Ine. (“tha Company”)
ia u New Eanpehire corporation that derives a significant portion of its
income from ocommissions on the brokerage of mortgages with various
unrelated third party Zinanca companies.  Additienally, tha Company
brokaras private financing and purchases and sells various notes,; accounts
and mortgages receivable on the secondary narket and will occasicnally
provide financial funding on a short term financing basis to individuals
snd bupizesses. The primary geogriphie funding area ip the Nertheast with
secondary reavenus souraas th:nughhut the enntincntll Unitad Itltll.

Cash. and cash squivalents - Fox the purposss of une statement of oash
flows, the Company considers all highly ligquid investments with an initial

meturity of three months or ladsd to be cash aqq.i\rl.:l.mtl.

Asvetuas redognition - Brokarags Zesap are recorded A ravenus when du-
uning the lu::ull nnthﬂd : o

mm The Company for financial statement purpoui pm:!.des for
depreciation of its property and equipment based onm the astraight line
method. The sstimated useful lives usad are as follows;

b1 1.3
Furpiture and fixtures T : 5§ -7
Equipment . ' 5§ -7

Axpsnditures for repairs and maintenance are expensed when incurred and
battarments are capitalized. Assats sold or otherwisa disposad of are
removed from the agoounts. aiong wigh the related doprwhhicn sllcwances,
and any gain or less is recognized, .

Usa of egtimates - Preparation of finmnolal statements in conformity with
generally accepted aocgounting principles requires mnmansgament to make
estimates and assumptions that alfsct certain zepozrted amsunts and
digpalosusras. Accordingly, actual rasulta could dJdiffer from thods
aativatas.

Advertiging cqosts - The Corporation expenses all advertising costz as
inguzzed in sovordance with AIOPA ftatement of Position §3-7 “Reperting em
Advozrtising Costa~. Advertising snd markating expensas for tha yeara
anded Decembar 231, 2007 and 2006 amcunted to §69,964 and $9%,091,
raspectively, :

Ialy v £, - -m- fallowing maethods and
sagumptions ware uaad by tha CM@any in estimating fair ~values of
ﬂnmnaial instrunents as disoclased hexaein:

Ceah and cash m:u.tv-lunu. The carzrying amounts of oash and shove
torm inmtrumants approximatm thalr faly valua. )
' ' Exhibit to:

- Appendix A Page A-10
§ Paragraph {3 4, } S~



1.

Exhibit to:

MW Appendix A Page A —/0

Paragraph {3, )¢/ A

fumpary of pigoificant accounting policies (continumd):
Notes rzeceivable. All curzesnt notes raceivable that have no

pignificant change in credit riak are reflected at their carrying
valueus,

Pair values £or loans classified as long-term and for impaired loans
ara antimated using the underlying ¢ollatexal values as of the date
of the accompanying finanaial statements. '

Esdars] lnoome Laxas’

The Company for financial statsment purposss provides for incoma taxes
besed on current finsncial incors at currant tax ratas. The Company for
tax purposes rmports ita indome under the cash method of acoounting.
Dafarraed incoms taxes are pyovided for the diffsrences hatwesn thase
acoounting methods and at Daceuber 31, 2007, ths Company’s daferred tax
liability was $85,950, tha amount desxiad nacessary to provide for future
tax liabilities cremted botween the two methoda of acesunting.

sk _scoountist
At Decembar 31, 3007, the aarrying ameunt of the Company‘s cash balance

was $132,677 and the bank Balance was #263,777., - 0f these amounts,
100,000 was coversd Ly fedaral dspesitory insuranae. ‘

Notas regelvebie:

' Notes receivabla, included in the accompanying financial statemsnta, are

reported at their outstanding unpaid psineipal balances reduged by any
charge off or specific valustion scocounts and net of any defazred fass or
gosts on origizoatad loane or uynamortized premiums or dJdiscounts on
purchased loans. Kanagewment intends to hold the included notas for tha
foresesable future or until maturity. '

The Company’s nots receivable ut December 31, 2007 consisted of a securasd
nots that had maturad at Dacamber 31, 2003. Tha Company has sacursd
various judgements inoluwding s supreme eourt judgement againzt the payees
and co-pmakers. The Company for finandalal purposes., is ne longavr agaxuing
intersst on the mote. The vealus has besn discounted to ita collectable
valuas.

Allowance for loan losses is increased by chazges to incomm and decraamed
by chargeoffs (net of regoverimsm)., Managemunt’e periodic avaluation of
the adsquacy of the allowance 1@ baasd on the Company’s past loan logs
axpeorionoe, known and inherent rieks in tha portfolio, adverse situations
that =ay sffact the borrowez’s abillity to repsy. the sstimated valuse of
any undasrlying collateral and current sconcmilo donditions. Hanagsmant haw
recozded & $135,000 allowance for iosasn losses dus to the fact that these
parcioipation notes raceivabla, sxe iz dafault and will take time and
reasourcas ke collact the full face amounte of the notew,

7



Notws receivable {continusdi:c -

Tha !.ﬂllwiﬂﬂ.iﬂ a Bchedule of prinaipai payments scheduled ﬁnr notaN
racaivabla for the year ended Degember 31:

2008 $375.000
' s

Various individuals bava advanoad funds on an unsecursd basip, Tha notes

bear interest ranging between 18% and 24%, Intersst is pald or acorued

mont:hly at the disdretion of the note holder,

At Decambar 31, 2006, thera was ona remaining note payable that raquired
neathly installment payments ¢f interest and principal amounting to $3,10%
through April 2014. The note im unsmcured but contalns default proviasions
that entitle tha holder, upon default, to be issued preferred stoock
amounting to 180 sharaes in the Company. 7This note was paid in £ull during
thae year endad Decexber 31, 2007.

IMW_HW

The Company’s common stock sharsholdar has advanced funds on an open
acocunt, unsacured, non-interest bhearing basis to the Company. At
Decexber 31, 2007 and 2006, thea balance was .B18,618 and #$63,375,
ruxpuctively. The balance is reafledtad in long-term dabt in the
accmmpanying finanaial stataments.

The Compauy as of December 31, 2006 had cartain notes redsivable that have
becn advanced by related subscribed or issued prefsrred shareholders that

held 344 wharas amounting to $344,000, The majority of these notes

recaivable are ungecursd and non-intarest bearing oz contain provisionsa
allowing tha offset of interest dus the Company against prefarred
dividsnds payabls to the respeactive sharsholder. Thede shareholders
advances were repald and their correopondlng shares wars radsamed during
the ysar Dadamhar 31. a007.

¥or tha ysar ended Doamh-r 31, 2008 inteyest incoma rafleocts 328,896
offoet from relatad prefarred shareholder notes receivable, respsctively.

Rant - Tha Company 1s a tenant at will and leases ite office facilities at
a menthly rant of spproximately $9,456. Additionally, the Company ia
chligated te pay utilities and upkaep of the propserty. The lomrams im
between the Compsny and m trust and allows the tenant to terminsts the
tenanay by providing the lassor with a 30 day written notica. Rent
oxpainse for tha yenrs endad Dacenmbexr 31, 2007 and 2006 amounted to
§170,684 and $167,939, respactively.
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7.  Gounitosats and goatingancied (COGEARued):

Qifice nmachine Iental - The Cempany lassus vacious office aquipment under
- operating leasss that require monthly payments of £5,472 through January

2008 decreasing amounts thereafter through June 2010. These leass
axpanses have been reoorded in o!fio. eXpenEe. '

8. Pzafaczzad stock:

The Company at Decaxber 31, 2006 had imssued 138 ghaves of #1,000 par
valuw, preferrad stack. Additionally, the Company at December 31, 2006
had 393.5 gshares of $1,000 par value preferred stock that hLus besen
subacribed for, but aot igsued as of December 31, 2006, Tha igpued and
subsoribed praferred sscuzitias macrued snd paid cash distridutions at a
rate of 12% par amoum. Dividends paid on these shares for the year ended
Decambszr 31, 2006 amounted te $71,820. The shares were all radesmed
during the year onded December 31, 2007. ‘ :

9.  Pxlor pesied pdiustment:

It was discovered during the yoar ended Decembar 31, 2006, that the

Company had additionsl preferred stoak that had been subsoribed to several
yosrs ago that was not recorded. . Iaguiries ware wade of the custodian

thak helds the atock and it was discoversd that an additional 55.5 sharves

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

Thexefora, the statements of stockholders’ aguity has besn restatad to

rafleot tha sdditional shares of preferred stock subscribed totalling

$55.500 with a corresponding decresse in retainad aarxnings. There was no

tax impact of restating the accompanying finsncial statements.

10,  Compagy pans chenge:

The Company amended and restated their articles of incorporation affective
December 12, 3007 to ohange the name of ths Corpormtion Zrom PFinmpnciasl
" Rasources and Assistance of the Lakaw Ragion, Ine. te Financlal Resources
¥ntionxl, Inc. Additionally, the Company changed the authorised shares of
capltal from 15,000 to 1,000,000 shares.
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