4000
ASSETE
CURRENT ASSETS:
Cash and cash aguivalents (Notes 1 and 3)
Currant portion of notes receivable,
unsacured {(Note 4) £75,362
Current portion of mortgage notes receivablae,
£irst mortgage (Note 4) _ 5,339
Current portion of mortgags notes recaeivable,
second mortgages (Note 4) 41,561
Current porticn of nctes receivablae,
factoring with raecourse (Note 4) , : 146,200
Current portion of mortgage notes receivabla,
commercial secured (Note 4) -
Note recaeaivable, ralated party (Nota §) 108,607
A Samact Lo OTRFGDZIAL f - IH+ME
Notes and mortgage raceivables, la#s current
portion shown above (Note 4) LA5,669
Property and equipment, at cost (Note 1) T 22,588
Less - Accumulated depreciation _190.518
~ 12,070
Non-performing nctes and mortgage receivables
{Note 4) 438,783
Lass - Allowance for non-performing loana 389,128
49,655
$584.463

The accompanying notes to financial statements

are an integral part of these statements.

$ 16,794
38,507
8,645
42,465
63, B55
11,085

—2.500
483,831

468,901

19,122
—6.338
~12.784

438,783
389,128
~42.6535

$425.191
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2000
LIABILITIRES AND STOCKHOLDERZ' EQUITY
CURRENT LIABILITIES:
Demand notes payable (Note 5) $547,228
Accounts payable . | 92,936
Accrusd sxpenses 1.98]1
Total current liabilities ' 642,203
NOTES PAYABLE, related parties (Note 6) . 57.459
COMMITHMENTS AND CONTINGENCIES (Nota 7)
BTOCKHOLDERS'?EQUITY:
Common stock - $1 par value, 15,000 sharas
authorized, 15,000 shares issued and
outstanding 15,000
Preaferred stock, 51,000 par valua, 93 sharas
authorizad, issued and outstanding (Note 8) 146,000
Retained sarnings ‘ _23,801
184,801
$884.463

The accompanying notes to financial statements
are an intagral part of thess statements.

$179,000
49,369
1,249
230,218

-24,303

15,000
93,000
22,564
160.564

5413.12]
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CERTIFIED
PUBLIG
ACCOUNTANTS

ZNDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of
Financial Resources, Inc.:

We have audited tha accompanying balance sheats of Financial Resources, Inc. (a
New Hampshire corporatiomn) as of December 31, 2000 and 1999 and the related
statements of income, changes in stockholders’ equity and cash flows for the
yYears then endad. These financial statements are tha regponsibility of the
Corporaticn’s manageament. Our respongibility is to express an opinien on these
financial statements baged on our audit.

We conducted our audits in accordance with generally accepted auditing standards.
Those standards requirs that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are frae of material misatatem-
ent. An audit includes examining, on a test bagis, evidence supporting the
amounts ‘and disclosures in the financial statements. An audit also includes
asgessing the accounting principles used and significant egtimates made by
management, as well as evaluating the overall financial stataement pregentation.
We beliave that cur audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refarred to abova Presant fairly, in all
material respects, the financial position of Financial Resources, Inc. as of
December 31, 2000 and 1999, and the rasults of its cperations and its cash flows
for the years then ended in conformity with genaerally accepted accounting
principles. : '

4_.‘—4!:;“.:/ <

Manchester, New Hampshire
March 15, 2001
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ASZRIS

CURRENT ASSETS: .

Cash and cash equivalents (Notea 1 and 3)

Current portion of notes receivablae,
unsecured (Note 4)

Current portion of mortgage notes receivable,
first mortgage (Note 4)

Current portion of mortgage notes receivable,
second mortgages (Nota 4)

Current portion of notes receivable,
factoring with recourse (Notae 4)

Current portion of mortgage notes receivable,
comnercial sacured (Nota 4)

Note receivable, relatad party (Note &)

Notes and mortgage receivables, less current
portion shown abova (Note 4)

Property and equipment, at cost (Note 1)
Less - Accumulated depreciation

Non-performing notes and mortgage receivables
(Nota 4)
Less - Allowance for non-performing loans

475,362
5,339
41,561

146,200

45,669

22,588

$884.463

$ 16,794
38,507
8,645
42,465
63,855

11,085

— 2,500
183,853

438,783
389,128
49,855

$413.191

The accompanying notes to financial statements
ara an integral part of theae statements.
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SALANCE SERETS
DECEMBER 31. 2000 and 1999
2000 1999
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES: .
Demand notes payable (Nota 5) $547,228 $178,000
Accounts payable : 92,396 49,369
Accrued expenses ) 1,981 1.949
Total current liabilities £42,.203 230,318
NOTES PAYABLE, related parties (Note §) 57.459 © 24,308
COMMITMENTS AND CONTINGENCIES (Nota 7)
STOCKHOLDERS’ EQUITY:
Common stock - §1 par value, 15,000 sharas
authorized, 15,000 shares issuad and
cutstanding . 15,000 15,000
Praferred stock, $1,000 par value, 93 shares
authorizad, issued and outstanding {Note 8) 146,000 93,000
Retained aearnings 23,801 52,564
. 184,801 169,564
$884,463 $415,191

The accompanying notes to financial statements
are an integral part of these statements.
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REVENUE

OPERATING EXPENSES:
Mortgage expenss
Commissions
Interest expense
Cliant fees axpensa
Advertiasing and promotion
Salaries and related payroll taxes
Rent (Note 7)

Faag

Telephone

Insurance

Poatage

Supplies

Maintenance
Profeasional axpensas
Client refunds

Travel and entertainment
Utilities
Contributions

Cffice

Depraciation
Migcaellaneocus

INCOME (LOSS) FROM OPERATIONS

$2.379.214

1,042,271
465,399
169,002
109,629

2,891
250,195

24,000

34,007
34,924
29,348
17,266
88,392
13,298
28,042
23,153
20,746

6,992
29,137
31,057

4,180

—2.625
2,429,554

__(50,340)

$3.059,985

1,609,584
521,384
174,304
126,156

59,661
239,039
24,000
24,001
32,310
30,864
30,294
46,872
14,771
13,886
7,758
32,639
11,118
10,911
9,465
1,802

5,758
3,027,975

—2.128

OTHER INCOME {(EXPENSES) :
Interest income 1,447 -

Rent income 53,397 22,88l
INCOME BEFORE PROVISION FOR INCOME TAXES ——4.498 32,010
PROVISION FOR TAXES —_1.981 __1.06]

NET INCOME (LOSS) S _2.517 P 30,941 :
The accompanying notea to financial statements
are an intaegra) part of these atatements.
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Balanca, December 31, 1998

Net income
Dividends

Balance, December 31, 1599
Sharaes issuad
Net income

Dividends

Balancea, December 31,‘2000

The accompanying notes to financial statements

$15,000

§15,000

$15,000

Praferrad

Btock

§ 83,000

$ 93,000

53,000

-
—— e

$146.000

are an integral part of these statementa.

Retained
Earningg

$ 27.870

30,949
—(6,253)

§ 52,564

2,517

{31, 280)
$23.801
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CASH FLOWS FROM OPERATING ACTIVITIES:

Net income (loas)

Adjustments to reconcile net income to net
cash provided by operating activities
Depreciation

(Increase) decrease in the following aassgets:
Note receivable related party

Increase {decrease) in the following
liakbilities:
Accounts payablae
Accrued expenses

Nat cash provided by (usad in) operating
activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of capital aseets
Advances on long term notes receivable
Payments received from long-tarm notes
raceivablea , :
Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Advances from short-term financing
Payments on related party notes payable

Advances from (repayment on) related rarty notes

Preferred astock issuad .
Dividend paid ‘
Net cash provided by {used in) financing
activities
NET INCREASE (DECREASE) IN CASH
CASH AND CASH EQUIVALENTS, beginning of yaar

CASH AND CASH EQUIVALENTS, end of year

CASH PAID DURING THE YEAR POR:
Interest

$

2,517

4,180

(106,107)

43,627
—_ 32

(55,782)

(3,466)
(489,159)

108,486
{384,139}

368,226

33,150
53,000

~{31.289)

423,096

(16,794)

_ 16,754

$169,002

The accompanying notes to financial statements
are an integral part of these statements.

6
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$30,94589

1,802
{2,500)
39,251
— 346
63,848

{(9,008)
(70,377)

42,541
(36,844)

(69%)

16.255)

{6.94¢)

26,0538

1389

$174,304

Exhibit to:



Summary of sigmificant accounting policies:

Orgapization - Financlal Reacurces, Inc. ("the Company") is a New
Hampshixre corporation that provides various financial funding on a short
term to long term financing basis to individuals and businesges. The
primary geographic funding area is the Northeast with Becondary revenue
sources throughout the continental Unitaed States. Additionally, tha
company derives a significant portion of its income form commisgions on
the brokarage of mortgages with wvarious unrelated third party finance
companies,

- For the purpoges of the statement of cash
flows, the Company considers all highly liquid investments with an initial
maturity of three montha or less to be cash equivalents.

Revenuse recognition - Brokerage fees are recorded as revenue when due

using the accrual maethod.

Dgpreciation - The Company for financial statement purposes provides for
depreciation of its property and aquipment based on tha straight line
method. The estimated useful lives used are as follows:

, Yoarsp
Furniture and fixtures 5
Equipment 5

Expenditures for repairs and maintenance are expensed when incurred and
betterments are capitalized. Assets sold or otherwise diasposed of are
removad from the accounts, along with the related depreciation allowances,
and any gain or loas is recognized.

Estimates - Preparation of financial statements in conformity with
generally accapted accounting principles raguirasa management to make
estimates and assumptions that affaect certain reported amounts and
disclosures. Accordingly, actual results could differ from those
estimates, ‘

Advertising gopts - The Corporation expenses all advertising coats as
incurred in accordance with AICPA Statement of Fogition 83-7 “Reporting on

Advertising Costa~. Advertising and markating expenges for the years
ended Dacembar 31, 2000 and 1559 werse $2,891 and %59,661, respectively,

Eederal income taxes:

The Company provides for income taxes based on current financial income at
the current tax rates. The Company for tax purposes reports its incme
under the cash mathod of accounting. Due to significant tax lea
carxyforwarda, a deferred tax liability is not warranted in the
accompanying financial statements. The Company at December 31, 2000 lad
net operating lcss carryforwards that amounted to approximately $22,00
that expire in the year 2012. '
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Bapk accoupts:

The Company’s bank balance at Decamber 31, 2000 was 333,304 and the amount
was fully covered by faderal depository insurance. At December 31, 1999,
the carrying amount of thae Coempany‘s cash balance was $16,794 and the bank
balance was $100,632. Of this amount, $100,000 was covered by federal
depository insurance.

Notes and mortgade receivables:

Notes and mortgage receivables at Dacember 31, 2000 represent amounts due

- from individual and business loans that have been advanced or purchaged

from unrelated third partiaes. Thae majority of the loans are collataeral-

-ized with either first or second mortgages and have interest rates and

terms that vary by loan typa.

Non-performing notas  and mortgage receivables represant various loans that
are in default. The Company received no payments on the majority of thege
notes and mortgage receivablaea during the yeara ended December 31, 2000
and 13599. All mortgages were secured and are in various stagasg of
litigation to determine thae amount of repaymant if any. Thess mortgages
for financial statement purposes, are no longer accruing interast. Tha
face amount of these notes and mortgage receivables amountaed to $438,783
and the allowance for non-performing loans amounted to and $385,128 as of
December 31, 2000 and 1999, raspectively.

Demand notes pavable:

Various individuals have advanced funds on an ungsecured demand basis. The

notea bear interest ranging between 8% and 14%. Interest ia paid or
accrued monthly at the discretion of the notsholder. :

Related paxty noteg:

The Company haa advanced funds on an unsecured, non interest bearing basis
to a related corporation that ia owned by the Company‘’s majority
shareholder. The note receivables relataed party balance at Decembar 31,
2000 and 1999 amounted to $108,607 and 52,500, respectivaly.

Additionally, the Company’s primary stockholder has advanced funda to the
Company on a non intersst bearing, unsecured basias. The Company’s notes

payable to this stockholder at December 31, 2000 and 1999 amounted to
£258,758 and $124,309, raspectivaly. :
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Commitments and contingencies:

Bent - The Company is a tenant at will and leases its office facilities at
a meonthly rent of approximately $2,000. Additionally, the Company is
cbligated to pay utilities and upkeep of the property. The lease i
between the Company and a ralated party and allows the tenant to terminate
the tenancy by providing the lessor with a 30 day written notice.

Office machine rental - The Company leases varioua office equipment

requiring payments of §501 through July 2000 and $321 thereafter through
October 2003, )

Recourse notes recalvable - The Company has brokered approximately

$150,000 of installment notes receivabla that have been asgigned under
recourse agreements to unrelated third parties,

Bxefexred stock:

The Company has authorized and issued 93 shares of $1,000 par value, -
prefarred stock. The preferred securities accrue and pay cash distrihbu-

" tions at a rate of 8% per annum. The Company has guaranteed, on a

subordinated basis, distributions and othar Payments due on the preferred

securities. Dividends on these shares for the vears anded Dacember 31,

2000 and 1999 amcunted to $31,280 and 46,255, raespectively.
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