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N\ connor & Associates, PC.

CERTIFIFD
PUBLIL
ACROQUNTAN TS

ITORS "

To the Board of Directors and gtockholders cof
Financial Resources & Assistance of the Lakes Ragion, Inc.:

We have audited the accompanying balance sheets of Fipancial Resources &
Amsistance of the Lakes Region, Ine. (a New Hampehiras corpuration) as of December
31, 2006 and 2005 and the related statements of income, changes in atockholders’
equity and cash flows for the yeara then ended. The financial statements are the
respongibility of the Corporation’s management, Our reaponsibility is to express
an opinion on the financial statements basad on our audit.

Wa conducted our audits in accordance with auditing standards genezrally accepted
in the United States of America. Those standards raquire that we plan and
perform the audits to obtain reagonable assurance about whether the finmancial
statemente are free of material mimstatements. An audit includes examining, oa
3 test basis, evidence supporting the amounts and disclesures in tha financial
statements. An audit also includem assaemming the accounting principles used and
significant estimates made by management, as wall ag avaluating the overall
financial statement presentation. We believe that our audit provides a
reagonable basis for our opinion,

In our opinion, the finaneial statementa referred ko above presents fairly, in
all materia_l respecty, the financial position of Financial Resources & Asaistance
of the Lakes Region, Inc. as of December 31, 2006 and 2005, and the rasulte of
its oparations and its cash flows foxr the years then ended in conformii:y with
accounting principles generally acceptad in tha United States of America.

4— &Amuﬁ/é

Manchester, New Mampshire
March 9%, 2007
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PINAN RESQOURE ISTANC THE LA REGIO
BALANCE CHEETE
D 3 2 as
2008 2005
ABSETE '
CTTRRENT ASSRTS:
Cash and cash equivalents (Notes 1 and 3) $ 235,852 $ 125,000
Escrow cash (Note 8) - 142,449
Commissions raceivable 281,060 -
Carrent portion of notes receivable (Note 4) 375,000 -
Participation notes receivable (Note 5) - 1,644,064
Allowance for lovan lossegs (Note 5) (125,000) {125,000}
Cerrent portion notes receivable,
preferred shareholdars (Note 7) 17,800 ——17,500
TotaAl curxent agpets —84,112 1,804,013
Fotas receivable, preferred sharehboldears : :
less current portion shown above (Note 7) —223,300 530,30
: 223,390 530,309
Froperty and aquipment, at cost (Note 1) 65,883 42,710
Lesg - Accumilated depreciation b1 2 760 28,155
' 280223 —-7%-1:11
- \ $4.081,535 $2.350,868
L LITIES 0 1) T
CURRENT LIAPILITIES: .
Demand and short-term notes payable (Note 6) -] 12,608 § 345,692
Accounts payable 77,723%- 131,852
Acaruad expenses {Note B8) 85,054 426,088
Daferred taxeas (Note 2) : —a01,.526 337,600
Total cugzent liabilities 286,911 1,241,332
LONG-TERM DEBT (Notes 6 and 7) —th B, 913 62,379
COMMITMENTS AND CONTINGENCIEG (Note 8)
STOCKHOLDERS’ FQUITY: | .
Common stock - %1 pax value, 15,000 ahares :
authorized, 15,000 shares iomuad and ‘
eutstanding , 15,000 15,000
Prefarred stock gubmscribed, $1,000 par valum, o
393.50 phaxee pending {(Note 7) 393,500 891,500
Praferred stock, $1,000 par value, 0 shares
authorized, 138 ghares lssued and outstanding
{Note 9) 138,000 392,000
Additional paid-in capital 462,950 342,880
Ratained eazxnings (463,739) , (6594,293)
— 545,711 4,047,157 -
$1,051,535 $2.380,860
The accompanying notes to fimancial atatemanta
ars an integral part of thése statements.
Exhibit to;
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2006 2005

REYENUE ‘ _ 82,189 541 $8.114,115
QPERATING BEXPENSES:
Nortgage expenpge 3,167,693 3,433,714
Commigsiona 1,297,823 990,656
Intezest expenage 373,293 651,141
Client feem exponse 144,342 181,180
Advertising and promotion 55,091 121,880
Salaries and related payroll taxes : 735,703 810,137
Rent (Note B8) : 167,939 129,814
Feas 2.267 0 14,254
Teleaphone 36,878 35,567
Insurance - 87,786 76,361
Fostage 62,977 43,331
Supplies 22,329 50,504
Maintenanae ‘ 99,469 ' 43,252
Frofessional expensas (Note B) : ' 402,770 7 488,480
Client refunds ‘ ' 47,701 31,303
Travel and entertainment : - : 6,265
Utilitien : 16,052 -31,967
Contributiong 92,150 96,125
Office (Mote 1) ' 244,693 : 227,241
Depreciation 5,608 ' 4,232
Migcellanecus 2,071 . 1,342
Frovipion for credit loasea {(Note 4) : - -
7,164,647 | 7,468,417
INCOME FROM OFERATIONS ' 34,894 645,698
OTHER INCOME (EXPENSES):
Intereat income (Note 7) 28,856 65,136
Reantal income : ' 3.380 —27.003
- —22,276 —82,137
INCOME BEFORE PROVISION FOR INCOME TAXES £7..170 737.835
PROVISION {(CREDIT) FOR TAXES (Note 2): ‘
Current 870 14,868
Deferred {236,074) 337,600
' (235,204) 352,468
NET INCOME $.302,374  §_385,387

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

Balance, December 31, 2004
(Note 10)
Contributions
Net income
Dividends
Shares redeemed

Balance, Decambaxr 31, 2005
Contributiona
Net income
Dividends
Shares redeemad

Balance, December 31, 2006

The accompanying ndt-a to financial statements
are an inteyral part of these statements.

Commen Prefarrad

Stogk - Btogk

$15,000 $392,000

$15,000 $392,000

—_— (454,000)
#15,000

Prefarred
Stock

‘Bubsgribed

#1,045,540

{58,000)
§ 581,500

~(528,000)
$138,000 $ 393,500 $462 959

INC.
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Addlitional

Fald-In Retained
Capital Barningg
$342,950 $(909,494)
- 188,367
- (170,165)
$342,950 Bl694,29)

120,000 -
- 302,374
- (71,820)
'$!463szag)
Exhibit to:



FINANCIAL RESOURCES & ASSISTANCE QF THE LAKES REGION. INC.

CASH FLOWS FROM QOPERATING ACTIVITIHS:
 Net income
Adjustments to reconcile net income to net
fash provided by operating activities
Depreciation _
(Increase) decreafe in the following assets:
Cash escrow '
Commissions receivable
Increase (decrease) in the following
liabilicles: ‘
Accounts payable
hcarued expenses and deferred taxea
Net caah provided by operating activities

CASH FLOWS FROM INVESTING AQTIVITIHS:
Purchase of capital assets
FPayments (advances) on notes receivable
(Increage) paymants on participation notes
recaivable
Paymenta (advances)
notes receivable .
Paymenta (advances) raaseived from related
party notes receivable, net

Net cash provided by (used in) investing
activities

preferred shareholders

CABH FLOWS FROM FINANCING ACTIVITIES:

Advances from (repayments) officer notes payable
Advances (repayments) from ohort-term financing
Conttributiona of additional paid in capital
Redenption of preferred atock
Redemption of preferzred stock subacribad
Dividend paid

Net cash provided by (usesd in) financing

activities

NET INCREASE IN CASH
CASH AND CASH HQUIVALENTS, beginning of year

CASH AND CASH BQUIVALENTE, end of year

2006

$ 302,374

5,605

142,449
- {291,060)

~(54,229)
]567.103)
f461.969)

(23,173)

1,269,064

307,000

(176,550)

120,000
. {254,000)
{598,000)

—(71,8290)
—{289,370)

110,552

2005

$385,367

4,232

(142,445)

62,393

£05,050

914,593
300,000

{926,080)

(510.448)

(21,277)
(29,702)

(58, 000)
(170,166)

(418.145)
125,000

—————

$125.000

CASH PAID DURING THE YEAR FOR:
Interest
Incoma taxes

$373,29
8 870

The accompanying notes to fipancial statements
are an integral part of these atatemanta,
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24005

$651,141
$ 14,868
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EINANCIAL RESOURCHS & ASSISTANCE OF THE LAKES REGION, INC,

NO' S NT

R 3 200

Ty o cant a i ag:

Nature of oparationsg - Pinancial Rescurces & Assigtance of the lLakas

Region, Inc. (“the Company") is a New Hampshize corporatiom that dexrives
a gpignificant portion of its income from commissiohs on tha brokerage of
mortgages with various unrelated third party finance companies.
Additicnally, the Company purchases and pelle various notas, =zcoounts and
mortgages recaivable on the secondary market and will cccasionally provide
financial funding on a short term financing basis to individuals and
busineswss. The primary geographic funding azea ia the Northeaat with
secondary revenue sources throughout the continental United States.

€ash and cash eguivalents - For the purposes of the statement of tash

flows, the Company considers all highly ligquid investments with an indtdial
matuzity of three monthe or leas to be sash aquivalents,

Revenue reqognition - Broksarage fean are recorded as revenue w_rhen due

uping the accrual method.

Rapreciation - The Company for findnclial statement puipoaen provides for
depreciation of ita property and equipment bmsed on the straight lina
method. The estimated useful Jlives used are as followa:

Zeazrg

Furniture and fixtures 5 - 7

Bquipment . 8 .9

Expenditures for repairs and maintenance are expansad when incurred and
berterments are capitalized, Assets sold or ctherwise dlsposed of are
removed from the accounts, along with the related deprecilation allowances,
and any gain oxr loas ig recognized, ‘ |

Hae of esptimateg - Preparation of financial statemente in conformity with
generally accepted accounting principles requires management to make
estimates and aseumptions that affeqk certain zréported amounts and

disclosuresn, Accordingly, actual results could differ from thosze
estimates.
Advereiging cogte - The Corpoxation expenges all advertising comts aa

incurred in agcordance with AICEA Statement of Pomition 93-% “Reporting on
Advertiging Cogtas~, Advertising and marketing expenses for the years

anded Dalanmher 31, 2006 and 2005 amounted to $95,081 and #121,550,
respectivaly. .

Fair wvalyes of financial ingtrumentgs - The following metheds and
aspumpticons were used by the Compamy in estimating fair wvalues of
finapneial instruments as discloased herein:

Cagl d4nd cawh equivalents. The carrying amounts of cash and short
term instrwients approximate their fair value,
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RESQ ISTANCE LAKES, INC.

DE 2006
g AL Acgountin olic] inuad} ;s
Notes receivable. All curremt notes receivable that have ne
sigaificant change in credit risk are reflected at their carrying

values.,

Fair values for loaus classified as long-tgrm and for impaired loans
are estimated using the underlying collateral values as of tha date
of the accompunying financial statements.

Federal income taxes:

The Company for financial statement purposen prevides for income taxesn
based on current financial income at current tax rates. The Company for
tax purposes reports its income under the cash mathod of accounting.
bDaferred inacme taxes are provided for the differences betwaen these
accounting methods and at December 31, 2006, tha Company’s deferred tax
liability was $101,526, the emount deemed necessary to provide for future

tax liabilities created between the two methods of accounting.

Bank accounts:
At Dacembar 31, 2008, the Qarrying amount of the Company’'s cash balance
was $235,852 and the bank balance was £335,252. 0f these amounts,

$225,252 was not covered by federal depoaitory lnsurance.
givable:

Notes receivable, included in the accompanying financial statements, are
reported at their cutatanding ubpaid principal balances reduced by any
chazrge off or apecific valuation accounts and net of any deferrad faes or
coste con origipnated loana or umamortized premiums or diascounte on
purchased loams. Management intends to hold the included notes for the
formseeable future or until maturity.

The Company’s note receivable at Decembar 31, 2006 comnsisted of a securad

' note that bad makured at Decamber 31, 2002, The Company has aeaured

‘various judgemants including a supreme court Judgement againat the payéaa
and cc-makerg. Tha Company for finamcial Puzposen, ig no longar acaeruing
interest on the note, The value has bean discounted to its collectable
value,

Allowance for loan logses is increased by chargea te income and decreased
by chargeoffa (net of recoveries). Management-'s Periodic evaluation of
the adequacy of tha allowance is based on the Company’s pPast loan logs
. éxperience, known and inherent risks im the portfolic, adveras situations
~that may affect the horrower’s ability to repay, the estimated value of
any undexlying collateral and current economie conditions, Management han
recordad a $125,000 allowance for loan losses Que to the fact that these
participavion notes receivabla, are in default and will take time and
Temourceg to collect the full face amounts of the noteg.
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The following is a schedule of prinmcipal payments scheduled for notes
recelvable for the year ended December 31:

2007 $373,000

artigi i vahle:

" Tha participation notes receivable reflects the Company’s met reasivablae

after reduction for other participante portions of the notes. The
Company’'s participation notes rocelvable at Decambar 31, 2005 were
interest bearing and secured by various xeal estate and aamets of the
Payees. The Company sold all of its participation notes during the year
ended December 31, 2006 for an aggregate price of $1,344,064 and paid in
full all participating parties.

oLes pa el

Variocus individuals have adﬁancgd funde on an unsecurad basis. The notes
bear intarest ranging between 14% and 24%, 1Interest is paid or accrued
monthly at the digexetion of the note holder.

At December 31, 2006, thers wasn cne remalning note payable that requizred
monthly installment payments of interest and principal amounting to $3,105
through April 2014. The note ig unmecured but contains default provisions
that entitle the holder, upor default, to be issued prefarred stock
amounting to 180 shares in :he Company.

The follewing is a mchedule of principal payments scheduled for long-term
debt for the yearg gaded Dacembey 31, :

4007 (included in eurrent liabilities) § 12,608

2008 16,655
2009 : 19,142
2010 . 22,000
2011 45,286
Thersaftar . LT13,451
$169,142

‘ ad : Bac H

The Company’s common stockholder has tdvanced funds om an open account,

ungecured, non-intersgt bearing bagis tg the Company. At December 31,
2006 and 2005, the balance was $62,379. The balance ie zeflected ia long-
téerm debt in the accompanying financial statements,
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ated ons

Certain notea raceivable have heer advanced to related subscribed or
issued preferred shareholders. Subseribed preferred shareholders
accounting £fozr 344 ashares or $344,000, have also outstanding notes
receivable to the Company amounting to $240,800. The majority of these
neteg raeceivable are unsecured and non-interest bearing or caontain
provigions allowing the offset of intereat due the Company against
preferzed dividends payable to the regpective gharaholder.

For the years ended Deceaber 31, 2006 and 2005 interest income reflects
$28,886 and $6%,136 offsat from related preferred ghareholder notes
receivable, respectively.

Commitments and goptingenciey:

Rent - The Company is a tenant at will and leases ite office facilities at
a4 monthly rent of approximataly $12,000. Additionally, the Company is
ebligated te pay utilities angd upkeep of the property. The leamse isg
between the Company and a trust and allows the tenant to terminate the
tenancy by providing the lessor with a 30 day written notice. ' Rent
espende for the year ended Dacember 31, 2006 and 2005 amounted to $167,939%
and #129,814, respectivaly.

Qffice machine rental - The Company leases various office aquipment under
operating leases that regquire monthly payments of §6,499 through July 2007

and decreading amounts thereafter through Jume 2010, These lease expenses
have been recorded in office axpensge.

Contingency - The State of New Hampghire’g Bureau of Securities Regulation
ispued a Staff Petition for Relief on Novembar 8, 2001, The Company
eéntered into a consent agreement with the Bureau in January, 2007 to
correct issues raised by the Bureau and to be compliant with conditions
stipulated in the agresment. The Company has taken all tha oteps
necessaAry in the agreement and was ‘compliant with the conditicna
stipulated ag of the date of these finanaial statements.

Egcrow cash - The Company was also involved im a lawsuit at December 31,
2005 that was settled in the year ended December 31, 2006. The Court had
ordered certain funds to be get amida by the Company peading the
regelution of the case. These funds ara ahown in the acacmpanying balance

- sheet as msocrowed cash. Thig Llawsuit was settled by the Company at gpo
further loss. :
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10.

Pzefszred stogk:

The Company has issued 138 shuxes of 31,000 par value, prefarzed stock.
Additiocnally, the Company has 393.50 shares of $1,000 par value preferred
stock that has heen subscribed for, but not imasuad as of December 31,
2006, The issuad and subseribed preferred securities accrue and pay cash
distributione at a rate of 12% per annum. Dividenda paid on these shares
for the years ended December 31, 2006 and 2005 amounted to 571,820 and
$170,166, respectivaly. '

Bx ricd a tment :

It was discovered during the year ended Decamber 31, 2006, that the
Company had additiocnal preferzred stock that had been subgeribed to several
Yuars ago that was not recorded. Inquiries were made of the nustodian
that holds the stock and it was digcovered that an additional 5.5 gharepn
of prefexzed stovk with a par value of #1,000 each, were being held.
Therefore, the statements of ptockholders’ equity has been restated to
raflact the additisnal ghares of preferrzed stock aubseribed totalling
$55,500 with a corresponding decrease in retalmed earnings. There was no
tax impact of restating the accompanying financial statements. '
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