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BLyTHE WHITE & ﬁ;ssocwf-:s

CP4s » Business & Financial Advisors 2660 West Park Drive
Paducat, Kentusky 42001

Phone 270.415.9645 « Fax 270.415.0046

www.blvinewhite.com

INDEPENDENT AUDITOR'S REPORT

Te the Board of Directors
of Dippin® Dots Franchising, Inc.
Paduczh, Kenmclky

We have audit=d the accompanying balance sheets of Dippin’ Dots Franchising. Inc. (au S corporation) as
of December 21, 2005 ang 2004, and the relaied statements of income, changes in stockholder’s equity, and
cash flows for the vears then ended. These financial smiements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financiai statements based on our audit.

We conducted our audit in accordance with auditing smndards generally accepied in the United States of
America. Those standards require thai we plan and perform the 2udit 10 obtzin reasonable assurance about
whether ths financial statements are free of material misstatement. An audit includes examining. on 2 test
basis. evidence supporting the amounts and disclosures in the financial smiements. An audit also includes
assessing the accounting principles used and significann estimates made by management, as well as
evaluating the overall financial staiement presentation, We believe that our audit provides a reasonable
basis for our opimon.

In our opinjon, the financial stziements referred 10 above presemt fzirly, in all material respects. the
financial position of Dippin® Dots Franchising, Inc. as of December 31, 2005 and 2004, ang the resuls of

its operations and its cash flows for the vears then endad in conformity with accounting principles generally
acceplad in the United States of Amenca.

Bl Wit v Fssmistn

February 22, 2006

A Professional Limited Liabllity Company



DIPPIN' DOTS FRANCHISING, INC,
Bal.ANCE SHEETS
December 31. 2005 and 2004

2005 2004
ASSETS
CURRENT ASSETS
Cash orn hand S 10,842 by 10,263
Casn in bank 43,087 312.260
Cermificate of deposit 118,161 116,183
Accounts receivable, wade 136,270 g0 835
Miscellaneous receivable, related party 179.230 194 99]
Inventory 10,123 6,429
Prepaid expense 46.517 27.407
TOTAL CURRENT ASSETS 649,970 757.367
PROPERTY AND EQUIPMENT. NET 280,508 162,572
OTHER ASSETS £.376 11,242

b G458 B34 § 932.214

L1ABILITIES AND STOCKHOLDER'S EQUITY

CURRENT LIABILITIES
Azcounts pavable b 33,752 § 25,644
Accounts pavable, related party 48,242 45200
Accrued habilitizs 179,618 112,299
Uneamnzsd revenue 6 91.800
TOTAL CURRENT LIABILITIES 281,612 275243
STOCKHOLDER'S EQUITY
Common stock. 1.000 shares authorized
100 shares issued and outstanding 1,000 1,000
Additional paid-in-capital 199,000 199,000
Retained earnings 467.242 456.971
667.242 656.971

hy 04K.854 b 832.214

See auditor's report and notes to financial statements.



DIPPIN' DOTS FRANCHISING, INC.
INCOME STATEMENTS
For the Years Ended December 31, 2005 and 2004

2002 2004
REVENUES
Rovalnes § 1.725.123 1,900.01¢
Frapchise and wansfer fees 774275 607.379
Retail sales 343306 221.8%4
Z,840.020 2,726.272
OPERATING EXPENSES
Rerail salas expenses 311570 105,623
Wages 1,132,420 1.174,635
Emplovee beneflis 160.050 144,999
Comtract labor 26.000 40,500
Insurance 41,3252 26,5384
Travel 176,732 156,483
Marketing 182.148 195,103
Printng and supplizs 60.563 44 055
Professional fees 62.707 92,845
Taxes and licenses 20.784 13,085
Depreciation 66475 46,790
Repairs and maintenance 5674 5,084
Rents 183,631 101,329
Leases 3175 3.647
Dues and subscriptions 6.620 2.610
Utilities 14.734 10,310
Design and development 50 13,85]
Regional meeling expense 1.713 4425
Administrative 19.894 27.283
2.487.323 2.207.465
INCOME FROM OPERATIONS 361.704 431,807
OTHER INCOME (EXPENSE)
Interest income 3423 1,582
Interest expense (216) {647}
Gain (loss) on sale of 2ssets (27.307) 0
Corporate stalz 12X (7.5312) 0
Miscellaneous (880 (386)
(32.4932) 549
NET INCOME § 329213 £37.356

See auditor's report and notes to financial statements.
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DIPPIN' DOTS FRANCHISING, INC.
STATEMENTS:OF CHANGES IN STOCKBOLDER'S EQUITY
For the Years Ended December 31, 2005 and 2004

COMMON STOCK
1.000 shares authorized, 100 shares issued

ADDITIONAL PAID-IN CAPITAL
RETAINED EARNINGS
Balance a1t beginning of year
Net income for the vear
Diswributions

Balance at end of vezar

TOT AL STOCKBOLDER'S EQUITY

See auditor's report and notes to financial statements.

2005 2004
5 1.000 § 1.000
¢ 109000 S 199.000
§ 436,971 % 143,479

329,212 430,356

(318.941) {11£.864)
§  467.242 & 456971
§  667.042 5 656,97




DIPPIN' DOTS FRANCHISING, INC.
STATEMENTS OF-CASH FLOWS
For the Years Ended December 31, 2005 and 2004

CASH FLOWS FROM OPERATING aCTIVITIES
Net income
Adjusuments 1o reconcile net income 1o net cash provided
by operatng activines:
Depreciation
Losse on disposal of assets
(Increase) decrease in
Accounts recejvable, rade
Miscellansous receivable
Miscellaneous receivables, related parmy
Prepaid expenses
Inventory
Other assel
Other current asset
Increase (decrease)
Accounts pavable
Accruzsd liamlities
Uneamed revenue
Agcounts pavable, related party

NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Purchaszs of propery and eguipment

NET CASH PROVIDED (USED) BY
INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Diswibutions to stockholder

NET CASH PROVIDED (USED) BY
FINANCING ACTIVITIES

Nei increase {decrease) in cash and equivalents

Cash and equivalents at beginning of vear

CASH AND CASH EQUIVALENTS AT END OF YEAR
SUPPLEMENTAL DISCL OSURE

Interest expense
Non-cash purchases, related party

See auditor's report and notes to financial siatements.

L)

2005 2004
326212 432,356
66.475 46.790
27.307 0
(50,114 (30.£36)
0 1.068
15,741 (173.232)
(1€,110) (15,940)
(3.704) (1.722)
2,860 6.338
(1.978) (1,087)
27,810 (10.507)
3317 25301
(91.800) 91.800
2,043 (35.715)
373,068 333,218
(220.320) (37.796)
(220.720) (37.796)
(318.941) (118.864)
(318.941) (118.864)
(166,593) 178,338
322.532 143.974
155.939 322.532
216 647
19.389 0




DIPPIN' DOTS FRANCHISING, INC.,
NOTES TO FINANCIAL STATEMENTS
December 31, 2005 and 2{04

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summary of significant accounting policies of Dippin” Dots Franchising, inc. (the Compapy) is presented w©
assis! i undersianding the Company’s financia) statements. The financial statements and notes are reprasentatons
of the Companyv’s managemem who is responsibie for their integrity and objectviry. Thess accounting policies
conform 1o generally aceepted accounting principles and have been consistently applizé i the preparaton of the
financial statzments.

Entity
Dippin’ Dotz Franchising. Inc. was imcorporated March 30, 199% m the Commeonwealth of Kentuclo. The Company
is 1y the business of franchising a svstem for the sale of novelty ice crear:, vogurt and flavored jce with wademarks

licensed by the Company.

The Company also operates one retail outlet storz on a permanent basis. Other retai] outlets that become availabls
for resale are operated on a temporary basis untii sold.

Accountine Method

The Company maintains its books and these financial statements are presented on the accrua) basis of accounting.
Uise of Estimates

The preparation of financial statemeants. in conformity with generally acesptad accoumting prinzipies, requires
management to make esumates and assumptions that afTect cerzain reporied amounts and disclosures. Accordingly.

actaa] resulis could differ from: those estimates.

Cash Egquivalents

For the purposes of the staternent of cash flows, cash and cash eguivalents include all highly hguid debt mmstruments
purchased with maturiues of thires months or Jess.

Inventory
Inventory 1s s1ated a1 lower of cost or market, with cost determined by the first-in, first-our method.
Depreciation

The Company’s equipment and lszasehold improvemsnts are depreciated using the swaight-line meathod, with
estimaied useful lives of 10 vears for leasehold improvements, and 5 to 7 vears for equipment.

Income Tax Status

The Company. with the consent of its shareholder, has elected under the Intarnal Revenuz Code to be an S
corporation. In liev of corporation income taxes, the shareholders of an S corporation are axed on their
proportenate share of the Company’s taxeble income. Thersfore, no provision or lizbility for federal income taxes
has been includad in these financial statements. Certain states, however, require assessment at the corporate level.



DIPPIN® DOTS FRANCHISING, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
December 31, 2005 and 2004

Advertigsing

The Company expenses advertising production costs as they are incurred and advertising communicarion costs the
first fime the advertising talkces place. Advertising expense for the vears ended December 31, 2005 and 2004 weas
182,148 and §193,103 respectvely.

NOTE B - RELATED PARTY TRANSACTIONS

The Company participaied in relarsd party wansactions with Dippin® Doz, Inc. The Company shareholder is the
majoriry shareholder of Dippin’ Dots, Inc. Dippin” Dots, Inc. has granted to the Company an exclusive license. with
the right o sublicense, to use trademarks, wade names, service marks, Jogos, designs and other inteliectual property.

During the vears ended December 31, 2005 and 2004, the Company purchased mventory, equipment and paid
certairr expensas 10 Dippin” Dots. Inc. totaling $215,430 and $273,67(. respsctively. These expenses included wage
and bepefit reimbursement. management Tees and retail sales expenses. Av December 37, 2005 and 2004 Dippin’
Dons, Inz. owed the Company $126,986 and 5149876,

The Company provides accounung services for thres related purposes:

1) The Company maintains a separate checking account for gift certificates purchased and redeemed at
Franchise siores. The amouni held at Decambear 31, 2005 and 2004 was §21.060 and $18.215,
respectvely.

2} The Companv also provides accounting services for Dippin® Dots Franchising Council, @ separate
entinv maneged by the Companv's franchisees. In 20035 and 2004, the Company paid §13.245 and
513,100 for the Council’s expenses. A1 December 31, 2005 and 2004, the Company beld §23,155 and
$19.400 in Council dues to be used for furure Council expenses.

LFE}
—

The Company administers Dippin’ Dot Franchising, Inc. Advertising Fund. It collects revenues and
pavs expenses for the fund and is totally reimbursed for all expenditures. At December 31, 2005 and
2004, the Fund owed the Company $47.494 and §37.907, respectively.  This fund is maintainad in a
separate cash account and is not ao asset of the Company.

The Company enterzd into an office lease agreement on December 23, 2004 with 2 company owned one hundred
pzrcent by the sharsholder. The term of this lease is sixty months comumencing on May 1, 2005 and expiring Apri
30, 2010. The rent for the premises is $368.580, pavable in equal monthly installments of $6,143.

NOTE C - CERTIFICATE OF DEPOSIT

Th= Company held a certificate of deposit at December 31, 2003 and 2004; the balance was $118,16] and §116,183,
respectively. This certificate will mature on June 17, 2006 and bears & 2.9% variable interest rate, with penalties for
early withdrawal. Any penalty for early withdrawal would not have 2 material effect on the financial statements.

NOTE D - REVOLVING LINE OF CREDIT

The Company has a $100,000 revolving line of credit, of which all was unused at December 21, 2005. The credit
line is secured by accounts receivable.



DIPPIN® DOTS FRANCHISING, INC.
NOTES TO FINANCIAL STATEMENTS {CONTINUED)
December 31. 2005 and 20004

NOTE E - PROPERTY AND EQUIPMENT

The foliowing amounts comprise the balance of propern and e uipment at December 31, 2005 and 2004:
£ P Proparm 1

2005 2004
Office equipment Poo188720 5 80339
Store equipment ané furnishings 77,350 45,804
Leasehold mprovements 143,720 90,558
Vehicles 78,759 63,659

457,558 280.350
Less accunmlated depreciation {167.050% (116,788

¥ 290,508 $ 163572

NOTE F - LEASING COMMITMENTS

The Company leases retai] and office space and equipmem. The lease maturities vary with the laiesi maturing in
2010,

Fumre minimum leass pavmients under long-term nop-canzelable operating eases a1 December 3i. 2005 are as
followss:

Year Ended

scember 11,

2005 5 204,311
2007 149526
2008 5 123,612
2009 § 99337
2010 § 26,096

Retail outlet space also provides for sales percentage rents in addition 1o minimum rent amounts.

NOTE G - CONCENTRATION OF CREDIT RISK

The Company has concentrated its credit risk for cash by maintzining deposits in 2 bank which may af times exceed
amounts covered by insurance provided by the U.S. Federal Deposit Insurance Corporation (FDIC). The Company
has not experienced any losses in such accounts and bebeves it is not exposed 1o any significant cradit risk to cash.

NOTE H - 401(k) PROFIT SHARING PLAN

The Company hes a defined contribution plan covering substantially all employees, Eligibility is based on twelve
months of service with 1,000 hours worked and attainment of age 21. The Plan permits emplovees to set aside
money on z pre-12x basis. Profit sharing and matching comributions are at the discretion of the Company. The
Company matched 6% for emplovees whose deferral was 10% or more with the remaining employess receiving
63% of their salarv deferral up 1o 6%. Matching comributions for 2003 and 2004 totzled 344,120 and §$34.260
respeciively.



BLYTHE & ASSOGIATES

Certified Poblic Accountants and Corsoliants

AUDITOR’S CONSENT

As independent public accountants, we hersby consent 1o the use of our report (avdited financial statements
as of December 31, 2004) dated February 11, 2005, included in and made part of the franchise application
and to include it in the UFOC of Dippin” Dots Franchising, Inc. filed with the appropriate state authorities

in the states requiring registration of the offer of franchises.

Mollv W. Blvthe,
Blvihe & Associates, PSC
Paducah, Kenmucky
Februarv 11, 2005

2660 West Park Drive

Paducah, Kentucky 42001

(270) 415-9945 « Fax: (270) 415-8946
E-mail; biythe@cpablythe.com

A Prafessional Service Corooration
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BLYTHE & ASSOCIATES

Cerfified Public Accountanis and Gonsoliants

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors
of Dippin’ Dots Franchising, Inc.
Paducah, Kentucky

We have andited the accompanving balance sheets of Dippin” Dots Franchising. Inc. (an S corporation) as
of December 31, 2004 and 2003, and the related siatements of income, changes in stockholder’s equity. and
cash flows for the vears then ended. These financial siatements are the responsibility of the Company’s
management. Qur responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with anditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit 10 obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit inciudes examining, on & test
basis, evidence supporting the amounts and disclesures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.  We believe that oer audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects. the
financial position of Dippin’ Dots Franchising. Inc. as of December 31, 2004 and 2003, and the results of
its operations and iis cash flows for the vears then ended in conformity with accounting principles generally
accepted in the United States of America.

February 11, 2005

2860 West Park Drive

Paducah, Kentucky 42001

(270) 415-0945 + Fax: (270) 413-9946
E-mail: blythe @cpablythe.com

A Proiessionat Service Corporation



DIPPIN' DOTS FRANCHISING, INC.
BALANCE SHEETS
December 31. 2004 and 2003

ASSETS

CURRENT ASSETS
Cash on hand
Cash i bank
Certificate of dsposit
Accounts receivable, trade
Miscellansous receivable
Miscellaneous receivable, related party
Inventory
Drepaid expense

TOTAL CURRENT ASSETS
PROPERTY AND EQUIPMENT, NET

OTHER ASSETS

LIABILITIES AND STOCKHOLDER'S EQUITY

CURRENT LIABILITIES
Accounts payable .
Accounts payable, related party
Accrued liabilities
Unzamed revenue

TOTAL CURRENT LIABILITIES

STOCKHOLDER'S EQUITY
Common stock, 1,000 shares authorized
100 shares issued and outstanding
Addidonal paid-in-capital
Rerained earnings

Se= auditor's report and notes to financial statements.

2004 2003
10,263 % 7,080
312.269 136,894
116,183 113,090
89,835 59,410
441 1.509
194,550 21,318
6,429 4,707
27.407 11.467
757,397 357.484
163,572 172,367
11.245 17.583
032214 § _ 547.634
25544 § 36.449
45,200 80,915
112,299 26,791
91.800 0
275,243 204,155
1,000 1,000
199,000 199,000
436.971 143.479
§36.971 343.479
922214 §  547.634




DIPPIN' DOTS FRANCHISING. INC.

INCOME STATEMENTS

Tor the Years Ended December 31,2004 and 2003

REVENUES
Rovalties

Franchise and wansfer fees

Retail saies

Management service income

OPERATING EXPENSES
Retail sales expenses
Wages
Manzgzmen: fees
Emploves benefits
Contract labor
Insurance
Travel
Marketing
Printing and supplies
Professional fees
Taxes and licenses
Depreciation
Repairs and maintenance
Rents
Lezses
Dues and subscriptions
Urilinies
Design and development

Regional meeting expense

A dnunistrative

OTHER INCOME (EXPENSE)

Interest income
Interest expense
Miscellaneous

INCOME FROM OPERATIONS

NET INCOME

See auditor's report and notes to financial statements.

R

2004 2003

$ 1.900,019  § 1,122,182
607,379 396,050
221,874 223,720
0 255,693
2,729,272 1,097,635
195,623 185,314
1,174,633 1,013,074
0 29,224
144,999 116,551
40,500 30,750
26,384 31,630
156,482 103,602
163,103 112,638

44,053 28.91
92.845 88,909
13,085 10.598
46,790 31,652
5,084 7,44
101,529 §4.3291
3,647 3.647
2.619 3,000
10,510 4,869
13,861 0
4,425 0
27.283 2,116
2.297.465 1.895.330
431,807 102.325
1,582 1,966
(647) (170)
(386) (11)

349 1,785

§ 432356 §_ 104.110




DIPPIN' DOTS FRANCHISING. INC.
STATEMENTS OF CHANGES IN STOCKHOLDER'SEQUITY
For the Years Ended December 31. 2004 and 2003

2004 2003

COMMON STOCK

1,000 shares authorized, 100 shares 1ssued g 1.000 3 1.000
ADDITIONAL PAID-IN CAPITAL § 190000 §  199.000
RETAINED EARNINGS

Balancs at begmning of vear 5 143,479 b 139,369

Net incomes for the year 432,336 104,110

Diswributions . (118.864) (100.000)

Balance at end of vear T 436.971 3 143,479

TOTAL STOCKHOLDER'S EQUITY § 656971 § 343470

See auditor's report and notes to financial statements.

A



DIPPIN' DOTS FRANCHISING. INC.
STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2004 and 2003

CASH FLOWS FROM OPERATING ACTIVITIES

Net income

Adjustments to reconcile net income to net cash provided
by operagng activines:

Depreciation

(Increase) decrease in:
Accounts receivable, wade
Miscellaneous receivable
Miscellansous receivables, related party
Prepaid expenses
Inventory
Other asset
Other current asset

Increase (decrease)
Accounts pavable
Accrued liabilites
Unearned revenue
Accounts payable, related party

NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and egupment

Return of deposit

NET CASH PROVIDED (USED) BY
INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Distributions to stockholder

NET CASH PROVIDED (USED) BY
FINANCING ACTIVITIES

Net increase (decrease) in cash and equivalents
Cash and equivalents at beginning of year
CASH AND CASH EQUIVALENTS AT END OF YEAR

SUPPLEMENTAL DISCLOSURE
Interest expense

See auditor's report and notes te financial statements.

.

2004 2003

422356 § 104,110
46,790 31,653
(30,436) (40,956)
1,068 (1.509)
(173,232) 19,227
(15,940) (2,644)
(1,722 (810)
6,33 0
{1,093) {1.503)
(10.507) 16,303
23,511 44202
91,800 0
(35.713) (103.028)
335,218 65,043
(37,796) (116,519)
0 3.000
(37.796) (113.519)
(118.864) 0
(118.864) 0
178,558 (48,476)
143.974 192.430
322532 8 143074
647 3 170




DIPPIN: DOTS FRANCHISING, INC.
NOTES TO FINANCIAL STATEMENTS
December 31. 2004 and 2003

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This summarv of significant accounting policies of Dippin’ Dots Franchising, Inc. (the Company) is presented
assist in undersianding the Cornpany’s financial staternents. The financial statements and notes are Tepreseniaons
of the Company’s management who is responsible for their integriry and objectvity. These accounting policies
conform to generally accepted accounting principles and have been consistently applied in the preparation of the
financial swatements.

Entity
Dippin’ Dots Franchising, Inc. was incorporated March 30, 1999 in the Commonweaith of Kentucky, The Conpany
is in the business of franchising a system for the sale of novelty ice cream, vogurt and flavored ice with trademarks

licensed by the Company.

The Company also operates one retail ouilet siore On & penmanent basis. Other retajl outlets that become available
for reszle are operatzd on e temporary basis until soid.

Accounting Method

The Company maintains its books and these financial statements are presented on the accrual basis of accounting.
Use of Estimates

The preparation of financial smatements, in conformity with generallv accepted accounting principles, Tequires
management to make estimates and agsumptions that affect cermain reported amounts and disclosures. Accordmgly,

acmal results could differ from those estimartes.

Tash Equivalents

For the purposes of the statement of cash flows, cash and cash equivalents include all highty liguid debt insoruments
purchased with maturities of three months or jess.

Inventory
Inventory is stated at lower of cost or market, with cost determined by the firsi-in, first-out method.
Depreciation

The Company’s equipment and leasehold improvements are depreciated using the straight-line method, with
estiraated useful lives of 10 vears for leasehold improvements, and 5 to 7 years for equipment.

Income Tax Status

The Company, with the consent of its sharcholder, has elected under the Intermal Revenue Code to be an 8
corporation. In lieu of corporation income taxes, the shareholders of an $ corporation are taxed on their
proportonate share of the Company’s taxable income. Therefore, ne provision or liability for federal income taxes
has been included in these financial statements.



DIPPIN' DOTS FRANCHISING, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
December 31, 2004 and 2003

Advertising

The Commpany expenses advertising production costs as they are incurre¢ and advertising comununicarion costs the
firs: time the adverising takes place. Advertsing expense for the vears ended December 31, 2004 and 2003 was
$192,103 and $112.638 respecuvely.

NOTE B - RELATED PARTY TRANSACTIONS

The Company participated in related party mansactions with Dippin’ Dots, Inc. The Company sbarcholder is the
majority shareholder of Dippin’ Dots, Inc. Dippin’ Dots, Inc. has granted 1o the Company an exclusive license, with
the right to sublicense, to use trademarks, trade names, service marks, logos, designs and other mrellectual property.

During the years ended December 31, 2004 and 2002, the Company purchased inventory. equipment and paid
certain expenses e Dippin’ Dots. Inc. totaling $273.670 and $199,194, respectively. These expensss included wage
and benefit reimbursement, managemen: fees and remil sales expenses. At December 21, 2004 Dippir’ Dots, Inc.
owed the Company $149,876 and at December 31, 2002 the Company owed Dippin® Dots, Inc. $57,633.

The Company provides accounting services for thres related 08es:
VP 2

1) The Company maintains a separate checking account for gift cernficates purchased and redeemed at
Franchise stores. The amount held at December 31, 2004 and 2003 was $18.223 and $16,423,
respecavelv.

2) The Company also provides accountng services for Dippin’ Dots Franchising Council, a separate
entiry managed by the Company’s franchisees. In 2004 and 2003, the Company paid $13,100 and
$13.124 for the Council’s expenses. At December 31, 2004 and 2003, the Company held $15,400 and
$18,893 in Council dues to be used for future Council expenses.

The Company administers Dippin’ Dots Franchising, Inc. Advertsing Fund. It collects revenues and
pays expenses for the fund and is totally reimbursed for all expenditures. At December 31, 2004 and
2003, the Fund owed the Company $37,907 and $33.,394, respectively. This fund is maintained ina
separate cash account and is not an asset of the Company.

LFE]
——

The Company entered into an office lease agreement on December 23, 2004 with a2 company owned TwWenty percent
by the shareholder. The term of this lease is sixty months commencing on May 1, 2005 and expiring April 30, 2010.
The rent for the premises is $327,600, payable in equal monthty installments of $5,460.

During 2004 and 2003, $8.417 and §5,791 were paid in consuiting fees to 2 company cwned by the spouse of the
Company’s manager.

NOTE C - CERTIFICATE OF DEPOSIT
The Company held a certificate of deposit at December 31, 2004 and 2003: the balance was $116,183 and $115,090,

respectively. This certificate will mature on June 17, 2005 and bears 2 1.35% variable interes? rate, with penalnes
for early withdrawal. Any penalty for earty withdrawal would not have a material effect on the financial statements.



DIPPIN' DOTS FRANCHISING. INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
December 31, 2004 and 2003

NOTE D - PROPERTY AND EQUIPMENT

The following amounts comprise the balance of property and equipment at December 31, 2004 and 2003:

2004 2003
Office equiprent 5  B033P ¥ 69100
Store eauipment and fumishings 45,804 35.973
leasehold improverents 90.558 §8.143
Vehicles 63,659 49 349
280,360 242,565
Iess accurmmulated depreciation (116.788) {69.998)

3 163572 § 172367

NOTE E - LEASING COMMITMENTS

The Company leases retail and office space and equipment. The lease mamrities vary with tbe latest maruring in
2010.

Future minimum lease pavments under long-term non-cancelable operating leases at December 31, 2004 are as
follows:

December 31,

2003 $ 226.203
2006 § 1538.623
2007 £ 144930
2008 § 123,270
2009 £ 93.388
2010 $ 21,840

Retail outlet space also provides for sales percentage rents in addition to minimum rent amounts,
NOTE F - CONCENTRATION OF CREDIT RISK .

The Company has concentrated its credit risk for cash by maintaining deposits in a bank which may at times exceed
amounts coversd by insurance provided by the U.S. Federal Deposit Insurance Corporation (FDIC). The Company
has not experienced any losses in such accounts and believes it is not exposed to any significant credit risk to caskh.

NOTE G - 401(k) PROFIT SHARING PLAN

The Company has a defined contribution plan covering substantially all emplovees. Eljuibility is based on rwelve
months of service with 1,000 hours worked and attainment of age 21. The Plan permits emplovees to set aside
money on a pre-tax basis. Profit sharing and matching contriburions are at the discretion of the Company. The
Company matched 6% for employess whose deferral was 10% or more with the remaining emplovees receiving
63% of their salary deferral up to 6%. Matching contriburions for 2004 and 2003 totaled $34,260 and $27,337,
respectively.



DIPPIN® DOTS FRANCHISING, INC.

NOTES TO FINANCIAL STATEMENTS (CONTINUED)
December 31, 2004 and 2003

NOTE H - REVOLVING LINE OF CREDIT

The Company has & $100,000 revolving line of credit. of which all was unused at December 31, 2004. The credit
line is secured by accounts receivable.

NOTE I - FINANCIAL STATEMENT PRESENTATION

Certain amounts in the 2003 financial staternents have been reclassified to conform to the 2004 presentation.

=)



BLYTHE & ASSDCIATES

Seriified Public Ascounianis and Gonsultants

AUDITOR’S CONSENT

As independent public accountents, we hershy copsen w the nse of our repor: (zudited finencial statem=nts
2s of December 31, 2003) dated February 17, 2004, ipcuded in and made par of the franchise applicanion
and 1o inciude it in the UFOC of Dippin® Dots Franchising, Ine! filed with the appropriate state suthonines
in the states Tequiring regiswation of the offer of franchises.

At 4

Moliv W. Biythe, CPA
Bivine & 4ssociztes, PSC
Faducah, Kenmacky
Fepmary 18, 2004

2660 West Park Drive

Paducah, Kentucky 42001

(270) ¢13-9945 « Fax: {270} 413-8948
E-mail: blythe @ cpablythe.com

A Proizssional Sorvice Corporaiion
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BLYTHE & ASSOGIATE

terfifiet Public Accountants and Canselianis

INDEPENDENT AUDITOR"S REPORT

To the Board of Diraciors
of Dippir’ Dox Franchising. Inc.
Baduceh Kenmsky

We have zudirsd the ascorpanying balance sheets of Dippir’ Dot Franchising, Inc. (2v S corporzuon) 2
of Decamber 21, 2003 and 2002, and the reiand siatements of income, changes D stockholder’s eguity, and
cash flowe for the vears thern ended. These financiel smisrnente are the respansibility of the Company 't
manegemen:. Our rasponsivility is 1 express an 0pimion o fhese Ananciz] starement based op our awdit

We conducteé our andit in accordance with andiing swndards gemerally accepied in the United Stater of
Ammerica. Thoss standards require thet we plan and perform the ardii 1o obmin reasonable zssurance sbout
whether the financial smtemen: ars free of matenial missizt=ment, A zudit incluges sxarmining, ona 231
basic, evidenc: supporting the emounts and disclosures in the finentiel statements. An andit also inchudss
2ssessing the ascountng principlss used znd significant estimates made by mapagement, 25 well as
evainating the overzll financiel swizment presenmanion. We belisve thar our audii provides a rezsonable
basis Tor our opimion.

Ir our opimtor. the finaneial smiements referred to sbove preszm fzizly, ip all mzteriz] resperk, the
financial posidon of Dippin’ Dot Frapchising, Inz. 2 of December 21, 2002 ané 2002, end the resuhs of

its .operanons and it cash flows for the vears then endec i confornmty witk accounting principles generally
accepied in the United Statss of Amenca.

o Qostistn

Tebruary 17, 2004

2660 West Park Drive

Paducah, Kentucky 42001

(270) 415-9945 + Fax: (270) 415-2948
E-mall; blythe @ cpablythe.com

A Professional Service Torporation



DIPPIN' DOTS FRANCEISING, INC.
BALANCE SEEETS
December 21, 2003 and 2002

2003 2002
ASSETS
CURRENT ASSETS
Cask on hand R 7080 % 2,181
Cash in. bank 136,804 180260
Cemificae of deposit 115.090 113,585
Azzount raczivable, rade 1.510 0
A ceounts receivable, relatsd pary 80,736 3g.230
Due from stockholder 0 100.000
Iovemory 8,707 3,897
Brepaid expense 11.467 £.824
TOTAL CURRENT ASSETS 357,484 477,016
PROPIRTY AND EQUIPMIENT, NET 72,567 §8,448
OTHER 4SSETS
Deposi: 0 2.000
Goodvill 17,583 17.582
17.583 20.583

LIABILITIES AND STOCKHOLDER'SEQUITY

CURRENT LLABILITIES

Accounts pavable $ 36,449 § 20,146
Accounts pavable, related party 80.813 183,542
Acrcrued liabilities B6.791 42.590
TOTAL CURRENTLIABILITIES 204,135 246,678
STOCKHOLDER'S EQUITY

Common stock, 1,000 shhares authorized
100 sharss issuzd and outstanding 1,000 1,000
Additonal paid-in-capital 195,000 199,000
Ratpined ezrnings 143.47% 139,360
343 479 336368

£ 547634 3§ 586.047

See zuditor's report 2nd notz S to financial seizments.




DIPPIN' DOTS FRANCHISING. INC,
INCOME STATEMENTS

For the Years Ended December 31,2063 and 2002

2003

2002

REVENUES
Rowalnes § 1,iz22162 § 1,004,740
Franchise ané transfer fees 206,050 462,150
Ro=tzil sales 222,720 101,487
Meanzagrmen: service Incomse 233,683 100.003
1,997,633 1,768,380
OPERATING EXPENSES
R etzil saler expenses 185,314 176,543
Wagas 1,015,074 700,187
Mearnpo=men: fzes 20,224 21,820
Marnagemen: servics 0 BRTTT
Emplovee bepefits 118,551 77,384
Contract labor 32750 81,5300
Insurance 21,630 34,225
Travel 103,602 76680
WMarketing 112,638 128274
Prindng and supplizs 28918 37,128
Professional iees BEB08 02,437
Texes and licenszs 10,598 4,681
Deprecianon 31,652 31,567
Repairs and meintenznce 7446 1,297
Rents 84,251 68,243
"Leases 3,647 5,873
Dues and subscriptions 3,000 639
Unilities 4,869 3.847
Adminigmatve 2116 10958
1.895.350 1.630.290
INCOME FROM OPERATIONS 102,223 137,999
OTHER INCOME (EXPENSE)
Interest ipcome 1,966 5,328
Interest expense (170} 0
Gain (loss) on szle of assets 0 (912)
Miscellaneous {11) (10.127)
1783 (3.711)
NET INCOME § 104110 3 13338%

See zuditor's repor 2nd notes to financiz! statements.
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DIPPIN' DOTS FRANCHISING, INC.
STATEMENTS OF CEANGES IN STOCKEOLDER'S EQUITY
For the Years Ended December 31, 2003 and 2002

COMMON STOCK

1,000 shares authorized, 100 shares issu2d
ADDITIONAL PAID-IN CAPITAL
RETAINED EARNINGS

Balance 21 barinning of wezar

Nziinsome for the vear

Disributions

Balznze a1 #nd of vear

TOTAL STOCKHOLDER'S EQUITY

See zudivor's report 2nd actas to finaneial stzizments.

2003 2002
s 1000 3 1.000
S 190000 & 192000
§ 125,380 §  307.081
104,110 122,288
(100.000) (300.000)
§ 143276 5 130369
§ 343470 § _336.3€8




DIPPIN' DOTS FRANCHEISING, INC.
STATEMENTS OF CASH FI1.OWS
For the Years Ended Decembzer 31, 2003 and 2002

CASH FLOWS FROM OPERATING ACTIVITIES
Ne=i income
Ldjustments 1o zeoncile nat incoms to pet tash provided
by operatng acTvVines:
De=preciaton
Gaiz (loss) on disposal of zssets
{Increese) decreass i
Accousts reesivable
Accoun:s receivable, relzated parmy
Prepeid sxpenses
Ioventors
Royvalny receivable
Other curTeDnt 28581
Incrange (decreass) in:
Arcount pavable
Aczcraed liabiliges
Accounts pavable, related party

NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES

CASHTLOWS FROM INVESTING ACTIVITIES
Purcheses of property and & quipment
Loans made
Returp of deposit

Prozesds from the sale of properTy and sguipment

NET CASH PROVIDED (USED) BY
INVESTINGACTIVITIES

CASH FLOWS FROM FIN ANCING ACTIVITIES
Distbutions 10 stoclkhelder

NET CASH PROVIDED (USED} BY
FINANCING ACTIVITIES

Net incraase (decrease) in cash and equivalepts
Cash and squivalents at beginming of year

CASH AND CASH EQUIV ALENTS AT END OF YEAR

Ses guditor's report 2nd notes io financial statements,

2003 2002
§ 104110 & 1322BE
31,632 8,067
0 612
(1.509) 2,032
(21.729) (17,767)
(2,644) (8327)
(810 (€11)
0 (18,483}
(1.503) (2.222)
16,303 14,363
142 (20,992)
[102.028) £0.730
£3.042 158,800
(116,519 (30,607)
6 (10C,000)
3,000 0
0 350
(113.519) (130.257)
0 (300.000)
0 (300.000)
(48,477) 231,457}
162.231 423 908
§ 143874 & 102431




DIPPIN: DOTS TRaANCEISING, INC,
NGTES TO FINANCIAL STATEMENTS
DEICEMBER 32, 2003 AND 2002

NOTE & - SUMMARY OF SIGNIFICANT ACCOUNTINGPOLICIES

This summeny of significan: accounting policies of Dippin’ Doe Franchising, Inc. (the Company} is presented 10
25sist in understanding the Corpany’s fmancial starsments. The fi

inencial staiemenie and nolEs T TEDTESSNANONS
of the Comparny’s management who iz responsivle for thelr imegriy and objectivity. These aszsoundng policiss

conform: 1o generallv acceprad accounteg principles and have been consistendy applisd in the preparation of the
financia} STaIzments.

Entipy

Dippin’ Dot Franchising, Inc. was incorpormed March 30, 1000 in e Comamonwezlik of Kenmicky. The Company
it in the pusiness of franchising a svstzmn for e sais

ais of novelyice cream vogun and flevorsd 10 with wademarks
lizepsad b the Company.

The Compazy 2lso opzrates one remil outlet stors on 2 permanent basie. Other remil ourlers that become available
ibr reszle ars operated on & temporary basis unil solc.

Accountinge Method

The Company maintzing it bools and these financial siztemens are preseniec on the accrual basis of accounting.

Use of Estimates

The preparatior of financial statements, in conformity with gensrally accepied accountng principles. reguires

managerment 10 mezke estmaizs and assumprions that affect cerzin reported amownts and disclosurss. Accordingly,
actual resuls could diffsr from thoss =stimaes.

Cast Fguivalents

For the purposss of the starement of cask flows, cash and cash :guivalents includs all highly liquid debt insTuments
purchased with menuritss of thres months or les:,

Inventorv

Inventory is stat=d at lower of cost or marker, with cost determined by the first-in, first-out method. Inventory on
hznd a1 retail locztions for the vears ended December 31, 2002 and 2002 was 4,707 and $3,897, respectively.

Depreciation

The Company’s equipment amd leasehold improvements ar depreciated uvsing the smaight-line method, with
estimated usaful lives of 10 vears for leasehold improvements, and 5 to 7 vears for equipment.

Income Tax Status

The Company, with the consent of ifs sharsholder, hes elected under the Intemal Revenue Code to be an 3
corporation. In lisu of corporation income texes, the shareholders of an § corporation are taxed on thenr
proportionate share of the Comypany’s taxable income. Thersiore, no provision or lability for federal income: taxes
k2s been included in these finaracial statements.



DIPPIN DOTE FRAMCHISING. INC.
NOTES TO FINANCIAT STATEMEINTS (CONTINUED]
DECEZMBER 31. 2062 AND 2062

Goodwill

Gooéwill &t the excass of the acquisitior cost of ar sacquirsd emtity over the fzir velue of the identfiable pe: assew

de L i

acguired. Prior to the adoption of STAS Ne. 142 on Jamuary 1, 2002, the Company amortizes goodwill ove

estimarec useful 1ife. Subseguent to the adoptor of STAS Ne. 142, tas Corpany ne longsr amortzes goodwill

Advertisine

—_—

The Company expensa¢ advertising production cosk as they arr mmcurred and advertising COTMMUAICAton cOStH the

first time the adverdsing takes place. Advertising expense for the years ended December 31, 2003 ané 2002 wos
$1iz.e28 and §128,274, raspectivaly.

NOTE B-RELATED PARTY TRANSACTIONS

The Company participated it Telzted parmy wansacnons with Dippin® Do, Inc. The Company shareholder is the
majonny sharsholder of Dippin’ Dots, Inc. Drippin’ Dote, Inc. has granred o the Compary an excluaive license, with
the righs 1o sublicense. to Lse wacdsmarks. Tade names, service maks, logos, designs and other intellectuz! property.

During the vears ended Decermber 31, 2002 and 2002, the Company purchased inventory, equipmeni and paid

[ 2520 Sh
cerin expenses to Dippin” Dots, Inc. torling $199.194 and §142.747, respecuvely. These expensss mcludad wege
. slzs sxpenses. A1 December 31, 2003, the Company owed
Dippir’ Dotz, Inc. 543,508,

The Corzpany provides azcounting senvices for taree relaed puposes. The Company maintzins £ szparars cheching
account for gift cerificarss purches=d anc redeemed at Franchise storss. The amount held at December 31, 2003
20 2002 was $16.423 and 510, 130, respecuvely,

Thr Company zlso provides acc ounting services for Dippin’ Dot Franchising Council, 2 separate entiry managsd by
the Company’s franchisess. In 2003 and 2002, the Company paid §13.134 and 53,975 for the Council’s expanses,
At Dzeember 21, 2003, the Comapany held $18.862 in Councidues to be used for funre Council expensss.

The Company administers Dippin’ Doets Franchising. Inc. Advertising Fund. It collests revenues and tays expenses
for the fund and is totelly reirmbursed for all expenditurss. At December 21, 2003 and 2002, the Fund owed the
Company 523,234 and $38,796, mspectively.

During 2003, $3,791 was paid in consuling fzes 1o a company owned by the spouse of the Company’s manage

£
NOTE C-CERTIFICATE OF DEPOSTT
The Company held a certificate of deposit at December 31, 2003 anc 2002, the bajance was $115,000 and 113,583,

respectively, This cerdficate will mamrs on June 17, 2004 and bears a .85% variable interest rate, with penalties for
early withdrawal. Any penaliy for early withdrawal would nothave a marerial effect on the fimancial statzments.

~1



DIPPIN' DOTS FRANCHISING, INC.
NOTES TO FINANCIAL STATEMENTS (CONTINUED:
DECEMBER 31,2002 AND 2002

NOTE D - PROPERTY AND EQUIPMENT

The following amount: commriss the balanse of properny and souipmment &t Decemmber 21, 2002 and 2002

2003 2002

Office =gquipment § 69,100 $ 42091
Stors equipmens and furnishings 33,872 35873
Leas=hold improvements BE, 143 41,982
Vehicles 49 340 10,080
242,543 130,126

Lese accurmulate=d depreciztion {60,898} 41,678
§ 172367 I EEL

The company had 1dle assets at Tyecsmber 31, 2003 with 2 n=t book value of $7.750.
NOTE E - LEASING COMMITMENTS

The Compzny leasss retail and office space and squipment The lense marurities vary with the larest manwing In

2007. Renm! experse under operating leases towlec 502 70F and $68,243 for the years endsd December 31, 2003
and 2002

Fururs mopimus jeast peviaenrs undsr ieng-tern non-canceiable operating leases at December 31, 200% ars as
follows:
Year Ended
Drecember 21,

2004 & 105248
2005 § 89,656
2006 $ 44,302
2007 §$ 28,142

Lemil outler space also provides for sales percentage reots in addition to miniTwIn Tent AMOURTS.

NOTE F - CONCENTRATION OF CREDIT RISK

The Company maintzins its cash balance in fwo financial instiutions, The balances are insursd by the Federal
Deposit Insurance Corporation wp to $100.000. At Decemer 31, 2003, the Company’s uninsured cash balance
totaled 5150,865.

NOTE G - 401(k) PROFIT SEARING PLAN

The Company hes a2 defined contribution plan covering subsuntially all employees. Eligibility is based on twelve
months of service with 1,000 hours worked and atteinment of age 21. The Plan permits ermployees to set aside
money on 2 pre-tex basis. Profit sharing and matching contributions are at the discretion of the Company. In 2003,
the Commpzny match=d 6% for employees whose deferral was 10% or more with the remzining smployess receiving

65% of their salary deferra] up to 6%. Martching contributions for 2003 and 2002 totaled $27,337 and §21,105,
respectively.



DIPPIN' DOTS FRANCEISING. INC
NOTES TO FINANCIAL STATEMENTS (CONTINUED)
DECEMBER 31, 2003 AND 2002

NOT.

M

E - REVOLVING LINE OF CREDIT

The Company has 2 §100.000 revolving Hne of credin of whict ali wae unvsec gt December 31, 2002, The cr=cl
Yins iz secured by actount receivable.

NOTE I - SUPPLEMENTAL DISCLOSURES REGARDING CASE FLOWS
Drring the vear endec Decermber 31, 2002 the Compary peid inerest 0T 5170,

The Commeny kad e following non-cash ipvesting and financng actvides which npas ¢ the finapcial stat=ment:
2t of December 23, 2002

During 2003, the Company sold eguipment 1o Dippin’ Dors, 1o for 748, This was financed through & recaivadle,

In Drecember 2007, the Company loansd it sh reholder $100.000 throwgh an unsscured note sovable. In 2003, the
shorsholder applied & $100,000 Company dividend toward the noit payvable.



