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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

‘Ta the Membier end Bused of Directon
Woodessift Pranchise, LLC

We have sudited the gcompanying balanoe sheer of Woadcnaft Frunchise, L1C {the “"Comppny”) ss
of June 5, 2006 This fiswocial seaterent i the cespansibility of the Comnpagy™s enemsgemens. Our
respoashility is to expeezs ki opitsion on dis Gnancisl satement baed on our msdic.

We canducted our sudit in socordarvoe with soditing stindaeds generally necepted i the United Stabes
of Ametica st esablished by the American [natitute of Cettified Public Accountxats. Those standands
tequise that we plan xd pezform the audit 10 obigin reasonsble asnurnce shout whether the {financial
satement is free of material misstatement. An sudit includes considetation of inteiml] control over
financial reporting 23 o basis for designiog sudit proceduees that sxe appropriste in the cirmunstanres,
but not for the purpose of cxprescing an opinion an the effectiveness of the Company's inicrnal
cantrol over fimancial reposting.  Accordingly, wo expeess no sach opinion. An sudix alsn ncludes
examining, on o teat basks, evidenos supparting the ameounts ond disclosures in the financlal statemenr,
amsessing the accounting principles used sod wgnificent estimotes made by management, o well
evslnsting the overall fioancisl suement presentstion. We beSeve thrt onr mudit provides a rexsomble
basis for our opénio.

In our opinion, the fimancis] stattznent refered o bove prepents Gidy, in all mssgeria] respects, the
fnancial posifion of Wooderaft Praushite, LLC a8 of June 5, 2006, in conformity with accountag
peincinles peneenlly scoepeed in e Unired Stutes of Amesicn,
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Woodcmft Franchise, L1C

BALANCE SHEET

June 5, 2006

ASSETS

Curzent Asscts
Cashi and exsh equivalents
Aczounts tceivable
Qulyer curent s

Tota] current assewm
Due from eckaied party - Wooderaft, LLC

Total Assets

LIABILITIES AND MEMBER'S EQUITY

Current Linbititics
Arcounis payable and scorued expenses
Franchise fee deprsits
Tosad Rakibtes
Due o eelated party - Woodcyaft Supply, LLC
Member's Byuity
Metmber's equity
Rerzined camings
Tatal evembar’s egwity

Total Liahilitles and Member'a Equity

$ 37040
122,45
— 19

494,417

1383400

3 EW&

The micvasanying wates 19 frowsiol satoments ave ax intgral part of iis statewernt.
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Woadcrmit Franchise, LLC
NOTES TO FINANCIAL STATEMENTS

June 5, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Crganization and Nature of Busincss

Woodernft Franchise, LI (ihe “Campasy™ or *Woodcrft Franchise™ was furmed in the sate of
Delwware oo March B, 208, Weodcraft, LLC (b “Prrent Cormpany™ iy the anle member of
Woodcralr Franchiae. Pussiant. o the serma of an Agreement snd Plan of Merger daved Apel 25,
2006, Woodcraft Foachise acquived ofl nsyets and acomned all Yahilities of Weoderft Foanchise
Corparation {see Note 2),

The Coempany acts &8 the fnnchisor of retadl storcs that sell woodworkityy woh, equipment and
supplies. The Company <nd an sffiliste, Woodemsét Bupply, LLC, utilize the same monagenent
group. [n sddition, Woederalt Supply will provide certadn geners! and administentive services for
the Company. At June 5, 206, 79 franchige stotey wepe opensting. The Company bins adopred o
fucal year end of December 37.

Franchize Pee Deposits

Frunchise fae depenity received in advance ot prios to the opening of 2 new franchise sore we
recorded a5 deferred teveome.  Franchise fee trverae from an individal franchise nle by e
Company will be recoguired when ail matersl services or conditions relating to e nl have been
subtantally porfoemed o satisfied.

Income Taxes

The sole member of Woodcraft Franchise bas elected (o5 the Company to be tazed st the
memsber bevel fur federtl and sluke Income wx purpones. Certain local txes will be puyuble by
the Company.

Cash and Cash Equivalenty

The Company considers Al highly iguid debt instromene porchased with  maswdity of drce
maaths ar s 1o be cesh eqalvaleass, Iockaded it caxh and cash equivalents oa the balance sheet
225,000 eetated to eterow depotin from porsntia fraochisees.

Risto and Uncenaintics

The Company's tizks and uncenaintien include: i zhility to locate hnowledgeable fanchisees with
cetail and woodworking expertise that bave the fimncial resonrces 1o soccessfully operate the atore
and who are shic (o continue m muintun the quality thar his bocome wisociated with the
"Woodermfi™ nacoe; continned growih in tdhe wosdworking industey s well s public pcceptance of
its prodiacts; and being oble o identify sppropriste lowations for i aow frunchised stores.



Wooderft Franchise, LLC
NOTES TO FINANCIAL STATEMENTS - CONTINUED
Junie 8, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICEES - Continued

Use of Estimates

The prepamton of tnaociat ume:mnnm mu&mmty with sccaunting principles petrmlly acompred
in the United Stawes of Anscri t te take cstimtes wnd sssumptions dt
a&xzﬂumpandmmnfummdhhmmnfwtmm and babilicles at
the date of the finknchl starcmnents, and the reported amounts of revenus and expenses during the
repocting period. Actual eerudts condd differ from those citimates.

NOTE 2 - MERGER

Pussuant 10 the wans of an Agreetnene and Plan of Merget dated April 26, 2000 (rifective date of
June 3, 2006}, Woadcnalt Frinchise, LLC soquited sl spaets 2nd assimed all Enbikties of Wooderaft
Franchise Corporstion in oxchange (o consdderstion in the amouns of $693,000. ‘The
contidemation was puld on June S5, 2006 by the Compnay's Parent on belulf of Woodcmit
Franchise.

In asgondance with SFAS No. 141, Basiwesr Cowbivotiony, the € ol d the contidenat
puid ¢ the emets soquired based on estimated fluﬂhmﬂthcdﬂuof&:m:zw The excess of
the Gir vxbae of the agety acxquited aswwr was tecognized ss an extesordicary guin at Juns 3,

2006, Comziderssion paid sy all d o the et saneiy acyiired by the merper 13 folkows:
Coxent asscts § 494117
Diue Brom telieed party 1,365,409
Accounes payuble end wocrued expescs (171,659
Franchise fee deposics 225,000
Due: ko relared party Ermn
Extmopditasy gxin (retained earmings) {15687
Total consideration peid $_ 693,000

NOTE 3 - LOAN GUARANTY

Waodcraft, LEC (Parem) eaneeed inro # losn agreement with & bank on Apdl 26, 2006 for the
purpose of fusding meny ty for Wood "Fmdundeuodaﬂ&Shpﬂfu The
undu!png:gmm:mmlbfmbammguofupmﬁ.ﬂﬁﬁﬂbwnhamhhmnuzz
calolated at 2.25% plus LIDOB. 1 is pay ‘mmpmnpﬂmmudxunéu
the bosn agrecment oa Aprd 26, 2009, Borsowingn under this agy ate collaeralized by all
ssoets of Woodenaft, LLC, Woodcnft Sopply, LLL and Woodcesfr Franchise, LLC. The Company
in alto & ganoantor aider the Joss agreement. Amounts outstanditg under this ageement totaled
$3,759,236 xt June 5, 2006,




Woodcralt Pomchize, LLC
NOTES TO FINANCIAL STATEMENTS - CONTINURD

June 5, 2006

NOTE 4 - DUE (T'O)/FROM RELATED PARTIES

Ameanrs due (0)/ (om sehited parties at June 5, 2006 included a roceivable from Woadera i, 110
of $1,365409 and 5 payable to Woademt Supply, LLC of $572,990). The smounts due (b} /from
thewe rolated partis s fan-inietet bearing and there are 1o stated repeyment trems,

NOTE § - ADVERTISING FUND

The Company maintaim 3 Nationsl Adverstag Fund to [y (it ostona) sdvertising expenser such
us thagprine ads and mdin sed eelevition consmercials sad broad Contribugions to the fund
are based on 3 peroenage of the groo severuey contributed to the fund from Woodcraft. eetadl
stoges and from Woodern R Supply's catabogs und interuet xite.  The Compaoy maintins the cuth
Fand and tecotds o curesponding prepaeid or Iabdity (busod 0n the position of the fund) for te
umoasty alveady paid from the fand o¢ for amonies w be peid from the fund.

In ecrordance with SEAS No, 45, Axewating fir Fronckisr Fo Rovnse, the Company does not recard
tovennes ot offeetting expenses associated with dw portion of the franchive required pagments
designaced and sepregreed for sdvertising purposes 4s 3 resudt of the agency relativaship between
the Coowpany and Wooderit. As June 5, 2108, $55,577 win mcluded in cash and coshy equeklonts
and & coeseiponding woosnt ww incuded in acconaty papsble snd sccrwed for expemes for
amounts yet to be pad from this faod.



