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INDEPENDENT AUDITORS’ REPORT

Board:of Diréctors:and Stockholders
AllOver Media Franchising, Inc.
Minneapolis, Minfiesota

We have audited the accompanying balance sheets of AliOver Media Franchising, Inc. as of
December 31, 2005 and 2004, and the related statements of income: and retained earnings (deficit),
and cash flows for the years then ended. Thése. financial statements are. the' responsibility of the
Comparny's- management: -Qur-responsibility: is to ‘express an opiiion. on' these finandial: statements
based.onouraudits. )

-examining, ‘on a test basis, evidence Supporting thé amounts and disclosures 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 finaficial statemient. presentation. We believe
that our audits provide a‘reasonable basis for our-opinion.

Inour -apinion, the financial statements referted to above-present fairty, in; all materiai respects, the
financialiposition:of AllOver Media Franchising, Inc. as of December 3 1,.2005 and 2004, and the results
ofits opérations. and its-cash flows for the years then eided in ‘conformity: with aceaunting. principles

generally.accepting in the United Statés of America,

LARSON, ALLEN, WEISHAIR-& CO., LLP

Minneapolis;, Minnesota
February'iz-..'zooﬁ

(1)
Lasson, Allen, Weisheii & Go, iLP An Fndepéndeiit Member of Baker Tily nremations)



ALLOVER MEDIA FRANCHISING, INC.

BALANCE SHEETS
DECEMBER 31, 2005 AND 2004

ASSETS

CURRENT ASSETS
Cash '
Accounts Receivable
Notes Receivabie; Current Portion
Other Receivables
Inventories
Prepaid Expenses
Total Curfent Assets

OTHER ASSETS
Notes Receivable, Net of Current Portion
Intangibles, Net
Total Other Assets

Total Assets

LIABILITIES AND STOCKHOLDER'S EQUITY

CURRENT LIABILITIES
Checks i m Excess of Cash
Accounts. Payable
‘Accrued Expenses
Unearned: Revenue

Total: Current Liabilities

LONG-TERM LIABILITIES
Due to Parent

Total Liabilities

STOCKHOLDER'S EQUITY
‘Common: Stock; 1,000,000 ‘Shares, $.01 Par Value Authorized;
1,000-Shares Issued and Outstariding
Additional Paid-in. ‘Capital
Retained Earnings (Deficit):
Total Stockholder's Equity

Total Liabilities and Stockholder's Equity

' See.accompanying Notes to Financial Statements.
2)

2005 2004

$ . 125,126
137,946 148,309
184,000 202,000

- 870

18,958 29,738
14,298 ) =
355,202 506,043
137,990, 380,460°

. J8,951 19,452
156,941 399012
$ 512,143 905,955
$ 13220
71,072 16,739
14,379 8:224
32,800

104.-671" 57,763
547,321 616,267
651,892 674,030
100 100
81,000 81,000°
{230.,049) 150:825:
{139,849) 231,925,

$ 512143 905,955




ALLOVER MEDIA: FRANGCHISING, INC.

YEARS ENDED DECEMBER 31, 2005 AN

2005

STATEMENTS OF INCOME AND RETAINED EARNINGS (DEFICIT)

D'2004

Percent :'of"

Amount Revenues __ Amount

2004

‘Percent-of

‘Revenues

REVENUES
Franchise
Royalties
Advertising
Other
Total Revenues
COSTOF REVENUES
GROSS PROFIT
OPERATING EXPENSES:
INCOME (LOSS) FROM OPERATIONS

OTHER INCOME
Interestincome

NET.INCOME (LOSS)
Retained Eamings - Beginning

‘RETAINED.EARNINGS (DEFICIT) - ENDING

See accompanying Notes to Financial Statemerits.

$ 172,839
99,281
73,991

159,177
505,288

381,252
7801

(379,761)

| 7987

iy

3. (220,949)

3)

342 %
19.6
146
315
100.0

245

75.5

150.6

(75:2)

1.6

{73:8y

3 488698
90,531
43,182

282,735
905,146

415728
489418

409:820

s i

79,598
N 2,014
81,609

69216

§ 150,825

54.0 %
100
438
312
100,0
458
45.3

8.8

0.2



ALLOVER MEDIA FRANCHISING, INC.
STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2005 AND. 2004

CASH FLLOWS FROM OPERATING ACTIVITIES
Net Income {Loss) ]
Adjustments to Reconcile Net income {Loss) to Net

Cash Provided {Used) by Operating Activities:
Amortization

Allocation-of Expenses from Parent, Net of Allocated Revenues

(Increase) Decrease in Current Assets:
Accounts Recaivéble
Franchise Notes Recsivable
‘Accrued Interest on Nofes Receivable
Inventories:
Prepaid Expénses o
Increase (Decrease) in Current Liabilities:
Checks in'Excess-of Cash
Accounts'Payable
Due to.Parent’
Accrued Expenses

Net Cash-Provided (Used) by:Opérating Activities.

NETINCREASE (DECREASE)IN.CASH
Cash-.Béginningiof Year
CASH - END OF YEAR

NONCASH TRANSACTIONS
-Allocation of Expenses ingluded.in Due:to Parent:

Transfer-of Customer Contract Asset.

See:accompanying Notes o Financial Statemeiits,

)y

_ 2005 2004
3 @71,774y 3 81609
4,943 4,025
604,500 279,286
10,363 (129,060)
260,470' (241,074)
870 (463)
10,780 (20,738)
(14:298). -
13:220
60;333 (35,819)
(677,888) 167,489
_.{26,845) '38.868
__(125,126) 125123
{125:126) 125,123’
125126 8.

3 125126

'$_ 279,286




NOTE 1

ALLOVER MEDIA FRANCHISING, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005 AND, 2004

Nature of Business

The Company was organized as a Minnesota cofporation in September 2002 and is a.
wholly-owned subsidiary of AllOver Media, Inc. The:Company's operations-are principally in
the sale, developmerit, support and promotion of indoor and 'outdo‘o"r‘.advertisirpgf-franghis,es
throughout the United States. The Company aléo sells: necessary supplies. lo. these

franchisees. The Companiy is citrrently-dependent on-the. support of AllOver Madia In¢::and

Its:stockholders and investors.: Continued financial support is expected and probable in‘the
future-asneeded.

Aétolints Receivable

The Company provides an allowance for bad debts using the -allowarice ‘miéthod, which: is
based on management judgment considéring historical-information; Services-are sold on a
secured basis: Payment is due:30 days after receipt of the invoice: Accounts past dué more
than 60 days: are individually: analyzed for collectibiiity. In addition, an -allowance: will be
provided for accounts when :a significant pattem of uncollectibility. has occurred. .An

allowance for_uncollectible accounts in the. amounit of $4,000 has been provided at
Decermbir:34,:2005 and 2004. :

Accounts feceivable consists of receivables from Fanchisees: for franchise: fees, franchise

royalties, Software:support, ad production, stipplies and offier services. AL mes, significant’

Teceivables may exist with franchisees who are preparing for.market opénings.

Notes Receivable

Franchises are.sold with negotiated down payments and extendéd nhoté receivable terms.on
the remaining balance. These niotes receivable are secured by the franchise: teftitory and

are guaranteed by the respective:franchisee. The. notes receivable canbs collected in-two
different - methods: «cash payments: with. a -stated: intstest rate or payments based on
percentage of the:advertising revenue sold in-the franchise territory. The percentages vary
by franchise: téitory. and are negotiated on.a frarichise by franchise: basis: ‘Currently; all
notes with scheduled paymsnts are &t 7%. An allowanice for ‘uncollectible notes i -the
amount:of $38,000:has been-provided atDecember31, 2005 and 2004,

inventory
Inventories:at December 31, 2005 and 2004: consist-of software licenses; ‘equipment and

‘suppliesiand are'valued:at thé lower of cost ’(ﬁ_'fs‘tj}in;fﬁrs-t-@ut) or market method..

Intangibles

Intangibles consist of purchased franchise fightsand aré aimortized based'on anestimated
useful life-of 7'years. Franchise: rights. are being :amortized  using the Hine meéthod:
These frarichiserights include, butiare notjimited fo ‘contintiing receipt of franchise fees,
foyaliies;. revenue related to-softwaré support; 4d-production;, and: supplies: as>well. s 1he
opportunity to- contiiiue o séfve the: franchisees. As of December 31, 2005 and 2004.
franchise rights for 20 markets were in operation-and indluded inntangible assets.

5y



NOTE 1

ALLOVER MEDIA FRANCHISING, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER:31, 2005 AND 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Unearned Revenue

Unearmned revenue consists of unearned initial franchise fees: There were $-0- and $32,800
unearned initial franchise fees:at December 31,2005 and ‘2004, respectively.

RevenueRecognition

Revenue from 'the ‘Sale of individual franchises jis recognized when substantially. al
sighificant products and :services to be provided by thie Coripany have been:completed.
When:an individual franchise’is:sold, the Company agrees to provide‘certain services to'thé
franchisee. Generally, these services iriclude training, starter kit materials, advertising
material and computer software installation. Initial -franchise fees range ‘from $35,000 ‘to
$123,750 based ‘on matket papulation. Initial franchise fees were $172,839: anid $488 698
for the years-ended December:31, 2005.and 2004, respectively.

gross sales and computer Saftware fees of the franichise, ‘Other revenue:is from product
sales to.the franchisee and'is fécognized when the sale‘is completed. -

The Company. recognizes revenue from continuing: franchise fees based on_the: menthly

Continuing franchise royalies, product:sales and software support included i fiicome were:

$332,449.and $416:448 for the years.ended December 31, 2005 and 2004; respectively:

The Company:organized as-an.S Corporation, is not a:taxpaying éntity for federal and state
income tax purposes, and therefore.doés netinclude a:provision for income taxes. income is
reported by the stockholders on their respective income tax réturns.

Advertising Costs

Ttie Company -expenses advertising costs when incurted. Advertising: expenses incurred.
during 200%-and 2004:were approximately$45,300 and $5,700; respectively:

Concentrations of Credit Risk

The Company maintains cash balances at one financial ‘institition in Minnesota. These
deposits:may:be in excess of Federal Deposit Insurance Corporation limits of $100,000 on'a:
temporary basis.

For the year ended Decémbeér 31, 2005, ong franchise-accounted for 20%:oftotal sales and
five ‘franchises accounted for 80%: of -ending: accounts ‘receivable. For the year.ended

December-31,12004, -one franchise.accounted for 18% of total isales: and ‘thrée franchises.

-accounted for42%:0f ending accounts receivable..

{6).



NOTE 1

NOTE 2

NOTE3

NOTE 4

ALLOVER MEDIA FRANCHISING, INC.
NOTES:TO.FINANCIAL STATEMENTS
DECEMBER:34; 2005 AND:2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Estimates

Management, uses estimates and assumptions in preparing financial statements in
accordance’ with U.S. generally accepted accounting. principles. Those ‘estimates and
-assumplions. affect the- reported -amounts: of assets ‘and liabilities, the disclosure of
contingent assets. and liabilities, and the reported revenues. and expenses.. Actual resuits
could vary from the estimates: that were used.:

NOTES RECEIVABLE
Expected.contractual collections oii notes receivable are:as follows:

e N
2007 58,000

2008 32,000
2009 24,000
2010 11,000
Thereafter .. 50990
:Suibtotal ' 359,990
Allowance for Doubtful Notes {38,000)
Totat $ 321990

INTANGIBLES'

Intangible assets:consistof the following. at December 31, 2005 and 2004:

. 2008 , 2004
Frarichise.Rights \ 3 3214 s 28,172
Less: Accumuifated Amortization. .. 13683 8,720
Total $ . 18951 $ 19452

Amortization-expense-for 2005 and i:?‘éeéa«;wa’s;%@;eéi&éﬁd@moz&«t.reﬁpe@tivetyf

RELATED PARTY TRANSAGTIONS:

‘The Company has ‘amounts due to AllOver Media, Inc. (Parent) for funds advanced to
finance the purchase of the: franchise rights: -and for ‘various operating .expenses. The
‘balance Due to Parent at :December 31, 2005 and 2004 ‘was $547.321 and $616.267,
respectively.

()



‘ALLOVER MEDIA FRANCHISING, INC.
NOTES TO FINANCIAL STATEMENTS:
DECEMBER 31, 2005 AND 2004

NOTE4 RELATED PARTY TRANSACTIONS: (CONTINUED)

The Company has a management agreement with {he Pareni. The, agreement requires
reimbursement of payroll and payroll related .costs -and other. specifically: identified .and
allocated expenses inctirred by ‘the Parent on behalf ‘of AllOver Media Franchising, Inc.
Specific and allocated expenses were $604,500 and $279,286 for the years ended
‘December 31, 2005 and 2004, respectively.

The Company has amounts due from 1 franchisee, AOM Phoenix, which is wholly owned by
@a shareholder of AllOver ‘Media, Inc. (Parent) for products and services provided by the
Campany. The balance due from ‘the franchisee at December 31, 2005 and 2004 was
$2,424 and 32,558, respectively. Total révenues received for initial franchise fees, products
and services 'provided: during 2005 .and ;2004 were. approximately $40,000 :and :$228.000,
respectively: o

The Company tias: nidtes due fiom: the “same ‘franchises, AOM. Phoeriie, for the. iniiial
franchise sale. The interest rate on one noté is 7% withiprincipal and interest paymienits due
monthly, maturing i December2009. The: second note is:reduced by 50% .of the. national

advertising revenue sold in thefranchise territory. The rictés arg secured by the franchise

territory-and are guaranteed by thé owriér. The balance of the notés due from the franchisesa

at December' 31, 2005 and 2004 was: $75,292 and $100,500, fespectively. Total .interest

related to.these notes:during 2005 and 2004 was.$2,886:and $-0-; respectively,

NOTE:5" 'LITIGATION

The Company was involved in certain: legal clairms. and «disputes. arising in the ordinary
course-of business, The Company:was:a:defendant in a lawsui, {fi nature:of which:was the
definition of indoor” advertising and the teritorial franchise ihfrinigément and:sales activifies
related thereto. The parties reéached an ‘agreement during :2005; and-as of December 3,

2005, there were no liébi!itié'ssrelaieditO?the;.liﬁgafibn.,

®)



ALLOVER MEDIA FRANCHISING, INC.
FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2004 AND 2003
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INDEPENDENT AUDITORS’ REPORT

Board of Directors and Stockholders
AllOver Media Franchising, Inc.
Minneapolis, Minnesota

We have audited the accompanying balance sheets of AlOver Media Franchising, Inc. as of
December 31, 2004 and 2003, and the related statements of income and retained eamings, and cash
flows for the years then ended. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures 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 our audits provide 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 AllOver Media Franchising, Inc., as of December 31, 2004 and 2003, and the
results of its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepting in the United States of America.

Fanem Al ictasc G L

LARSON, ALLEN, WEISHAIR & CO,, LLP

Minneapolis, Minnesota
February 18, 2005

)]

Larson, Allen, Weishair & Co., LLP | An Independent Member of Baker “Tilly International



ALLOVER MEDIA FRANCHISING, INC.

BALANCE SHEETS
DECEMBER 31, 2004 AND 2003

ASSETS

CURRENT ASSETS
Cash
Accounts Receivable
Notes Receivable, Curent Portion
Other Receivables
Inventories
Total Current Assets

OTHER ASSETS
Notes Receivabie, Net of Current Portion
Intangibles, Net
Total Other Assets

Total Assets

LIABILITIES AND STOCKHOLDER'S EQUITY

CURRENT LIABILITIES
Accounts Payable
Accrued Expenses
Unearned Revenue
Total Current Liabilities

LONG-TERM LIABILITIES
Due to Parent

Total Liabilities

STOCKHOLDER'S EQUITY
Common Stock, 1,000,000 Shares, $.01 Par Value Authorized,
1,000 Shares Issued and Outstanding
Additional Paid-In Capital
Retained Earnings
Total Stockholder's Equity

Total Liabiliies and Stockholder's Equity

See accompanying Notes to Financial Statements.

@)

2004 2003

$§ 125126 3 3

148,309 19,249

202,000 95,000

870 407

29,738 -

506,043 114,659

380,460 246,386

19,452 23,477

399,912 269,863

$ 505955 $ 384522

5 16,739 $ 52,558

8,224 2,156

32,800 -

57,763 54,714

616,267 179,492

674,030 234,206

100 100

81,000 81,000

150,825 69,216

231,925 150,316
005055 8 38452



