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To the Board of Directors
Boneheads Seafood Grill, Inc.

Atlanta, Georgia

We have compiled the accompanying balance sheet of Boneheads Seafood Grill, Inc. as
of February 19, 2006, and the related statement of operations and retained eamings for
the two periods then ended, in accordance with Statements on Standards for Accounting
and Review Services issued by the American Institute of Certified Public Accountants.

A compilation is limited to presenting in the form of financial statements information that
is the representation of management. We have not audited or reviewed the accompanying
financial statements and, accordingly, do not express an opinion or any other form of
assurance on them.

Management has elected to omit substantially all of the disclosures and statements of
cash flows required by generally accepted accounting principles. If the omitted
disclosures were included in the financial statements, they might influence the user's
conclusions about the Company's financial position. Accordingly, these financial
statements are not designed for those who are not informed about such matters.

We are not independent with respect to Boneheads Seafood Grill, Inc.

Sincerely,

//(aéwmf- Becr, LLF

McCranie & Bums, LLP

April 24, 2006

PO Box 268 » Gainesville. Georgla 30503 + 770-536-8204 » Fax: 770-532-3818 = www gainesvillecpa com



BONEHEADS SEAFOOD GRILL, INC.

BALANCE SHEET
February 19, 2006
ASSETS
Current assets
Cash and cash equivalents $ 14,439
Royalty fee receivable 23,598
Deferred franchise expenses 96,531
Due from franchises 464,833
Other receivables 64,500
Other current assets 3,022
Total current assets 666,923
Property and Equipment
Property and Equipment (net of accumulated depreciation of $0) 3,105
Other assets
Loans and notes receivable
Loans to related parties
Investments
Intangible assets (net of accumulated amortization of $1,263) 20,287
Total other assets 20,287
Total assets $ 690,315
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable b 3,926
Other current liabilities 130,451
Deferred franchise fees 82,000
Total current liabilities 216,377

Long term liabilities

Note payable 374,069
Stockholders' equity
Common stock 420,000
Retained eamings (deficit) (320,131)
Total stockholders' equity 99,869
Total liabilities and stockholders' equity $ 690,315

See Accountant's Compilation Report



BONEHEADS SEAFOOD GRILL, INC.
STATEMENT OF OPERATIONS
For the Two Periods Ended February 19, 2006

REVENUES _
Franchise fees b 40,000
Royalty fees 19,323
Total revenues 59,323
EXPENSES
Payroll and payroll taxes 70,585
Selling and marketing 38,827
General and administrative 41,936
Total expenses 151,348
NET INCOME (92,025)
RETAINED EARNINGS, beginning of year 191,894
RETAINED EARNINGS, end of year b 09,869

See Accountant's Compilation Report
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors and Stockholders
of Bonehead's Seafood Grill, Inc.
Atlanta, Georgia

We have audited the accompanying balance sheet of Bonehead’s Seafood Grill, Inc., as of December 25, 2005
and the related statement of income, statement of stockholders’ equity, and cash flows for the fifty-two week period 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 audit.

We conducted our audit 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 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 Bonehead's Seafood Grill, Inc. as of December 25, 2005 and the results of its operations and its cash flows for
the fifty-two week period then ended in conformity with accounting principles generally accepted in the United States of
America.
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BONEHEAD'S SEAFOOD GRILL, INC.

CURRENT ASSETS
Cash and cash equivalents - Notes 1 and 8
Franchise fees receivable- Note 1
Deferred franchise expenses - Note 1
Note receivable - related party - Note 4
Prepaid Expenses

Total current assets
FURNITURE AND EQUIPMENT - Notes 1 and 7
OTHER ASSETS
Intangible assets - Note 5
Less accumulated amortization

Total other assets

TOTAL ASSETS

BALANCE SHEET
December 25, 2005

ASSETS

The accompanying notes are an integral part of this statement.

2-

167,778
64,500
96,531

620,973

257

19,887
1,189

$ 850,039
3,105
18,698

$ 871,842



BONEHEAD'S SEAFOOD GRILL, INC.
BALANCE SHEET
December 25, 2005

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES

Accounts payable $ 232616
Accrued expenses 57,327
Due to related parties - Note 4 88,495
Note payable - related party 374,069
Current portion of deferred franchise fees - Note 1 15,000
Total current liabilities $ 767,507

LONG-TERM LIABILITIES
Deferred franchise fees, less current portion - Note 1 40,000

STOCKHOLDERS' EQUITY
Common stock, 15,040,000 shares authorized,

14,710,000 shares issued and outstanding - Note 6 420,000
Accumulated deficit - Note 9 (355,665)
Total stockholders' equity 64,335
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY % 871,842




BONEHEAD'S SEAFOOD GRILL, INC.
STATEMENT OF INCOME

For the Fifty-Two Week Period Ended December 25, 2005

REVENUES
Franchise fees - Note 1

EXPENSES
Payroli and payroll taxes
Selling and marketing - Note 1
General and administrative
Amortization

Total expenses
NET INCOME FROM OPERATIONS
OTHER INCOME/(EXPENSE)
Interest income - Notes 1 and 4
Interest expense - Note 4

Total other income/(expense)

NET LOSS

The accompanying notes are an integral part of these financial statements.
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$ 50,732
103,814
196,768

1,065

3,021
(3,639)

$

$

20,000

352,378

(332,379)

618

(332,997



BONEHEAD'S SEAFOOD GRILL, INC.
STATEMENT OF STOCKHOLDERS' EQUITY

For the Fifty-Two Week Period Ended December 25, 2005

Balance, January 1, 2005

Capital stock issues

Correction of error in prior year - Note 8, Note 9
Net loss

Balance, December 25, 2005

Capital Accumulated
Stock Deficit Total
320,000 $ - $ 320,000
100,000 - 100,000
- (22,668) (22,668)
- (332,997) (332,997)
420,000 $ (355,685) $ 64,335

The accompanying notes are an integral part of these financiai statements.
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BONEHEAD'S SEAFOOD GRILL, INC.
STATEMENT OF CASH FLOWS
For the Fifty-Two Week Period Ended December 25, 2005

OPERATING ACTIVITIES
Net income $ (332,997)
Adjustments to reconcile net income to net cash provided by
cperating activities:

Depreciation and amortization 1,065
(Increase) decrease in:
Franchise fees receivable {64,500)
Prepaid expenses (257)
Deferred franchise expense {96,531)
Due from franchisees 500
Increase {decrease) in:
Accounts payable 220,747
Accrued expenses 57,327
Deferred franchise fees 55,000
Net cash provided by (used by) operating activities $ (159,646)
INVESTING ACTIVITIES
Purchase of furniture and equipment (3,105)
Acquisition of intangible assets (17,412)
Net cash provided by (used by} investing activities {20,517)
FINANCING ACTIVITIES
Proceeds from loans from related parties 490,937
Payments on loans to/from related parties {552,215)
Capital stock proceeds 100,000
Net cash provided by (used by) financing activities 38,722
Net increase (decrease) in cash and cash equivalents (141,441)
CASH AND CASH EQUIVALENTS, beginning of year 309,218
CASH AND CASH EQUIVALENTS, end of year $ 167,778

The accompanying notes are an integral part of these financial statements.
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BONEHEAD'S SEAFOOD, INC.
NOTES TO FINANCIAL STATEMENTS
December 25, 2005

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

The Company was created as a Georgia corporation on February 18, 2004. The Company is engaged in offering and
selling franchises and area development rights throughout the Southern and Mid-Atlantic regions of the United States for
the operation of individual franchise restaurants offering quick service dining and take-out service, and specializing in the
preparation and sales of food products and refreshments for lunch and dinner.

The Company completed a uniform franchise offering circular and commenced selling franchises on November 23, 2004.
At December 25, 2005, the Company operated no corporate owned stores and had sold 7 franchised locations of which 2
locations were in operation.

Furniture and Equipment

Furniture and equipment are stated at cost. Depreciation is charged to operations over the estimated useful lives of the
related assets and is computed using the straight-line method over three to ten years.

Repairs and maintenance are charged to operations when incurred. Betterments and purchases are capitalized. When
fixed assets are sold or otherwise disposed of, the asset accounts and related accumulated depreciation accounts are
relieved, and any gain or loss is included in non-operation activity.

Long-Lived assets

The Company reviews for the impairment of long-lived assets whenever events or changes in circumstances indicate that
the carrying amount of the asset may not be recovered. The Company looks primarily to the undiscounted future cash
flows in its assessment of whether or not long-lived assets have been impaired.

Interest Income

Interest income is recognized in the period in which it is earned, according to the terms of the loan. Interest income for
2005 is $ 3,021.

Revenue recognition

Revenue from franchise fees is recognized when all of the initial services are substantially completed and conditions
relating to the sale have been substantially performed by the Company and the franchise has commenced operations.
Franchise fees for the year ended December 25, 2005 were $ 20,000.

When an initial franchise is sold, the Company agrees to provide certain services to the franchisee. Generally, these
services include assistance in; site selection, lease review, store layout and design, construction management training,
implementation of an accounting system and on-site pre-opening assistance. Deferred fee revenue at December 25,
2005 represents initial franchise sales where the Company has not yet substantially completed all of the initial services.
Revenue deferred as of December 25, 2005 was $ 55,000.



BONEHEAD’'S SEAFQOD, INC.
NOTES TO FINANCIAL STATEMENTS ~ (CONTINUED)
December 25, 2005

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Deferred franchise fees are considered long-term, if the location is not expected to open within twelve months of the year
end. All deferred franchise fees are considered current at year end.

Current $ 15,000
Long term 40,000
Total $ 55,000

Fees from Market Development Agreements ("MDA's") are recognized as revenue oh a pro rata basis based on the
number of stores opened to-date to total stores to be developed as stipulated in the MDA, If the total number of stores
stipulated in the MDA are not opened at the expiration of the MDA, the balance of such fees is recognized, unless an
extension is granted by the franchisor in special situations.

Royalties from Franchises

Royalties from individual franchisees are based upon a percentage of each franchisees’ sales and are recognized when
earned based upon reported sales activity by each franchisee. Royalty fees for the year ended December 25, 2005 were
$ -0-. There were 2 locations in operation at year end, one of which is exempt from royalties as it is owned by a
shareholder and one of which opened on December 16, 2005 with no royalties earned as of year end.

Cost Recognition

Costs directly related to selling a franchise and providing initial services under the franchise agreement are deferred until
the initial services are substantially complete which is generally upon store opening. Upon store opening and recognition
of the deferred franchise fee revenue, the related deferred costs are charged to earnings. Costs deferred as of December
25, 2005 were $ 96,531. Indirect costs and costs not directly associated with selling franchises and providing initial
services under the franchise agreement are expensed as incurred.

Income Taxes
As of January 1, 2004, the Company has elected to be treated as an S-Corporation for income tax purposes. Accordingly,

the members report their proportionate share of taxable income or loss on their individual income tax returns. Therefore,
no federal or state income taxes are provided in the accompanying financial statements.

Advertising Costs

Advertising costs are expensed in the period incurred. Advertising expense for the year ended December 25, 2005 was
$ 103,814, and is included in the caption selling and marketing.

Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent

assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during
the reporting period. Actual results could differ from those estimates.

-7-



BONEHEAD'S SEAFOOD, INC.
NOTES TO FINANCIAL STATEMENTS — (CONTINUED)
December 25, 2005

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Cash and Cash Equivalents

For purposes of the statements of cash flows, the Company considers all highly liquid investments with an initial maturity
of three months or less to be cash equivalent.

Concentration of Credit Risk

Financial instruments, which potentially subject the Company to concentrations of credit risk, consist of cash and cash
equivalents, and accounts receivables from franchisees and related companies. The Company maintains its cash
balances in one financial institution. The balances insured by the Federal Deposit Insurance Corporation are $100,000. At
December 25, 2005, the Company's uninsured cash balances total $ 67,778. .

Concentration of Revenue

The Company primarily receives its revenue from the sale of franchises and the collection of royalties based upon
franchisee sales.

Franchise Fee Receivable

The Company bills its customers in accordance with their contractual agreement. The Company considers franchise fee
receivable to be fully collectible. Accordingly, no reserve for bad debt is required. Franchise fees receivable at December
25, 2005 were $ 64,500.

Fiscal Year

The Company's fiscal year ends on the Sunday closest to the December calendar month end. The fiscal year presented
includes the period ended December 25, 2005, which consists of fifty-two (52) weeks.

NOTE 2 - ADVERTISING FUND

The Company has established a separate national marketing trust fund to administer funds collected from franchisees for
advertising. The franchisees are required to pay into the national marketing fund a bi-weekly fee of 2% of the restaurant's
sales. Amounts assessed in 2005 for the advertising funds were $ -0-. There were no amounts expended from this
advertising fund in 2005. The balance of funds on December 25, 2005 was $ -0-, as there were only 2 locations in
operation at year end. One location is exempt and the other location opened on December 16, 2005 and no assessment
was made for these funds.

NOTE 3 - FRANCHISE AGREEMENTS

Franchise agreements are available for single and multi-unit restaurants. The multi-unit agreement establishes the
number of restaurants the franchisee is to construct and open in the franchised area during the term of the agreement. At
December 25, 2005, there were 2 franchised restaurants in operation of which 2 were opened during the current year; 1 of
the total operating restaurants was operated under a multi-unit agreement. A total of 7 franchises have been sold as of
December 25, 2005. There were no terminated agreements during the current year.



BONEHEAD'S SEAFOQD, INC.
NOTES TO FINANCIAL STATEMENTS — (CONTINUED)
December 25, 2005

NOTE 3 - FRANCHISE AGREEMENTS (CONTINUED)

Franchisees are required to pay the Company a franchise fee and a bi-weekly royalty fee of 5% of the restaurants' gross
sales. Unit franchise fees are recorded as income as related restaurants begin operations. Royalty fees, which are based
on restaurant sales of franchisees and licensees, are accrued as earned.

NOTE 4 - TRANSACTIONS WITH RELATED PARTIES

Note Receivable — Related Party
During the year, the Company loaned $ 520,973 to a related entity, under common ownership. The note bears interest at

8% and is due on demand. Interest income on this note was $ 3,021 for the year ended December 25, 2005. The
Company expects to collect the note within twelve months.

Due to Related Party

In 2005, the Company was loaned $ 88,485 for working capital needs from a related entity that has common ownership.
The amounts are expected to be repaid within twelve months.

Note Payable — Related Party

During the year, the Company was loaned $ 374,069 from a related entity, under common ownership. The note bears
interest at 8% and is due on demand. Interest expense on this note was $ 3,639 for the year ended December 25, 2005.
The amounts are expected to be repaid within twelve months.

NOTE 5 - INTANGIBLE ASSETS

The Company has intangible assets consisting of organizational assets and trademarks. The organizational assets and
the trademarks are amortized over five to fifteen years. Amortization expense for the current year amounted to $ 1,065.

NOTE 6 - COMMON STOCK

The Company authorized 15,040,000 no par shares; 50,000 class A shares, 2,920,000 class B non-voting shares, and
12,000,000 class C non-voting shares. As of December 25, 2005, all of the 50,000 class A shares, all 2,990,000 class B
non-voting shares, and 11,670,000 class C non-voting shares were issued and outstanding.

NOTE 7 - FURNITURE AND EQUIPMENT

Furniture and equipment consists of the following as of December 25, 2005;

Computer equipment $ 3,105
Less: accumulated depreciation -
Net furniture and equipment $ 3,105

Depreciation expense for the year ended December 25, 2005 was $ -0-, as purchase was made within days of year end.



BONEHEAD'S SEAFQOD, INC.
NQTES TO FINANCIAL STATEMENTS — (CONTINUED)
December 25, 2005

NOTE 8 — CASH FLOWS INFORMATION

Cash paid for interest during the year amounted to $ 569.

Non-cash transactions during the year consisted of $ 22,668 in organizational assets that were reclassified to
accumulated deficit. This transaction is further discussed in Note 8.

NOTE 9 — CORRECTION OF ERROR

In 2004, certain expenses were capitalized under the caption “Organization Expenses”. During the current year, it was
discovered that these were startup expenses and not intangible assets as discussed in SOP 98-1. $ 22,668 in startup
expenses were incorrectly capitalized in 2004. During the current year, these expenses were reclassified to accumulated
deficit. This adjustment had no effect on current year net income. The adjustment reduced total assets and total equity

by $ 22,668 for the prior year.
NOTE 10 - COMMITMENTS AND CONTINGENCIES

Operating Leases

The Company, from time to time, enters into lease agreements with the intent of assigning the lease to a franchisor, when
the territory is sold. At December 25, 2005 no lease payments have been made on this lease.

Summary of Lease

Rent Leasehold
Annual Lease Commencement Assignment Status at
Location Rent Date Date Status Year End
Glendale, AZ Year 1-5 08/04/05 Earlier of 120 Unassigned Undelivered,
days after
$ 87,500/yr delivery Store unopened
Year 6-10 of completed
leasehold or
$ 96,250/yr date
of business
opening

-10-
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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors and Stockholders
of Bonehead's Seafood, Inc.
Atlanta, Georgia

We have audited the accompanying balance sheet of Bonehead's Seafood, Inc. as of December 31, 2004. This
financial statement is the responsibility of the Company's management. Our responsibility is to express an opinion on this
financial statement based on our audit.

We conducted our audit 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
balance sheet is free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the balance sheet. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall balance sheet presentation. We believe that
our audit of the balance sheet provides a reasonable basis for our opinion.

In our opinion, the balance sheet referred to above presents fairly, in all material respects, the financial position of

Bonehead's Seafoed, Inc. as of December 31, 2004, in conformity with accounting principles generally accepted in the
United States of America.
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BONEHEAD'S SEAFOQOD, INC.

BALANCE SHEET
December 31, 2004
ASSETS
Current assets
Cash and cash equivalents - Note 1 $ 309,219
Deposit 500
Total current assets 309,719
Other assets
Intangible assets (net of accumulated amortization of $0) - Note 4 25,019
Total other assets 25,019
Total assets $ 334,738

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities

Accounts payable $ 11,869
Due to related parties - Note 6 2,869
Total current liabilities 14,738

Common stock, 20,000,000 shares authorized and

11,500,550 shares 1ssued and outstanding - Note 5 320,000
Total stockholders' equity 320,000
Total liabilities and stockholders' equity $ 334,738

The accompanying notes are an integral part of these financial statements.
2.



BONEHEAD’S SEAFOOD, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2004

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Organization

The Company was created as a Georgia corporation on February 18, 2004. The
Company is engaged in offering and selling franchises and area development rights
throughout the Southern and Mid-Atlantic regions of the United States for the operation
of individual franchise restaurants offering quick service dining and take-out service, and
specializing in the preparation and sales of food products and refreshments for lunch and
dinner.

At December 31, 2004, the Company operated no corporate owned stores and had sold no
franchised locations.

Furniture and Equipment

Furniture and equipment are stated at cost. Depreciation is charged to operations over the
estimated useful lives of the related assets and is computed using the straight-line method
over three to ten years. At December 31, 2004, the Company had no furniture or
equipment in service.

Repairs and maintenance expenses are charged to operations when incurred. Betterments
and purchases are capitalized. When fixed assets are sold or otherwise disposed of, the
asset accounts and related accumulated depreciation accounts are relieved, and any gain
or loss is included in non-operation activity.

Long-Lived assets

The Company reviews for the impairment of long-lived assets whenever events or
changes in circumstances indicate that the carrying amount of the asset may not be
recovered. The Company looks primarily to the undiscounted future cash flows in its
assessment of whether or not long-lived assets have been impaired.



BONEHEAD’S SEAFOOD, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2004

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Revenue recognition

Revenue from franchise fees is recognized when all of the initial services are
substantially completed, conditions relating to the sale have been substantially performed
by the Company, and the franchise has commenced operations.

When an initial franchise is sold, the Company agrees to provide certain services to the
franchisee. Generally, these services include assistance in: site selection, lease review,
store layout and design, construction management training, implementation of an
accounting system and on-site pre-opening assistance.

Fees from Market Development Agreements (“MDA’s™) are recognized as revenue on a
pro rata basis based on the number of stores opened to-date to total stores to be developed
as stipulated in the MDA. If the total number of stores stipulated in the MDA are not
opened at the expiration of the MDA, the balance of such fees is recognized.

Royalties from Franchises

Royalties from individual franchisees are based upon a percentage of each franchisees’
sales and are recognized when earned based upon reported sales activity by each
franchisee.

Cost Recognition

Costs directly related to selling a franchise and providing initial services under the
franchise agreement are deferred until the initial services are substantially complete
which is generally upon store opening. Upon store opening and recognition of the
deferred franchise {ee revenue, the related deferred costs are charged to earnings.
Indirect costs and costs not directly associated with selling franchises and providing
initial services under the franchise agreement are expensed as incurred,

Income Taxes

As of January 1, 2004, the Company has elected to be treated as an S-Corporation for
income tax purposes. Accordingly, the members report their proportionate share of
taxable income or loss on their individual income tax returns. Therefore, no federal or
state income taxes are provided in the accompanying financial statements.

Advertising Costs

Advertising costs are expensed in the period incurred.

-4-



BONEHEAD’S SEAFOOD, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2004

NOTE 1 - ORGANIZATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Continued)

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at
the date of the financial statements, and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

Cash and Cash Equivalents

For purposes of the statements of cash flows, the Company considers all highly liquid
investments with an initial maturity of three months or less to be cash equivalent.

Concentration of Credit Risk

Financial instruments, which potentially subject the Company to concentrations of credit
risk, consist of cash and cash equivalents, and accounts receivables from franchisees and
related companies. The Company maintains its cash balances in one financial institution.
The balances insured by the Federal Deposit Insurance Corporation are $100,000. At
December 31, 2004, the Company’s uninsured cash balances total $209,219.

Concentration of Revenue

The Company primarily receives its revenue from the sale of franchises and the
collection of royalties based upon franchisee sales.

NOTE 2 - ADVERTISING FUND

As of December 31, 2004, the Company had not yet established a separate national or
regional marketing trust fund to administer funds collected from franchisees for
advertising.



