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Grant Thornton %

Accountanis and Businses Advizors

Repoet ol Indepemdent Cenified Public Accountants.

The Board of Directors
Focus Brands Ine and Snhsidiaries

We have audited the accompanying consolidated balance sheets of Foens Brands Inc. (3 Delaware
corporation) and Subsidiarics {colleerively, the “Company™ s of Decernber 31,.2005 aud 2004, aned the
telated comnsoiwlared starements of operations, changes in stockholders’ equmity:dnd cash flows for the years
thent eadled. These consoltdated financial statements are: the eesponsibility of ihie Company's managetment.
Our responsihility 5 to express ¥n opinion oo these eonsolidaced Enancial statements bazed on oueizuwdii.

We. conducted our audit in accordiece with auditing standards geaerally aceepied in the United States of
Atnenca as esrahlished hy the Auditing Standards Board of the American Instiure of Cerdfied Pubh
Acconntants.  Those standards cequire thar we plan and perfonm the audie 1 obtin redsonable assurance
ahour whether the (inundal statements are free of material misstatement. An andit incliudes consideration of
mtemal control over financial reporting as 1 basis for designing audit procedores that are appropriate in the
ciccunstances, hut not for the purpose uf expressing an opinion on the effeerivencds of the Company’s
internal contral over financial reporting: Accordingly, we oxpress no such opinier. An audit 2lso indludes
examining, on A test basis, evideree suppotting the smounts and disclosutes i the Fnancial starements
assessog the accounting principles used and siguificant extimates made by mzhagement, as well as evalmsing
the overall financial sratement presentanon. We believe that our audits provide a feasonable hasis for our
opintun,

In our opinion, the consolidared financial statements seferred ro above present (aizly, in-all material respects,
the consolidated financial posicion of Foces Brands Tnc. and Subsidiaries as of December 31, 2005 aud 2004,
sd the resulrs of theit operations wnd their cash Jows for (e years then ended in conformiry wirh
accounting principles generally avcented in the United States of America '

As dizcussed i Note B to the, financal statementy, the Company has restaled its financial eeaternents sy of
and for the year ended Decermber 31, 2004

Audants, Georgia
Lebiuary 24, 2006

iz Ore, Sute 300

§ PeXtiros Caner Avese
aria; (A 3050

M.3% 200

1. 10707

sesw graniFombn. oom

(trlt Thoralon LLP A
i Member of Grant Thorntan Intesnational 3



Carvel-U

Focus Brands Inc, and Subsidiaties

-CONSOLIDATED BALANCY: SHEETS
December3i,
| . 1
! . ASSETS
2005 hood
(‘Rt: statcd)
CURRENT ASSETS. L .
Cnsh and :‘as?w cquwalenis 3 B,QJZ,?ED' § 3,922,604
Restricied cash 489,229 . D432
Acconnts u:t.nvnhlc, et of allrsance for .
‘ dnubifnl acourts oi 5” nw B35S md ’ ‘
| §2.777, SR5'in 285 and 2004;: rcmm'em 8,233,367 ‘?&,32?},595
- Inventories 1,536,262 1,367,293
| l‘rcpm: expeonses ad other cumént asset LEOL 60 |2 546,552
| Nnrﬂ rarehvahie 1,180,500 f" 262, 148
‘ Defm:\:tl tax assces . ' : 1302869 : |5 (KT 000
o ' : - . 8
: Toral Carcent sisets 17,372,902 ...,9‘»'2,66’5
' PROPIRTY, BQUIPMENT AND 7 :
LEASEHOLD IMPROVEMENTS, NET 12967125 ~1~;§m5,ws
|
OTHER ASSRETS (
intnnglble assets 54,927,516 s.‘ 751 816
| Oicleér 2,037,110 ‘65:&.233
| 88,963,627 5¢ AU2.040
| -
|
: 1
|
i !
|
|
NI 20 1 . ¥
TOTAL ASSETS $ 87@0& S N5 11
The. ;lxcc:unfjmymg fi0168 are an integzal part of these consolidated financial statenienis.
4
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LIABILITIES AND STOCEHOLDERS® EQUITY

CURRENT LIABILITIES
Arizwmts ]myn]slx!
Accrugd expenses and nther babilines
Cuztamir and other dopogio
Inzome Taxes Pagabh:
Corrunt portion of jong-rene debr-
Lins of Eecdir
Cazrent s tien of capital hease vbbigatons

V'otai curzent liakilities
LONG-TERM DEBT - LESS CURRENT PORTION

CAPITAL LEASE OBLIGATIONS - LESS
CURRENT FORTION

DEFERRED INCOME TAXES
DEFERRED REVENUE
OTIIER FIABILITTES
7V otal Gabiitien
COMMITMENTS AND CONTINGENCIES

STOCKMOLDERS' EQUITY

Sevies A Convartible Peeferred Stock, 3340 par valun, noibrorvized
399 807 sharey, issuped and ousrtandiang O and 19RB07 a8 of
December 31, 2005 and 2084, cuipeegvely

Seres B Corvertible Pvaforved Stuck, 50.01 par v2lie, mihadised
W 028 shares, issucd and nutstaodiog 0 aied 39028 as of
Preremshes 31, 2005 and 2004, respot vl

Comnsmm siock, $0.01 par vabic, authordzed 5000000 ainl

15,000,000 sharer a5 of Deconbes 31, 205 and 200, ecspectivdy,

wsued and onrscancling 08950 und " A29,64 as 1
Dievenbee 31, 2063 und 2004, rcspostively
Commaon sruck A, 0.0 par vahure, neud eied 2.812 580 shaees,
tmsuicd and sutstanding 1290844 us of Deceraber 3, 00
Comnten siock B $001 par value, suthonzed 318:4 Y7 shaves,
ixued and oorseading 792,951 ak of Decembrey 3, 05
Addetional paid-in cxpital
Acsmnulated Sefeir

Tutal swsehieolfders eyuiry

TOTAL LIARILITIES AND
STOCEKHOLDERS EQUITY

L
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005 204
(Rcarated)

3,658,430 s 3R73 528
5,621,488 6,701, V85"
1,562,033 2163 R57
206,593 -
2,234,576 EEALY
4,362,000 -
1,106,208 336,563
18,751,418 14333423
41,864,768 22,390,625
2,763,763 2.076,498
13,160,650 14,360,602
6,957,493 4,456,741
1,580,697 1,719,474
91,10%,236 4,349 373
- 26,300,000

. 23100

F) 14,285
12,986 .

860 -
09,314,687 105,535,256
{103,133,544) {199,422 768)
£3,797,487) 26,600,534
W7 5I0264 3 50349907
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Potus Brands Inc. and Subsidiarics

CONSOLIDATED STATEMENTS OF OPERATIONS

REVENUES

k
' .\¥1io}esu1é reveriues
' Ressil revenues

|

. Total revenues
t

COSTS AND EXPENSES
Cont of producrs sold

. Sr'ning, peneral and adeministeatize’

expeases o
Deprecintion and smortization
Special charges

Total enste ang expensys

Operating camings (loss)

" Interest expense
Onhey income:

Earnings {loss) before piavision

for incomi: taxes

INCOME TAX (EXPENSE) BENEFIT

NET LARNINGS (LOSS)

Yeais ended December 31,

2005 2004 2003

{Restated) P '
§ 6L26DSR4  § 36867111 § 51,865,502
52182497 34,525,575 { 2’5,153,!3(5‘? :
, : ‘
|
113,443,381 V1292716 | w;o,«::tg_arL) |
I
46,618,818 44,108,591 40,612524 |
|
42,475,487 37,608,089 _ 28,261,36;} |
5.453,670- 3,308,382 5431143
2,254,609 1,830,100 3,169,275 |

Il

101,802,584 88,864,371 TTAT4 4 ‘[
13,640,797 2,325,345 {429,53‘4; :
|
{4,021,595) 1,474,690} (1,600,423)
70,200 138.273 (15,607
., B
Lo : o |
7,689,402 1,187,928 (2,1ﬂti;p5l]) |
|
(1,800,121} 3,206,179 (E0,000)
|
§ 5889281  § 43041107 (2. 144:650) |

‘111:1’: ACCOMPARYING notes are an inwgral part of these consolidated financial statenents.
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Foons Rrands Inc:. mi:is‘SuBﬁid'ihri_es'

CONSOLIDATED STATEMENTS OF CASKH FLOWS

. Years ended Deecmber 31,
| 2005 2004 L 203
{Resvared) !
Operating activities: }
Mt eammings (los) 5 888 3 20007 § G650
r Adjustmenta 1o reconicile »mt en: zmg-i a‘!.m’; 0 oet, :
« ,m!; llltivM Toy v:mm;r demince

. -Ut.pz‘eﬂﬁt:nn snd ﬂmf‘!fl,?.su{‘wn 5433670 9,308,532 431,540

' Deferd income b 1,146,875 :3,305 o '

5 Nwwh pottion of fpecial charges « - 52,274
Lok on dixprnis! 1af Fipsipment 93,344 . (3187
I’ruv:s.nm for lipssiés :m ‘rercivables - 255,400 M‘Stl:zi
"lix benefit from stock Oprinn oxése 130,531
(.!3; NEs 1S pypetiting assves and Jiat fiticw ‘

fvounts roveiveble 85, 505 {2.591,826) ‘ [3304,075)
trm ke, propaid expendts AA othier axiats 226,380 (LAYOT1S | {2,246, 21
Acciunta payable, seessed expenes and othr {1,295,600) 1,454,580 {504,8: !“h
Vieferred sevenug {2,169,248) 3,607,344 1041 m
Custonter s other denosis {501,824} 254 ! 451 ,Am
loeome texrs puyable 206,593 (tansan (24,708
hee bonpeterm lahulerieg (138,820 Ba 15 {895 4168)
| "N sk provided by uperating servities 11,168,803 nge33ng 4¥1,00%
Investing activities:

peguaition uf Busines ossets £1,400,000) (21000000 .

'T‘n:«.h.m of properry amd el {4,1)5,408) {SAsh N {£.001,147

teest ek venm sl 0F propery and equipmict - 6,008, E00 : A K68

' Ner eaih s i ;nwxurm i fos (5,515,565) (30,408,837, Lt IXTEYEL)

Fmancmg acrivitien:

Nu change in L of eredic 32,09

J‘a)'inmrs O eapina] lenses (i,ias,m) {1,300, 43

Paymenty an debt {25,183,281) {15,299, aw (16,191 zs?)

|‘s¢<‘..da s I»mnwmg} £2,000,00G 2% 300400 15,000,500

Fccapmlmmm and Sistabution {37,004,008)

Capirat mmbuaﬂns > 6338.4?0 ‘ -

et cash provvidiad By fused in). \ =
finsiiing dtivition” {8,39¥,92%) 12008488 . (1,190.287)
Net change in cazh sad cush equivelonts {1345,290) 235 (T
Clsh and'caah ernivateiniy 4t begisning of yeas 4567935 240388+ 7,22),058
anb andicash cquivalenty it end of year $ & ABeTS  §, 2 A3 DB |

Sa's'ppiﬂhtfn il disclosare of'c_uh flow informarion
q‘:ldh ]'-:ud for,
Tone m*

g ﬁmt tages,

hummh Hanfactions:
1
| L qm:sl Lewse ¢ ubh;-rr'n-ﬂ

3 slm S06

§ 153145
=i

4 256,324 3 ‘

3 2052 640

5 824 UsG

1
|

|
S e 672120
88,168 |

Yi

5

T;hc BcEompanying nates are an intcral part of these consolidated financial statements,
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Focus Brands Inc. and Subsidiaries
NOTES TO CONSOLIDATED FINANCIAL STA'TEMENTS

Decembcr 31, 2005 aad 2004

NOTL A - SUMMARY OF SIGNIFICAN'T ACCOUNTING POLICIES

. Omganization

Forns Brands Tne. is the franchiser and operator of over 1,200 ice cream stores, bakeriey, and cafes in ﬂic
United Stales, the District of Columbia, Pucsto Rico, and 37 forcign countrics under the brand naises
Carvel®, Cinnahon®, sn.d the fmm:hxsc: of Seartde’s Best Colfec® in Hawad, on military bazses and
ey unnalhr Foens Brminds e’y business activity constsls of franchise Ueensing, servicing amd Arranging
for supplies for Carvel xetail ice crean: stores and food scrvice operafinns and selling, on a whnleaale basxs

various ite crexm products throngh-othes retailers, mainly supermarkets

2. Basis of Presentation

The consolidated fnancial statcments incinde the 2covunts of Foouss Brands Toc. snd its whally—awued
subsidiacics, Carvel Corparanion and Cinnabun Iatcrmational, Ing, Ag:.lﬁz;.mt intercompany accounts and
wansaclions have been ehrizated in consolidation.

The preparation of financial staerhents in conlormity wirk 2ccounting pnwplcx gmn.div scceplud in the
Unuted Staes of America reovires mariygement 1o make estimstes and assumplions that aflect the repored
amounts of assers and liabilities, disdosure of conungens asscts and Cabilites at thé date of the financial
staternents and the sepotted wmounts of revenucs and expenacs duning the seporting pernd. Actual zesults

could differ from thuse cstinares.

3. Cuwhand Cash Baulvalemy

The Company considers all short-teem liguid Investmenes with an oiiginal matusiry of theee tonths ar lass
when purchased to he. cash cqunm.ienh-

3. Resuicgd Cash

The Conipasly has a Refurbishment Savings Trogram that allows a franchisee to estabish 2 per gallon
sutchatge on mix purchases that s sepregared from operating cash and depmxwd nto-an m'cresl bearing.
esarow. account to. fund futire remodeling cost of the franchisee store. Aay Funds Teft aver: ate. esther
remitnéd op credited againstthe franchisees accounts recevable account..

Accounts Reccivable and Allowance for Doubtful Accounis

Aeconnts recelvable are romarily due from Rornsed dealers and su]wma"kets whose operations wv!
pzunm!} located in the United Sties.  Aceounts receivable are reffecred in the au:on'panvmg ﬂnmu.la.l
statements’ at cost, which approximares faie value because of theer shon tenm maririties. Fhe Compa'm
derermines the. allowance for donhefal sccounts based upon a. specific review of omstmdmg €ustomer
balances and a gencral reserve based 62 the aging of customer scoouats and write-off history.

4]

B
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| Focus Branids Inc:and Subsidiadies
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED

December 33, 2005 and 2004

llmms A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continulid .
6 lovemodes I

|
1

. . o . e . ™ - [ O |
- lowentorics are srared ar the lowes of staadand cost ar marker. Cose. s determined usiny the firg: L/ fu
+ out (FIFO). method.

I
|
1. Rropeny, Equipment and Lessehold tmprovements | |

Propesty, equipmsint and leasehold improvements are recorded st cost.
- depreciation of fumiture, fixrurcs,

The Com‘pi;ny . pmvidc_s! Fz!n
machinery and cquipmen: using the straight fine meihod. ‘Leasehold
. tmprsvements see amorbzed on 2 srraight-dme basis over their estimared wseful fife, not ui uxerest the ﬁ:x#u

of the related lesacn. The Tompany tecords inpairment losses on propetty, vqupment and leasehold
improvements, when events and arcumstances indicare that the asscrs misht be tipaired und| -
undiscounted cnsh fows estimared 10 be grnesated by those asscts are less than the carying smewnrs th‘
those. assets, No uppastnent losses were secowded (or properey, equipmen: sud keaschod improvemen s
during the veats ended Decorsber 31, 2005, 2004 and 20m '

|
‘8. lotangible Assess i
Antangible asscts consist of rrade nawies, goodwill and supermacker rovtes. Trade mames aiid goodwill \\rcxé:
immomzed using the steaightline method over 4 period of 40 yeary theough December 31, 2001, The
Curpany adopted Statement of Finaneaf Accounting Standand VRFASYY Neo. 142, Cryadduild aond i::‘:f-m;v
Ankangible Aserts, cffective Jasuary 1, 2002 and amociization of trade names aud godwill erased. Effecove
,}nnu’ary 1, 2002, trade names and poodwill are subjeer 1o anntal bmpaisnent reviews arid, 1f condil.iEn&

Iwarj:aqq interm reviews-using u [air valoe based rese Auvpeal impainn‘cn; tests during ihc years ended
Drceermber 31, 2005, 2004 and 2003, indicated no impairment of trade aanes and goodwill. Snpesiuar 2t
touty fights are amoreded vver spproximalcly five years.

|
9, Ouber Aisers i

Prepaid expenses consist of insurance, adverlsing and eenain odhex nuscellancous opetatisy exponses that
will, be charped 16 operations in the fullowing fiveal year. Other ussets primacly Consist of depotits, from
+én¢,lo£_s nqd ‘dn{rzr:d(_ﬁ;mm_eiﬁwm 'l'hc'(':ompany amottizes defesred fmmng cOsty oy the rerm oF the|
{t‘,l.iﬁ:fﬂﬂﬁb! agrcemients. Fur the years ended December 31, 2005, 2004,

of }3}‘3’;_5;5?8; $507,560! and $45:,124 sre included
decompanying:consalidited stateinenis of operstions.

and 2003, amortization cxpentes
in depreciation apd amorazation i:"cpgus’e-'s in. the

1

¢eitﬁi1j?ﬂﬁ4 and 2003 Amaiunts have been reclassitied to conforay 1o the 2005 presentation.

i

|

i

|

i

|

|

[

|

|

|

i

|
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