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Hellam Varon

CERTIFIEDIPUBLICIACCOUNTANTS

Independent Auditors’ Report

To the Stockholders
Garlic Jim’s Franchise International, Inc.

We have audited the accompanying balance sheets of Garlic Jim’s Franchise International, Inc. as of
December 31, 2005 and 2004, and the related statements of operations, changes in stockholders’ equity
(deficit) and cash flows for the year ended December 31, 2005 and the period from January 28, 2004 (date of
inception) to December 31, 2004. 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 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 Garlic Jim’s Franchise International, Inc. as of December 31, 2005 and 2004, and the results of its

operations and its cash flows for the year and initial period then ended in conformity with accounting
principles generally accepted in the United States of America. '

March 17, 2006

Hellam, Varon & Co. Inc. P.S. Certified Public Accountants 1750 112th Avenue NE, Suite E200 Bellevue, WA 98004 Tel. 425.453.9192 Fax 425.453.2755




GARLIC JIM'S FRANCHISE INTERNATIONAL, INC.

ASSETS

Current assels:
Cash and cash equivalents
Restricted cash
Accounts receivable
Note receivable
Employee advances
Prepaid expenses
Prepaid income taxes
Deferred tax benefit
Total current assets

Property and equipment:

BALANCE SHEETS

December 31, 2005 and 2004

Office furniture and equipment

Capitalized leases

Less accumulated depreciation

Other assets:
Deposits

Trademarks, net of amortization of $507 in 2005

and $292 in 2004
Advances to related parties
Deferred tax benefit

2005 2004
3 15,474 $ 100
- 95,072
30,041 -
53,012 -
17,500 -
200,163 130,000
3,467 -
_ 26,700 18,300
346,357 243,472
1,164 1,164
37,789 3,722
38,953 4,886
4,929 568
34,024 4,318
1,460 -
4,013 5,058
731,182 148,981
178,000 54,000
914,655 208,039
$ 1295036 $ 455829




LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)

2005 2004
Current liabilities:
Current portion of long-term debt $ 12,000 $ -
Current obligation under capital leases 6,195 1,743
Accounts payable, trade 68,251 374
Accrued liabilities 109,279 92,053
Payroll and related taxes 6,080 -
National and local co-op advertising 46,659 -
Due to related party 40,319 -
Unearned franchise and sub-franchise fee revenue 390,000 260,000
Income taxes payable 1,279 9,157
Total current liabilities 680,062 363,327
Unearned royalty stream income 331,500 160,000
Unearned management fee income 175,500 -
Obligation under capital leases 25,563 1,053
Long-term debt, less current portion - 288,000 -
820,563 151,053
Stockholders' equity (deficit):
Common stock - authorized 100,000 shares of
$0.001 par value (87,000 shares are Class A voting
and 13,000 shares are Class B nonvoting) 97 95
Additional paid-in capital 81,999 28,626
Accumulated deficit (287,685) (87,272)
Total stockholders' equity (deficit) (205,589) (58,551)
$ 1295036 $ 455,829

The accompanying notes are an integral part of these financial statements.
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GARLIC JIM'S FRANCHISE INTERNATIONAL, INC.

STATEMENTS OF OPERATIONS

Year Ended December 31, 2005 and

Period From January 28, 2004 (Date of Inception) to December 31, 2004

Revenues:
Franchise royalties
Franchise fees
Royalty stream and management fees

General and administrative expenses
Operating loss
Other income (expense):
Interest income
Forfeiture of sub-franchise fee deposit
Other fees
Loss before income taxes
Provision for income taxes

Net loss

2005 2004
$ 147,316 $ -
220,000 -
38,000 -
405,316 -
743,356 160,487
(338,040) (160,487)
11,064 72

- 10,000

1,000 ]
12,064 10,072
(325,976) (150,415)
125,563 63,143

$  (200413) $  (87,272)

The accompanying notes are an integral part of these financial statements.
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GARLIC JIM'S FRANCHISE INTERNATIONAL, INC.

STATEMENTS OF CASH FLOWS

Year Ended December 31, 2005 and

Period From January 28, 2004 (Date of Inception) to December 31, 2004

Cash flows from operating activities:
Net loss $
Adjustments to reconcile net loss to net
cash provided by operating activities:
Depreciation and amortization
Loss on trademark abandonment
Deferred income taxes
Noncash commission expense
(Increase) decrease in assets:
Accounts receivable
Prepaid expenses and deposits
Increase (decrease) in liabilities:
Accounts payable and accrued expenses
Unearned franchise fee revenue
Unearned royalty stream and management fee
Income taxes payable

Net cash provided by operating activities

Cash flows from investing activities:
Transfers of restricted cash
Advances to related parties
Note receivable issued
Registration of trademarks
Acquisition of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Principal payments on capital lease obligations
Borrowings from related party
Advances from loans payable
Issuance of common stock, net of costs of $479 in 2004

Net cash provided by financing activities

.Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of year 3

2005 2004
(200,413) $  (87,272)
4,678 860
1,052 ;
(132,400) (72,300)
35,000 -
(30,041) -
(75,090) (130,000)
137,842 92,427
130,000 260,000
357,000 150,000
(7,878) 9,157
219,750 222.872
95,072 (95,072)
(582,201) (148,981)
(53,012) -
(325) (5,350)
- (1,164)
(540,466) (250,567)
(5,104) (926)
40,319 -
300,000 -
875 28,721
336,090 27,795
15,374 100
100 .
15474 $ 100

The accompanying notes are an integral part of these financial statements.
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Supplemental disclosures of cash flow information:
Cash paid during the year for:

Interest
Income taxes

Year Ended December 31, 2005 and
Period From January 28, 2004 (Date of Inception) to December 31, 2004

GARLIC JIM'S FRANCHISE INTERNATIONAL, INC.

STATEMENTS OF CASH FLOWS (Continued)

Supplemental schedule of noncash investing and financing activities:

| ' Acquisition of capitalized leases:
| Cost of equipment
| Lease obligation

Cash paid

Employee stock grant:

Issuance of common stock

Advance to employee
Cash received

Contractor stock grant:

Issuance of common stock

Commission expense charged
Cash received

6

2005 2004
$ 10,158 1,865
$ 18,411 ;
$ 34,066 3,722
(34,066) (3,722)
$ - -
$ 17,500 -
(17,500) -
$ - -
$ 35000 -
(35,000) -
$ - -

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



GARLIC JIM'S FRANCHISE INTERNATIONAL, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2005 and 2004

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Business Activity and Development Stage Operations

Garlic Jim’s Franchise International, Inc. (Company) is a Washington corporation which began operations on
January 28, 2004. The company franchises “Garlic Jim’s Famous Gourmet Pizza” stores currently in five states.
Revenues are principally derived from initial franchise fees, franchise royalties, and sales of royalty streams and
management contracts. The Company changed its name from Garlic Jim’s Franchise Corp. in 2005. Previous
statements of this entity recorded operations as ‘development stage operations’ because planned principal
activities had not commenced as of December 31, 2004. The Company had sold 48 franchises (29 in 2005) and
has received payments to secure seven territories as of December 31, 2005. There were 19 open stores as of
December 31, 2005.

Revenue Recognition

Franchise fees are recognized when a franchised restaurant begins operations, at which time the Company has
performed their obligations related to such fees. Fees received pursuant to development agreements which
grant the right to develop franchised restaurants in future periods in specific geographic areas are deferred and
recognized on a pro rata basis as the franchised restaurants subject to the development agreements begin
operations. Continuing franchise royalties are based on a defined percentage of franchise restaurants’ sales and
are recognized when earned.

Use of Estimates in the Preparation of Financial Statements

The Company’s financial statements are prepared in conformity with generally accepted accounting principles,
which require management to make certain estimates and assumptions that directly affect the results of reported
assets, liabilities, revenue, and expenses. Actual results may differ from these estimates.

Cash and Cash Equivalents : :
For purposes of the statement of cash flows, the Company considers all highly liquid investments available for
current use with an initial maturity of three months or less to be cash equivalents.

Accounts Receivable

Substantially all accounts receivable are due from franchisees for purchases of printing and promotional items
and for royalties from December sales. Credit is extended based on an evaluation of the franchisee’s financial
condition and, generally, collateral is not required. A reserve for uncollectible accounts is established as
deemed necessary based upon overall accounts receivable aging levels and a specific review of accounts for
franchisees with known financial difficulties.

Depreciation
Equipment is stated at cost. Maintenance and repair costs are charged to expense as incurred. Gains and losses

on disposition of equipment are reflected in income. Depreciation is computed on the straight-line method for
financial accounting purposes, based on the estimated useful lives of the assets. Depreciation expense included
in the statements of operations was $4,360 in 2005 and $568 in 2004.




