ITEM1
THE FRANCHISOR, ITS PREDECESSORS AND AFFILIATES

The Franchisor

The franchisor is Liquid Capital of America Corp., referred to in this Offering Circular as “we,”

“us,” or “our”. We refer to the person interested in buying the franchise as “you” or “your”. If you are a

corporation, partnership, limited liability company, or other entity, certain provisions of'the Franchise
Agreement will apply to your owners. These are addressed in this Offering Circular where appropriate.

We were incorporated as a Delaware corporation on June 4, 2004. Our principal business
-address in the U.S. is 1515 Heritage Drive, Suite 214, McKinney, TX 75069. We do business under the
name “Liquid Capital”. Our agents for service of process in the states requiring franchise registration are
listed in Attachment B. :

We sell franchises for businesses that offer factoring and other financial services under the
service mark and trade name “Liquid Capital” (“Liquid Capital Businesses”). We do not operate and
have never operated a Liquid Capital Business, but we may do 5o in the future.

We began to offer franchises December 31, 2004. We are not engaged in any other businesses
and have never offered franchises in any other line of business.

Our parent, Liquid Capital Corp., an Ontario corporation (“LCC”), has offered franchises in
Canada for factoring businesses operating under the trademark “Liquid Capital” since November 1999.
LCC has never, and does not now, operate a factoring business. LCC has never offered franchises in any
other line of business. LCC maintains its principal business address at 5734 Yonge Street, Suite 400,
Toronto, Ontario M2M 4E7. '

Our affiliate, Liquid Capital Exchange, Inc. (“Exchange”) provides Back Office Support Services
and Exchange Services to our franchisees. (See Item 8) Exchange shares our principal business address.
Exchange has never operated businesses of the type being franchised and has never offered franchises in
any line of business. :

Th_e Franchise

California franchisees should refer to the chart attached to the California Addendum found at
the beginning of this Offering Circular for a graphic representation of the Liquid Capital program whtch
is described in the followmg paragraphs

A Liquid Capltal franchise gives you the right to offer the factoring and other financial services
provided by a Liquid Capital Business in a designated geographic area (the “Territory”). Franchisees
operate under the Liquid Capital business system (the “System”) and Liquid Capital trademark, as well as
other trade names, service marks, trademarks, logos, and commercial symbols we authorize (the
“Marks”). :

Factoring is currently the only financial service offered by Liquid Capital Businesses, although
other financial services may be added in the future. Factoring is the purchase of a business client’s
accounts receivable for immediate cash at a discount. There is typically a base “Discount Fee,” which is
calculated as a percentage of the client’s accounts that are outstanding for a specified base time period.

-1-

~DALLDOCS:216441.v1
311806-2



Fees may also include an additional “Daily Fee,” which is calculated as a percentage of the client’s
accounts that are outstanding for longer than the base time period.

Cash and other extensions of credit to the client are called “Advances”. Advances are usually a
percentage of the client’s accounts being purchased. For example, if the accounts are $1,000, a factor
might advance $800 (less fees in the amount of the Discount Fee) in cash against those accounts, with the
remaining $200 treated as a reserve.

The factor may purchase all or most of a client’s accounts (“Full Factoring”) or may purchase a
 single account or group of accounts (“Spot Factoring”). The factor performs various accounting duties
and collects the accounts. As part of the Liquid Capital System, we have arranged for these ledgering,
~ coltection and other related services to be handled by the Exchange or by one or more approved service
providers with which Exchange contracts (a “Service Provider”). Currently, the only approved service
provider is Accord Financial, Inc. (“Accord” or a “Service Provider”). Liquid Capital franchisees may
also use the Exchange to identify other approved persons (principally other Liquid Capital franchisees) to
fund up to 80% of the Advances to a factoring client. (See Item 8) : ' '

In the Liquid Capital System, the Exchange signs an agreement (a “Purchase and Sale
Agreement”) with each approved factoring client who is identified and processed by a Liquid Capital
franchisee. The Purchase and Sale Agreement establishes the terms of the factoring arrangement with '
that client. Liquid Capital franchisees are not parties to the Purchase and Sale Agreement. Instead, the
Exchange and each franchisee who participates in the factoring arrangement (a “Participant”) enter into a
separate agreement that identifies each party’s role in the arrangement. All Participants in a Full
Factoring arrangement sign a Participation Agreement with Exchange. (See Exhibit C.) Participants in
Spot Factoring arrangements enter into a Confirmation of Transaction with Exchange. (See Exhibit D.)

These agreements identify the “Participation Percentage” of each Participant wto has agreed to
fund Advances to a client. The Participation Percentage is each Participant’s share of the total factoring
arrangement. It represents the amount of total Advances to the client that the Participant has agreed to
contribute and the amount of total fees from the client that the Participant is entitled to receive. In the
Liquid Capital System, the minimum Participation Percentage that a Participant may have is 20% of the
total factoring arrangement. '

Advances to the client are made periodically under a Participation Agreement or Confirmation of
Transaction. The amount of each Advance is based on a list of invoices or “schedule of accounts.” The
invoices listed on the schedule of accounts represent those of the client’s accounts that the Participants
~ will purchase under the Participation Agreement or Confirmation of Transaction. Each Participant funds
a portion of the Advance that corresponds to the Participant’s Participation Percentage.

Participants may fully fund their proportionate share of the Advance themselves (or through
lenders other than Accord), or if a single Participant is funding 100% of the Advances, that Participant
may finance it through Accord, if Accord determines that the Participant satisfies Accord’s lending
criteria. (See Item 10) Accord may provide financing for the lesser of (a) 75% of the Advances to
factoring clients or (b) 56.25% of eligible accounts (those that are less than 90 days old and credit
“approved). (See Item 10) Alternatively, franchisees who participate in the factoring arrangement may
secure f_'mancing' from other sources if they first have the lending source sign a Financing Estoppel
Agreement (as defined in the Franchise Agreement), in the form contained in the Manual.
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All Participants pay the Exchange an Exchange Fee if the Exchange is asked to identify other
possible Participants in a particular factoring transaction, and a Back Office Services Fee (for Full
Factoring transactions or Spot Factoring transactions, as applicable) for the provision of credit, collection
and administrative services provided by the Exchange, directly or through the Service Provider. The
franchisee who identifies and initially processes the factoring client is called the “Originating
Franchisee”. The Originating Franchisee is paid an Originating Franchisee Fee by the other Participants
in the factoring transaction. The franchisee who manages the on-going relationship with the client and
the other Participants is called the “Managing Participant”, Other Participants pay the Managing
Participants a “Management Fee”. (See Item 6) )

Y ou may also refer a factoring client to the Exchange. The Exchange will process the client and,
if it determines that the client meets the Service Provider’s criteria, will refer the Client to the Service
Provider. If the Service Provider factors the client’s accounts directly, it will pay a referral fee which you
will receive after Exchange deducts a portion of the fee for its processing and other related services. (See’
Item 8) : :

- The operation of factoring transactions in the Liquid Capital System is graphically illustrated in
Item 19 of this Offering Circular. ' :

Our franchise agreement is attached as Exhibit B to this Offering Circular (the “Franchise
Agreement”). Under the Franchise Agreement, you will operate a Liquid Capital Business in the
Territory described in the Franchise Agreement. The Franchise Agreement gives you certain protections
against the location of other Liquid Capital Businesses in your Territory. (See Item 12.)

Competition

Factoring is a financing alternative that can be offered to businesses in a wide range of product
and service industries. Based on the experience of our affiliate, LCC, we believe that the factoring
services offered by franchisees operating under the Liquid Capital System will be most attractive to small
and mid-size business clients operating in the following industries: transportation, service, temporary and
contract labor and companies selling to the retail trade. In offering factoring services to these business
- clients, you will compete with other factoring companies, some of which may be larger and have greater

resources than you. You will also compete with other types of financing sources, including banks and
other financial institutions. We believe that our marketing program and the initial training and on-going
. guidance provided by us and Exchange will help you to compete.

Industrv-Specific Regulation

You must comply with' aﬂ laws, rules and regulations governing the operation of the Liquid
Capital Business. You must aiso comply with federal, state, and local laws applicable to businesses
generally. Factoring generally is not regulated by federal, state or local laws, although there are some

exceptions. California applicants ‘should refer to the California Addendum to this Qffering Circular for
information regarding registration as a lender and/or broker under California’s Finance Lenders Law.

The perfection of security interests in the collateral securing a client’s obligations is regutated by
state law, generally under state Uniform Commercial Codes. Under your-and our agreements with
Exchange, either Exchange or the Service Provider will handle the perfection of security interests in the
collateral. In addition, if you raise funds from investors to make Advances, you must comply with all
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applicable federal and state securities laws. You should consider all applicable laws and regulations
when evaluating your purchase of a franchise. ' -

ITEM 2
BUSINESS EXPERIENCE

Brian Birnbaum - President and Director

~ Mr. Bimbaum has served as our President and Director since our incorporation in June 2004.
Mr. Bimbaum has held the position of Vice President for Exchange since its formation in September
2004. Since June 1999, he has also served as Vice President and Chief Operating Officer for LCC in
Toronto, Ontario, where, among other duties, he has responsibility for factoring advisory and training
programs.

Barnett Gordon — Vice President, Chief Financial Officer, Secretary and Director

_ Mr. Gordon (Certified General Accountant) has served as our Vice President, Chief Financial

Officer, Secretary and Director since our incorporation in June 2004 and as Vice President, Secretary and
Director for Exchange since its formation in September 2004. He also serves as Chief Financial Officer
and Secretary for LCC, located in Toronto, Ontario, and has held this position since June 1999.

Darla Auchinachie — Vice President

M:s. Auchinachie has served as our Vice President since October 2004. From November 1998 to

January 2003, Ms. Auchinachie served as Director of Training for Distinctive Solutions Corporation, a

- commercial finance software company specializing in factoring and asset based lending systems, located

in San Luis Obispo, California. From February 2003 to June 2004, Ms. Auchinachie was Chief of

Operations for Biz Capital, LLC, a factoring company located in Fort Collins, Colorado, and was

between positions from July 2004 until October 2004. In 2004, Ms. Auchinachie also serves on the
International Factoring Association’s advisory board. :

James Penny — Vice President

Mr. Penny joined us in September 2005 as our Director of Sales. Effective December 1, 2005,
Mr. Penny became one of our Vice Presidents. From December 2002 until August 2005, Mr. Penny .
owned an Interface Financial Corp. franchise. During this period, Mr. Penny was promoted to Vice
President of Interface Financial Corp., located in Irvine, California. From April 2001 until November
2002, Mr. Penny worked as a technology consultant, based in Sammamish, Washington. Mr. Penny also
served as Vice President of Technology for ByByNow.com, a travel franchise company, from October
1999 until March 2001, located in Pompano Beach, Florida. '
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Fred Moss — Director

Mr. Moss (Chartered Accountant) has served as our Director since June 2004 and as a Director
of Exchange since September 2004. Since October 1990, Mr. Moss has. served as the President of
Montcap Financial Corp., a recourse factoring company and asset based lender located in Montreal,
Quebec, and a subsidiary of Accord Financial Corp. (TSE-ACD). Since May 2000, Mr. Moss has also
served as Vice President of Accord Financial Corp., located in Canada.

We use lead referral services and franchise brokers in certain states. See Exhibit J for
information regarding them. 'We compensate them for referring prospective franchisees to us only if the
prospect buys a franchise from us. - :

ITEM 3
LITIGATION

No litigation is required to be disclosed in this Offering Circular.

* California residents, see the California Addendum to this Offering Circular for additional
disciosures required by California law.

ITEM 4
BANKRUPTCY

No person previously identified in Items 1 or 2 of this Offering Circular has been involved as a
debtor in proceedings under the U.S. Bankruptcy Code required to be disclosed in this item.

ITEM 5
INITIAL FRANCHISE FEE

Inifial Franchise Fee

The initia! franchise fee for a single territory franchise is $42,500. If yéu qualify for our multi-
territory program, the initial franchise fee is $112,500 for the first 3 territories and $35,000 for each
additional territory. : '

Under the multi-territory program, you must have a minimum net worth of $1,000,000 and must
purchase an initial package of 3 franchises. You must also employ at least 2 full-time employees by the
third month of operation. We will train 5 of your employees for no additional fee. (See Item 11) Your

“minimum annual performance goals under the Franchise Agreement will take effect beginning in the
third year of your operations. (See Item 12) :

The initial franchise fee is paid when you sign the Franchise Agreement and is determined
uniformly for all franchises of the same type. If we terminate your Franchise Agreement because your
Controlling Principal fails to satisfactorily complete initial training and you do not cure within the
applicable cure period, we will refund to you 75% of all money we have received from you, less our
reasonable out-of-pocket costs and expenses. ' '
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ITEM 6

311806-2

OTHER FEES
Fees" Amount Due Date Remarks

Continuing Royalty | 8% of Gross Revenue.”) Note 3. i

Back Office Services | The greater of (i) a percentage - { Note 3 Each- Participant who signs a Participation

Fee _ (not to exceed 0.75%) of the Agreement or Confirmation of Transaction

(Full and Factoring) |accounts represented by the will pay to Exchange its share of this fee in

: invoices listed on a schedule of proportion to its Participation Percentage (as
accounts or (i) $5.00 multiplied shown in the Participation Agreement).
by the number of those invoices.

Back Office Services | For invoices that are less than = | Note 3 Each Participant who signs a Participation

Fee $60,000, the greater of (i) 0.50% Agreement or Confirmation of Transaction

(Spot Factoring) of the invoice amount or (ii) $100 will pay to Exchange its share of this fee in
per invoice. proportion to its Participation Percentage (as
‘ shown in the Confirmation of Transaction).
For invoices that are $60,000 or
more, $300 plus 0.125% of the There is an additional fee of 0.75% of the
invoice amount over $60,000. Account payable if you elect to take the credit

. guaranty from Accord.

Exchange Fee Currently, 0.4% of the accounts | Note 3 In Funding Transactions involving more than
represented by the invoices listed one Participant, each Participant who signs a
on schedule of accounts and Participation Agreement or Confirmation of
processed through the Exchange Transaction will pay to Exchange its share of

this fee in proportion to its Participation

Percentage (as shown in the Participation

Agreement or Confirmation of Transaction,

as applicable) These fees are processed by

the Exchange directly or through an approved
: Service Provider.

Originating Currently, 12% of the gross -} Note 3 Fach Participant who signs a Participation

Franchisee Fee revenue earned by all Participants Agreement or Confirmation of Transaction
signing a Participation Agreement other than the Originating Franchisee will pay
or Confirmation of Transaction to the Originating Franchisee its share of this
other than the Originating fee in proportion to its Participation
Franchisee. Percentage (as- shown in the Participation
' Agreement or Confirmation of Transaction,

as applicable). These fees are processed by
the Exchange directly or through an approved
. : Service Provider,

Management Fee Currently, 0.50% of the Accounts | Note 3 Each Participant who signs a Participation
| (as defined in the Franchise Agreement or Confirmation of Transaction
Agreement) represented by the other than the Managing Participant will pay
schedule of accounts. - to the Managing Participant its share of this
fee in proportion to its Participation
Percentage (as shown in the Participation
Agreement or Confirmation of Transaction,
as applicable) . These fees are processed by
the Exchange directly or through an approved

Service Provider. '
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Fees™

Amount

Due Date

Remarks

Marketing Fund
Contribution

$500 per month.

1* day of the month

The Fund (as defined in the Franchise
Agreement) contribution can be increased on
each anniversary of the date of the Franchise
Agreement by no more than 10% of the
amount charged in the most recent year. See
Iem 11.

Cooperative
Advertising

Currently, none.

If a cooperative is established, as
required by the cooperative -
documents.

‘When invoiced

We may establish cooperatives to conduct
local or regional promotions. . Any associated
costs are in addition to your Fund
contributions.

Additional Training
and Retraining

Currently, none.

When invoiced

We may require a fee for additional training
or retraining but have no present plans to do
s0. You or any of your representatives that
attend our initial Basic Operational Training
Course (as defined in the Franchise
Agreement) may repeat all or portions of our
Basic Operational Training Course at no
charge. You must pay wages, travel and
living expenses of those attending additional
training or retraining. See Item 11.

Training for
Additional or
Replacement
Personnel

$500/day per person

‘When invoiced

We will offer an initial Basic Operational
Training Course to up to 3 of your
representatives at no charge.  After the
original attendees have completed the initial
Basic Operational Training Course, you must
pay us a fee of $500 a day to train any of your |-
personnel or representatives that did not
attend the initial Basic Operational Training
Course. You must also pay wages, travel and
living expenses of those attending training.
Seeltem 11.

Transfer Fee

50% of our then-current initial

franchise fee plus our reasonable

expenses.

When invoiced

Not required if a Transfer does not effect a
Change in Control (as defined in the
Franchise Agreement) or if the Transfer is to
one of your immediate family members or an
immediate family member of one of your
owners. An “immediate family member” is
your spouse, your natural and adoptive
parents, natural and adopted siblings, and
natural and adopted children and their
Spouses. '

Renewal Fee

50% of our then-current initial
franchise fee.

On renewal

| We will waive the renewal fee if, during the

initial term, you purchase accounts with an

-aggregate face value that equals or exceeds

10 times the minimum volume (adjusted
annually in conformance with the CPI).

Supplier

Our reasonable expenses. When invoiced Payable only if you ask us to approve an item
Approval Fee or supplier not currently approved.
i
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Fees

"Amount

Due Date

Remarks

Audit Fee

1 Our expenses, including

reasonable accounting and legal
fees.

When invoiced.

Paid only if an audit (I) results from your
failure to prepare, deliver or preserve|.
required records or (ii) results in the
discovery of a discrepancy in your reported
Gross Revenues of (3%) or more. ‘

Insurance Fee

Amount of all insurance payments
we make on your behalf plus any
associated out of pocket
expenses.

1* day of the month

following the month
in which we made
the payment.

Payable only if you fail to maintain the
required insurance, and we secure it for you.
We have no obligation to obtain insurance for
you.

Interimm Management
Fee

8% of Gross Revenues plus our
out-of-pocket expenses.

When invoiced

We can manage your busmess after the death
or permanent disability of your Controlling
Principal or afler you default under the
Franchise Agreement -or any Participation
Agreement.

Short-term Loan

When invoiced

Payable to 'Ekchanga if Exchange advances

Interest (currently, the lesser of
Expenses the maximum legal rate or 24 % funds on your behalf to cure any shortfall in
per annum) and related your Liquid Capital Remittance Account
transaction costs (“LCRA™).
Interest The lesser of 18% per year or the | When invoiced. Payable only if you fall to pay amounts due
maximum lawful rate. =N on time.
Insufficient Funds Prevailing rate. On demand Payable only if any electronic funds transfer
Charge is not honored. :
Indemnification .Vﬁries. On demand. You must hold us, Exchange and Service
Provider harmless against third party claims
relating to your Liquid Capital Business.
Enforcement Costs | Our cost, including legal fees, to | On demand. Payable only if you do not comply with the
enforce the Franchise Agreement. : Franchise Agreement.
. Notes:
(1) All fees and expenses in this Item 6 are non-refundable and, unless otherwise indicated in the

preceding chart, are imposed uniformly by us and are payable to us. We may change the percentages paid
as Back Office Services Fees (but percentage for the Back Office Services Fee for Full Factoring
transactions will not exceed 0.75%), as the Exchange Fee, and as the Originating Franchisee Fee and
'Management Fee by changes to the Rules and Regulations, but you will know the amount of the current
fees before you sign a Participation Agreement or Confirmation of Transaction. Changes in these fees
will apply only to factoring transactions entered into after the change is made.

@

Gross Revenue means the entire amount of all revenue earned (whether or not received) by you

from any source (including each funding transaction, referral fees, and recharges) in connection with the
Franchised Business in any form. No deductions will be allowed for uncollected or uncorrectable
Accounts (as defined in the Franchise Agreement) and no allowances will be made for bad debts.
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3) Your Liquid Capital Remittance Account, or LCRA, is debi

ted and credited upon each Advance

to account for your portion of the total Advance, revenuc you earn and fees you must pay. You will
receive daily activity reports and monthly statements regarding the status of your LCRA. '

ITEM 7

INITIAL INVESTMENT

The following chart is based on your purchase of a single franchise. '

Amount

When Due

Cost or Expense Method of . To Whom Paid
Low — High Payment
Initial Franchise Fee™  |$42,500 Lump Sum Execution of Us
Franchise
- : Agreement
Office Supplies” $500 to $1,000 | Lump Sum or | As Invoiced Suppliers
‘ Installments

Lease $0 to $2,000 As Arranged | As Invoiced Landlord
Furniture, Fixtures, & $2,000 to $12,000 As Arranged | As Invoiced Suppliers
Equipment“) .
Signage® -$0 to $2,000 As Arranged ] As Invoiced Suppliers
Computer Hardware & | $4,650 to $9,000 As Arranged | As Invoiced Suppliers
Software®
Insurance"” 151,000 to $1,500 As Arranged | As Invoiced Insurance Broker
Initial Trai_ning(s) $600 to $2,600 As Arranged | As Invoiced Employees and

: : Suppliers
Professional S_ervices(g) $1,500 to $5,000 As Arranged | As Invoiced Attorney;

. ' Accountant
Additional Funds"” $2,100 to $10,000
Client Advances''” | Note 11
TOTAL™ $54,850 to $87,600
‘Notes:

(1) See Item 5. If your Controlling Principéi fails to satisfactorily complete initial training and you

do not curc within the applicable cure period, we will refund 75% of all funds we have received from
you, less our reasonable out-of-pocket costs and expenses. To our knowledge, none of the other costs
listed above are refundable, although exact terms will be established by the suppliers of those goods and
services. _

) This estimate includes the cost of offices supplies, stationery, business card and similar products
needed for the operation of your Liquid Capital Business for approximately the first 90 days of
operations. ' '
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-(3) You may operate from your home or from other business premises. Initially, we anticipate that
you will operate from your home or from an executive suite. The high end of the estimate includes the 1*
month’s rent and security deposit equal to 1 month’s rent for an executive suite.

@) These amounts include the cost of the furniture, fixtures, equipment for 1 Liquid Capital
Business. _

(5)  You are not required to display any signage at your business location, but if you do, all signage
must meet our specifications. ‘

(6) This amount includes the cost of computer hardware and software that you must use in the
operation of your Liquid Capital Business. (See Item 11) ' ‘

(7N This amount represents an estimate of the annual insurance premiums for the insurance coverage
described in the Franchise Agreement. Your cost of insurance may vary depending on the insurer, the
location of your Liquid Capital Business, your claims history, and other factors.

(8) We do not charge a fee for our Basic Operational Training Course. However, you must pay
travel, lodging and related costs to attend our Training Course. We also require you to participate in a
sales training course currently presented by a third party.service provider. The estimated range is limited
to your out-of-pocket costs to attend our Basic Operational Training. Course. These costs will vary
depending upon your selection of lodging and dining facilities, mode and distance of transportation.
Wages for your personnel while in training are not included. (See Item 11) '

()] This estimate is for the cost to establish an entity to hold the franchise and review the franchise
documentation. The cost of professional services can vary widely.

(10)  You will need additional funds during the start-up phase of your business to pay employees,
purchase supplies and pay other expenses. We estimate the start-up phase to be 3 months from the date
you open for business. These amounts do not include any estimates for debt service. You must also pay
the continuing royalty and other related fees described in Item 6 of this Offering Circular. These figures
are estimates, and we cannot assure you that you will not have additional expenses. Your actual costs
will depend on factors like your management skills, experience and business acumen. You should base
your estimated start-up expenses on the anticipated costs in your market and consider whether you will
need additional cash reserves.

(11)  Because of the highly variable nature of these amounts, we are unable to estimate the amount you
will need to fund client Advances during the start-up phase described in Note (10).

(12)  We relied on LCC’s experience in the Canadian market to compile these estimates. (See Item 1)
You should review these figures carefully with your business advisor.

-10-

~DALLDOCS:216441.v1
311806-2



