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XPONENTIAL, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
(In Thousands, Except Share and Per Share Data)

As of June 30
2008 2007
Assets
Current assets:
Cash and cash eqUIValents . . . .. ...ttt e e e e $ 1,070 1,036
Investments - marketable SECUTTHIES . . . ..o vttt e e e et et et e 815 5,828
Accounts and short term notes receivable . .......... . .. . . 340 348
Pawn service chargesreceivable . ....... ... 482 509
Pawn loans receivable . .. ... ... ... e 4,386 4,624
VN OTIES « . o ottt e e e 4,245 4,693
Prepaid expenses and Other CUrrent assets . .. ...ttt 278 208
Total CUTTENE ASSELS . . o v ottt ettt et e ettt e et et et e 11,616 17,246
Property and equipment, Net. . . .. ..ottt ettt e e e e 3,357 3,121
Investment in Integrity Mutual Funds, Inc. . ... ... .. 2,934 5,638
Bond issuance costs, net of amortization of $586 and $383 as of June 30, 2008 and 2007, respectively . . 1,307 1,510
Other assets, net of amortization of $139 and $141 as of June 30, 2008 and 2007, respectively . . ...... 99 116
TOAl @SSEES .« v v v ettt et ettt e e e e $ 19,313 27,631
Liabilities and Stockholders’ Equity
Current liabilities:
Current maturities of notes payable .. ....... ... i $ 175 988
Accounts payable and acCrued EXPeNSES . . . ... vttt e e 341 291
Accrued payroll and payroll taxes . .. ...t e 275 154
Deferred TeNt . . ..ot e e 18 -
Deferred TeVENMUES . . . . ottt e e e e e e 297 254
ACCTUEA INEETESE. .« . v vttt et et e e e e e e e et e e e e e 156 160
Redeemable Preferred Stock — Series A . ... i e 500 500
Total current Habilities. . . ... ... .. 1,762 2,347
Long term liabilities:
Bank line of Credit . .. ..ot e 2,352 2,577
Deferred rent . . ..o e e 30 -
8% limited recourse convertible notes, net of discount of $83 and $102 as of June 30, 2008 and 2007,
TESPECHIVELY . . . o e 19,917 19,898
Other long term notes payable ...... ... .. - 206
Total long term liabilities. . . . ... ... o e 22,299 22,681
Commitments and contingencies — (See Note 14). .. ... ...t
Redeemable preferred stock — Series A; subject to mandatory redemption; par value $0.01; 5%
cumulative dividend, liquidation preference $5.00 per share; 1,071,636 shares issued as of June 30,
2008 and 2007; 671,620 and 771,635 shares outstanding as of June 30, 2008 and 2007, respectively . . 2,858 3,358
Total Habilities . . . . ..ottt e e e e 26,919 28,386
Stockholders’ equity (deficit):
Preferred stock - Series B; convertible, par value $0.01; 500,050 shares authorized; 5% cumulative
dividend, liquidation preference $5.00 per share; 500,042 shares issued and outstanding at
June 30,2008 and 2007. . . . ..ttt e 5 5
Common stock $0.01 par value; 10,000,000 shares authorized: 2,619,559 and 2,589,327 shares
issued at June 30, 2008 and 2007, respectively. . . . ... ... 26 26
Treasury stock (25,000 shares, at COSt) . ... ..ottt et e (40) (40)
Additional paid-in capital .. ... ... e 6,253 6,152
Accumulated deficit. . ... ... (13,413) (9,325)
Accumulated other comprehensive income (10SS) . ........... ... i (437) 2,427
Total stockholders’ equity (deficit) .. ...t e (7,606) (755)
Total liabilities and stockholders’ equity (deficit): ........... ... i, $ 19313 $ 27,631

See accompanying notes to consolidated financial statements.



XPONENTIAL, INC. AND SUBSIDIARIES
Consolidated Statements of Operations

(In Thousands)
For the For the
Year Ended Year Ended
June 30, 2008 June 30, 2007
Revenues:
MerchandiSe SALES . . .. v vttt $ 15,556 $ 12,928
Pawn service charges and related fee income.......................... 5,844 6,219
Other . . e e 13 31
TOtal TEVEIMUES . . o\ ot ettt et e e e e e e e 21,413 19,178
Expenses:
CoSt Of SAlES . .\t 9,918 9,689
Store Operating EXPEMSES . . « v v v vttt et e et 7,276 6,359
Corporate administrative eXpenses. . . . ... ...uueuueeeeenenneneennnnnns 3,235 3,051
Depreciation and amortization . . ......... ... it 533 327
TOtal EXPEINSES . . . ettt e e e e e e e e e 20,962 19,426
Operating income (10SS) . . .« vvvvnnt ettt 451 (248)
Interest and dividend income. . ........ ... o i i i 503 917
INterest EXPEISE . « v v ettt ettt e (2,465) (2,420)
Gain (10SS) ON INVESTMENTS. . .« vttt ettt ettt aaie e (2,329) 156
Loss on disposition 0f @ssets ...........ccoeiiiiiiiiiiiiiiiii (131) -
Gain on futures CONracts ........ooiiiitiiiiiiittteiteeeeneennnnnnnn. 8 6
Loss from TS Liquidating Company, Inc............... ..., - (1,939)
Loss before taxes, impairment and cumulative effect of change in accounting
PIINCIPIE. . . .ttt (3,963) (3,528)
INCOME taX EXPENSE . . o v v vttt ettt e - 2
Loss before impairment and cumulative effect of change in accounting
PIINCIPIE. . . .ottt e (3,963) (3,530)
Loss due to impairment of investment in TS Liquidating Company, Inc. . ... - (4,974)
Nt 0SS ot (3,963) (8,504)
Series B preferred stock dividend requirement ................. ... ..., (125) (125)
Net loss allocable to common stockholders. . ..................ooiu.n. $ (4,088) $  (8,629)

See accompanying notes to consolidated financial statements.



XPONENTIAL, INC. AND SUBSIDIARIES
Consolidated Statements of Stockholders’ Equity (Deficit) and Comprehensive Loss
Years Ended June 30, 2008 and June 30, 2007
(In Thousands, Except Share Data)

Retained Accumulated Total
Additional Earnings Other Stockholders’
Preferred Stock Common Stock Paid-in (Accumulated Comprehensive  Treasury Equity
Shares Amount Shares Amount Capital Deficit) Income (Loss) Stock (Deficit)
Balances at July 1,2006 . . .. ...ccoviiii i 500,042 § 5 2,491,014 $ 25 $5,959 $  (258) $ 272 $ (40) $ 5,419
Amortization of stock optionsissued. ................... — — — — — — — — —
Sale of commonstock ........... ... .. ... ... i, — — 98,313 1 181 — — — 182
Issuance of common stock warrants. . ................... — — — — 12 — — — 12
Preferred stock dividends paid. .. ........ ... ... ... ... .. — — — — — (125) — — (125)
Cumulative effect of change in accounting principle — — — — — (438) — — (438)
NeEtloss. ..ot — — — — — (8,504) — — (8,504)
Other comprehensive income (10Ss). .. ........c..oooou...
Reclassification of unrealized gains recognized in net loss . . . — — — — — — (156) — (156)
Unrealized gain on investments. . ...................... — — — — — — 2,855 — 2,855
Comprehensive 0SS . . . ..o ov i o (5,805)
Balances at June 30,2007 ........ ... ...l 500,042 5 2,589,327 26 6,152 (9,325) 2,427 (40) $ (755
Amortization of stock optionsissued. ................... — — — — — — — — —
Sale of commonstock ............. ... . ... ... — — 30,232 — 57 — — — 57
Stock based compensation............. ... ... .. — — — — 44 — — — 44
Preferred stock dividends paid. . . ................ ... ... — — — — — (125) — — (125)
NEt1OSS. .o v et — — — — — (3,963) — — (3,963)
Other comprehensive loss:
Reclassification of unrealized gains recognized in net loss . . . — — — — — — (115) — (115)
Unrealized loss on investments . ....................... — — — — — — (2,749) — (2,749)
Comprehensive 10Ss . ... ..ot _ (6,827)
Balances at June 30,2008 ... ... ... 500,042 $ 5 2,619,559 $ 26 $ 6,253 $ (13,413) $ (437 $ (40) $ (7,606)

See accompanying notes to consolidated financial statements.



XPONENTIAL, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(In Thousands)
For the For the
Year Ended Year Ended
June 30,2008  June 30,2007
Cash flows from operating activities:
= 1 T $ (3963) $ (8,504)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation ...ttt e 514 306
Non-cash compensation €Xpense . .........ooeeeieeeeeeeeeeeeennn.. 58 57
Amortization of warrants. ...t i 19 21
Amortization of loan originationfees .............. ... 8 57
Non-cash interest and dividend income. ............................ 31 -
Loss (gain) On inVeStMENtS. . . .« vvvvvnntte et eneieeenaaeeenns 2,329 (156)
Loss on disposition of assets ..., 131 -
Non-cash loss from TS Liquidating Company, Inc. .................. - 6,913
Amortization of debt issuance costs. .............ciiiiiiiiiiiia. 204 204
Changes in operating assets and liabilities:
Accountsreceivable ........ .. i i i 8 251
Pawn service charges receivable . ............ ... oL 27 15
INVENLOTIES . . .. e 448 549
Prepaid expenses and other current assets . ............. .o, (70) 37
Change in total current liabilities . ............... ... ..., 227 (71)
Net cash used in operating activities ...............cooeeeeana.. (29) (395)
Cash flows from investing activities:
Pawnloansmade .............oiiiiiiiii it (16,294) (14,826)
Pawn loans repaid .. ... e 8,237 6,988
Inventories acquired from loan forfeitures............................ 8,297 7,976
Notes receivable. . . ...ttt e - (950)
Proceeds from sale of investments ............. ... .o it 2,524 3,956
Purchases of investments . ..........ooiiiiiiiiiii e - (2,290)
Purchases of property and equipment . ..., (883) (963)
Purchase of otherassets ..., 6 (15)
Net cash provided by (used in) investing activities ............... 1,887 (124)
Cash flows from financing activities:
Net borrowings (payments) on bank line of credit...................... (225) 697
Payments on notes payable ............. i (1,018) (575)
Proceeds from sale of common stock............. ...l 44 126
Preferred stock - Series A redemption. ..., (500) (500)
Dividends paid . ... ..ot (125) (125)
Net cash used in financing activities. . . . .........c.oviieeenn.. (1,824) (377)
Net increase (decrease) in cash and cash equivalents ..................... 34 (896)
Cash and cash equivalents at beginningof year .......................... 1,036 1,932
Cash and cash equivalents atend of year................coviiriin.... $ 1,070 $ 1,036
Supplemental disclosures of cash flow information - cash paid for interest . . $ 2254 $ 2,000

See accompanying notes to consolidated financial statements.



XPONENTIAL, INC.
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

(€))] Organization and Business

Xponential, Inc. (“Xponential”), formerly PawnMart, Inc., was incorporated in Delaware on
January 13, 1994. Effective February 28, 2003, PawnMart, Inc. changed its name to “Xponential, Inc.”
Xponential’s wholly-owned subsidiary PawnMart, Inc. is a specialty finance and retail enterprise
principally engaged in establishing and operating stores which advance money secured by the pledge of
tangible personal property, and buying and selling pre-owned merchandise. As of June 30, 2008,
Xponential owned and operated 26 stores located in Georgia and North Carolina.

On July 9, 2001, Xponential filed a voluntary petition for relief under Chapter 11 of the United
States Bankruptcy Code in the United States Bankruptcy Court for the Northern District of Texas, Fort
Worth Division (the “Bankruptcy Court”). A Plan of Reorganization (the “Plan”) was confirmed by the
Bankruptcy Court and became effective on May 31, 2002.

Xponential successfully emerged from bankruptcy on August 30, 2002 when it consummated a
merger with C/M Holdings, Inc. (the “Merger”). Post reorganization, Xponential adopted fresh-start
reporting and gave effect to its emergence from bankruptcy and consummation of the Plan on August 30,
2002. There was no reorganization value in excess of amounts allocated to identifiable assets.

On August 29, 2007, the registrant submitted a Certification of Termination of Registration on
Form 15 to the Securities and Exchange Commission for the purpose of deregistering its common stock
and suspended Section 15(d) reporting obligations under the Securities Exchange Act of 1934, as
amended. Upon filing the Form 15, the registrant’s obligations to file certain reports with the SEC,
including Forms 10-KSB, 10-QSB, and 8-K, were immediately suspended. The registrant’s securities will
cease trading on the OTC Bulletin Board. The Company’s common shares continue to trade on the Pink
Sheets, LLC quotation system.

2) Summary of Significant Accounting Policies

(a) Basis of Presentation and Fiscal Years

The consolidated financial statements include the accounts of Xponential, Inc. and its wholly-
owned subsidiaries, Xponential Advisors, Inc. (“Advisors”), PawnMart, Inc. (“PawnMart”) and

Xponential Real Estate Holdings, Inc. (“Holdings”), collectively known as the “Company.” All
intercompany transactions have been eliminated.

(b) Cash and Cash Equivalents

The Company considers any highly-liquid investments with original maturities of three months or
less to be cash equivalents.

(c) Concentration of Credit Risk Arising From Cash Deposit in Excess of Insured Limits.

The Company maintains cash balances at several financial institutions. The accounts are insured
up to limits set by the Federal Deposit Insurance Corporation. From time to time, the Company's cash
balance exceeds such limits. The Company has not experienced any losses in such accounts. The
Company believes it is not exposed to any significant risks on cash.



XPONENTIAL, INC.
Notes to Consolidated Financial Statements

June 30, 2008 and 2007
2) Summary of Significant Accounting Policies (continued)
(d) Loans and Revenue Recognition

Pawn loans (“loans”) are generally made on the pledge of tangible personal property for one
month, with an automatic extension period from ten to sixty days in accordance with statutory
requirements except for loans on auto titles, which have shorter extension periods. Pawn service charges
are accrued on a constant-yield-basis over the life of the loan on all pawn loans the Company deems
collectible based on historical loan redemption statistics. If a loan is not repaid, the principal amount
advanced on the loan, or the fair value of the collateral, if lower, exclusive of any uncollected pawn
service charges, becomes the carrying value of the forfeited collateral (inventories), which is recovered
through sale.

Pawn service charges receivable represent an amount equivalent to earned pawn service charges
not collected as of June 30, 2008 and 2007, based on the Company’s historical loan redemption.

Merchandise sales consist of direct sales of merchandise to customers. Sales are recognized
when title and risk of loss have passed to the customer, which is generally at the point of sale.

Interim payments from customers on layaway sales are credited to deferred revenue and
subsequently recorded as income during the period in which final payment is received. Deferred
revenues related to layaway sales totaled approximately $297,000 and $254,000 as of June 30, 2008 and
2007, respectively.

(e) Investments

Investments consist of marketable debt and equity securities available for sale. Available for sale
securities are measured at fair value, with net unrealized gains and losses reported in accumulated other
comprehensive income (loss) as a component of stockholders’ equity. Realized gains and losses on the
sale of securities are based on the specific identification method. The Company continually reviews its
investments to determine whether a decline in fair value below the cost basis is other than temporary. If
the decline in the fair value is judged to be other than temporary, the cost basis of the security is written
down to fair value and the amount of the write-down is included in the consolidated statement of
operations.

(63 Inventories

Inventories are recorded at cost and represent merchandise acquired from forfeited loans,
merchandise purchased directly from the public and merchandise purchased from vendors. The cost of
inventories is determined on the specific identification method. Inventories are stated at the lower of
cost or market.



XPONENTIAL, INC.
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

2) Summary of Significant Accounting Policies (continued)

(g) Property and Equipment

Property and equipment are recorded at cost. Depreciation is determined on the straight-line
method based on estimated useful lives of two to thirty one and one-half years for property and
equipment. The costs of improvements on leased stores are capitalized as leasehold improvements and
are amortized on the straight-line method over the shorter of the lease term or their estimated useful
lives. The cost of buildings acquired and constructed is amortized over thirty one and one-half years.
The cost of property retired or sold and the related accumulated depreciation is removed from the
accounts, and any resulting gain or loss is recorded in the results of operations in the period retired.

The Company determines whether its property and equipment is impaired whenever events or
circumstances indicate the carrying amount of its property and equipment may not be recoverable.
Recoverability is measured by a comparison of the carrying amount to future undiscounted net cash flows
expected to be generated. If the carrying amount exceeds its estimated future net cash flows, an
impairment charge is recognized by the amount by which the carrying amount of the assets exceeds the
fair value of the asset. The Company did not recognize any impairment charges for the periods ended June 30,
2008 and 2007.

(h) Investments in TS Liquidating Company, Inc. (formerly American IronHorse
Motorcycle Company, Inc.) and Integrity Mutual Funds

The Company’s investment in TS Liquidating Company, Inc., formerly known as American
IronHorse Motorcycle Company, Inc. (“TS Liquidating”) is recorded under the equity method and was
valued at $6,013,000 as of June 30, 2006. The Company also purchased an unsecured promissory note
from TS Liquidating in the amount of $900,000 during the year ended June 30, 2006. TS Liquidating
filed for protection under the U.S. bankruptcy code in March 2008 and sold substantially all of its assets
in June 2008. In conjunction with the sale, it changed its name to TS Liquidating Company, Inc. TS
Liquidating filed a liquidating plan of reorganization under Chapter 11 of the U.S. Bankruptcy code that
cancels all equity ownership and distributes any proceeds from the sale of its assets to its creditors. The
Company does not anticipate receiving any proceeds from the liquidation of TS Liquidating.

The Company reported its investment in the common stock of Integrity Mutual Funds, Inc.
(“Integrity”) at market value of $582,000 and $1,497,000 as of June 30, 2008 and 2007, respectively. The
Company owned 12.13% of the common stock of Integrity as of June 30, 2008 and 2007, respectively, and
accounts for this investment as a non-current asset.

In October 2006 PawnMart purchased 3,050,000 Series A Convertible Preferred Shares of
Integrity (the “Preferred Shares”), for a total of $1,525,000, which shares are convertible into 3,050,000
shares of common stock of Integrity. PawnMart has agreed not to convert the Preferred Shares prior to
the earlier to occur of September 30, 2008 or a sale of Integrity.

In October 2006, PawnMart purchased a $950,000 Convertible Promissory Note (the
“Promissory Note”) from Integrity. The Promissory Note bears interest at a rate of 6.5%, payable
semiannually, and matures in October 2016. At any time after October 15, 2009, PawnMart may convert
the Promissory Note into common shares, $0.0001 par value, of Integrity at a price of $0.50 per share for
each $0.50 of principal of the Promissory Note outstanding, subject to anti-dilutive adjustment. The
Promissory Note is automatically convertible into common shares of Integrity on the foregoing basis upon
the earlier to occur of a sale of Integrity or maturity of the Promissory Note.



XPONENTIAL, INC.
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

2) Summary of Significant Accounting Policies (continued)

(i) Income Taxes

The Company and its subsidiaries file a consolidated federal income tax return. Income taxes
are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized
for the future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax basis and operating loss and tax credit
carry forwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply
to taxable income in the fiscal years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in
the period that includes the enactment date. A valuation account is used to reduce the net deferred tax
assets to amounts expected to be realized. When net operating loss carryforwards not previously
recognized upon the emergence from bankruptcy are used to offset taxable income generated by the
successor company, the Company records income tax expense and a corresponding increase to additional
paid in capital.

G) Advertising Costs

Advertising costs are expensed the first time advertising takes place. Advertising expense was
approximately $167,000 and $88,000 for the fiscal years ended June 30, 2008 and 2007, respectively.

(k) Fair Values of Financial Instruments

Pawn loans are outstanding for a relatively short period of time, generally 90 days or less,
depending on local regulations. The rate of finance and service charge is determined by regulatory
guidelines and bears no valuation relationship to interest rate market movements. For these reasons,
management believes that the fair value of pawn loans approximates their carrying value. The
Company’s revolving line of credit with FCC, LLC d/b/a First Capital bears interest at a variable rate that
is frequently adjusted on the basis of market rate changes and is equal to rates available for debt with
similar characteristics. Accordingly, management believes the carrying value of such debt approximates
its fair value. The fair values of the Company’s remaining long-term notes payable instruments are
approximately $19,917,000 and bear interest at a fixed rate of 8% per annum. Management believes
these debts bear interest rates equal to rates available for debt with similar characteristics and that the
carrying value of the debt approximates its fair value. The carrying amount of all other financial
instruments including cash, receivables and payables included in the Company’s consolidated balance
sheet approximate fair value due to the short maturity of these instruments.

I Stock Based Compensation

Effective January 1, 2003, the Company adopted the fair value method defined in SFAS No. 123,
“Accounting for Stock-Based Compensation,” in accounting for its stock option plans. SFAS No. 123
indicates that the fair value method is the preferable method of accounting, and the Company has elected
to apply it for all options granted after its emergence from bankruptcy on August 31, 2002. On July 1,
2005 the Company adopted SFAS No. 123R, which was substantially similar to SFAS No. 123. (See Note
10).



XPONENTIAL, INC.
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

2) Summary of Significant Accounting Policies (continued)

(m) Segment Information

The Company defines each of its stores as operating segments; however, management has
determined that all of its stores have similar economic characteristics and also meet the other criteria
which permit the stores to be aggregated into one reportable segment. The Company defines its
Investment, Management and Advisory Services as its other segment.

(n) Use of Estimates in the Preparation of Financial Statements

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, the 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.

(0) Reclassification
Certain prior year amounts have been reclassified to conform to the current year presentation.
(p) Liquidity

The financial statements have been prepared assuming the Company will continue as a going
concern. The Company has incurred net losses since its inception, with an accumulated deficit of
approximately $7.6 million as of June 30, 2008. Management's plans with regard to these matters include
seeking additional financing arrangements. Although management continues to pursue this plan, there is
no assurance that the Company will be successful in obtaining sufficient revenues from its products,
financing or equity investments on terms acceptable to the Company. The financial statements do not
include any adjustments that might result from the outcome of these uncertainties.

A3 Recent Accounting Pronouncements

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in
Income Taxes - an interpretation of FASB Statement No. 109” (“FIN 48”), which provides criteria for the
recognition, measurement, presentation and disclosure of uncertain tax positions. A tax benefit from an
uncertain position may be recognized only if it is “more likely than not” that the position is sustainable
based on its technical merits. The provisions of FIN 48 are effective for fiscal years beginning after
December 15, 2008. The Company adopted the FASB Interpretation No. 48 for the year ended June 30,
2008. The adoption of FASB Interpretation No. 48 did not have a material impact on the consolidated
financial condition or its results of operations.



XPONENTIAL, INC.
Notes to Consolidated Financial Statements

June 30, 2008 and 2007
“) Property and Equipment
Property and equipment consists of the following at June 30, 2008 and 2007, respectively (in
thousands):
Years of June 30, June 30,
Useful life 2008 2007
Automobiles. . . ... .. 2-3 $ 116 $ 153
Furniture and equipment. ........................ 5-7 1,546 1,018
Leasehold improvements. ........................ 3-10 1,236 883
Land and buildings . ............. ... o il 31.5 1,871 1,796
Construction in Progress . ........................ 46 839
4,815 4,689
Less: accumulated depreciation and amortization . . . (1,458) (1,568)
$ 3,357 $ 3,121

Construction in progress consisted of renovations to retail stores and the purchase and installation of
computer software at June 30, 2008 and 2007, respectively. Depreciation expense was $514,000 and

$306,000, respectively, for the years ended June 30, 2008 and 2007.
5) Intangible Assets

Intangible assets are summarized as follows at June 30, 2008 (in thousands):

Est Initial Accumulated Net Book
Asset Useful Life Valuation Amortization Value
Bond Issuance Costs ............... 10 Years $ 1,893 $ (586) $ 1,307
Loan Origination Fees ............. 3-5 Years 143 (139) 4
$ 2,036 $ (725 $ 1,311
Intangible assets are summarized as follows at June 30, 2007 (in thousands):
Est Initial Accumulated Net Book
Asset Useful Life Valuation Amortization Value
Bond Issuance Costs ............... 10 Years $ 1,893 $ (383) $ 1,510
Loan Origination Fees ............. 3 -5 Years 156 (141) 15
$ 2049 § (5249 $ 1,525




XPONENTIAL, INC.
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

5) Intangible Assets (continued)

The loan origination fees are included in other assets. Amortization expense of $212,000 and
$261,000 is included in interest expense for the years ended June 30, 2008 and 2007, respectively.
Estimated amortization expense for the next five years is as follows (in thousands):

For the Year Ending June 30, Amount

2009 $ 208

2010 204

2011 204

2012 204

2013 204
Thereafter 287

$ 1,311

(6) Bank Line of Credit

PawnMart currently has a revolving credit facility (the “Bank Line of Credit”) with FCC, LLC,
d/b/a First Capital, Kennesaw, Georgia (the “Lender”), in an amount up to $4,750,000, which bears
interest at the prevailing prime rate plus 2.0% (7.00% at June 30, 2008), and matures on June 17, 2010 .
The Bank Line of Credit is an asset-based loan with advances thereunder based on PawnMart’s eligible
accounts receivable and inventory and includes a $250,000 capital expenditure facility of which the
Company has borrowed $50,000 as of June 30, 2008. The Bank Line of Credit is collateralized by
substantially all of the unencumbered assets of PawnMart and is guaranteed by the Company. The
Company is required to maintain certain financial ratios and comply with certain covenants, including a
prohibition against paying cash dividends on its common stock, $0.01 par value (the “Common Stock”),
unless specifically approved by the Lender. At June 30, 2008 and 2007, an additional $1,892,000 and
$1,366,000, respectively, was available to borrow pursuant to the available borrowing base. The Company
was in compliance with the certain financial ratios under the Bank Line of Credit at June 30, 2008.
During Fiscal 2008 and 2007, the Company paid fees associated with the Credit Facility totaling $0.

7 Notes Payable
Notes payable consist of the following at June 30, 2008 and 2007, respectively

(in thousands): June 30, June 30,
2008 2007

Note payable for 190,000 shares of TS Liquidating stock financed by seller,

bearing interest at 7.25% (See Note 13) ...t an.. $ 175§ 540
8% limited recourse secured convertible subordinated notes, bearing interest

at 8% payable monthly, to mature December 31, 2014, collateralized by the

common stock of PawnMart, net of discount of $83 and $102 at June 30,

2008 and 2007, T€SPECLIVELY . . ..o vttt 19,917 19,898
Note payable secured by real estate fromseller............................ - 625
Other unsecured notes payable. ...... ... i - 29

20,092 21,092
Less: current Maturities ... .......uueueeennne et ennneeenns (175) (988)

Long term notes payable ... ........uiiuit et $ 19917 $ 20,104




XPONENTIAL, INC..
Notes to Consolidated Financial Statements
June 30, 2008 and 2007

) Notes Payable (continued)

As of June 30, 2006, the Company had completed the private placement of $20,000,000 of 8%
Limited Recourse Secured Convertible Subordinated Notes (“Convertible Notes”). The Convertible
Notes bear interest at a rate of 8% per annum, payable monthly, and mature in December 2014, and are
collateralized by the common stock of PawnMart. The Company has guaranteed the payment of interest
on the Convertible Notes through December 31, 2008. The original principal amount plus any accrued
and unpaid interest on the Convertible Notes are convertible at any time by the holders into shares of the
Company’s Common Stock, based on a conversion price of $10.00 per common share. The Convertible
Notes are redeemable, in whole or in part, at the option of the Company at any time on or after the
earlier to occur of (1) December 31, 2008 or (2) a sale of PawnMart; provided, however, if the closing
price per share of the Common Stock immediately prior to the redemption notice is less than $15.00 per
share, the Company will, in connection with such redemption, also issue to each holder of Convertible
Notes a warrant to purchase that number of shares of Common Stock into which the Convertible Notes
of such holder are convertible on the redemption date at an exercise price of $10.00 per share exercisable
on or before the fifth anniversary date of the redemption date and otherwise in the form attached to the
Convertible Notes. The Convertible Notes are subordinated to the Company’s current and future
indebtedness including the Credit Facility. The Company had paid $1,800,000 in commissions and issued
200,000 Selling Agent’s Warrants. The Selling Agent’s warrants are valued at $0.62 each for a total of
$124,000. Such amounts are included as a direct increase to stockholders’ equity.

As of June 30, 2008 annual maturities of the outstanding long-term debt for each of the five years
after June 30, 2008 are as follows (in thousands):

Thereafter. . ... e 19,917
$ 20,092

8 Income Taxes

The tax effects of temporary differences and carryforwards that give rise to significant portions of
the deferred tax assets and deferred tax liabilities at June 30, 2008 and 2007 are presented below (in
thousands):

June 30, June 30,
2008 2007
Deferred tax assets:
Net operating loss carryforward ......................... $ 5687 $ 4915
Capital loss carryforward . .. ..., 3,067 170
Property and equipment . ...........c.ciiiiiiiiiiiea... 89 171
Inventories . . ...t e 65 73
Intangible assets ........ ...t 36 18
Total gross deferred tax assets . ............oovveunnnn. 8,944 5,347
Less valuation allowance . ............ccooviieee.... (8,944) (5,347)

Net deferred tax aSSetS. « .. vvven e et $ — 3 —
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8 Income Taxes (continued)

The provisions for income taxes differ from amounts determined by applying the expected
federal statutory tax rate to income primarily from continuing operations before income taxes due to
effect of preferred dividends, state and local tax rates for unconsolidated subsidiaries, and changes in tax
valuation allowances.

At June 30, 2008 and 2007, the Company has federal and state net operating loss carryforwards
of approximately $14,966,000 and $10,836,000, respectively, which expire from 2013 to 2027, and a net
capital loss carryforward of $8,071,000, which expires from 2012 to 2013. During Fiscal 2003, the
Company recognized income of approximately $11,800,000 due to discharge of indebtedness in
conjunction with the confirmation of the Company’s bankruptcy Plan. A formal legal or tax opinion on
the effects of the Company’s bankruptcy proceedings on the survival of the net operating loss
carryforward, its future availability, or any limitation on the utilization of the net operating loss
carryforward has not been obtained by management. Deferred tax valuation allowances of $8,944,000
and $5,347,000 offset deferred tax assets at June 30, 2008 and 2007, respectively, based on management’s
determination that it is more likely than not that such amounts may not be subsequently realized.

9) Equity

Under the Plan, the Company has the authority to issue a total of 12,500,000 shares of stock,
consisting of 2,500,000 shares of Preferred Stock, par value $0.01 per share (the “Preferred Stock™)
issuable in series (“Series”), and 10,000,000 shares of Common Stock. Of the Preferred Stock, 1,250,000
shares are designated and known as Series A Preferred Stock (the “Series A Preferred Stock™) and
500,050 shares are designated and known as Series B Preferred Stock (the “Series B Preferred Stock™).
The remaining shares of Preferred Stock may be issued from time to time in one or more Series. The
Board of Directors is expressly authorized to provide for the issue of all or any of the remaining unissued
and undesignated shares of the Preferred Stock in one or more Series, and to fix the number of shares
and to determine or alter for each such Series, such powers, designations, preferences, and relative rights
and limitations thereof, as shall be stated and expressed in the resolution or resolutions adopted by the
Board of Directors providing for the issuance of such shares and as may be permitted by the General
Corporation Law of the State of Delaware.

Issuance of Preferred Stock. The Company issued 1,071,636 shares of Series A Preferred Stock
and 500,042 shares of Series B Preferred Stock to the stockholders of C/M Holdings, Inc. pursuant to the
Merger. As of June 30, 2008, 400,016 shares of Series A Preferred Stock have been redeemed. The
preferences, rights and voting powers (and the qualifications, limitations, or restrictions thereof) of the
Series A Preferred Stock and the Series B Preferred Stock are as follows:

Dividends. Holders of the Series A Preferred Stock and Series B Preferred Stock are each
entitled to receive an annual cumulative cash dividend of $0.25 per share, payable quarterly in arrears.
The holders of Common Stock are entitled to receive such dividends, payable in cash or otherwise, as
may be declared thereon by the Board of Directors from time to time out of assets or funds of the
Company that are legally available therefore, provided that no dividends shall be declared or paid on the
Common Stock if accrued dividends on the Series A Preferred Stock or Series B Preferred Stock, as the
case may be, have not been paid. The Company currently does not anticipate declaring and paying any
cash dividends on the Common Stock.
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9) Equity (continued)

Redemption. The Company is required to redeem, on a pro rata basis, 100,000 shares of Series A
Preferred Stock on April 30, 2005, and on each anniversary date thereafter until April 30, 2010, when the
Company is required to redeem the balance of the shares of Series A Preferred Stock then outstanding,
at the rate of $5.00 per share plus all accumulated but unpaid dividends thereon. Through June 30, 2008,
400,016 shares were redeemed for $2,000,080. The Company has the right, but not the obligation, to
redeem, on a pro rata basis, the Series B Preferred Stock at any time after April 30, 2009, at the rate of
$5.00 per share plus all accumulated but unpaid dividends thereon.

Conversion. The holders of Series A Preferred Stock have no conversion rights. The holders of
the Series B Preferred Stock have the right, at any time, and on or before April 30, 2009, to convert each
share of Series B Preferred Stock into such number of shares of Common Stock determined by dividing
$5.00 by the Conversion Price then in effect. The initial Conversion Price will be approximately $1.4535
per share but is subject to anti-dilutive adjustment. The holders of Series B Preferred Stock have the
right to convert the Series B Preferred Stock into approximately 45% of the issued and outstanding
shares of Common Stock.

Liquidation Preference. In the event of the liquidation, dissolution or winding up of the
Company, either voluntary or involuntary, the assets of the Company available for distribution shall be
distributed in the following order of preference: to the holders of Series A Preferred Stock, in an amount
per share equal to $5.00 per share (as such dollar amount may be adjusted for stock splits, combinations,
reclassifications and the like with respect to the Series A Preferred Stock) plus all accumulated but
unpaid dividends thereon; then to the holders of Series B Preferred Stock, in an amount per share equal
to $5.00 per share (as such dollar amount may be adjusted for stock splits, combinations, reclassifications
and the like with respect to the Series B Preferred Stock) plus all accumulated but unpaid dividends
thereon; and then to the holders of the Common Stock.

Voting. The holders of Series A Preferred Stock have no voting rights except as required by law.
Except for the election of the members of the Board of Directors of the Company, each share of Series B
Preferred Stock entitles the holder thereof to 3.44 votes with respect to all matters upon which holders of
Common Stock have the right to vote. Such votes are counted together with the votes of the holders of
the Common Stock and not separately as a class except as otherwise provided with respect to the election
of directors. The holders of Common Stock have one vote in respect of each share of Common Stock
held by such stockholder for all matters submitted to a vote of stockholders of the Company. Cumulative
voting is not permitted. The Board of Directors consists of seven members. The holders of a plurality of
the shares of Series B Preferred Stock, voting as a class, are entitled to elect four members of the Board
of Directors and the holders of a plurality of the shares of Common Stock, voting as a class, are entitled
to elect three members of the Board of Directors.

Issuance of Common Stock. The Company issued 2,079,948 shares of Common Stock to the
creditors in the bankruptcy, which, following the Merger, represents approximately 55% of the issued and
outstanding shares of Common Stock of the Company, after giving effect to the conversion of all of the
Series B Preferred Stock issued to the shareholders of C/M Holdings, Inc. pursuant to the Merger.
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9) Equity (continued)

During Fiscal 2008, the Company (1) received no net proceeds from the sale of Common Stock
upon exercise of stock options granted pursuant to the Company’s 2003 Stock Option Plan and (2)
received $48,000 in net proceeds from the sale of 30,232 shares of Common Stock to current and former
employees pursuant to the 2005 Stock Purchase Plan. Effective January 1, 2005, the Company suspended
issuing restricted stock under the 2003 Stock Incentive Plan due to changes in Section 409A of the
Internal Revenue Code.

Treasury Stock. The Company purchased no shares of Common Stock during the fiscal years
ending June 30, 2008 and 2007.

(10) Stock Option Plan, Stock Incentive Plan, Stock Purchase Plan and Warrants to Purchase
Common Stock

The Company adopted its 2003 Stock Option Plan (“Stock Option Plan”) effective January 1,
2003. Under the Stock Option Plan, stock options have been awarded to directors, officers and
employees. These stock options vest either immediately or over a period up to two years from the date of
grant and expire ten years thereafter. A total of 675,000 shares of Common Stock were reserved for grant
under the Stock Option Plan. The Company recognized $44,000 and $35,000 of compensation expense
for options granted for the years ended June 30, 2008 and 2007, respectively.

The following table summarizes the stock option activity of the Company from the time it
emerged from bankruptcy:

Options Outstanding

Number‘ of . Weighted average

Underlying Exercise remaining

Shares Price contractual life

Outstanding at June 30,2006 .............. 220,000 $ 1.48 6.6 years
Granted. .. ..ot 40,000  $ 1.65 7.3 years
Exercised. .........co i — —
Forfeited/Cancelled ...................... — —
Outstanding at June 30,2007 .............. 260,000 $ 151 6.9 years
Granted. ........ovviiiiiiii i 40,000  §$ 1.10 9.6 years
Exercised. ... — —
Forfeited/Cancelled ...................... — —
Outstanding at June 30,2008 .............. 300,000 $ 1.45 7.3 years
Exercisable at June 30,2008 ............... 300,000 $ 145

Exercisable at June 30,2007 ............... 260,000 $ 151
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(10) Stock Option Plan, Stock Incentive Plan, Stock Purchase Plan and Warrants to Purchase
Common Stock (continued)

The weighted average fair value of the options granted during 2008 was $1.09 per common share.
The Company used the Black-Sholes option pricing model to determine the fair value of all options
granted during 2008 which were immediately exercisable when granted. Implementation of the Black-
Sholes option pricing model requires the Company to make certain assumptions, including expected
volatility, risk-free interest rate, expected dividend yield and expected life of the options. The Company
utilized assumptions that it believed to be most appropriate at the time of the valuation. The fair value of
the 2008 options was estimated at the date of grant using the following assumptions: risk-free rate of
3.39%, no dividend yield, 159% volatility in the stock price and weighted average expected lives of 120
months for 2008. The weighted average fair value of the options granted during 2007 was $0.89 per
common share. The fair value of the 2007 options was estimated at the date of grant using the minimum
value method with the following assumptions: risk free rate of 4.64%, no dividend yield and weighted
average expected lives of 60 months.

The Company adopted its 2003 Stock Incentive Plan (the “Incentive Plan”) effective January 1,
2003. A total of 325,000 shares were reserved under the Incentive Plan. The Incentive Plan provides an
opportunity to employees of the Company to purchase common shares directly from the Company
through payroll deductions. As of June 30, 2008 and 2007, 74,856 shares have been issued under the
Incentive Plan. Effective January 1, 2005, the Company discontinued issuing restricted stock under the
Incentive Plan due to changes in the regulations under section 409A of the Internal Revenue Code.

The Company adopted its 2005 Stock Purchase Plan (the “Stock Purchase Plan”) effective May
1, 2005. A total of 250,000 shares of Common Stock are reserved for issuance under the Stock Purchase
Plan. The Stock Purchase Plan allows employees and director to purchase Common Stock at discount of
15% to the fair market price. The Company recognized $9,000 and $22,000 in compensation expense for
Fiscal 2008 and 2007 for Common Stock purchases pursuant to the Stock Purchase Plan.

The 200,000 warrants issued in connection with the Convertible Notes are exercisable to
purchase one share of the Company’s Common Stock at $11.00 per share and are valued at $0.62 each,
for a total of $124,000, which is reflected as a discount on the debt and an increase in the Company’s
additional paid in capital. The Company used the Black-Sholes option pricing model to determine the
fair value of all warrants issued during 2006. Implementation of the Black-Sholes option pricing model
requires the Company to make certain assumptions, including expected volatility, risk-free interest rate,
expected dividend yield and expected life of the options. The Company utilized assumptions that it
believed to be most appropriate at the time of the valuation, which include the following assumptions:
risk-free rate of 4.40%, no dividend yield, 52.1% volatility in the stock price, and weighted average
expected lives of 84 months at the time of issuance.
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1) Investments

During Fiscal 2008, the Company sold bond investments with a cost basis of $2,743,000 for
$2,523,000, recognizing a loss on sale of $220,000. Additionally, management recognized a loss of $7,000
associated with the write-down of an investment in marketable equity securities for the year ended June
30, 2008.

Management determined that the value of certain bond investments was permanently impaired
and recognized an impairment loss of $2,102,000 for the year ended June 30, 2008 in accordance with

FAS 115, “Accounting for Certain Investments in Debt and Equity Securities.”

As of June 30, 2008 and 2007, the Company’s investments consisted of (in thousands):

Unrealized Realized
As of June 30, 2008 Cost Gain (Loss) Gain (Loss) Market Value
Bonds, maturing in:
2009 .. ... $ - $ - $ - $ -
2010 ..o - - - -
2001, e - - - -
Thereafter................ 3,079 (162) (2,102) 815
Total $ 3079 $ (162) $  (2,102) $ 815
Unrealized Realized
As of June 30, 2007 Cost Gain (Loss) Gain (Loss) Market Value
Bonds, maturing in:
2008 .. ... $ - $ - $ - $ -
2009. ... 100 (4) - 96
2010 ..o - - - -
Thereafter................ 5,722 10 - 5,732
Total $ 5822 $ 6 3 - $ 5,828

(12)  Derivative Instruments

The Company entered into futures contracts in September 2005 to hedge the value of its gold
jewelry inventories at a price of $528.70 per ounce, which allowed the Company to consistently lend on
jewelry pawn loans. In June 2006, management determined to close out and eliminate its exposure on the
futures contracts while it started liquidating excess gold jewelry inventory. The Company purchased a
total of sixty contracts expiring in December 2007 to offset sixty contracts previously sold, which expire in
December 2008. In November 2007, the Company closed out its position in the sixty contracts that
expired in December 2008. The Company recognized a gain of $8,000 and $6,000 for the years ended
June 30, 2008 and 2007, respectively. Accordingly, the Company did not apply hedge accounting under
SFAS No. 133.
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(13) Investments in TS Liquidating and Integrity
(a) Investment in TS Liquidating Company, Inc.

As of July 1, 2006, the Company owned 17.69% of the common stock of TS Liquidating
Company, Inc., (“TS Liquidating”) formerly American IronHorse Motorcycle Company, Inc., and
accounted for this investment as a non-current asset under the equity method. In July 2006, Robert W.
Schleizer and James R. Richards, directors of the Company, were elected to the board of directors of TS
Liquidating. Dwayne Moyers, the Company’s former Chief Executive Officer, served on the board of
directors of TS Liquidating from 1998 until 2007. As of July 2006, the Company had a total of three
representatives on the seven-member board of directors of TS Liquidating. In August 2006, Dwayne A.
Moyers was appointed interim Chief Executive Officer of TS Liquidating, and in December 2006, Robert
W. Schleizer, the Company’s Chief Financial Officer, was also appointed Chief Financial Officer of TS
Liquidating. Based on the Company’s more active role in managing the business operations, the
Company changed its accounting for its investment in TS Liquidating to the equity method and recorded
the cumulative effect of the change.

The Company’s investment in TS Liquidating was valued at $6,013,000 as of June 30, 2006. The
Company also purchased an unsecured promissory note from TS Liquidating as of June 30, 2006 in the
amount of $900,000. For the year ended June 30, 2007, the Company recorded a charge of $4,974,000
due to the impairment of value of the investment including the unsecured promissory note, reducing the
value to $0 as of June 30, 2007. For the year ended June 30, 2007, the Company also recognized losses of
$1,939,000 relating to the Company’s proportionate share of TS Liquidating’s operating losses. The
Company received $0 and $96,000 in interest income from TS Liquidating for the years ended June 30,
2008 and 2007, respectively.

TS Liquidating filed for protection under the U.S. bankruptcy code in March 2008.
Substantially all of TS Liquidating’s assets were sold in June 2008. The Company does not anticipate
receiving any proceeds from the liquidation of TS Liquidating’s assets.

(b) Investment in Integrity Mutual Funds, Inc.

The Company reported its investment in the common stock of Integrity Mutual Funds, Inc.
(“Integrity”) at market value of $582,000 and $1,497,000 as of June 30, 2008 and 2007, respectively. The
Company owned 12.13% of the common stock of Integrity as of June 30, 2008 and 2007, respectively, and
accounts for this investment as a non-current asset.

In October 2006, PawnMart purchased 3,050,000 Series A Convertible Preferred Shares of
Integrity (the “Preferred Shares”), for a total of $1,525,000, which shares are convertible into 3,050,000
shares of common stock of Integrity. PawnMart has agreed not to convert the Preferred Shares prior to
the earlier to occur of September 30, 2008 or a sale of Integrity.
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(13) Investments in TS Liquidating and Integrity (continued)
(b) Investment in Integrity Mutual Funds, Inc. (continued)

In October 2006, PawnMart purchased a $950,000 Convertible Promissory Note (the
“Promissory Note”) from Integrity. The Promissory Note bears interest at a rate of 6.5%, payable
semiannually, and matures in October 2016. At any time after October 15, 2009, PawnMart may convert
the Promissory Note into common shares, $0.0001 par value, of Integrity at a price of $0.50 per share for
each $0.50 of principal of the Promissory Note outstanding, subject to anti-dilutive adjustment. The
Promissory Note is automatically convertible into common shares of Integrity on the foregoing basis upon
the earlier to occur of a sale of Integrity or maturity of the Promissory Note.

In accordance with Financial Accounting Standard 115 (“FAS 115”), the Company reported the
investments in the Preferred Shares and the Promissory Note on a fair market value basis. The
Company reported the Promissory Note at fair market based on the fair market value of the underlying
common stock discounted for marketability plus the present value of the interest to be earned. The
Company calculated the present value of the interest utilizing an interest rate of 8% as the Company’s
cost of funds. The Company utilized the Black-Sholes pricing model to determine the fair market value of
the option to convert. The Preferred Shares Implementation of the Black-Sholes model requires the
Company to make certain assumptions, including expected volatility, risk-free interest rate, expected
dividend yield and expected life of the options. The Company utilized assumptions that it believed to be
most appropriate at the time of the valuation, which include the following assumptions for the Preferred
Shares: risk-free interest rate of 5.00%, 75.0% volatility in the stock price and weighted average expected
life of 120 months for the options. The Company reports its investments in Integrity as non-current
assets.

During Fiscal 2007, the Company recorded an unrealized gain on the investment of Integrity of
$2,429,000. Subsequently, the Company recorded an unrealized loss of $2,704,000 to reflect the fair
market value of this investment as of June 30, 2008.
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(b) Investment in Integrity Mutual Funds, Inc. (continued)

The table below summarizes the investments in Integrity as of June 30, 2008 and 2007 (in
thousands):

Unrealized
As of June 30, 2008 Cost Gain (Loss) Market Value
Common Stock $ 734 $ (152) $ 582
Preferred Stock 1,525 (140) 1,385
Promissory Note 950 17 967
Total $ 3209 $ (275 $ 2,934
Unrealized
As of June 30, 2007 Cost Gain (Loss) Market Value
Common Stock $ 734 $ 763 $ 1,497
Preferred Stock 1,525 1,159 2,684
Promissory Note 950 507 1,457
Total $ 3,209 $ 2,429 $ 5,638

Mr. Jeffrey A. Cummer, an officer and director of the Company, has served as a director of
Integrity since June 2006. SMH Capital Advisors, Inc., a related party, provides investment advisory
services to Integrity and employs Mr. Cummer and Dwayne A. Moyers as officers. SMH was paid
investment advisory fees of $545,741and $607,658 from Integrity for the years ended June 30, 2008 and
2007, respectively.

The Company is obligated under various long-term operating lease agreements for store
locations and office space. Total rent expense for all operating leases was approximately $1,551,000 and
$1,446,000 and for the years ended June 30, 2008 and 2007, respectively.

(14) Commitments and Contingencies

Future minimum lease payments under non-cancelable operating leases as of June 30, 2008 are
(in thousands):

2000 . . $ 1,278
2000 . e e 914
200 L 645
20 . 538
203 400




XPONENTIAL, INC.
Notes to Consolidated the Financial Statements
June 30, 2008 and 2007

(14) Commitments and Contingencies (continued)

The Company is involved in various claims and lawsuits arising in the ordinary course of
business. Management is not aware of any claims or lawsuits and, if there were any, in the opinion of
management, the resolution of these matters would not have a material adverse effect on the Company’s
consolidated financial position or results of operations

a5) Operating Segment Information

The Company has two reportable business segments; one in the pawn lending industry and one
for its investment, management and advisory services. PawnMart operates 26 pawn shops in Georgia and
North Carolina. Advisors directs the investment of the Company’s available funds in marketable
securities and other investment opportunities. Holdings was formed by the Company in February 2005 to
acquire real estate on which the Company’s pawnshops are located. Operating information for the years
ended June 30, 2008 and 2007 is set forth below (in thousands):

Investment,
Pawn Management and

Year Ended June 30, 2008 Lending  Advisory Services  Consolidated
Revenues:

Merchandise Sales . ... .vvee et e $ 15,556 $ - $ 15,556

Pawn service charges and related fee income.............. 5,844 - 5,844

L 11 T 13 - 13
Total Revenues. ............ ... .. i, 21,413 - 21,413
Expenses:

Costofsales ........oviiii i 9,918 - 9,918

Store Operating €Xpenses . . ... ...uuueeeeeereneneeanan 7,276 - 7,276

Corporate administrative eXpenses. .. .............eeeeo.. 2,696 539 3,235

Depreciation and amortization....................oou... 473 60 533
Operating income (10SS) . .......... ... iiiiiiinninnnn.. 1,050 (599) 451

Interest and dividend income ........................... 155 348 503

INterest EXPEeNSE . « o v vttt ettt (411) (2,054) (2,465)

LoSS 0N INVeStMEnts. . ..o vvviit it - (2,329) (2,329)

Loss on disposition of assets .............ooeeeeeeinna... (131) - (131)

Gain on futures contracts. ............cooviieeeennnnnn... 8 - 8
Net income (loss) before taxes. ............................ $ 671 §  (4,634) $ (3,963)

Total ASSELS. . ..ottt $ 14,096 $ 5,217 $ 19,313
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as) Operating Segment Information (continued)

Investment,
Pawn Management and

Year Ended June 30, 2007 Lending  Advisory Services  Consolidated
Revenues:

Merchandise Sales . .. .ovvvvt it $ 12,928 $ - $ 12,928

Pawn service charges and related fee income.............. 6,219 - 6,219

L 11 T 30 1 31
Total Revenues. ............. .. ... .. i, 19,177 1 19,178
Expenses:

Costofsales ......oooiiinii i 9,689 - 9,689

Store operating eXpenses . . ... ....uuerttir 6,359 - 6,359

Corporate administrative eXpenses. . ... ............o...... 2,304 747 3,051

Depreciation and amortization.......................... 268 59 327
Operating income (loss)...................... ... ..., 557 (805) (248)

Interest and dividend income .................. ..., 98 819 917

INterest EXPEeNSE . « o vv vttt et e (278) (2,142) (2,420)

Gainonsale of investments. ................coeunneann.. - 156 156

Gain on futurescontracts. ............coooviiiiiina... 6 - 6

Loss from TS Liquidating. .................coiiiia. .. - (1,939) (1,939)
Net income (loss) before taxes and impairment loss. . .. ... ... $ 383 $ (3,911) $ (3,528)
Total ASSELS. . .. oottt e e e $ 16,067 $ 11,564 $ 27,631

16) Related Party Transactions

On April 3, 2006, the Company loaned $900,000 to TS Liquidating primarily to enable TS
Liquidating to redeem approximately $799,000 of its 12% subordinated notes due March 31, 2006. The
loan matured on March 31, 2007 and bears interest at 12% per annum, is unsecured, and subordinated to
the indebtedness of TS Liquidating to its lender. Due to a default under its loan documents, TS
Liquidating is not permitted to make monthly payments of interest to the Company. Principal reduction
payments of any kind, however, are only permitted out of cash proceeds from a recapitalization of TS
Liquidating involving the public or private sale or issuance of stocks, bonds, debentures, notes or other
equity or debt securities of TS Liquidating. In consideration for the loan, the Company received an
$18,000 origination fee and a warrant to purchase 90,000 shares of common stock of TS Liquidating at a
price not to exceed $10.00 per share. The Company assigned no value to these warrants as of June 30,
2006. The Company also earned $0 and $96,000 in interest income related to the $900,000 loan to TS
Liquidating for the years ended June 30, 2008 and 2007, respectively. The Company has determined that
the value of the $900,000 note is impaired as of June 30, 2007 and, accordingly the Company has written
off the full value of the note.

Jeffrey A. Cummer is Chief Executive Officer and Chairman of the Board of the Company and
its subsidiaries and also serves as Chairman of the Integrity Mutual Funds, Inc. Robert W. Schleizer, the
Company’s Chief Financial Officer and a director, was appointed Chief Financial Officer of TS
Liquidating in December 2006 and is the sole remaining director of TS Liquidating. He previously served
as that company’s Chief Financial Officer from January 2004 to March 2005. James R. Richards, a
director of the Company, was a director of TS Liquidating from July 2006 until December 2007.
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(16) Related Party Transactions (continued)

Sanders Morris Harris, Inc. (“SMH?”), a related party, employs Jeffrey A. Cummer as an officer
of a subsidiary and executes security transactions for the Company. Mr. Cummer is also an officer and
director of the Company. Commissions paid to SMH were $1,500 and $3,205 for the years ended
June 30, 2008 and 2007, respectively.

As of June 30, 2008, the Company owned 1,663,642 shares of Integrity common stock. SMH, a
related party, provides investment advisory services to Integrity and was paid $545,731 and $607,658 in
advisory fees from Integrity for the years ended June 30, 2008 and 2007, respectively. PawnMart, Inc., a
wholly owned subsidiary of the Company owns 3,050,000 Series A Convertible Preferred Shares of
Integrity (the “Preferred Shares”), for a total of $1,525,000, which shares are convertible into 3,050,000
shares of common stock of Integrity and also owns a $950,000 Convertible Promissory Note (the
“Promissory Note”) from Integrity, which is convertible into 1,900,000 shares of common stock of
Integrity.

Massie Capital, Inc., the selling agent for the Company’s 8% Limited Recourse Secured
Convertible Notes, earned commissions totaling $1,800,000 and was granted a total of 200,000 warrants
on the sale of $20,000,000 of Convertible Notes. William R. Massie, a director of the Company, is a
principal of Massie Capital, Inc. and is a former director of TS Liquidating. Massie Capital, Inc. paid to
SMH, $1,156,890 in selling commissions on the sale of $16,527,000 of Convertible Notes through
June 30, 2006 and was granted 128,420 warrants for the purchase of shares of the Company’s Common
Stock at a price of $11.00 per share in connection with the Convertible Note sales.

(17)  Subsequent Events

The Company has executed renewals, extensions and expansions for operating leases in five
existing locations subsequent to the June 30, 2008 in the ordinary course of business. The lease payments
related to these renewals, extensions and expansions are not included in the future minimum lease
payments under non-cancelable lease payments in Note 14.





