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. _ : PART I
ITEM 1. DESCRIPTION OF BUSINESS
THE COMPANY-

Xponential, Inc. (the “Company”) was incorporated under the laws of the State of Delaware on
January 13, 1994 and began operations under the name “Pawnco, Inc,” On June 14, 1994 the Company
changed its name to PCI Capital Corporation. On October 21, 1997 the Company changed its name to
“PawnMart, Inc.” On February 28 2003 the Company changed its name to Xponential, Inc.

The Company is primarily a specxalty finance and retail enterprise principally engaged in estabhshmg
and operating stores-which advance money secured by the pledge of tangible personal property-and sell

- pre-owned merchandise to value-conscious consumers, The Company operates 26 stores, commonly

known as “pawnshops,” through PawnMart, Inc., its wholly owned subsidiary. PawnMart generates income
in two ways: through collection of a monthly service charge from advancing money to individuals based
primarily upon the estimated resale value of pledged personal property such as jewelry, consumer
electronics, tools, musical instruments, automobiles and other miscellaneous items and through profit
realized on the retail sale of the unredeemed or other purchased pre- -owned merchandise. The Company’ s
principal offxce is located at 6400 Atlantic Boulevard, Suite 190, Norcross, Georgia and its telephone
number is (678) 720-0660.

 OnJanuary 31;.2003 the. Company formed a wholly-owned subsidiary, PawnMart, Inc., a Nevada
corporation, and in June 2003 the Company transferred all assets and liabilities associated w1th the
operations of its pawnshops to this subsidiary. In October 2003 the Company formed a wholly-owned
subsidiary, Xponential Advisors, Inc., a Nevada corporation, to act as an advisor for other companies,
including companies the Company may acquire. In February 2005 the Company formed a wholly-owned
subsidiary, Xponential Real Estate Holdings, Inc., a Nevada corporation. As of June 30, 2005 Xponential
Real Estate Holdings, Inc. has had no operating activity.

On July 9, 2001 the Company 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”) in the case of PawnMart, Inc., Debtor, Case
No. 01-44957-BJH-11. The Plan of Reorganization was filed on February 15, 2002 and was amended on
April 3, 2002 (the “Plan”). A confirmation hearing for the Plan was held on May 20, 2002 (the
“Confirmation Date”) and the Plan was confirmed by order of the Bankruptcy Court as of that date. The
Plan became effective on May 31, 2002. Pursuant to the Plan, the Company merged with C/M »
Holdings, Inc., a Texas corporation (“CMHI”), on August 30, 2002 (the “Merger”), with the Company as
the surviving entity. CMHI wag an afﬁhate of Jeffrey A. Cummer and Dwayne A. Moyers, officers and

. _directors of the Company.

Pawnshops provide short term secured loans Most pawn loans are for less than $500. Industry sources
believe that banks could not recover the administrative costs of these small loans without substantial
increases in rates and charges. In addition, many pawn loans are made to people who would not qualify as
“creditworthy” at a bank. An estimated 20 to 40 million people occasionally have short-term needs, such as
for utility bills and medical expenses. For these people, pawnshops supply cash conveniently and quickly. .
The Company believes that pawnshops generally perform well during recessions and all other economic
cycles due to (i) the need for loans by non-banking individuals remaining stable during such econormc
cycles and (ii) pawnshops serving as a value- -priced retailer regardless of economic conditions. .~

BUSINESS STRATEGY

As used herein, “Fiscal 2005” refers to the year ended June 30, 2005, “Fiscal 2004” refers to the year
ended June 30, 2004, and “Fiscal 2003” refers to the twelve month period ended June 0, 2003.




The Company’s primary business plan is to expand its existing pawnshop operation through internal
growth of existing locations and selective acquisition of existing stores in the markets in which it currently
operates. The Company did not acquire or open any new stores in Fiscal 2005, but did increase its
outstanding pawn loan receivables by $470,000, or 10.6%, and inventories by $1,361,000, or 45.9%, to
improve store presentation and merchandise selection, primarily in jewelry. Management is currently
studying the viability of opening new locations. Management has reviewed the potential acquisition of
several pawn shops in the Atlanta, Georgia market, but has not been able to locate any stores to acquire
that fit the Company’s criteria. With the proceeds from the Company’s offering of $20,000,000 of 8%
limited recourse secured convertible subordinated notes (the “Convertible Notes”), the Company has
the financial resources to expand by opening new locations utilizing inventory acquired as a result of
defaulted loans at its existing locations. Management intends to focus on acquiring or opening new pawn
stores in its existing and geographically contiguous markets during the next fiscal year to increase the
economies of scale of its current management structure.

The Company also invests in and is seeking to acquire companies in the finance, retail or
manufacturing industries where its management expertise in restructuring and expanding existing
operations for companies with an established market can create additional value for its stockholders. The
first such investment by the Company is American IronHorse Motorcycle Company, Inc. (“American
IronHorse™), a specialty motorcycle manufacturer, which the Company invested in and has provided
advisory services to from October 2003 to March 2005. As of June 30, 2005 the Company had invested
$4,836,000 in American IronHorse and may increase its investments in American IronHorse in the future
pending approval by the Company’s Board of Directors. : '

ACQUISITIONS

The Company believes that due to the highly fragmented nature of the pawn industry, the most likely
acquisitions will be from sole proprietors owning one or a few stores who will be willing to sell suitable
stores in the Company’s target markets on terms that are favorable to the Company. Before making an
acquisition, management studies demographic and traffic data for the snrrounding area, the surrounding
competition, and local regulatory issues that will affect the future success of the store operating under the
Company’s guidelines and market focus. Management considers the location of the store, the size and
quality of the leased premises, the volume, quality and redemption history of outstanding pawn receivables
and the quality and mix of inventory on hand in determining the price and desirability of stores considered
for acquisition. Management reviewed several potential acquisitions in Fiscal 2005 and continues to seek
acquisitions through various sources.

For businesses considered as acquisition candidates that are not pawn stores, management has
determined that it will seek opportunities that are compatible with the consumer finance and retail
operations it currently operates or will provide opportunities for value enhancement based on
management’s abilities to reorganize, restructure or expand capital constrained businesses that have a
defined market or product niche. With the proceeds from the Convertible Notes offering, management
believes it can effectively execute this strategy in Fiscal 2006.

CONTINUING STORE OPERATIONS

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 following discusses various
aspects of the Company’s store operations.
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The Company’s pawn loans are secured by pledged tangible personal property which is intended to
provide security to the Company for the repayment of the amount advanced plus accrued pawn service
charges. Pawn loans are made without personal liability to the borrower. Collateral for the Company’s
pawn loans consists of tangible personal property, generally jewelry, consumer electronics, tools, and
musical instruments. The Company does not investigate the creditworthiness of a borrower, but relies on
the estimated resale value of the pledged property, the percelved probability of its redemption, and the
estimated time required to sell the item as a basis for its credit decision. The amount that the Company is
w1lhng to lend generally ranges from 20% to 75% of the pledged property’s estimated resale value

-depending on.an evaluation of these factors. The sources for the Company’s determination of the resale

value of collateral inciude wholesale price literature, online resale websites, catalogues, blue books,

_ newspaper advertisements, and previous sales of similar merchandise.

" The Company contracts for a pawn service charge as compensation for the use of the funds advanced
to cover such costs as storage, insurance, title investigation and other transaction costs. The statutory
service charges on loans at the Company’s stores range from 24% to 300% on an annualized basis
depending upon individual state regulations and the amount of the pawn loan. Pawn service charges and

__related income totaled $6,249,000 for Fiscal 2005. As a percent of the Company’s total revenues, pawn

service.charges.and related income contributed 32.9% to the Company’s total revenues in Fiscal 2005
compared to 32.2% and 32.2% during Fiscal 2004 and Fiscal 2003, respectively. Pawn service charges =~
contributed to 64.8%, 70.9% and 61.6% of the Company’s gross profit during Fiscal 2005, Fiscal 2004 and
Fiscal 2003, respectively. The Company’s average pawn loan was $131, $121 and $127 at June 30, 2005,
June 30, 2004 and June 30, 2003, respectively.

The pledged property is held through the term of the transaction, which generally is one month with
an automatic redemption period, which varies by jurisdiction from ten to sixty days in the states where the
Company currently operates, except for automobile title loans, where a shorter redemption period applies
under state regulations. The loan may be extended or renewed prior to the end of the redemption period.
In the event the borrower does not repay or extend the pawn loan by the end of the redemption period, the
unredeemed collateral is forfeited to the Company and becomes merchandise available for sale. During
Fiscal 2005, the Company focused its loan growth on jewelry loans due to rising gold prices and the

_ liquidity of the collateral securing jewelry loans. Jewelry loans increased $767,000 or 42.9% as of June 30,

2005 compared to June 30, 2004. Management will contmue to expand thlS portlon of its loan business in
Fiscal 2006. ’

Georgia pawn regulations allow the Company to advance funds secured by automobile titles.
Approximately 7.4%, 10.2% and 6.4% of the Company’s total revenues during Fiscal 2005, Fiscal 2004 and
Fiscal 2003, respectively, were related to pawn service charges generated from such advances. During the
term of the title loan, the borrower is allowed to maintain possession of the collateral, although for loans in
excess of $3,000 the Company’s policy is to take physical possession of the vehicle and secure it at one of its
storage sites. In the event of default, the Company contracts to repossess the automobile and subsequently
disposes of the automobile through its retail operations. Although the Company is exposed to the risk that
it is unable to locate the collateral securing forfeited title loans, it has not historically experienced material
adverse results from these instances. The Company’s primary internal growth strategy in Fiscal 2004
focused on autemobile title loans. During Fiscal 2005, the Company reduced its emphasis on auto title
loans due to increased competition and potential legislation in Georgia that could impact the profitability
of auto title loans.

- The recovery of the amount advanced, as well as realization of a profit on the sale of merchandise, is

“dependent on the Company’s-initial-assessment of the property’s estimated resale value. Improper

assessment of the resale value of the collatéral in the lending function can result in reduced marketability




of the property and resale of the merchandise for an amount less than the amount advanced. For example,
unexpected technological changes could adversely impact the value of consumer electronic products and
declines in gold and silver prices could reduce the resale value of jewelry items acquired in pawn
transactions and could adversely affect the Company’s ability to recover the carrying cost of the acquired
collateral. The Company has historically experienced profits from the sale of such merchandise, except for
sales of repossessed cars related to loans on auto titles. The Company establishes reserves for the
anticipated losses on defaulted auto title loans.

Retail Sales

The Company sells pre-owned products acquired either when a pawn loan is not repaid or purchased
from individual customers or other sources. Merchandise acquired through defaulted pawn loans is carried
at the amount of the related pawn loan, exclusive of any uncollected pawn service charges. Management
believes that this practice helps ensure inventories are reported at the lower of cost or market value. The
Company writes down its merchandise held for resale to lower of cost or market based upon management’s
evaluation of the marketability of the merchandise. Management’s evaluation takes into consideration the
age of slow moving merchandise on hand and markdowns necessary to liquidate slow moving merchandise.

Merchandise sales contributed to 66.4%, 66.1% and 67.2% of the Company’s total revenues during
Fiscal 2005, Fiscal 2004 and Fiscal 2003, respectively. Merchandise sales contributed to 33.9%, 25.4% and
37.1% of the Company’s gross profit during Fiscal 2005, Fiscal 2004 and Fiscal 2003, respectively. The
Company realized gross profit margins on merchandise sales of 25.9%, 17.4% and 28.8% during Fiscal
2005, Fiscal 2004 and Fiscal 2003, respectively. See “Item 6. Management’s Discussion and Analysis or
Plan of Operation” for a discussion of factors affecting the results of operations of the Company’s retail
sales.

The Company does not provide financing to purchasers of its merchandise nor does it provide
warranties or refunds for merchandise sold at any of its locations.

 Prospective purchasers may purchase an item on layaway, whereby the purchaser will typically put
dowr a minimum of 20% of an item’s purchase price as a layaway deposit. The Company will hold the item
for a ninety-day period during which the customer is required to pay for the item in full. As of June 30,
2005 layaway deposits held by the Company totaled approximately $70,000.

Retail Store Management

Each location has a store manager who typically supervises its personnel and assures the location is
managed in accordance with Company guidelines and established policies and procedures. Each store
manager reports to a district manager who will typically supervise up to nine stores. At June 30, 2005 the -
Company had established five operating districts, each of which was managed by a district manager.

COMPETITION

The Company encounters significant competition in the operation of its business. In connection with
lending operations, the Company competes with other pawnshops (owned by individuals and by large
operators) and certain financial institutions, such as consumer finance companies, which generally lend on
an unsecured as well as on a secured basis. The Company’s competitors in connection with its retail sales
include numerous retail and discount stores that have greater financial resources than the Company. These
competitive conditions may adversely affect the Company’s revenues, profitability and ability to expand.

The Company’s stores are positioned similarly to national discount stores. They are attractive, clean,
well-lit and conveniently located. Merchandise is displayed in ap organized, easy-to-shop manner and the
Company’s stores do not sell handguns, sporting rifles or assault rifles.




OPERATING CONTROLS

The Company ! has an organizational structure that management believes can support a larger number
of locations. Thé store locations are monitored on a daily basis from corporate headquarters through a
centralized online computer system. The Company has an internal audit staff that perforns physical counts
of merchandise inventory and pawn loan collateral at each of the Company’s locations ap; roximately every
sixty days. Additionally, the internal audit staff assists the corporate headquarters in verifying that the
Company’s store operating policies and procedures are consistently followed. Management believes the
current operating and financial controls and computer systems are adequate for its current operating base.
The Company is evaluating new systems for improving the pawn lending decision process and provide -
additional avenues for disposition of merchandise through online markets. These systems would allow the
Company to leverage its existing dlstrlct management staff to acquire additional locations in its current
markets and in'new markets. :

REGULATION

The Company’s store operations are subject to extensive-regulation, supervision and licensing under
various federal, state and local statutes, ordinances and regulations. Set forth below is a summary of the
state pawnshop,regulations in those states of the Company’s operating locations at the end of Fiscal 2005.

Georgm “Pawnshop Regulations. Georgia state law requires pawnbrokers to mamtam detailed
permanent records concerning pawn transactions and to'keep them available for 1nspect,ton by duly
authorized law enforcement authorities. The Georgia statute prohibits pawnbrokers fromn failing to make
entries of material matters in their permanent records; making false entries in their records; falsifying,

- obliterating, destroying, or removing permanent records from their places of business; refusing to allow °

duly authorized law enforcement officers to inspect their records; failing to maintain records of each pawn
transaction for at least four years; accepting a pledge or purchase from a person under the age of eighteen -
or who the pawnbroker knows-is not the true owner of the property; purchasing or accepting a pledge of
merchandise on which the serial number has been-altered or obliterated; making any agreement requiring
the personal liability of the pledgor or seller or waiving any of the provisions of the Georgia statute; or
failing to return or replace pledged goods upon payment of the full amount due (unless the pledged goods

- have been.taken into custody by a court or a law enforcement officer). In the event pledged goods are lost -

or damaged while in the possession of the pawnbroker, the pawnbroker must replace the lost or damaged . -

‘goods with like kinds of merchandise. Under Georgia law, total interest and service charges may not,
- during each thirty-day period of the loan, exceed 25% of the principal amount advanced in the pawn
- - transaction: (except.that after ninety days from the origindl date of the loan; the maxirum rate declines to. .

12, 5% for each subsequent thxrty day perlod) The. statute prov1des that mumc1pa1 and ,ounty authormes
their hcenses and’ exermse such general supétvision as will-ensure fair dealmg between the pawnbroker o
and his customers.

North Carolina Pawnshop Regulations. In North Carolina the Pawnbrokers Modernization Act of
1989 regulates the licensing, reporting and financial responsibility of pawnbrokers. Appropriate city and
county governments must be petitioned in order to acquire a license. Once licensed, a pawnbroker must
keep consecutively numbered records of each and every pawn transaction. No pawnbroker may receive an
effective rate of interest in excess of 2% per month, except that the pawnbroker may charge additional fees
up to 20% per month for services such as title investigation, insurance, storage, reporting fees, etc., so. long
as certain total dollar limits are not exceeded. Mobile homes, recreational vehicles, or motor VethIES other
than a motorcycle may not be pledged. '

Other Regulatory Matters, etc.  The Bank Secrecy Act authorizes the United States Department of the

_Treasury to require financial service providers to maintain records of transactions invclving currency in an




amount greater than $10,000 or the purchase of monetary instruments for cash in amounts from $3,000.t6 -
$10,000. In general, every financial institution, including the Company, must report each deposit,
withdrawal, exchange of currency or other payment or transfer, whether by, through or to the financial
institution, that involves currency in an amount greater than $10,000. In addition, multjple currency
transactions must be treated as single transactions if the financial institution has knowledge that the
transactions are by, or on behalf of, any person and result in either cash in or cash out totaling more than
$10,000 during any one business day.

The Gramm-Leach-Bliley Act and its implementing federal regulatlons require the. Company to :
generally protect the confidentiality of its customers’ nonpublic personal information and to disclose to its N
customers its privacy policy and practices, including those regarding sharing the customers’ nonpublic ‘
personal information with third parties. Such disclosure must be made to customers at the time the
customer relationship is established, at least annually thereafter, and if there is a change in the Company’s:

privacy policy.

Effective February 1, 2003 the Company changed its policy with regard to loans on firearms to’
eliminate that portion of its business due to the increasing demands of regulatory agencies on the resale of
firearms. The Company sold firearms acquired through defaulted loans only to properly licensed resellers.
Prior to the elimination of the practice of lending on firearms, each store was required to-comply with the
Brady Handgun Violence Prevention Act (the “Brady Act”), which took effect on February 28, 1994. The
Brady Act imposes a waiting period/background check in connection with the disposition of handguns by
federally licensed firearms dealers. In addition, the Company must continue to comply with the
longstanding regulations promulgated by the Department of the Treasury, Bureau of Alcohol, Tobacco
and Firearms, which require each store dealing in guns to maintain a permanent written record of all
receipts and dispositions of firearms. The Company does not currently sell handguns, assault rifles or
sportmg rifles to the publlc

In addition to the state statutes and regulatlons described above, many of the Company s stores are
subject to municipal ordinances, which may require local licenses or permits, additional zoning restrictions,
and specified record-keeping procedures, among other things: Each of the Company’s stores, voluntarily or
pursuant to municipal ordinance, provides to the police department having jurisdiction copies of all daily
transactions involving pawn loans and over-the-counter purchases: These daily transaction reports are
designed to provide the local police with a detailed description of the goods-involved including serial . -
numbers, if any, and the name and address of the owner obtained from a valid identification card. -

A copy of the transaction ticket is provided to local law enforcement agencies for processing by the
National Crime Information Center to determine rightful owriership. Goods which are either purchased or
held to secure pawn loans and which are determined to belong to an owner other than the borrower or
seller are subject to recovery by the rightful owner. However, the Company hlstorlcally has not expenenced

a material number of claims of this sort, and the claims expenenced have not had a material adverse effect
on the Company s consolidated results of operations..

Employees

As of June 30, 2005 the Company had a total of 170 employees all of which are employed on a '
full-time basis. The Company maintains a performance-based compensation plan for.all store employees
based on, among other factors, profitability and special promotional contests. None of the Company’s
employees are covered by collective bargaining agreements. The Company con51ders its employee relat1ons
to be satisfactory.




Insurance

Casualty insurance, including burglary coverage, is maintained for each of the Company’s.stores, and
fidelity bond.coverage is maintained on each of the Company’s employees.

Management of the Company believes its operations are conducted in material compliance with all
federal, state and local laws and ordinances applicable to its business. There can be no assurance that
additional local, state or federal legislation will not be enacted or that existing laws and regulations will not
be amended which could have a material adverse effect on the Company’s consolidated operations and
financial condition.

ITEM 2. DESCRIPTION OF PROPERTY

The Company currently leases all of its locations with monthly rental payments ranging from $2,600 to
_ $7.,000 per location and having initial lease terms expiring from September 2005 through October 2010.
Substantially all of the Company’s leased locations include renewal options. The size of the leased store
locations range from approximately 2,000 to 19,075 square feet. The Company leases all of these properties
from unaffiliated third parties. ’

The following table sets forth the geographic markets served by the Company and the number of
stores in each market as of June 30, 2005, June 30, 2004, and June 30, 2003: ‘

Number of Number of Number of
Stores as of Stores as of Stores as of
June 30,2005 Jume 30,2004  June 30, 2003
Georgia: o R T : ,
“Atlanta Metropohtan Area............ ... el 20 - 20 9
Dalton..........cooiveeiinn. e : Sl I -1
"Rome .......... S e 1 1 1
Cathoun ......... ...l ' 1 1 1
~ Total Georgia ............... e 23 23
North Carolina: : L
Ce ~ Charlotte ......... e e P 3 3 3
TotalNorthCarohna................; ...... 3. .3 3
South- Carohna U ) ’
T Greenville Metropolrtan Area VR e s e T | | A .1
i _:;. _Total South Carohna.’;g i e Y (SRS —
——wnom . Total.- e bt et sonecanen e e 26 726 26

The Company considers is'equipment, furniture and fixtures and leased buildings to be.in good
condition. The Company’s leases typically require the Company to pay all maintenance costs, insurance .
‘costs and property taxes. The Company is operating one location with a month-to-month lease.

ITEM 3. LEGAL PROCEEDINGS

The Company is from time to time a defendant (actual or threatened) in certain lawsuits and
arbitration claims encountered in the ordinary course of business, the resolution of which, in the opinion of
management, should not have a material adverse impact on the Company’s fmancral position, results of
operation, or cash flows,




ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to the Company’s security holders during the fourth quarter of
Fiscal 2005.

ITEM 4A. EXECUTIVE OFFICERS OF THE COMPANY

The executive officers of the Company, their ages and the offices held, as of June 30, 2005, are as
follows: :

Name Age Title

Dwayne A. Moyers........... 36 Chairman of the Board, Chief Executive Officer and
: Vice President

Robert W. Schleizer.......... 51 Chief Financial Officer, Executive Vice President, -

o Treasurer and Secretary
Jeffrey A. Cummer........... 47  Vice President
Roger F.Hogan.............. 38 Chief Operating Officer and Vice President of
PawnMart
DanielPeat ................. 47  Vice President of Administration of PawnMart

Dwayne A. Moyers was appointed Chief Executive Officer of the Company in March 2004, Chairman
of the Board in September 2002, Vice President in August 2002 and as a Director in March 2001, He has
served as President and as a Director of Xponential Advisors, Inc. since October 2003; as Executive
Vice President, Chairman of the Board and as a Director of PawnMart, Inc. since January 2003; and as
President and as a Director of Xponential Real Estate Holdings, Inc. since February 2005. Mr. Moyers
served as Interim President of American IronHorse Motorcycle Company, Inc., a motorcycle manufacturer
located in Fort Worth, Texas (“American IronHorse”), from June 2004 to July 2004, as a director of that
company since March 1998 and as its chairman of the board since July 2004. Mr. Moyers served as
Vice President, Secretary and Treasurer of C/M Holdings, Inc. from November 1994 until its merger with
and into the Company in August 2002, and served as a director of that company from May 1997 until
August 2002. He has served as Vice President of Hulen Capital Partners, Inc. (formerly Cummer/Moyers
Capital Partners, Inc.) since July 1994. Mr. Moyers has served as Vice President, Cummer/Moyers
Division, of Sanders Morris Harris Inc. since October 2000. He also served as Vice President of
Cummer/Moyers Securities, Inc. and Cummer/Moyers Capital Advisors, Inc. from September 1996 and
October 1996, respectively, until October 2000. Mr. Moyers is a registered investment advisor agent
through SMH Capital Advisors, Inc.

Robert W. Schleizer was appointed Executive Vice President, Chief Financial Officer, Treasurer and as
a Director of the Company in January 2001 and as Secretary in May 2001. Mr. Schleizer has served as ~
Chief Financial Officer, Secretary, Treasurer and as a Director of Xponential Advisors, Inc. since
October 2003; as Executive Vice President, Chief Financial Officer, Secretary and Treasurer and as a
Director of PawnMart, Inc. since January 2003; and as Chief Financial Officer, Secretary, Treasurer and as
a Director of Xponential Real Estate Holdings, Inc. since February 2005. He also served as Chief Financial
Officer and Secretary of American IronHorse from January 2004 to March 2005. Mr. Schleizer is a partner
with Tatum CFO Partners, LLP, a national firm of chief financial officers, and has extensive restructuring
experience. He is a Certified Insolvency Recovery Adviser.

Jeffrey A. Cummer was appointed Vice President and as a Director of the Company in August 2002.
Mr. Cummer served as President and a director of C/M Holdings, Inc. from November 1990 until its
merger with and into the Company in August 2002. He has served as President of Hulen Capital
Partners, Inc. since July 1994, Mr. Cummer has served as President, Cummer/Moyers Division, of Sanders
Morris Harris Inc. since October 2000. He also served as President of Cummer/Moyers Securities, Inc. and




Cummer/Moyers Capital Advisors, Inc. from September 1996 and October 1996, respectively, untit
October 2000. He is also President of Select Partners, Ltd., a Cayman Islands exempt corporation.

Mr. Cummer is a Certified Financial Planner. He is also a registered investment advisor agent through
SMH Capital Advisors, Inc. ‘

Roger F. Hogan has served as Chief Operating Officer and Vice President of PawnMart, Inc. since
January 2003. Mr. Hogan joined the Company in November 1994 as a store associate, and was promoted to
Store Manager in April 1995, to District Manager in August 1995 and to Regional Manager in
January 2001.

-Daniel Peat was appointed Vice President of Administration of PawnMart, Inc. in September 2003. He
joined the Company in September 2001 as Controller. Mr. Peat has over twenty years experience in public
and private accounting working with Fortune 500 companies and entrepreneurs. He received a Bachelor of
Business Administration degree with a certificate in accounting from Southern Methodist University,
Dallas, Texas, in 1980.




PART II
ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
Market Information

As of September 21, 2005 there were 2,380,804 shares of Common Stock outstanding and
approximately 202 stockholders of record of the Common Stock. The Company’s Common Stock
commenced trading on the Nasdaq Bulletin Board under the symbol “XPOI.OB” in August 2004.

For the periods indicated, the following table sets forth the high and low bid prices per share of
Common Stock. These quotations were obtained from The Nasdaq Stock Market, Inc. and reflect inter-
dealer prices, without retail mark-up, mark-down or commission and may not represent actual
transactions.

Quarter _High Low

First Quarterended 09-30-04 . .. ... .ottt i $1.15 $1.10
Second Quarterended 12-31-04 ... . $1.95 $1.15
Third Quarterended 03-31-05 . ... ..o v i $3.95 $1.95
Fourth Quarter ended 06-30-05..........covivriirir i, $3.42 $2.00

In connection with the Merger, the equity holders of CMHI received 1,071,636 shares of Series A
Preferred Stock and 500,042 shares of Series B Preferred Stock. The Series A Preferred Stock is
redeemable at the rate of 100,000 shares per annum beginning April 30, 2005, and on each anniversary
date thereafter until April 30, 2010, when the Company shall redeem the balance of the Series A Preferred
Stock outstanding. The redemption price is $5.00 per share, subject to anti-dilution adjustments. The
Company engaged The Bank of New York Trust Company, N.A. to act as redemption agent for the
Series A Preferred Stock. On April 30, 2005 the Company redeemed a total of 100,004 shares of Series A
Preferred Stock for $500,020. The Preferred Stock has a liquidation preference over the Common Stock
and the Series B Preferred Stock is convertible into 1,720,130 shares of Common Stock.

Dividends

There have been no cash dividends declared on the Common Stock during the past two fiscal vears.
Section 170 of the Delaware General Corporation Law (the “Delaware Law”) restricts the declaration and
payment of dividends to be made only from surplus, as defined in and computed in accordance with
Sections 154 and 244 of the Delaware Law, or if there is no surplus, out of net profits for the fiscal year in
which the dividend is declared and/or the preceding fiscal year, provided that dividends cannot be declared
or paid from net profits if there is a capital deficiency, as defined in the Delaware Law, that has not been
cured.

In addition, the Company’s credit facility contains covenants prohibiting the payment of dividends,
without the prior written consent of the lender, on the Company’s Common Stock.

Securities Authorized for Issuance Under Equity Compensation Plans

For the Company’s equity compensation plans, the following table shows, at the end of Fiscal 2005,
(a) the number of securities to be issued upon the exercise of outstanding options, warrants and rights,
(b) the weighted average exercise price of such options, warrants and rights, and (c) the number of
securities remaining available for future issuance under the plans, excluding those issuable upon exercise
of outstanding options, warrants and rights.
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77t - -~ --Equity Compensation Plan Information

Number of securities remaining

Number of securities te Weighted-average -available for future issuance
be issued upon exercise = exercise price of under equity compensation plans
‘ o of ontstanding options, outstanding options, (excluding securities reflected
Plan Category . warrants and rights warrants and rights in column (a))

(a) (b) (©
Equity compensation plans

approved by security holders. . . . 220,000 $1.13 454,144(1)
Equity compensation plansnot - :

approved by security holders. . .. — - 250,000(2)
Total .............. e 220,000 $1.13 704,144

|

(1) At June 30, 2005 the number of shares of Common Stock available for incentive awards under the
2003 Stock Option Plan is 204,000 shares. The number of shares of Common Stock available for
incentive awards under the 2003 Stock Incentive Plan is the greater of (a) 325,000 shares or (b) the
number of shares equal to five percent (5%) of the total number of shares of Common Stock from
time to time outstanding. 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.

(2) At June 30, 2005 the number of shares of Common Stock available for incentive awards under the
2005 Stock Purchase Plan (the “2005 Plan”) is 250,000 shares, subject to stockholder approval at the
next annual meeting of stockholders to be held in November 2005. The 2005 Plan allows eligible
employees and directors of the Company and its designated subsidiaries to periodically purchase
Common Stock of the Company through payroll or other deductions from compensation of up to
100% of a participant’s compensation. Shares of Comman Stock are purchased under the 2005 Plan at
-a discount to the market price equal to eighty five percent (85%) of fair market value of the

- Company’s Common Stock. No purchases were made under the 2005 Plan in Fiscal 2005.

Purchases of Equlty Securltles

The Company purchased no shares in Fiscal 2005.

Recent Sales of Unregistered Securities

From October 2004 through September 27, 2005 the Company soid an aggregate cf §11, 532 000 in
original principal amount of 8% Limited Recourse Secured Convertible Subordinated Notes due 2014 (the
“Convertible Notes”) to one hundred twenty-six (126) individual and entity investors. Since the Company’s
last report on Form 8-K dated August 18, 2005, as filed with the Securities and Exchange Commission on
August 24, 2005, in which the Company disclosed the sale-of $1,318,000 in original




principal amount of Convertible Notes, the following Convertible Notes (totaling $1,403,000 in original
principal amount) have been sold by the Company:

Original Issuance Date . ’ ) ) Principal Amount
0823 05 vttt e e e e $ 80,000
08 25 05 et e e e $ 23,000
08/26/05 vt e $250,000
08/26/05 v e e e e e, $ 50,000
08/30/05 .ottt i e i it e it e et et $ 25,000
08731705 et $ 50,000
00/06/05 it e e e e e $ 50,000
00708 05 it e e e e e e $ 50,000
00/08 05 .« ottt e e e e e $100,000
00/13/05 i e e e e $100,000 .
00/18/05 vt e e e $100,000
09 23 05 e e ettt e s ~§ 25,000
09/27/05 ...l S e $500,000

The Convertible Notes were sold pursuant to an ongoing private offering of up to $20,000,000 in
original principal amount of Convertible Notes by the Company (the “Offering”). The Convertible Notes
are being offered only to “accredited investors” as defined in Rule 501(a) of Regulation D promulgated
under the 1933 Act.

The Convertible Notes are being offered on a best efforts basis by Massie Capital, Ltd. (the “Selling
Agent”), a licensed member of the National Association of Securities Dealers, Inc. The Company will pay
a commission of 9% of the selling price of the Convertible Notes to the Selling Agent. In addition to the
cash commission, the Company will issue to the Selling Agent for each $10,000 in principal amount of
Convertible Notes sold, 100 warrants (“Selling Agent’s Warrants”), each exercisable to purchase one share
of the Company’s Common Stock at $11 per share. The Selling Agent’s Warrants will expire seven years
from the date of issuance. The Selling Agent may distribute a portion of the cash commission and Selling
Agent’s Warrants to soliciting broker-dealers who participate in the Offering. As of June 30, 2005 the
Company had paid $794,340 in commissions and issued 88,260 Selling Agent’s Warrants. The Selling
Agent’s Warrants are valued at $0.62 each for a total of $55,000 as of June 30, 2005. The Selling Agent has
distributed a total of $537,320 in commissions and 59,702 Selling Agent’s Warrants pursuant to agreements
with its soliciting broker-dealers, including $535,570 of commissions and 59,508 Selling Agent’s Warrants
to Sanders Morris Harris Group, Inc., a related party. )

The Convertible Notes are convertible at the option of the holders-into shares of Common Stock of
the Company, at a conversion rate of 100 shares of Common Stock per $1,000 principal amount of
Convertible Notes, subject to adjustment upon certain events. The Convertible Notes are convertible at
any time prior to the close of business on December 31, 2014, unless previously redeemed, at the
conversion rate set forth above. Holders of Convertible Notes called for redemption will be entitled to
convert the Convertible Notes up to and including, but not after, the business day immediately before the
date fixed for redemption.

The foregoing issuances were made in reliance on Rule 506 of Regulation D promulgated under the
1933 Act.
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ITEM 6 MANAGEMENT’S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION
GENERAL

The Company’s revenues are derived primarily from finance and service charges on secured, non-
recourse loans (“pawn loans”) and the proceeds from. the sales of unredeemed merchandise inventory
(“merchandise sales”). The Company’s pawn loans are generally made on the pledge of tangible personal
property for one month, with automatic extension periods based on statutory requiremenits. All pawn loans
are collateralized by tangible personal property placed in the possession of the Company, except for title
loans. During the term of a title loan, the borrower is generally allowed to maintain possession of the
collateral. See “Item 1. Description of Business—Continuing Store Operations—Lending.” Pawn service
charges are recognized when loans are repaid or renewed. If a loan is not repaid, the principal amount

_advanced on the loan, exclusive of any uncollected pawn service charges, bccomes the carrying value of the
forfelted collateral “(inventory), which is recovered through sale.. SR

CRITICAL ACCOUNTING POLICIES e

Management’s Discussion and Ana1y31s or Plan of Operatlon is based upon the Company s
consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States. The preparation of these financial statements requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities,
and 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: On an ongoing basis, management
evaluates its estimates and judgments, including those related to revenue recognition, inventories,
allowance for losses on advances, long-lived and intangible assets, income taxes, contingencies and
litigation. Management bases its estimates on historical experience and on various other assumptions that
are believed to be reasonable under the circumstances, the results of which form the basis for making -
judgments about the carrying values of assets and liabilities. Actual results may diffet from these estimates
under different assumptions or conditions. ‘ '

Management believes the following critical accounting policies affect its more significant judgments
~and estimates used in the preparation-of its consolidated financial statements:

Finance and Service Charge Revenue Recognition. The Company accrues finarice and service -
charge revenue 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 the pawn loan is not repaid, the
principal amount becomes the carrying value of the forfeited collateral, which is recovered through
sale. In the event the future performance of the loan portfolio differs significantly (positively or
negatively) from expectations, revenue for the next reporting period would be likewise affected.

Inventories. Inventories consist primarily of forfeited collateral from pawn loans not repaid.
" The carrying value of the forfeited collateral is stated at the lower of cost (cash amount loaned) or -
market. Because pawn loans are made without the borrower’s personal liability, the Company does -
- not investigate the creditworthiness of the borrower, but evaluates the pledged personal property as a
- basis for its lending decision. The amount the Company is willing to finance is typically basedona - .
.~ percentage of the pledged personal propetty’s estimated disposition value. The sources for the
...... ,'., Company’s determination of the estimated disposition value are numerous and include the Company s
‘—~oo ... _internally. publlshed'prlcmg guides, catalogues, “blue books,” newspapers and previous disposition
experience with similar items. The Company performs a physical count of its inventories at each
location periodically and reviews the composition of inventory by category and age in order to assess
the carrying value of its inventories. Adverse changes in the disposition value of the Company s
inventories may result in the need to write down its value. -




Income Taxes. As part of the process of preparing the consolidated financial statements, the
Company is required to estimate income taxes in each of the jurisdictions in which it operates. This
process involves estimating the actual current tax expense together with assessing temporary
differences in recognition of income for tax and accounting purposes. These differences can result in
deferred tax assets and liabilities. As of June 30, 2005 the Company has not recognized any deferred
tax assets or liabilities. In accordance with American Institute of Certified Public Accountants
Statement of Position 90-7, the Company recognized $207,000 and $614,000 of income tax expense
and recorded increases in additional paid in capital related to the utilization of net operating loss
carryforwards of $196,000 and $596,000 for the years ended June 30, 2005 and 2004, respectively,
‘previously unrecognized upon emergence from bankruptcy.

Investments. The Company accounts for its investment in American IronHorse on the cost
method. The investment of $4,836,000 at June 30, 2005 is 15.1% of the equity of American IronHorse.
Of this amount, $600,000 is financed by a private party seller with a promissory note at 5% interest per
annum requiring monthly payments of principal and interest of $21,318 for 30 months beginning
August 28, 2004. The Company’s other investments are accounted for as available for sale securities
which results in the investments being carried at fair value on the balance sheet.

RESULTS OF OPERATIONS
For the Year Ended June 30, 2005 Compared to the Year Ended June 30, 2004

Total revenues decreased to $18,995,000 from $20,534,000 for the year ended June 30, 2005 (“Fiscal
2005”) compared to the year ended June 30, 2004 (“Fiscal 2004”), a 7.5% decrease. The decrease is due
primarily to decreases in pawn service charges on title loans, decreased vehicle sales and decreased jewelry
and jewelry scrap sales. Merchandise sales for Fiscal 2005 were $12,618,000 compared to $13,585,000 for
Fiscal 2004.

In March 2004 the Company decided to close its store in South Carolina due to changes in pawn
regulations. Store closing costs and impact on the Company’s operations are insignificant. The store was
closed in July 2004.

The Company earned management advisory and investment fees totaling $128,000 during Fiscal 2005
related to the Company’s investment in American IronHorse Motorcycle Company, Inc., compared to
$344,000 in Fiscal 2004.

Gross profit in Fiscal 2005 increased to $9,519,000 from $8,974,000 in Fiscal 2004, a 6.1% increase.
Gross profit includes revenue generated from pawn service charges and related fee income and
merchandise sales net of cost of goods sold. Gross profit as a percent of total revenue increased to 50.8%
in Fiscal 2005 compared to 45.4% for Fiscal 2004. The increase in gross profit is attributable to higher
gross margins on merchandise sales, reduced losses on car sales and reduced losses on unrecovered cars on
defaulted car title loans. Gross profit on merchandise sales increased $901,000, or 38.0%, to $3,270,000 in
Fiscal 2005.

Gross profit as a percent of merchandise sales will be affected by the Company’s lending practices and
ability to effectively implement its specialty retail strategies. Gross profit as a percent of merchandise sales
increased to 25.9% of merchandise sales in Fiscal 2005 compared to 17.4% in Fiscal 2004 due to improved
margins due primarily to lower losses on sales of repossessed cars and reduced losses on unrecovered cars.

Store operating expenses consist of all items directly related to the operation of stores, including
salaries and related payroll costs, rent, property taxes, utilities, advertising, licenses, supplies, security costs,
and other miscellaneous store expenses. Store operating expenses decreased $232,000, or 3.9%, to 30.5%
of total revenues during Fiscal 2005, from $6,021,000, or 29.3% of total revenues during Fiscal 2004. The
decrease is primarily attributable to a $366,000 decrease in personnel expenses due to lower staffing levels
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and changes in commission and bonus programs which was partially offset by increases in other store
operating expenses.

Corporate administrative expenses decreased 6.1% to $2,887,000 durlng Fiscal 2005 from $3,074,000
during Fiscal 2004 primarily due to lower personnel costs attributable to bonuses paid in Fiscal 2004.
Corpdrate administrative expenses were 15.2% of total revenues during Fiscal 2005 as compared to 15.0%
during Fiscal 2004.

Interest expense increased to $748,000 from $738,000 during Fiscal 2005 as compared to Fiscal 2004
primarily due to lower outstanding balances on its line of credit and due to the redemption of $500,000 of
Series A Preferred Stock in April 2005, offset by increased interest expenses related to sales of Convertible
Notes.

The Company recognized a gain of $331,000 on the sale of securities during Fiscal 2005 compared to a
gain of $2,046,000 on the sale of securities during Fiscal 2004 primarily due to the sale of its holdings in
Sanders Morris Harris Group Inc. for $4,998,000 in July 2003 which resulted in a $1,630,000 gain.

The Company recognized income tax expense of $207,000 during Fiscal 2005 compared to $614,000
during Fiscal 2004. The income tax expense is principally related to the utilization of net operating loss
carryforwards not previously recognized from bankruptcy.

The following table, as well as the discussion following, should be read in conjunction with “Item 7.
Consolidated Financial Statements” and the notes thereto.

Fiscal 2005  Fiscal 2004

Operating statement items as a percent of total revenues:

Merchandise sales. ...t 66.4% 66.1%
Pawn service charges and related fee income ........ R 32.9 322
Management advisory and related fee income ............. 0.7 1.7
Total TEVEMUES . ... v it e e 100.0 100.0
CCostofsales. ... ... 49,2 54.6
Store operating expenses. ..... .. . UL Couvnonoo e 305 2930
Corporate administrative eXpenses . ..........coouvienne... 15.2 15.0
= ———-- Pepreeciation and.amortization .., ............. Ceeeen e 22 23
= ‘Operating-gain(loss)-- . . . .. e e e U 29 0 Yy
Interest and dividend income......... ..o 1.1 2.0
INterest EXPense ... ...vureent i (3.9) (3.5)
Gain on sale of investments ...............oi i, 1.7 9.9
" Incomie tax (provision) benefit.. ... ...... e e (U7 I X))

NEetINCOME « oottt e e et et e 0.7% 4.2%

LIQUIDITY AND CAPITAL RESOURCES

The Company’s operations and growth have been financed with funds provided by the Merger in
conjunction with the Plan, bank borrowings, proceeds from the sale of Convertlble Notes, and funds
generated from operations. | :

Under the terms of the Plan, the Company cancelled all equity interests as of the Confirmation Date,
which included all common and preferred shareholder interests, and interests of any holders of options or
. warrants, and issued 2,079,948 shares of Common Stock to its unsecured creditors in exchange for
cancellation of indebtedness upon completion of the Merger on August 30, 2002. The equity holders of
CMHI received 1,071,636 shares of Series' A Preferred Stock and 500,042 shares of Series B Preferred
Stock. The Series B Preferred Stock is convertible at a ratio of approximately 3.44 shares of Common
Stock for each share of Series B Preferred Stock to a total of 1,720,130 shares of Common Stock. As a
result of the Merger, the Company received $2,565,000 in cash and $5,084,000 in marketable securities.




The Company obtained a new revolving credit facility on June 17, 2004 from FCC, LLC, d/b/a First
Capital, Kennesaw, Georgia (the “Lender”), in an amount up to $4,500,000, which bears interest at the
prevailing prime rate plus 2% (8.0% at June 30, 2005), and matures on June 17, 2007 (the “Credit
Facility”). The Credit Facility is an asset-based loan with advances thereunder based on PawnMart’s
eligible accounts receivable and inventory, subject to reserves and ad]ustments The Credit Facility is
collateralized by substantially all of the unencumbered assets of PawnMart and is guaranteed by the
Company. Under the Credit Facility the Company is required to maintain certain financial covenants and
is prohibited from paying cash dividends on its Common Stock unless specifically approved by the Lender.
The Company was not in compliance with one of the financial covenants as of June 30, 2005, but
subsequent negotiations with the Lender resulted in an amendment to the Credit Facility which modified
the financial covenant effective as of June 30, 2005, as a result of which amendment the Company is no
longer in default under the Credit Facility as of June 30, 2005. The Company continues in compliance with
all financial covenants under the Credit Facility as of the date of this Report. During Fiscal 2005 the
Company paid fees associated with the Credit Facility totaling $60,000.

The Company is offering $20,000,000 of 8% Limited Recourse Secured Convertible Subordinated
Notes (“Convertible Notes”) through a private placement. As of June 30, 2005 the Company had sold a
total of $8,826,000 of the 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, Inc. The Company has guaranteed the payment of interest on the Convertible Notes through
December 31, 2008. The original principal amount of, plus any accrued and unpaid interest on, the
Convertible Notes are convertible at any time by the holders into shares of the Company’s $0.01 par value
common stock (“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, Inc., its wholly owned
subsidiary, 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 issued
88,260 Selling Agent Warrants in connection with the sale of Convertible Notes. The warrants; which are
exercisable to purchase one share of the Company’s Common Stock at $11 per share are valued at $0.62
each for a total of $55,000 which is reflected as a discount on the debt and an increase in the Company’s
additional paid in capital.

As of June 30, 2005 the Company’s primary sources of liquidity were $407,000 in cash and cash
equivalents, $4,677,000 in marketable securities, $336,000 in trade accounts receivable, $541,000 in pawn.
service charges receivable, $4,919,000 in pawn loan receivables, $4, 329,000 in inventories, $3, 455 000 in
available and unused funds under the Credit Facility.

Net cash used by operations during Fiscal 2005 was $1,084,000, primarily to fund an increase in
inventory of $1,361,000 and to increase outstanding pawn loans by $470,000. Management intends to
continue to reinvest cash flow generated from operations to expand its pawn loan receivables and to
establish new locations.

The Company’s profitability and liquidity is affected by the amount of loans outstanding, which is
controlled in part by the Company’s lending decisions. The Company is able to influence the frequency of
forfeiture of collateral by increasing or decreasing the amount loaned in relation to the sales value of the
pledged property. Tighter credit decisions generally result in smaller loans in relation to the estimated
sales value of the pledged property and can thereby decrease the Company’s aggregate loan balance and,
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consequently, decrease pawn service charges. Additionally, lower loans in relation to the pledged
property’s estimated sales value tend to slightly increase loan redemptions and improve the Company’s
liquidity. Conversely, providing higher loans in relation to the estimated sales value of the pledged
property can result in an increase in the Company’s pawn service charge income. Higher average loan
balances can also result in a slight increase in loan forfeitures, which increases the quantity of goods on
hand and, unless the Company increases inventory turnover, reduces the Company s liquidity.

The Company believes it has sufficient workmg capital to fund its current operations for Fiscal 2006,
to fund any potential acquisitions and to meet its debt service and preferred stock redemption
requirements.

The Series A Preferred Stock must be redeemed for cash at $5.00 per share by the Company
~ T beginning April 30; 2005 in-amounts of at least $500,000 per year. Each April 30 thereafter through 2009 -
an additional 100,000 shares must be redeemed for cash at $5.00 per share. On April 30, 2005 the
Company redeemed-a total of 100,004 shares of Series A Preferred Stock for $500,020. On April 36, 2010
any unredeemed shares must be redeemed for cash at $5.00 per share plus any accrued and unpald
dividends. : »

The following table summarizes the Company’s contractual obligations at June 30, 2005, and the
effect such obligations are expected to have on liquidity and cash flows in future periods, assuming the
Credit Facility is not renewed or extended in future periods (in thousands):

. . Series A Estimated. .. Non-

8% Preferred Interest Preferred cancelable

’ Convertible Stock Payments on Stock leases for

Credit .- Notes ‘Other Long Redemption Outstanding Dividend continuing

‘ Facility Payable Term Debt  Requirement Debt Requirement obligations Total
2006 ....... RN —  $360 §50 §L127 5 362 $1,153  § 3,502
2007 ...l $546 — 267 500 872 337 952 3,474
2008 .......... —_ — 27 500 - 797 312 904 2,540
N 2009 . — C— — 500 79 . 287 . 570 2,153
S 2010 ...... .. . = — — 2,858 796 232 23 3,909
2011 and

thereafter(l). _ —  $8,3826 — — . 2,787(D). 125(2)° - — 11,738

 Total.......... $546  $8,826 . .$654 $4,858 . $7,175 $1,655 $3,602 . $27,316

(1) Interest.expense related to the Convertible Notes is shown through maturities at December-31, 2014.

(2) Dividends for preferred stock represent cash requireierits for Series A and Series B Preferred Stock.
Fiscal 2011 represents the annual dividend on the Series B Preferred Stock only for that fiscal year.
The Series B Preferred Stock is redeemable at the option of the Company any time after April 30,
2009, but has no mandatory redemption requirement.

RECENT ACCOUNTING PRONOUNCEMENTS

FASB lssued SFAS No 123(R), “Share-Based Payment.” This statement is a revision of SFAS
No. 123, “Accounting for Stock- Based Compensation.” SFAS No. 123(R) addresses financial accounting
for transactions in which-an entity obtains employee services in share-based payment transactions.
‘Adoption of this statement is required for the Company’s fiscal year beginning July 1, 2005. The adoption
of this statement is not expected to have a material effect on the financial condition or results of operatlons
of the Company.




INFLATION

The Company does not believe inflation has had a material effect on its lending activities or its resulits
of operations. i

SEASONALITY f

The Company’s retail operations are seasonal in nature with increased merchandise sales during the
second and third fiscal quarters of each year. The Company’s lending operations are also seasonal, with
increased lending activities during the first and fourth fiscal quarters of each year.

FACTORS THAT COULD AFFECT FUTURE PERFORMANCE
Availability of Qualified Store Management Personnel

The Company’s ability to expand may also be limited by the availability of qualified store management
personnel. While the Company seeks to train existing qualified personnel for management positions and to
create attractive compensation packages to retain existing management personnel, there can be no
assurance that sufficient qualified personnel will be available to satisfy the Company’s needs with respect
to its planned expansion.

Competition

The Company encounters significant competition in connection with the operation of its business. In
connection with lending operations, the Company competes with other pawnshops (owned by individuals
and by large operators) and certain financial institutions, such as consumer finance companies, which
generally lend on an unsecured, as well as on a secured, basis. The Company’s competitors in connection ‘
with its retail sales include numerous retail and discount stores. Many of the Company’s competitors, '
including Cash America International, Inc., First Cash Financial Services, Inc., and EZCORP, Inc., have 1
greater financial resources. These competitive conditions may adversely affect the Company’s revenues, 4
profitability and ability to expand. ;

Government Regulation

The Company’s lending operations are subject to extensive regulation, supervision and licensing under
various federal, state and local statutes, ordinances and regulations. These statutes prescribe, among other
things, service charges a pawnshop may charge for lending money and the rules of conduct-that gevern-an—-- -~
éntity’s ability to maintain a pawnshop license. With respect to firearm and ammunition sales, a pawnshop
must comply with the regulations promulgated by the United States Department of the Treasury, Bureau
of Alcohol, Tobacco and Firearms. Governmental regulators have broad discretionary authority to refuse
to grant a license or to suspend or revoke any or all existing licenses of licensees under common control if
it is determined that any such licensee has violated any law or regulation or that the management of any
such licensee is not suitable to operate pawnshops. The Company discontinued making loans on, buying or
selling firearms in Fiscal 2003, but may have to comply with these regulations in the event stores that are
acquired have firearm inventory or pawn loans secured by firearms. In addition, there can be no assurance
that additional state or federal statutes or regulations will not be enacted at some future date which could
inhibit the Company’s ability to expand, significantly decrease the service charges the Company can charge
for lending money, or prohibit or more stringently regulate the sale of certain goods, such as firearms, any
of which could significantly adversely affect the Company’s prospects. In addition, the present statutory
and regulatory environments of some states render expansion into those states impractical. For instance,
certain states require public sale of forfeited collateral or do not permit service charges sufficient to make
pawnshop operations profitable,
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Risks Related to Improper Assessment of the Pledged Property’s Estimated Resale Value

The Company makes pawn loans without the borrower’s personal liability and does not investigate the
creditworthiness of the borrower, but relies on the pledged personal property, and the possibility of its
forfeiture, as a basis for its lending decision. In this regard, the recovery of the amount advanced, as well as
realization of a profit on sale of merchandise, is dependent on the Company’s initial assessment of the
property’s estimated resale value: Improper assessment of the resale value of the collateral can result in
reduced marketability of the property and resale of the merchandise for an amount less than the amount

--advanced: Although the Company has historically experienced profits from the sale of such merchandise,
no assurances can be given that the Company’s historical results will continue. For example, unexpected -
technological changes could adversely impact the value of consumer electronic products and declines in
gold prices could reduce the resale value of jewelry items acquired in pawn transactions and could
adversely affect the Company’s ability to recover the amount advanced on the acquired collateral.

Dependence on Key Management

The Company relies on the business and technical expertise of its executive officers and certain other
key employees. The Company does not have an employment agreement with any member of its executive
staff. The loss of the services of any of these individuals could have a material adverse effect on the
Company’s consolidated operating results. No assurance can be given that their services will be available in
the future. The Company’s success will also be dependent on its ability to attract and retain additional
quahﬁed management personnel -

"‘""“‘“"““Interest'Rate-Risk‘—v R

_ The Company is eéxposed to market risk in the form of interest rate risk. At June 30, 2005 the
Company had $546,000 outstanding under its Credit Facility with FCC; LLC. This Credit Facility is priced

T ~with a variable rate based on the prevailing prime rate plus 1.5%. See Note 7 of “Notes to Consolidated
Financial Statements,” Based on the average outstanding indebtedness during the year ended June 30,
2005, a 10% increase in interest rates would have increased the Company’s interest expense by
approximately $26,000 for Fiscal 2005.

The Company’s cash and cash equivalents are invested in money market accounts and in other interest
rate sensitive investments, including high yield bonds. Accordingly, the Company is subject to changes in
market interest rates. However, the Company does not believe a change in these rates would have a
material adverse effect on the Company’s operating results, financial condition, and cash flows.

Risks Related to Automobile Title Loans

_____ Georgia pawn regulations allow the Company to advance funds secured by automobile titles.
Approximately 7.4% of the Company’s total revenues during Fiscal 2005 were related to-pawn service -
charges generated from such advances. During the term of the title loan, the borrower is allowed to
maintain possession of the collateral unless the loan amount is in excess of $3,000. In the event of default,
the Company contracts to repossess the automobile and subsequently disposes of the automobile through
its retail operations. Although the Company is exposed to the risk that it is unable to locate the collateral
securing forfeited title loans, it has not historically experienced material adverse results from these
instances and there can be no guarantee that material adverse results will not occur in the future, Further,
the adoption of additional, or the revision of existing, laws and regulations impacting the Company’s ability

-« ... .to.advance funds secured by automobile titles could have a material adverse effect on the Company’s

business. The Company could also be subject to consumer claims and litigation seeking damages based

upon wrongful repossession of automobiles.




Issuance of Preferred Stock

The Company’s Amended and Restated Certificate of Incorporation authorizes the issuance of up to
2,500,000 shares of preferred stock with such rights and preferences as may be determined from time to
time by the Board of Directors. Accordingly, the Board of Directors may, without stockholder approval,
issue preferred stock with dividend, liquidation, conversion, voting, redemption or other rights which could
adversely affect the voting power or other rights of the holders of the Company’s Common Stock. The
issuance of any shares of preferred stock having rights superior to those of the Company’s Common Stock
may result in a decrease in the value or market price of the Common Stock and could further be used by
the Board as a device to prevent a change in control of the Company. Holders of the preferred stock may
have the right to receive dividends, certain preferences and conversion rights.

Under the terms of the Plan, the Company merged with CMHI in exchange for two classes of
preferred stock. The Series A Preferred Stock has a par value of $0.01 per share and pays a $0.25 per share
cumulative cash dividend annually. The Company issued 1,071,636 shares of Series A Preferred Stock. The
Series A Preferred Stock must be redeemed for cash at $5.00 per share by the Company beginning
April 30, 2005 in amounts of at least $500,000 per year. Each April 30 thereafter through 2009 an
additional 100,000 shares must be redeemed for cash at $5.00 per share. On April 30, 2010 any
unredeemed shares must be redeemed for cash at $5.00 per share plus any accrued and unpaid dividends.
The Company classified the Series A Preferred Stock as a liability in accordance with SFAS 150. See
Note 9 of “Notes to Consolidated Financial Statements.”

The CMHI shareholders also received 500,042 shares of Series B Preferred Stock that has a par value

of $0.01 and is convertible into 1,720,130 shares of Common Stock. The Series B Preferred Stock also pays
a $0.25 per share cumulative cash dividend annually.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Xponential, Inc.:

We have audited the accompanying consolidated balance sheets of Xponential, Inc. and subsidiaries
as of June 30, 2005 and 2004 and the related consolidated statements of operations, stockholders’ equity,
and cash flows for the years ended June 30, 2005 and 2004. These consolidated financial statements are the
responsibility of the Company’s management. Qur responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). 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
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Xponential, Inc. and subsidiaries as of June 30, 2005 and
2004, and the consolidated results of their operations and their consolidated cash flows for the years then
ended, in conformity with accounting principles generally accepted in the United States of America.

/s/f GRANT THORNTON, LLP

Dallas, Texas
September 12, 2005
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XPONENTIAL, INC. AND SUBSIDIARIES
Consolidated Balance Sheets:

777 (In Thousands)
As of June 30
2005 2004
e e Assets -
, Current assets: TR e e e IR o
Cash and cash equivalents. . ...........c....ooiiuinn... e ©$ 407 "$ 206"
ACCOUNES TECRIVADIE. . . . .. ettt e e e 336 73
Pawn service chargesreceivable . ... . o . 541 489
Pawnloansreceivable . . ... .o i e e 4,919 4,449
VT O S, . o vttt e e e e e e e e 4,329 2,968
Investments—marketable SeCurities. . .. ... vt e e 4,677 3,017
Prepaid expenses and Other CUITEME ASSEES . .« .« v v v o v et e nvs i enae e et e eat e eeeenenens 276 275
TOTAl CUITEME ASSELS .« o o vt ettt ettt ettt et e et e e et e et et e e et e 15,485 11,477
Property and eqUIPment . . . . ... ..t e 848 869
7 Intangible assets net of amortization-of $76.and $43 as of June 30, 2005 and 2004, respectlvely ....... 2 35
Investment in American IronHorse Motorcycle Company, Inc. . . ..o .vvvvnenon o 00000 4,836 3,018 -
Bond issuance costs, net of amortization of $22 and $0 as of June 30, 2005 and 2004, respéctively e 849 —
Other assets, net of amortization of $25 and $0 as of June 30, 2005 and 2004, respectively. . ......... 200 155
Total assets. ......... N 22,220 15,554
' Liabilities and Stockholders’ Equity
Current liabilities:
Current maturities of notes payable . . ... ..o i - 860 621
Accounts payable and accrued eXpenses. .. ... ... e 413 338
Accrued payroll and payroll taxes. . . ... ... e 334 265
o — Deferred.revenue..... ., ....... L PP ) 70 - 93
Total current liabilities ............ J T R, SRR T e 1,677 1,317
Long term notes payable: o o .
Bank lineof credit..................... et e e e e e e e e 546 2,785
8% limited recourse convertible notes, net of discount of $55 .. ... .. ... ... i, 8,771 —
Other long termnotes payable . . ... ... 294 265
Total long term notes payable.......... S 9,611 3,050
Commitments and contingericies )
Redeemable preferred stock:
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,
2005 and 2004; 971,632 and 1,071,636 shares outstandmg as of June 30, 2005 and 2004, respectively. 4,358 4,858
Total abilties . . ..ottt e e e e e 15,646 9,225
Stockholders’ equity:
Preferred stock—Series B; convertible, 500,050 shares authorized; 5% cumulative dividend,
liquidation preference $5.00 per share; 500,042 shares issued and outstanding at June 30, 2003
and 2004 . . e 5 5
Common stock $0.01 par value; 10, 000 000 shares authorized: 2,380,804 and 2,344,206 shares :
issued at June 30, 2005 and 2004, respectively . ...t i 24 24
TrEasUIY STOCK . . oottt e (40) (40)
Additional paid-incapital . . ... ... 5,631 5,319
- “~Retained earnings . .. .. .. e e e 756 740
e . ‘Accumulated other comprehensxve INCOME . ..o S 198 281
e i Total stockholders equity. ... .. e 6,574 6,329
' Total liabilities and stockholders’ equity. ............... e e e e e L. $22220 $15,554
See accompanying notes to consolidated financial statements.
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XPONENTIAL, INC. AND SUBSIDIARIES
Conselidated Statements of Operations
(In Thousands, Except Per Share Data)

For the For the
Year Ended Year Ended
June 30,2005  June 30, 2004

Revenues:
Merchandise Sales. .. ... oottt e $12,618 $13,585
Pawn service charges and related feeincome ..............ocvviiiin 6,249 6,605
‘Management advisory and related fee income. ......................... 128 344
T Otal TEVEIUES. . . vttt et 18,995 20,534
Expenses:
CostOfsales . . v i e e 9,348 11,216
Store Operating EXPenSeS. .. .o r et ittt e e 5,789 6,021
Corporate administrative eXpenses . ... v.vvueeternerneenneeuerennenn. 2,887 3,074
Depreciation and amortization. .............cocoiiiiii i 417 473
Total eXpenses. ............even.. e e 18,441 20,784
Operating income (10S8) ... v vuui it iianit it caiaians 554 (250)
Interest and dividend income .......... ... .. ol e 211 - 423
INtETESt BXPEIMSE. .« -« « vttt it vttt ittt et ea i eae i anaeenaeananns (748) (738)
Gain on disposition 0f assets. .. ..ot it e — 5
Gain on sale Of INVESTMENTS. . ..o vvt et ettt e et eeanns 331 2,046
Net income before INCoOme taxes. .. .ot veini et ianieerennenns e 348 1,486
Income tax ProvISION. ...ttt it e e e (207) (614)
NEtIICOMMIE . ¢ s oottt et e e e et ete s e e tatneeteeaeaeasoannnenenoeeennns 141 872
Preferred stock dividend requirement. . .......ooviii it iii i, (125) (125)
Net income allocable to common stockholders ......... ... vt § 16 $ 747
Income per common share: :
Basic................ e e $ 0.01 $ 0.32
11T T O $ 0.01 $ 021

See accompanying notes to consolidated financial statements.
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XPONENTIAL, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(In Thousands)
For the For the
Year Ended Year Ended
June 30,2005  June 30, 2004
Cash flows from operating activities: _
NELINCOME . « et ettt ettt et et e e e e e e i e eaeen - § 141 § 872
Adjustments to reconcile net income to net cash used in operating
activities:
Depreciation and amortization. . .......oevt e 417 473
Non-cash cOmpensation eXpense . . .. ...co.ueviueernneennnenennnn.. 2 5
Non-cash interest €Xpense. ............oooevvnn.. e 47 —
Gainonsale of INVESIMENES . ... ...t (331) (2,046)
Deferred income tax €Xpense .. ......vvvtt ettt nantn e 196 596
Changes in operating assets and liabilities: o
Accountsreceivable .. .. ... (263) 103
Pawn service chargesreceivable................. .. ... ool - (52) 14
Inventories, Met. . ..ot e (1,361) (428)
Prepaid expenses and other current assets......................... ' 1) (317)
Accounts payable and accrued liabilities ................ ... . ... 121 (321)
Net cash provided by (used in) operating activities ............... (1,084) (1,049)
Cash flows from investing activities:
Pawnloansmade....... .. ..o i (16,733) (17,547)
Pawnloansrepaid........ .. e e 7,078 7,508
Inventory acquired from loan forfeitures ..................... .. L 9,185 10,161
AcquISItion Of SEOTES. . ..t T — (32)
Proceeds from sale of investments. . ........ ..ot 2,149 8,711
Purchases of investments. ...t (5,378) (6,214)
Purchases of property and equipment. . .......... ..., (363) (407)
Purchase of otherassets. .......... oo (70 —
Net cash provided by (used in) investing activities................ (4,132) 2,180
Cash flows from financing activities:
Principal payments on notes payable. ............... ... ... il (13,780) (15,581)
Borrowingsonnotespayable ........... i 11,308 14,283
Convertible note offering proceeds . ... ..o 8,826 —
Convertible note offering costs. ............coiiii it (871) —
Proceeds from sale of common stock ............ ..oy 59 318
Purchase of treasury stock. . ... i — (40)
Dividends paid. ... ... .o (125) (125)
Net cash provided by (used in) financing activities. .. ............. 5417 (1,145)
Net increase (decrease) in cash and cash equivalents. ..................... - 201 (14)
Cash and cash equivalents at beginning of period............. e . 206 220
Cash and cash equivalents atend of period . .......... ... ... ..ol L840 $ 206
Supplemental disclosures of cash flow information—Cash paid for interest . . $ . 638 $ 608

See accompanying notes to consolidated financial statements.
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XPONENTIAL, INC.
Notes to Consolidated Financial Statements
June 30, 2005

(1) Organization and Business .

Xponential, Inc., formerly PawnMart,_ Inc. (the “Company”), was incorporated in Delaware on

_ January 13, 1994. Effective February 28, 2003, the Company changed its name to “Xponential, Inc.” The

Company’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, 2005, the Company
owned and operated 26 stores located in Georgia and North Carolina.

OnJ uly 9, 2001 (the “Petition Date”), the Company filed a Qoluntary petition for relief under
Chapter 11 of the United States Bankruptcy Code in the United States Bankruptcy Ceourt for the Northern
District of Texas, Fort Worth Division (the “Bankruptcy Court”) in the case of PawnMart, Inc., Debtor,

_ Case No, 01-44957-BJH-11. On May 20, 2002 the Bankruptcy Court entered an order confirming the

Company’s first amended plan of reorganization (the “Plan”). The Plan became effective on May 31, 2002,

The Compariy. successfully emerged from bankruptcy on August 30, 2002 when it consummated a
merger with C/M-Holdings, Inc. (the “Merger”). The reorganized Company 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.

2y Summary of Slgmf' icant Accountmg ‘Policies - -

(a) Basis of Presentation and Fiscal Years

The consolidated financial statements 1nc1ude the accounts of Xponential, Inc. and its wholly-owned
subsidiaries, Xponential Advisors, Inc., PawnMart, Inc. and Xponential Real Estate Holdings, Inc. All
significant intercompany transactions have been eliminated.

Management of the Company makes estimates and assumptions relating to the reporting of assets and
liabilities and the disclosure of contingent assets and liabilities to prepare these consolidated financial
statements in conformity with accounting principles generally accepted in the United States of America
(US GAAP). Actual results could differ from those estimates.

(b) Cash and Cash Equivalents

The Company considers any hlghly liquid investments with or1g1na1 maturities of three months or less

_to be cash equlvalents

(c) 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 basedon -~

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, net of an allowance for pawn service charges deemed uncollectible, based on the Company’s
historical loan redemption rate.

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 $70,000 and $93,000 as of June 30, 2005 and 2004, respectively and are
included in other accrued expenses in the accompanying consolidated balance sheets. '

(d) Investments

Investments consist of marketable debt and equ1ty securities avallable for sale. Avallable for sale
securities are measured at fair value, with net unrealized gains and losses reported in accumulated other
comprehensive as a component of stockholders’ equlty

(e) 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. Inventorles are stated at the lower of cost
or market.

(f) 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 seven 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 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.

(g) Intangible Assets

Intangible assets consist of customer lists and are amortized over a two year period using the
straight-line method. Intangible assets were initially valued at $78,000 and have a carrying value of $2,000,
net of $76,000 of accumulated amortization as of_June 30, 2005.

(h) Investment in American IronHorse Motorcyclé Company, Inc.

The Company has invested $4,836,000 in American IronHorse Motorcycle Company, Inc. (“American
IronHorse”) as of June 30, 2005. The Company owns 15.1% of the common stock of American IronHorse
and accounts for this investment as a non-current asset on the cost method. It is possible that the Company
may increase its investment in American IronHorse and the accounting for the investment may to change
depending on the resulting level of control the Company has over American IronHorse.
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-~~~ the-Company applied Accounting Principles Board’s Opinion No. 25, “Accounting for Stock Issued to ~

(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 tealized. 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.

Gy Advertlsmg Costs

-Advertising costs are expensed the first time advertlsmg takes place. Advertising expense was
approx1mately $20,000 and $32 000 for the fiscal years ended June 30, 2005 and 2004, respectively.

(k) Fair Va]ues of Fmanc1al Instruments

-————Pawn loans are outstanding for a relatlvely short penod of time, generally 90 days or less, dependmg
on local regulations. The raté of finance and service charge'is determined by regulatorv-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 eredit with FCC, LLC dba 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 appreximately $9,065,000 and
bear interest at fixed rates ranging from 5 to 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. o ' '

()~ -Stock-Based. Compensation.

Effective J: anuary 1, 2003, the Company adopted the falr value method defined in SFAS No. 123
“Accounting for Stock-Based Compensation,” in accounting for its stock option plans, where previously

Employees,” and related Interpretations. 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. Under APB No. 25, compensation costs related to stack
options issued pursuant to compensatory plans are measured based on the difference between the quoted
market price of the stock at the measurement date (ordinarily the date of grant) and the exercise price and
should be charged to expense over the periods during Wthh the grantee performs the: related services.

(m) Net Income Per Common Share

Basit net income per common share is based upon the weighted average number of common shares .
outstanding at each period presented. Diluted income for common shares is based upon the weighted
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average number of common shares outstanding during the period, plus, if dilutive, the assumed exercise of
stock options and the conversion of convertible securities during the beginning of the year, or for the
period outstanding during the year,

(n) Segment Information

Statement of Financial Accounting Standards No. 131, “Disclosures About Segments of an Enterprise
and Related Information” establishes standards for the way public business enterprises are to report
information about operating segments. 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. -

(o) 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 reportmg period. Actual results could differ from
those estimates.

(3) Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 123(R), “Share-Based Payment.” This statement is a
revision of SFAS No. 123, “Accounting for Stock-Based Compensation.” SFAS No. 123(R) addresses .
financial accounting for transactions in-which an entity obtains employee services in share-based payment
transactions. Adoption of this statement is required for the Company’s fiscal year beginning July 1, 2005.
The adoption of this statement is not expected to have a material effect on the financial condition or
results of operations of the Company.

(4) Asset Acquisitions and Dispositions

During the fiscal year ended June 30, 2004, the Company acquired the assets of one pawnshop in a
purchase transaction for a cash purchase price of $142,000. The purchase price for the acquisitions was
determined based upon the historical volume of annual loan and sales transactions, inventory on hand,
condition of property and equipment, quality and condition of the location, and projected future operating
results.

The Company’s purchase transaction has been accounted for using the purchase method of
accounting. Accordingly, the purchase price was allocated to assets and liabilities acquired based upon
their estimated fair market values at the dates of acquisition. The purchase price was allocated to the
tangible assets and intangible assets based on their fair market value as follows:

Pawn loan receivables ..ot e $ 42
Property and equipment, niet . ....... ...ttt e e e 68
Customer list. ... ov vt e -

Net assets acqUITed . ... ...vvrenein ittt $142

The results of operations of the acquisition has been included in the consolidated financial statements
from their respective dates of acquisition.

In July 2004, the Company closed its location in South Carolina, recording a loss of $15,000 on the
closure.
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(§) Property and Equipment

Property and equipment consists of the followmg at June 30, 2005 and 2004, respectively (in
thousands):

Years of June 30, June 30,
Useful life 2005 2004
Automobiles ... ... e e 3 $ 227 $ 175
Furniture and equipment .......... e e e 5-7 883 782
Leasehold 1mprovements .......... e 3-10 710 517
’ : ‘ 1,825 1,474
Less: accumulated depremaﬂon and amortization ......:... ' (977) (605)

T L

(6) Notes Payable
Notes payéble consist.of the following at June 30, 2005 (in thousands):

June 30, June 30,

. o , 2005 - 2004
Revolving line of credit with a bank, bearing interest at prime plus two percent o IR

(8.0% at June 30, 2005) payable monthly, to mature June 17, 2007, collateralized

by substantially all of the assets of PawnMart, Inc., the Company’s wholly owned

subsidiary and guaranteed by the Company...........c..oovuiiiriieiiniaenn, $ 546 $ 2,785
Notes payable for 100,000 shares of American Iron Horse stock financed by seller,

bearing interest at 5%, collateralized by thestock ................ . ... ... 388 —
8% limited recourse secured convertible subordinated notes, bearing interest at

8% payable monthly, to mature December 31, 2614, collateralized by the

common stock of PawnMart, Inc., net of discount of $55 ........coiiiiinna.. 8,771 —
Other unsecured notes payable ................. U 266 386

9,971 3,171

LeSs: CUITENt MATUTTEES . . ..o\ v ettt ettt sttt e et e e et aeaeeenn, (360) (121)
Long termnotes payable . . ... ... i e e $ 9,611 § 3,050

The Company obtained a new revolving credit facility on June 17, 2004 from FCC, LLC, d/b/a First
Capital, Kennesaw, Georgia (the “Lender”), in an amount up to $4,500,000, which bears interest at the
prevailing prime rate plus 1.5% (8.0% at June 30, 2005), and matures on June 17, 2007 (the “Credit
Facility”). The Credit Facility is an asset-based loan with advances thereunder based on PawnMart’s
eligible accounts receivable and inventory, subject to reserves and adjustments. The Credit Facility is
collateralized by substantially all of the unencumbered assets of PawnMart and is guaranteed by the
Company. Under the Credit Facility the Company is required to maintain certain financial covenants and
is prohibited from paying cash dividends on its Common Stock unless specifically approved by the Lender.
‘The Company was not in compliance with one of the financial covenants as of June 30, 2005, but
subsequent negotiations with the Lender resulted in an amendment to the Credit Facility which modified
the financial covenant effective as of June 30, 2005, as a result of which amendment the Company is no
longer in default under the Credit Facility as of June 30, 2005. The Company continues in compliance with
all financial covenants under the Credit Facility as of the date of this Report. During Fiscal 2005 the
Company paid fees associated with the Credit Facility totaling $60,000.

The Company also compromised certain priority tax claims in the amount of $621,000 in its
reorganization plan agreeing to pay the claims over a six year period from the date of assessment in
quarterly installments of approximately $35,000 including interest at the rate of seven percent per annum.
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The current portion due as of June 30, 2005 and 2004 was $118,000 and $110,000, respectively. The long
term portions due as of June 30, 2005 and 2004 were $148,000 and $265,000, respectively.

The Company is offering $20,000,000 of 8% Limited Recourse Secured Convertible Subordinated -
Nates (“Convertible Notes”) through a private placement. As of June 30, 2005 the Company had sold a
total of $8,826,000 of the 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, Inc. The Company has guaranteed the payment of interest on the Convertible Notes through
December 31, 2008. The original principal amount of, plus any accrued and unpaid interest on, the
Convertible Notes are convertible at any time by the holders into shares of the Company’s $0.01 par value
common stock (“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, Inc., its wholly owned
subsidiary, 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.

As of June 30, 2005, annual maturities of the outstanding long-tefm debt, including its lines of credit,
for each of the five years after June 30, 2005are as follows (in thousands):

2006, . e e $ 360
2007 e e e e e e e 813
2008, . e i e 27
2000, . e e e e e —_
1 —
B 013 (=T =3 o 8,826

‘ $10,026

(7) 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, 2005 and 2004 are presented below (in
thousands): -

June 30, June 30,

2005 2004
Deferred tax assets: , :

Net operating loss carryforwards.......... e S $ 3,930 §$ 4,249

Propertyand equipment .. ... .. . i - 41 173

Inventories. ... it e e 38 114

Goodwill and other intangible assets ....................... 10 27

Total gross deferred tax assets..........cooeviineennnnn.. 4,019 4,563
Less valuation allowance. . ............ooiviiieinnnea (4,019)  (4,563)

Net deferred tax assets .................... e 5 — 8 —
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The provisions for income taxes differ from amounts.determined by applying the expected federal
statutory tax rate to income from continuing operations before income taxes. Following is a reconciliation
of such differences (in thousands) -

For the ‘ For the
Year Ended Year Ended
June 30,2005  June 30, 2004

Tax at federal statutofy 1211 S T $ 118 $ 452

Effect of Series A preferred stock dividends not deductible. ... .. 89 v 89
State and Iocal income taxes, net of federal tax benefit.......... 45 73
_ o 252 614
- Change in Valuatlon allowance.’. ....... . (41 (596)
“Tax expense allocated to add1t10nal pald in cap1tal related to A ' o o
bankruptcy......... e S 196 T 596
s ‘ $ 207 $ 614

The change in valuation allowance is affected in 2005 by previously unrecorded tax _adjustmen{s.

At June 30, 2005 the Company has net operating loss carryforwards of approximately $11,558,000
which expire from 2014 to 2017. 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 carryforwards, their future availability, or any limitation on the
utilization of these net operating loss carryforwards has not been obtained by management. Deferred tax _
valuation allowances of $4,019,000 and $4,563,000 offset deferred tax assets at June 30, 2005 and 2004,.
respectively, based on management’s determination that it is more likely than not that such amounts may -

__not be subsequently realized.

8) Equity -

Under the Plan, the Company has the authority to issue a total of Twelve Million Five Hundred
Thousand (12,500,000) shares of stock, consisting of Two Million Five Hundred Thousand (2 500 ,000) - .
shares of Preferred Stock, par value $0.01 per share (the “Preferred Stock”) issuable in series (“Serles”)
and Ten Million (10 000,000) shares of Common Stock, par value $0.01 per share (the “Common Stock”).
Of the Preferred Stock, One Million Two Hundred Flfty Thousand (1,250,000) shares are designated and
known as Series A Preferred Stock (the “Series A Preferred Stock”) and Five Hundred Thousand Fifty
(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 6ne 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
11m1tat10ns thereof, as shall be stated and éxpressed 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 Corporatlon
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, 2005, 100,004 shares were redeemed. The preferences, rights and voting powers
(and the qualifications, limitations, or restnctxons thereof) of the Senes A Preferred Stock and the Serles 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 legaily
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.

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. On April 29, 2005, the
Company deposited $500,000 with The Bank of New York Trust Company, N.A., the redemption agent, to
facilitate the share redemption. As of June 30, 2005, 100,004 shares were redeemed for $500,020. 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 stack 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
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outstanding shares of Common Stock of the Company, after giving effect to the conversion of all of the
Series B Preferred Stoek-issued to the shareholders of C/M-Holdings, Inc. pursuant to the Merger. -

During Fiscal 2005 the Company received $2,000 in net proceeds from the exercise of stock options
for 249,000 shares granted pursuant to the Company’s 2003 Stock Option Plan. The Company also
received $59,000 in net proceeds from the sale of Common Stock to current and former employees
pursuant to the 2003 Incentive Stock Option Plan.

Treasury Stock. 'The Company purchased no shares of Common Stock during Fiscal 2005.

(9) --Stock Options

The Company adopted its 2003 Stock Optlon Plan (“Stock Optlon Plan”) and 2003 Stock Incentive
Plan (“Incentive 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 and 325,000 shares were reserved
under the Incentive Plan. A total of 30,000 options were forfeited in April 2004 and 4,000 options were
forfeited in August 2004. The Company recognized $1,600 and $4,900 of compensation expense for the
years ended June 30, 2005 and 2004, respectively. 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, 2005 and 2004, 74,856 and 40 ,258 shares, respectively have been-issued under the Incentive Plan.

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

~ from bankruptcy:
Options Outstanding Weighted average
Number of Exercise remaining
Options Price contractual life
Outstanding at June 30,2003 .............. 455,000 $1.00
Granted ..........covviinn. e 30,000 1.60 8.3 years
Exercised ................. e (249,000) 1.02
Forfeited/Cancelled .. .................... (30,000) 1.00
Outstanding at J une 30 2004 .............. 206,000 1.09 8.1 years
“Granted .......0 .. ... 0 PUUUUI © 20,000 - 156 9.3 years -
e Exercised L e (2,000) 1.00
- - - - -Forfeited/Cancelled . ............. eere o (4,000) T 100 SR
Outstanding at June 30,2005 .............. 220,000 $1.13 8.8 years
Exercisable at June 30, 2005. .. .. e 220,000  $1.13 '
o 7 Exercisable at June30;2004.. . .. ceziriee oo - 154,000 81 08,,

. Exercisable at.Juneso,zoos.;_:_,‘.‘:'..‘:;....._j - 299,000 $1.00




The weighted average fair value of the options granted during 2005 and 2004 was $2.01 and $0.78 per
common share, respectively. The fair value of these options was estimated at the date of grant using the
minimum value method with the following assumptions; risk free rate of 3.87% and 4.5% in 2005 and 2004,
respectively, no dividend yield and weighted average expected lives of 60 months for 2005 and 2004, The
minimum value method assumes 50% volatility in the stock price. The Company’s Common Stock has
been listed on the Nasdaq OTCBB since August 2004. :

(10) Weighted Average Shares and Net Income Per Common Share

Net income (loss) per common share is calculated as required by FASB Statement of Financial
Accounting Standards No. 128, “Earnings Per Share.” Statement No. 128 requires dual presentation of
basic and diluted earnings per share and reconciliation between the-two amounts. Basic earnings per share
excludes dilution, and diluted earnings per share reflects the potential dilution that would occur if
securities to issue Common Stock were exercised.

The reconciliation of basic and diluted weighted average common shares and the reconciliation for
the basic and diluted earnings per common share for the Company for the years ended June 30, 2005 and
2004 is as follows: '

For the Year Ended Net Income Allocable to

June 30, 2005 Common Shareholders Shares Per Share
Basic earnings per common share .............. . $16,000 2,359,434 $0.01
Dilutive effect of stock options. ............... . 116,664

Diluted earnings per common share ............ $16,000 2,476,098 $0.01
For the Year Ended Net Income Allocable to

June 30, 2004 . Common Shareholders Shares Per Share
Basic earnings per common share .............. $747,000 2,344,206  $0.32
Assumed conversion of Series B preferred. . ... .. 125,000 1,720,130

Dilutive effect of stock options.......... AR ‘ —

Diluted earnings per common share ............ $872,000 " 4,064,336 $0.21

The Company had stock options outstanding for the purchase of 220,000 and 206,000 common shares
as of June 30, 2005 and 2004, respectively. The Company’s common stock began trading on the NASDAQ
OTC Bulletin Board in September 2004. As of June 30, 2005, the exercisable stock options were dilutive as
the market value o f the Company’s common shares exceeded the strike price for the outstanding options.
Consequently, as of June 30, 2005, none of the options to purchase common shares have been excluded
from the computation. Common stock issuable upon conversion of the Series B preferred stock and the
conversion of the Convertible Notes are not included in the computation as they are antidilutive.
Additionally, the 88,260 warrants granted to brokers for sales of the 8% Convertible Notes as of June 30,
2005 are not included in the computation since they are antidilutive. For the year ended June 30, 2004, all
outstanding options to purchase common shares have been excluded from the computation because those
options are antidilutive.

(11) Investments

Investments consist of marketable equity and debt securities and have been categorized as available-
for-sale. Unrealized gains and losses for available-for-sale securities are included as accumulated other
comprehensive income, a component of shareholders’ equity until realized. 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
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down to fair value and the amount of the write-down is included in the consolidated statement of -
operations. o —

As of June 30, 2005 and 2004, the Company’s investments consisted of (in thousands):

C Unrealized
As of June 30, 2005 Cost Gain (Loss)  Market Value
StOCKS « v v $ 7 $ (6) $ 1
Bonds, maturing in:
2008, . e e 848 26 874
2009............ e . 157 52 209
2010....... JE L S A 312 19 331
Thereafter ... ovvvrv i eneannss - 3,155 107 3,262
4,472 204 4,676
Total ... e $4,479 $198 $4,677
Unrealized
As of June 30, 2004 Cost Gain (Loss) Market Value
e SHOCKS e e $ 7 $ (6) $§ 1
== ~-——— —Bonds,maturingin...._ .~ . ... T '
2006............. e 375 39 414
2007............ e et i e e e, 492 72 564
2008............. e e 428 11 417
2009, ..., ..., e 577 139 716
2010............. FE 465 44 509
Thereafter ..., 392 .4 396
2,729 287 3,016
Total ....ooovvi $2,736 $281 $3,017

(12) Investment in American IronHorse Motorcycle Company, Inc.

The Company has invested in $4,386,000 in American IronHorse Motorcycle Company, Inc.
(“American IronHorse™) as June 30, 2005. The Company owns 15.1% of the common stock of American
IronHorse and accounts for this investment as a non-current asset on the cost method.

-——- - Following is summary balance sheet information for American IronHorse as of June 30, 2005 and

December 31, 2004:
As of As of
June 30, December 31,
2005 2004
(Unaudited) (Unaudited)
: (in thousands)
O30 g =3 A 1L - A $35,480 $30,039
TOtAl @SSELS. - .+ v v v et et e e .. $40,217 $34,555
Current liabilities .......... A $23,908 $14,207
Total liabilities. .................. e P $28,486 $25,358

Stockholders’ equity ... ... oot ii et e $11,731 $ 9,197




Following is a summary operating information for the six months ended June 30, 2005 and for the year
ended December 31, 2004: :

For the For the
Six Months Ended Year Ended
June 30, 2005 December 31, 2004
(Unaudited) (Unaudited)
(in thousands)
TOtal FEVENUE. . .ottt ettt et ettt e e $36,985 $65,019
Net income/(loSS) ..o ovvee e $ 2,518 $(1,247)

The Company received fees from American IronHorse of $128,000 and $344,000 in 2005 and 2004,
respectively, for management advisory services and for financing provided by the Company.

(13) Comprehensive Income

Comprehensive income is as follows:

For the Year For the Year
Ended Ended
June 30,2005  June 30, 2004
(in thousands)

NEtINCOME .. ovvtit ittt $ 141 $ 872
Unrealized gain from available for sale securities ... ... 248 569
Reclassification of realized gains included in net income (331) (2,046)
Comprehensive income (108S) ... ..o.vvvureninn.. e $ 58 $ (605)

(14) Commitments and Contingencies

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 $1,481,000 and $1,257,000 for
the years ended June 30, 2005 and 2004, respectively.

Future minimum lease payments under non-cancelable operating leases as of June 30, 2005 are
(in thousands):

2006, ..t e e e e 1,153
2007 . e e e e 952
2008, . e e s 904
2000, . e e e 570
2000 et e e e e 23
Thereafter ... ... [ —
Total minimum lease payments ... ........uuriuiiiiiiaie e, $3,602

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.

(15) 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, Inc. operates 26 pawn shops in Georgia and
North Carolina. Xponential Advisors, Inc. provided management and advisory services to American
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TTTTTIronHorse through March 28; 20057 Xponential Advisors, Inc. directs the investment cf the Company’s- -
available funds in marketable securities and other investment opportunities. In February 2005 the
Company formed a new subsidiary, Xponential Real Estate Holdings, Inc., which had no activity during

the reporting period.

Operating information for the years ended June 30, 2005 and 2004 is set forth below (in thousands):

Investment,

Pawn Management and
Year Ended June 30, 2005 Lending  Advisory Services Consolidated

: Revenue: » ‘ : : »

e Merchandise sales. . ......... e, $12618 % — . $12,618
Pawn service charges and related fee INCOmME ......ovvunnnn 6,249 — 6,249
Management advisory and related fee income.............. — 128 128

Total Revenue . .......... ..ottt 18,867 128 18,995
Expenses: - ,
Costofsales.......cocvuueenn... e 9,348 - — 9,348
Store operating eXpenses. . .....o.vviiiiii i 5,789 — 5,789
Corporate administrative €Xpenses .............covuuer.nn. 1,862 1,025 2,887
Depreciation and amortization. .......................... 417 — 417
Operating income (loss) ............ ... ... ..ol 1,451 (897) 554
Interest and dividendincome ..................ciiiia. .. 3 208 211
Interest Xpense ... ... et (281) (467) - (748)
Galn on sale of mvestments ............................. — 531 331
Net income (loss) DefOre tAXES . . ..o oot $ 1,173 $ (825) $ 348
TOtAl ASSELS « .\ v e vt ettt e e et e e $11,537 $10,683 $22,220
- Investment,
. . Pawn Management and
Year Ended June 30 2004 Co Lending Advisory Services Consolidated
TTTTTTREVeRiE: T T I T T T T T s s e o T
. Merchandisesales. ... .ot i inaeneie. $13,585 0 T § f‘-—’;—:’_ ) $13 5857
Pawn service charges and related fee iINCOME v, 6,605 — ) 6,605
i Management advisory and related fee income. ........... . = _ 344 344
Total Revenue .. ...t iiiinnnas 20,190 344 20,534
_...Expenses: i o , o S
Costofsales. . .....ountiiiiii e 11,216 — 11,216
Store operating eXpenses. ... ..o it 6,021 — 6,021
Corporate administrative eXpenses .............ooueinnnn. 1,876 1,198 3,074
Depreciation and amortization. . .................ovi e 461 12 473
Operating income (loss) ..., 616 (866) (250)
. Interest and dividendincome ............. ..., — 423 423
Interest eXpense ...ttt (440) (298) (738)
Gain (loss) on disposition of assets ..............oovvunn. . 5 — A 5
- Gain on sale of investments .............. i e - 2,046 2,046
Netincome before taxes. . ........c.oovvii i $ 181 $1,305 $ 1,486
Total ASSEES . ..o ottt ettt $ 9,421 $6,133 $15,554
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(16) Related Party Transactions

Sanders Morris Harris, Inc. (“SMH?”), a related party, employs Jeffrey A. Cummer and Dwayne A.
Moyers as officers of a subsidiary and executes security transactions for the Company. Messrs. Moyers and
- Cummer are also officers and directors of the Company. Commissions paid to SMH were $6,785 and
$40,927 for the years ended June 30, 2005 and 2004, respectively.

In addition, SMH, through Massie Capital, Inc., the selling agent for the Company’s 8% Limited
Recourse Secured Convertible Notes earned $535,570 in selling commissions on the sale of $7,714,000 of
Convertible Notes through June 30, 2005 and was granted 59,508 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.
Massie Capital, Inc. earned commissions totaling $794,340 and was granted a total of 88,260 warrants on
the sale of $8,826,000 of Convertible Notes.

The Company owned an investment in common stock in SMH totaling approximately $5.1 mllhon as
of June 30, 2003. Substantially all of the common stock was sold in July 2003 on which the Company
recognized a gain of $1,630,000.

ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 8A. CONTROLS AND PROCEDURES

-Under the supervision of, and with the participation of management, including the Chief Executive
Officer and Chief Financial Officer, the Company has evaluated its disclosure controls and procedures (as
defined in Rules 13a-15(¢e) and 15d-15(e) of the Securities Exchange Act of 1934, as amended (the
“Exchange Act”)) as of the end of the period covered by this report as required by Rules 13a-15(b) and
15d-15(b) of the Exchange Act. Based on this evaluation, the Company has concluded that its disclosure
controls and procedures were operating effectively as designed. As required, the Company will continue to
evaluate the effectiveness of these controls and procedures on a quarterly basis.

There were no changes in the Company’s internal controls over financial reporting (as defined in
Rules 13a-15(f) and 15d-15(f) of the Exchange Act) during its most recently completed fiscal quarter that
have materially affected, or are reasonably likely to materially affect, the Company’s 1ntemal controls over
financial reporting.

ITEM 8B. OTHER INFORMATION

None.

PART 1

ITEM 3. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AND CONTROL PERSONS;
COMPLIANCE WITH SECTION 16(a} OF THE EXCHANGE ACT

The information required by this Item is incorporated herein by reference to the information set forth
in the Proxy Statement.

Information concerning the Company’s executive officers is included in this Form 10-KSB under
“Item 4A. Executive Officers of the Company” and is incorporated by reference herein.

ITEM 10. EXECUTIVE COMPENSATION

The information required by this Item is incorporated herein by reference to the information set forth
in the Proxy Statement.
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ITEM 11.

.SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AN]D MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

The information required by this Item is incorporated herein by reference to the information set forth
in the Proxy Statement

ITEM 12.

CERTAIN RELATION SHIPS AN D REIATED TRAN SACTIONS

The information required by thls Item is incorporated herein by reference to the information set forth
in the Proxy Statement.

ITEM 13. EXHIBITS
Number Description
241 Agreement-and-Plan of Merger between PawnMart, Inc. and C/M Holdings, Inc. dated

31

32
33
34
35
4.1

4.1

10.1
10.2
10.3
104
10.5

10.6
10.7
10.8
109
10.10

10.11

‘71‘0‘.12“

10 13

21.1
231

-August 1, 2002:(1) -

Amended and Restated Certificate of Incorporatlon of PawnMart Inc. as flled w1th the
Delaware Secretary of State on August 30, 2002.(1) '

Certificate of Amendment to Certificate of Incorporation of PawnMart, Inc.(Z)
Amended and Restated Bylaws of PawnMart, Inc.(3)

Amendment Number One to Amended and Restated Bylaws of PawnMart, Inc (2)
Amendment Number Two to Amended and Restated Bylaws of Xponential, Inc.(4) .

Indenture dated as of October 8, 2004 between Xponential, Inc., as issuer, and The Bank of
New York Trust Company, N.A., as trustee.(S)

Supplemental Indenture dated as of October 8, 2004 to Indenture dated as of October 8, 2004 -
between Xponential, Inc., as issuer, and The Bank of New York Trust Company, N.A., as
trustee.(5) '

PawnMart, Inc. 2003 Stock Optlon Plan.(6)

Amendment Number One to PawnMart, Inc. 2003 Stock Option Plan.(7)
PawnMart, Inc. 2003 Stock Incentive Plan.(6)

Amendment Number One to PawnMart, Inc. 2003 Stock Incentive Plan.(8)

PawnMart, Inc. Capital Incentive Program dated January 1, 2003 adopted by the Company’s
Board of Directors on December 16, 2002.(9)

Amendment Number One to PawnMart, Inc. Capital Incentive Program.(8)

Amendment Number Two to Xponential, Inc. Capital Incentive Program.(10)

Amendment Number Three to Xponential, Inc. Capital Incentive Program.(11)

Xponential, Inc. 2005 Stock Purchase Plan.(12) '

Loan and Security Agreement between PawnMart, Inc., as borrower, Xponentral Inc., as parent,
and FCC, LLC, as lender, dated June 17, 2004.(13)

First Amendment to Loan and Security Agreement between PawnMart, Inc., as borrower,
Xponential, Inc., as parent, and FCC, LLC, as lender, dated October 8, 2004; Letter agreement
amendment to Section 2(f) of Loan and Security Agreement dated October 5, 2004; and
Account Control Agreement between Xponential, Inc., as debtor FCC, LLC, as lender and
Wachovia Securities, as broker, dated October 14, 2004. (14y

Second Amendment to Loan and Security Agreement between PawnMart Inc,; as borrower,
_Xponential, Inc., as parent, and FCC, LLC, as lender, dated June 30, 2005.(15)

Amendment to Loan and Securrty Agreement between PawnMart, Inc., as borrower,
Xponential, Inc., as parent, and FCC, LLC, as lender, dated September 23, 2005.(15)
Subsidiaries of Xponential, Inc.*

Consent of Grant Thornton, LLP*




31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) or 15d- 14(a) under the:
Securities Exchange Act of 1934, as amended.*

312 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) or 15d-14(a) under the
Securities Exchange Act of 1934, as amended.*

321 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002.*

322 Certification of Chief Financial Officer pursuant to 18 U.S.C. Sectlon 1350, as adopted pursuant

- to Section 906 of the Sarbanes-Oxley Act of 2002.*

*  Filed herewith.

(1) Filed as an exhibit to the registrant’s Current Report on Form 8-K filed on September 16, 2002 (File
No. 1-13919).

(2) Filed as-an exhibit to the registrant’s Quarterly Report on Form 10-QSB filed on May 15, 2003 (File
No. 1-13919).

(3) Filed as an exhibit to the registrant’s Quarterly Report on Form 10-Q filed on August 20, 2002 (File
No. 1-13919).

(4) Filed asan exhlbrt to the registrant’s Current Report on Form 8-K flled on March 25, 2005 (File
No. 1-13919). : :

(5) Filed as an exhibit to the registrant’s Current Report on Form 8-K filed on February 18, 2005 (File
No. 1-13919). :

(6) Filed as an exhibit to the registrant’s Definitive Proxy Statement filed on January 28, 2003 (File
No. 1-13919).

(7) Filed as an exhibit to the registrant’s Registration Statement on Form S-8 filed on April 16, 2003 (File
No. 333-104575).

(8) Filed as an exhibit to the registrant’s Registration Statement on Form S-8 filed on April 16, 2003 (File
No. 333-104576).

(9) Filed as an exhibit to the registrant’s Quarterly Report on Form 10- QSB filed on February 14, 2003
(File No. 1-13919).

(10) Filed as an exhibit to the reglstrant s Quarterly Report on Form 10-QSB filed on February 14, 2005
(File No. 1-13919).

(11) Filed as an exhibit to the registrant’s Current Report on Form 8-K filed on July 29, 2005 (File
No. 1-13919).

{12) Filed as an exhibit to the reglstrant s Current Report on Form 8- K filed on May 5, 2005 (File
No. 1-13919).

(13) Filed as an exhibit to the reglstrant s Annual Report on Form 10-KSB filed on September 28, 2004
(File No. 1- 13919)

(14) Filed as an exhibit to the registrant’s Quarterly Report on Form 10-QSB ftled on November 15, 2004
(File No. 1-13919). :

(15) Filed as an exhibit to the regrstrant s Current Report on Form 8-K flled on September 28; 2005 (F11e
No..1-13919). - 7 DS

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this Item is incorporated herein by reference to the information set forth
in the Proxy Statement.
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- SIGNATURES:

In accordance with Section 13 or 15(d) of the Exchange Act, the registrant caused this report tobe
signed on its behalf by the undersigned, thereunto duly authorized. T B

XPONENTIAL, INC.

September. 28, 2005 , - By _ /s/ DWAYNE A. MOYERS
' ORI . Dwayne A. Moyers -
- Chzef Executtve Oﬁﬁcer and Vce President .

September 28,2005 ' oo By «"// ROBERT W: SCHLEIZER
' L e :".Robert W. Schleizer
Executive Vice President and
Chief Financial Officer

In accordance with the Exchange Act, this report has been signed below by the following persons
on behalf of the registrant and in the capacities and on the dates indicated.

Signature ‘ Title Date
s - — ol DWAYNE A: MOYERS - Chairman-of the Board, Chief Executive September 28, 2005 .
___Dwayne A. Moyers  Officer, Vice President and Director '
- /) ROBERT W.SCHLEIZER ___ Executive Vice President, Chief Financial ~ September 28,2005~~~
Robert W. Schleizer - Officer, Treasurer, Secretary and Director o

e ... [s/ JEFFREY.A.CUMMER . .. _Vice President and Director. , . September 28,2005
Jeffrey A. Cummer - ‘

/s/ J. ROBERT COLLINS Director September 28, 2005
J. Robert Collins

/s/ CARROLL DAWSON Director : September 28, 2005
Carroll Dawson ’ ‘

/s/ JAMES R. RICHARDS Director September 28, 2005
James R. Richards

/s/JOUNH.WILSON © . Director September 28, 2005
John H. Wilson




Numbei‘

EXHIBIT INDEX

Description

21.1 Subsidiaries of Xponential, Inc.-

23.1 Consent of Grant Thornton, LLP

311 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) or 15d-14(a) under the
Securities Exchange Act of 1934, as amended

312 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) or 15d-14(a) under the
Securities Exchange Act of 1934, as amended

321 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

322 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant

to Section 906 of the Sarbanes-Oxley Act of 2002




EXHIBIT 21
SUBSIDIARIES -OF XPONENTIAL, INC.

e T s - - - Stateof  Percentage Owned

Subsidiary Name o . . . . Incorporation By Registrant .-
PawnMart, Inc. . e e i i e e enineeeeeie.. Nevada, 100%.
Xponential Adv1sors Inc e e e Nevada - . 100%

Xponentlal Real Estate Holdings, TOC. ettt Nevada 100%




EXHIBIT 23.1
Consent of Independent Registered Public Accounting Firm

We have issued our report dated September 12, 2005 accompanying the consolidated financial
statements of Xponential, Inc. appearing in the Annual Report of the Company to its stockholders on
Form 10-KSB for the year ended June 30, 2005. We consent to the incorporation by reference of said
report in the Registration Statements of Xponential, Inc. on Forms S-8 (File Nos. 333-104575 and
333-104576). '

GRANT THORNTON, LLP

Dallas, Texas
September 28, 2005




EXHIBIT 31.1
CERTIFICATION

-—-——1Dwayne- A--Meyers; certify that: .. ... . . : e

1. Thave reviewed this annual report on Form 10-KSB of Xponential, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

. 3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the small business issuer as of, and for, the periods presented in this report;

4., The small business issuer’s other certifying officer and I are responsible for establishing and
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and
15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the small business issuer and have: :

(a).- Designed such disclosure controls and. procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
small business issuer, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over
- financial reporting to be designed under our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the small business issuer’s disclosure controls and procedures
and presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

B (d)~ Disclosed in this report-any change in the small business issuer’s internal control over

financial reporting that occurred during the small business issuer’s most recent fiscal quarter-(the-

small business issuer’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the small business issuer’s internal control over
financial reporting; and

5. The small business issuer’s other certifying officer and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the small business issuer’s auditors and the audit
committee of the small business issuer’s board of directors (or persons performing the =quivalent
functions):

‘(a) Allsignificant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the small business
issuer’s ability to record, process, summarize and report financial information; and

(b) -Any fraud, whether or not material, that involves management or other employees who have
a significant role in-the small business issuer’s internal control over financial reporting.

Date: September 28, 2005 /s/ DWAYNE A. MOYERS

Dwayne A. Moyers
Chief Executive Officer




EXHIBIT 31.2
CERTIFICATION
I, Robert W, Schieizer, certify that: v
1. Ihave reviewed this annual report on Form 10-KSB of Xponential, Inc,;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances under
which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information inclided in this
report, fairly present in all material respects the financial condition, results of operations and cash flows of
the small business issuer as of, and for, the periods presented in this report; :

4. The small business issuer’s other certifying officer and I are responsible for establishing and
maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and
15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the small business issuer and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
- procedures to be designed under our supervision, to ensure that material information relating to the
small business issuer, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under ‘our supervision, to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the small business issuer’s disclosure controls and procedures
and presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the small business issuer’s internal control over
financial reporting that occurred during the small business issuer’s most recent fiscal quarter (the
small business issuer’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the small business issuer’s mternal control over
financial reporting; and :

5. The small business issuer’s other certifying officer and I have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the small business issuer’s auditors and the audit
committee of the small business issuer’s board of directors (or persons performing the equivalent
functions):

(a) Allsignificant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the small business
issuer’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have
a significant role in the small business issuer’s internal control over financial reporting. '

Date: September 28, 2005 /s/ ROBERT W. SCHLEIZER
Robert W. Schleizer
Chief Financial Officer




. | | EXHIBIT 32.1
* CERTIFICATION

The undersigned, Dwayne A. Moyers, the Chief Executive Officer of Xponentlal Inc. (the
“Company”), pursuant to 18 U.S.C. §1350, hereby certifies that: _

(i) the annual report on Form 10-KSB of the Company for the fiscal year ended June 30, 2005
(the “Report™) fully complies with the requirements of Section 13(a) or 15 (d) of the Securities .
Exchange Act of 1934; and . :

(ii) the information contained in the Report fairly presents; in all materlal respects, the financial
condition and resuits of operations of the Company. :

Date: September 28, 2005 - - - - /s/ DWAYNE A. MOYERS
: ’ C Dwayne A. Moyers
. Chief Executive Officer




EXHIBIT 32.2
CERTIFICATION

The undersigned, Robert W. Schleizer, the Chief Financial Officer of Xponentxal Inc. (the
“Company”), pursuant to 18 U.S.C. §1350, hereby certifies that: -

(i) the annual report on Form 10-KSB of the Company for the fiscal year ended June 30, 2005
(the “Report”) fully complies with the requirements-of Section 13(a).or 15(d) of the Securmes ;
Exchange Act of 1934; and FEER

"(it) theinformation contained in the Report fairly presents in all material respects the financial
cond1t1on and results of operations of the Company. e

Date: September 28, 2005 .. o . /s/ ROBERT W. SCHLEIZER
~ Robert W. Schleizer
Chief Financial Officer




