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Disclaimer

The Solari Stock Corporation Design Book (“Design Book”) is being provided
(2) to help facilitate the exchange of information, data and dollars on high-
yield investment business opportunities in undervalued neighborhoods; (2)
to encourage communication and interaction among neighborhoods,
investors, neighbors and interested third parties; (3) to generate ideas; and
(4) to provide tools and services.

The Design Book and its contents are provided “as is.” Solari makes no
warranty of any kind, either express or implied, including without limitation
implied warranties of merchantability and fithess for a particular purpose.
Without limiting the foregoing, Solari disclaims any warranty, express or
implied, that the services or information available in the Design Book will
enable the user to achieve any particular result or outcome. This information
is not intended to serve as business, legal, tax, or investment advice.

Although Solari has tried to make sure that the information and data
provided in the Design Book are useful, accurate, and current, the reader
assumes all responsibility and risk for the use of this Design Book.

All information contained herein is available to be used in whole or in part
without advance written permission so long as it is not used to create a
proprietary product.
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Preface

A. A New Business Parable

It's been three years since Sarah and Susan Banks had the revelation over coffee at their
Aunt Mary's restaurant, where Sarah had worked summers putting herself through college.
They had returned to Oak Hollow, the old neighborhood, to bury their grandmother — the
family matriarch. Sarah would graduate with her MBA from State University in two months
and Susan was a graphic designer in New York. The old neighborhood was tired and
becoming tattered, but they liked it.

Why couldn't they set up a business here, near their roots? Did they have to live a
thousand miles away to make a decent income? No, they concluded over coffee. Things
wouldn’t be so bad if they got the commercial property owners to spruce up Oak Street, tore
down the rotting warehouse on Acorn Lane and found home buyers for the boarded up
houses across from the vacant tool and die shop. With some common sense and smart
marketing, Oak Street could draw customers from the Community College being built on the
old switching yard just south of Oak Hollow.

Now it's three years later and Oak Hollow is bustling. The Banks sisters incorporated Oak
Hollow Solari Stock Corporation (Oak Hollow Corp) shortly after Sarah's graduation and
immediately began organizing residents to remove graffiti and work with the city to tear
down the dilapidated warehouse on Acorn Lane. The sisters issued special stock in their
company to residents who volunteered for community clean-ups or to tutor kids at Oak
Elementary. In that way, residents became equity shareholders of the new neighborhood
business, with some sitting on the board of directors.

With venture capital funds from private investors, the Banks sisters persuaded the City
Manager to match OHC funds with property improvement loans. Many owners made
improvements with the loan funds. After failed attempts to get absentee owners of
boarded-up houses and deteriorated commercial buildings to clean up their properties, Oak
Hollow Corp purchased and repaired the homes and rented them to residents with an
option to buy. It also bought and renovated three key Oak Street commercial properties.
Those properties are being leased to a print shop, a restaurant, and a bookstore — alll
catering to traffic from the neighborhood and the Community College. Traffic from
customers and potential customers increased substantially after the Oak Street businesses
owners convinced the city fathers to remove a traffic diversion installed years before to
route cars around the edge of the neighborhood. The increased traffic on Oak Street
attracted other new businesses — a new hardware store, a gas station, and an auto parts
store.

As Oak Street began to look better, neighborhood residents started shopping there instead
of driving to the strip mall a few miles away. The pharmacy is healthy again, Millie’s Hair
Salon has hired two more hair stylists, and Bill's convenience store expanded next door to
add a green grocer’s section. Susan set up a graphic design studio above the print shop,
and Sarah splits her time between managing Oak Hollow Corp and the renovation of the old
tool and die shop.
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The empty factory building will now accommodate a data processing franchise that will
employ 50 Oak Hollow residents and which already has major contracts with the City
Hospital and the Community College. On the drawing board is a business incubator and
training center owned by OHC that will provide affordable space for business start-ups. The
data processing company, incubator and commercial real estate acquisitions were all
financed by a venture capital fund.

At the end of three years, Oak Hollow is more secure, looks better, there are more jobs in
the community, and residents can shop in their own neighborhood. The Banks sisters are
starting to see a profit, and so are Oak Hollow shareholders.

B. Showing You the Way

In America today, there are thousands of Oak Hollows — undervalued neighborhoods filled
with cultural vitality, but largely ignored by the economic and technological forces moving
the rest of the country. And there are many thousands more people like the Banks sisters —
profit-motivated entrepreneurs who have the energy, ideas, and commitment to turn these
neighborhoods around, but who need tools to identify and implement the best business
models to use and to locate sources of venture capital.

The following Solari Stock Corporation Design Book provides such a model. Compiled
by Solari, it is presented as a first-time guide for neighborhood entrepreneurs. It does not
have all the answers. In fact, after six years, it is still being developed. But hopefully, it can
help get you started.

You can help build the Design Book by sending your feedback to Solari
(catherine@solari.com) or posting in through Solari's website. (See www.solari.com).
These web sites can also link you to other profit-motivated neighborhood entrepreneurs. By
working together, we can deliver high returns in your neighborhood.




A Solari Design Book for Creating Street Equity
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Executive Summary

A. New Technology + Old Values = More Profits for Communities

Every week the stock market seems to hit record highs. The gains in the stock market —
coupled with relatively stable interest rates — are deflating current yields. Meanwhile,
advances in technology are eliminating intermediaries, reducing the costs of production and
permitting more diverse production sources. Faced with these market conditions, investors
are increasingly turning to emerging markets abroad.

In fact, the best investment opportunities are the emerging markets here at home.
Superior rates of return can be found right in our own backyards — in thousands of urban
and rural neighborhoods across America.

This Design Book describes how to make money in America’s newest emerging stock
market. Itis directed at entrepreneurs who understand America’s neighborhoods and their
market potential. If you are such an entrepreneur or think you would like to become one —
or know someone who fits this description — this Design Book is for you.

New technologies leveraging traditional American values are key to raising yields and
unlocking value in communities. By removing middlemen, opening up new markets,
expanding education and training, and increasing the flow of information, these
technologies enable undervalued communities to leap over the barriers that have isolated
them from full participation in the national economic life. The process centers around the
creation of a Solari Stock Corporation — the purpose of which is to combine community
intellectual capital with equity venture capital to produce high-yield results for entrepreneurs,
investors and residents.

How much can Solari Stock Corporations impact our communities? Consider this: A typical
low-income neighborhood with about 4,000 households has an average household income
of $20,000 annually. That neighborhood's spending power is about $80 million. That is a lot
of money. In wealthier neighborhoods, the number rises. Today, a high percentage of this
kind of neighborhood spending for purchases and services is spent outside of the
neighborhood. And what earnings are generated within the community create little value.
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As a result, neighborhood businesses might typically have a price/earnings ratio of about 2x
to 4x — compared to 20-30x for your typical mainstream business. Today, few investors are
willing to invest in local ventures — let alone at these market multiples. The markets simply
view businesses in low-income communities as high-risk, with low growth potential and little

liquidity.

The presence of a strong Solari Stock Corporation can change all that. It can make it
possible for new and enhanced neighborhood businesses to capture at least 50% of the
neighborhood's spending power. If these enterprises registered a profit margin of 3%, that
would translate into $1.2 million of profits for local businesses — before the multiplier impact
of more employment generating more spending.

A Solari Stock Corporation can also raise the price-earnings multiple of neighborhood
businesses — by sharing data, enlisting community performance feedback, lowering risk,
and web trading. If a 23x multiple is achieved — and if the Solari Stock Corporation
recaptures just 50% of the neighborhood spending power — local business equity values
would grow from $2 million to as much as $28 million. And that’s just in one neighborhood.
Imagine the impact of a large network of Solari Stock Corporations nationwide!

B. Steps to Solari Street Equity

The steps to building street equity in a neighborhood economy are based on common
sense and common ownership. Implementation requires hard work, profitable investment
opportunities, the right tools and a little luck.

Step One. Get the Philosophy.

Entrepreneurs prosper when they create benefit for others. A Solari Stock Corporation
creates street equity when you, the local entrepreneur or resident, and the whole
neighborhood profit from its success and share in the upside. The idea is not to profit the
old way — by driving out the poor and gentrifying the neighborhood — but to generate high
yields on investment by increasing in tangible ways the prosperity of those who live, work or
own property in the community.

Step Two. Get the Knowledge.

Learn everything you can about how the money works in your neighborhood. Learn about
your physical assets, residents and their skills, businesses and their strengths, surroundings
and politics. Start a Community DataBank and build it into an alternative on line media
presence locally.

Step Three. Get the Neighborhood Going.

Initiate changes in your neighborhood. Begin by taking three or four actions that will make
your neighborhood a better place to live, shop, work — and turn a profit. For example,
encourage the police to board up an abandoned building, organize a graffiti paint-out and
alley clean-up, and request higher wattage street lights from the city. Celebrate your
success with your neighbors. Throw a block party.
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Step Four. Get the Solari Stock Corporation Started.

Incorporate a for-profit Solari Stock Corporation to be the catalyst for creating street equity.
Involve residents and business owners as stockholders and directors. Assemble a staff and
a network. Find high-yield investment opportunities. Develop a Solari Stock Corporation
business plan that focuses on increasing the performance of current public and private
investment, improving the profitability of existing neighborhood businesses and attracting
new ones. Leverage the expansion of businesses with new computer-based and
telecommunications-based technology. Tie this expansion to increasing jobs targeted at
neighborhood residents. Implement a strategy to bring outside investment to the
neighborhood.

Step Five. Get the Technology.

New information technologies are revolutionizing how business is done and who the
winners will be. By combining an understanding of these technologies with your own
knowledge of the neighborhood, you are uniquely positioned to achieve exceptional returns
for your shareholders. You'll have the tools to discover new ideas about how businesses
succeed, and open up new opportunities for investment and new markets for goods and
services.

Step Six. Get the Opportunity.

The Solari Stock Corporation has many ways to raise yields in a neighborhood.
Opportunities include:

reengineering existing public and private money flows;
raising per household incomes by creating jobs and new businesses;

raising the earnings multiple of neighborhood businesses by increasing liquidity through
data dissemination, performance feedback, better risk management and trading on the
World Wide Web; and

increasing the amount of money that stays in the neighborhood instead of flowing
outside.

Step Seven. Get the Money

Where are you going to come up with the capital? Most of what you need is in your own
backyard. If you consider the income that flows to rent, mortgages, groceries, medical
expenses, and other day-to-day services, undervalued communities have substantial
undervalued and underperforming assets — tangible and intangible assets or other
resources — that can yield value to the community and create street equity. Just use the
Popsicle Index.

The Popsicle Index is the % of people in a neighborhood that believe that a child can
leave their home, go to the nearest place to buy a popsicle and come home alone
safely.
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The Popsicle Index is Solari’s index for identifying and tracking capital gains opportunities in
communities). Once your neighborhood has increased yields on existing resources, outside
investors will be interested. They not only bring in capital but also ideas, experience,
assistance for improving the Solari Stock Corporation's performance. The real money
comes when the stock shares of the Solari Stock Corporation trade and the model spreads
to other communities.

C. Fourteen Ways That Solari Stock Corporations Create Value

The following list illuminates the 14 ways that Solari Stock Corporation's help community
residents and businesses create value for themselves and for the shareholder:

1.

Provide continuous learning and performance feedback on how to make the
Popsicle Index go up.

. Align incentive systems, including community control/ownership of real estate and

businesses.

Increase yield on private investment by organizing consumers to optimize delivery of
private goods and services — particularly those that relate to "technological
convergence" — and reduce deployment risks:

Telecommunications - Ultilities
Networking/ISP - E-Commerce & Media
Cable - Financial Products/Services

Increase yield on public investment by organizing consumers to optimize delivery of
government goods and services.

Healthcare - Municipal Services
Housing - Regulation

Welfare - Transportation
Education - Government Contracting

Organize community business syndicate to increase productivity, reengineer
import/export ratio, provide products and services through the Community
DataBank/alternative media (management, data servicing, product development,
networking, accounting, telemarketing, legal, etc.), and liquefy the syndicate’s equity
(channel venture through a layered “B” share plan and provide reliable real-time
disclosure).

Create incentives for upgrading information infrastructure and networking the
neighborhood.

Lower community risk and the government and corporate risks of serving the
community; reduce the market share of organized crime within the community.

8. Improve yield on community time and reduce cost of living.

9. Facilitate business incubation, venture investment, and lending.

10.

Provide place-based trading vehicle: increase liquidity for community and provide
place-based pricing mechanism.



Neighborhood Investment 7

11. Use information liquidity to improve equity multiple and reengineer capital gains to
community businesses and consumers.

12. Build mindshare for wealth-creation and performance-based economic model.
13. Provide high-yield investment opportunities in America’s emerging markets.

14. Create networks of trust.

What Is a Solari Stock Corporation™?

A Solari Stock Corporationis a for-profit stock corporation designed so that it's stock can be
publicly traded in the stock market while its voting stock is under the control of community
entrepreneurs, residents and businesses that is limited by charter to a defined
neighborhood area. The Solari Stock Corporation is in business to achieve maximum return
for its shareholders. The Solari Stock Corporation links private capital, private sector know-
how and technology with local entrepreneurs who have the ideas, neighborhood knowledge
and drive to produce exceptional returns. The chapter is organized as follows:

A. Mission

The mission of the Solari Stock Corporation is to generate exceptional business profits and
returns to shareholders. Its business strategy is to raise the neighborhood’s Popsicle Index
by understanding and applying the following core concepts:

Information. The Solari Stock Corporation fits the description of a “living company,”
because it thrives on information to continually adapt to its changing environment. (See
The Living Company, by Arie De Geus.) The Solari Stock Corporation has to maintain a
continuous learning infrastructure on how to optimize the Community Capital — the assets
and resources — of the neighborhood. That means that the Solari Stock Corporation,
whether through a high-tech information system or a low-tech grapevine, constantly
monitors its neighborhood. The Solari Stock Corporation must know everything of
importance that goes on in the neighborhood — from which buildings are no longer occupied
and which residents have moved out to which family is growing and how much the local
businesses are making. Mobilizing and understanding the community is what gives the
Solari Stock Corporation its competitive advantage over outside business interests in these
communities.

Alignment. The Solari Stock Corporation seeks win-win activities and transactions that
simultaneously benefit multiple stakeholders in a neighborhood. The Solari Stock
Corporation engineers everyday incentives to bring frequently clashing interests into
common alignment by supporting mutually beneficial outcomes. That's what helps increase
the Popsicle Index and Community Capital. For example, the Solari Stock Corporation can
show residents, landlords, and business owners that removing graffiti will improve
everyone’s safety. Residents benefit from the increase in freedom and the decline in
person-on-person crime. Landlords benefit from the reduction in vandalism and the
increase in net operating income. The local restaurant owner benefits when foot traffic
grows from adjacent business expansion. Getting the incentive systems to work properly is
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central to increasing the Popsicle Index, because it facilitates the optimization of time, skills,
and savings within the neighborhood.

Money Flows. The Solari Stock Corporation analyzes and reengineers public and private
dollars and related incentive systems to improve return on investment and the Popsicle
Index in the neighborhood. One of the common misconceptions about undervalued
neighborhoods is that they lack money. The logic seems straightforward. These
neighborhoods are poor because there’s not enough money to go around. But in case after
case, this logic is wrong. The problem is not the amount of money flowing through these
neighborhoods but how it is being used. Understanding how to make better use of the
public and private money in an undervalued community often provides the starting point for
the Solari Stock Corporation’s first profit-making venture. For example, look at how and with
whom the local community college contracts out services, including everything from
housekeeping to data processing. If the opportunity is right, redirect the flow of these
contracts to neighborhood businesses.

High-Yield Investment. The Solari Stock Corporation promotes performance-based
investment that enhances the knowledge and skills of the businesses and workforce and
increases the neighborhood Popsicle Index. The Solari Stock Corporation starts by
showing how to produce high yield. Often this will involve reengineering money currently
flowing in the neighborhood to generate better returns. For example, the Solari Stock
Corporation could reengineer a government training program that moves residents to jobs
outside the neighborhood to a Solari Stock Corporation effort that trains residents to work in
neighborhood-based jobs. Without increasing the amount being spent on training, the Solari
Stock Corporation has lowered the cost to local private businesses of hiring and training
entry-level staff and in so doing, increased their profit margins. Once the Solari Stock
Corporation understands how to reengineer current investment for better returns, it can then
market specific business ventures and the neighborhood as a whole to outside investors.

Access. The Solari Stock Corporation provides residents and local businesses access to
information, ideas, skills, tools, and training that will enhance the Popsicle Index and
Community Capital and enable the community to function more efficiently. The Internet is a
key component of this access. For example, through the Internet, the Solari Stock
Corporation will link residents struggling with absentee landlords to intervention programs
that have been effective in other cities. Or the Solari Stock Corporation will link business
owners to management training that will prepare them to seek expansion loans or
investment.

Pricing/Liquidity. The Solari Stock Corporation also provides outside investors access to
information about the performance of the community, its Popsicle Index and its particular
business ventures. This increased access to information is a prerequisite for improving the
“liquidity” of stock shares, which will only trade efficiently when a great deal of information
about community assets is available so that pricing can be accurate. Why is this liquidity so
important? Liquid assets trade at a higher multiple than non-liquid assets. Today, a
corporation that trades in the stock market has a market value of about 20 times its annual
earnings. Non-traded companies, by contrast, typically have a market value, depending on
the business, of less than five times their annual earnings. In other words, making
community assets more liquid will increase their value. And increased trade in community
assets is key to optimizing the Popsicle Index in a community.
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Performance. The Solari Stock Corporation will promote its own high performance by
making publicly available consistent and reliable data on the community’s performance, its
Popsicle Index and the profitability of local businesses. These data provide a feedback
mechanism to alert the community and the Solari Stock Corporation of needed initiatives.
Good data also provide a basis for sound financial analysis for marketing neighborhood
businesses to investors. Finally, good data align the community’s intellectual capital — its
skills and local knowledge — with the financial capital and expertise of the capital markets to
maximize return to Solari Stock Corporation shareholders.

B. Performance Measures

The Solari Stock Corporation's goal is to generate high yield for investors. It does so by
positioning itself in investments that can leverage the rise in the Popsicle Index. For
example, as residents’ incomes rise, more households will buy cars. Using its knowledge of
the community and how rising incomes affect spending patterns, the Solari Stock
Corporation invests in a local gas station that enjoys increasing sales and profits. As a
result, the value of the Solari Stock Corporation’s shares increases.

1. The Popsicle Index. Do we fell safe in our place? The Popsicle Index is the % of people
who believe that a child can leave their home, go to the nearest place to by a popsicle and

come home alone safely. We find it is a good estimation for fundamental economic health,

or Community Capital.

2. Community Capital. Community Capital includes all the assets and resources in a
community. It includes tangible assets as well as such intangible assets as the talents of the
residents and the guiding hand of strong community organizations. Community Capital
ideally finds ways to estimate and value everything that the community has to work with and
that works for/against the community to create/destroy street equity. Communities have five
asset categories:

a. Physical Assets: Buildings, land, roads, sewers, parks.

b. Residents & Their Knowledge: Demographic features, such as age and
education, but also the skills, talents and energies of the residents. Everyone has
something to contribute. Numerous tools can increase and lever the value of their
knowledge and relationships and their ability to cooperate in understanding and
helping Community Capital and the Popsicle Index to rise..

c. Money Flows: Personal income, local business profits, and government programs
are sources of money, which can be used to improve the community.

d. Community Fabric: Ties that bind a community together — through churches,
veterans’ groups, schools, and clubs — are a great asset.

€. Unique Community Assets: Perhaps the neighborhood has a one-of-a-kind
historical landmark or is close to a regional transportation hub.

Many of these assets may not have a market price. An ideal community databank would
look at both market value as well as all assets that affect market value for the neighborhood
and, consequently, for the Solari Stock Corporation.
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3. Measures of Asset Use. How well a community’s assets create market value depends
on how efficiently they are being used. Improving efficiency involves both increasing
positive assets in a community and decreasing negatives that keep a community from
realizing its potential. Positive assets might include, for example, low unemployment, a
good stock of housing for home ownership and easy access to jobs and services.
Negatives might include high crime rates, lack of affordable transportation and government
rules that diminish the benefits of work or the value of assets.

By looking at how your neighborhood uses its assets, the Solari Stock Corporation will learn
how to help your neighborhood determine what additional assets it needs and how better to
use the assets it already has. One of the key tasks for a Solari Stock Corporation is to
assist the market in understanding its neighborhood so the market can value existing assets
that are currently being overlooked.

C. What Makes the Popsicle Index and Community Capital Rise?

There is no magic formula for making the Popsicle Index and Community Capital rise in any
given community because each community is different. Despite their individuality, however,
many communities have enough similarities that we can identify some common steps Solari
Stock Corporations can undertake to make these communities’ Popsicle Index and
Community Capital rise.

1. Improve Knowledge Management. Information is fundamental to the success of the
Solari Stock Corporation business model. Collect and disseminate as much information as
possible about the community and about the steps to making the Popsicle Index and
Community Capital rise.

2. Create an Infrastructure for Networking. Informal communications networks — like
those found in churches and clubs — or networks using established telecommunications
systems — like the telephone — are a good place to start. In the long run, the community will
need a modern telecommunications and information processing infrastructure. But in the
final analysis, networks are more than just hardware; they consist of people sharing
knowledge.

3. Reengineer Individual Incentives. With the right incentives, people will invest their
income, time and assets in a way that will contribute to increasing the Popsicle Index and
Community Capital. For example, homeowners and renters may react differently to rising
property values; owners may support it while renters oppose it. Increasing the rate of home
ownership in a community tends to shift the alignment of incentives toward greater support
for improving property values.

4. Reengineer Public/Non-Profit Investment, Services, and Regulations. Redirect the
flow of government dollars away from activities and incentive systems that decrease
increasing the Popsicle Index and Community Capital and toward activities and incentive
systems that increase increasing the Popsicle Index and Community Capital. For example,
the new welfare reform law provides states greater discretion over the use of public
assistance dollars. This opens up opportunities for using these funds to transition welfare
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recipients into the workforce. Also, reform the government rules that dictate how private
individuals and businesses spend their time and money to ensure their decisions align with
market-based incentives. For example, many government programs — health, education
and housing — pay service providers — hospitals, schools and landlords — a fee regardless of
the quality of service they provide. Changing fixed fees to performance-based fees will
increase the value of public investment. Solari Stock Corporations can work with the local
business community as well as local non-profits, such as Community Development
Corporations (CDCs), to focus on activities best performed by those organizations, rather
than activities best performed by the private sector.

5. Reengineer Private Investment. Redirect private investment away from less productive
and toward more productive activities. Private sector investment can be misallocated due to
government interference, the lack of good information, or other market imperfections. It can
also be misallocated because the private sector misperceives profit opportunities in
undervalued communities. Changing those perceptions opens the door to higher yield
investment.

6. Invest in Skills and Access to Tools and Information Services. Economists call this
human capital investment. They have learned it is the most important investment of all.
Some of the activities into which a Solari Stock Corporation can channel more resources
are those that educate, train and equip community residents to work more productively in an
information-based economy and to take an active part in a continuous learning community.

7. Reengineer the Export/lmport Ratio. Raise the level of goods and services produced
within but sold outside the community and reduce the level of goods and services produced
outside but consumed within the community. The higher this ratio, the greater the multiplier
effect of increased investment on the value of increasing the Popsicle Index and
Community Capital.

8. Align Community Interests With Rising Popsicle Index and Community Capital.
Increase the percentage of community ownership and participation in business ventures,
real estate and other assets in the community through their stock ownership in the Solari
Stock Corporation. As the equity value of these assets increases, the market value of
Solari Stock Corporation shares will increase. As this happens, the wealth of each
participating member of the community will also increase, creating a positive market
dynamic between the performance of individuals, the community and the Solari Stock
Corporation.

9. Make Accessible Consistent and Reliable Information. When the Solari Stock
Corporation provides outside investors access to consistent and reliable information about
the performance of the community, its Popsicle Index and Community Capital and its
particular business ventures, it creates a foundation for greater liquidity — and higher prices
— of Solari Stock Corporation shares, by raising the price/earnings multiple.

D. The Solari Stock Corporation DataBank/Alternative Media

Local businesses that Solari Stock Corporations invest in will have to meet high
performance and reporting standards. The Solari Stock Corporation can ensure those
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standards are achieved by creating the Solari Stock Corporation DataBank to provide
technological, administrative and other support services to community entrepreneurs and
residents. The Solari Stock Corporation DataBank could be structured as a for-profit
business or joint venture between the local Solari Stock Corporation and another company..

By having the Solari Stock Corporation’s oversee, finance and /or manage the Community
Data Bank, a community makes sure it has mastery of how all the money works in its place
in a manner focused on creating wealth and well-being for the people in the community. In
addition, it can perform competitively priced back-office functions for neighborhood
businesses and, eventually, for other business as well. Many of the neighborhood
businesses served by the DataBank could occupy the same building as the Databank — for
example a centrally located former warehouse that has been converted into office space.

The services the Solari Stock Corporation DataBank could provide as a business and job
incubator and services to its neighborhood business customers include:

bookkeeping data processing marketing information inventory
searching management
record-keeping customer service | recruiting mail processing concierge
services
archiving correspondence information debt collection car pooling
storage/retrieval services
paralegal work telephone record-checking bill-paying office security
answering (credit/security)
janitorial services | building event planning travel arranging courier services
maintenance

Many of these services are performed using digital technologies, including
telecommunications and information processing. They greatly augment every business, but
few small businesses can afford to provide all of them in-house. Some services would be
used regularly and others intermittently by different businesses at different times. Arranging
for each service individually would add to their overhead. These businesses prefer the one-
stop shopping provided by the Solari Stock Corporation Databank with an incubator/back
office function.

For Solari's business aggregation model for ideas on consumer and business aggregation
opportunities that could lever off of the knowledge flow of a community databank, see Solari
Circles at www.solarivillage.com
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The Community DataBank operates in Solari Stock Corporation neighborhoods and hires its
workforce from those same neighborhoods. New employees go through a rigorous skills
assessment and training program. By following this location and training strategy, the
DataBank is able to operate close to its customers while providing them with competitively
priced services, due to an ample supply of low-cost labor and existing training programs.
Future clients might include government agencies, financial institutions (like credit unions),
non-profit organizations, health care providers and businesses in nearby neighborhoods.

The DataBank model works best in communities with a sufficiently large base of small
businesses and access to a large enough pool of unemployed and under-trained heads of
household, retirees interested in continuing part time and full time work, and workforce
reengineered by large organizations.

Critical to achieve the benefit of the Databank is to provide healthy information to the
community about how the Popsicle Index and Community Capital are doing, what is causing
them to go up, what is causing them to go down, and the benefits to members of the
community when they rise. The more literate the community is about how to collaborate in a
way that generates increased wealth with their individuals actions, the easier the learning
process gets. This function can evolve to an alternative media function, particularly with the
benefit of the internet and on line publishing and radio talk shows.

The Solari Stock Corporation DataBank may be able to capitalize on the government’s
growing desire to get better returns for taxpayers’ investments — particularly in the area of
training. Current government training programs tend to have high cost and low impact. By
offering local government an option for reengineering its training and employment
programs, the Solari Stock Corporation DataBank can tap into local government training
dollars while improving the performance of the government’s training and employment
programs. At the same time, the DataBank will be in a good position to expand into
providing cross-cutting business services..

Community support for a Solari Stock Corporation DataBank will likely be strong. The
presence of many households looking for jobs and to start new businesses has implications
for everyone living in that community. In general, less than optimal household income
means: (1) low levels of consumer spending (so there are few stores and limited consumer
choices); (2) low levels of savings and investment (so there are few banks and little credit
being offered): and (3) high levels of commercial vacancies (the business district is
blighted). The community is primed for a model that will help to turn this situation around
and raise the Popsicle Index and Community Capital.

The Solari Stock Corporation DataBank can raise the Popsicle Index and Community
Capital by:

providing jobs — including entry-level employment;

training workers in marketable skills;

enabling neighborhood businesses to procure needed services within the
community;

exporting services to businesses outside of the neighborhood,
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reducing business costs by group buying of office supplies, equipment and other
business essentials;

creating knowledge “liquidity” in the community about how all the money works and
providing alternative on line and radio media about “how the money works”

improving the quality of business services;
saving entrepreneurs time to focus on core functions;

making the neighborhood more attractive to outside investors by supplying essential
functions which, if not done well, can hurt a business’ profitability;

aligning incentives so that everyone in the neighborhood works to ensure a high
yield,;

raising incomes and spending power in the community;
increasing sales and profits of other businesses in the community;
improving real estate values;

increasing the local tax base; and

positioning the neighborhood to receive better public services.

Providing support information services to help package and manage consumer
aggregations

Providing support information services to help package and manage business
aggregation

Providing support information services to help develop and manage Solari
Leveraged Buy-outs

Providing information services to help develop and support community currencies
and barter networks

Providing information services to help develop and support Solari Circles

Providing information services to develop and support a Solari REIT (Real Estate
Investment Trust)

Providing information services to support Community Offerings of stock; to track and
report stock valuations and other disclosure on stock performance.

Because the Solari Stock Corporation is widely invested in the community and its businesses, the
increase in the Popsicle Index and Community Capital will lead directly to an increase in the value of
the Solari Stock Corporation’s shares of stock. When these shares are traded, the magnitude of the
capital gains will be as much as five-fold greater.
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Structure of a Solari Stock Corporation

The organizational structure for your Solari Stock Corporation is largely determined by the
legal nature of the Solari Stock Corporation as a fiduciary financial institution that invests in
business ventures. It is also determined by the need to ensure that incentives between
management and shareholders (including employees and local entrepreneurs) are aligned
in such a way as to maximize profits and return on equity.

This chapter is organized as follows:

A. Structure: Charter and Bylaws............ccccceeeveennen. 17
B. GOVEIMANCE.....coci it 20
C. Management (Legal, Finance, Operations,
INFOrMAation) ........cocoeeeviiieiee e 21
D. Staffing ....cceeieeiiiiieeeeee e 21
E. Information Infrastructure............ccccoeeeveneeeieeenns 22
F. Auditors and SyStems ..........ccccvviveeriireniee s 23
G. Disclosure Requirements .........cccoccceeveeeeneeeeneen. 23
H. Financial Structure ...........cccoeevee e 24
I. Performance Criteria ........ccccoeoeeeieeriin e 25

A. Structure: Charter and Bylaws
The Solari Stock Corporation’s business form can vary, depending on tax and liability issues
under different state laws. Possible legal structures include:

the sole proprietorship,

general partnership,

limited partnership,

business trust,

“C” corporation,

“S” corporation, and

limited liability corporation.
Look into all of these structures before making the final decision about which is best for your
Solari Stock Corporation. But the most applicable — and most frequently used — structure is
apt to be the “C” corporation.
The “C” corporation has the following attributes:

transferability of ownership interests;

limited liability of owners (i.e., liability is limited to the assets of the entity itself);
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“double” taxation of income (i.e., the entity’s income is taxed at both the corporate
and shareholder levels);

separation of management and ownership; and

perpetual life (i.e., it does not dissolve when its owners die).

The limited liability corporation is used mostly by businesses providing professional services,
while the “S” corporation is limited in the number of classes of stock it can issue and the
number of shareholders it can issue this stock to.

What state should you form your Solari Stock Corporation in? The logical choice would
appear to be the state in which your neighborhood is located. But the actual choice can be
influenced by state taxes and business laws. Many corporations are formed in Delaware, in
large part because of Delaware’s flexible, comprehensive and business-friendly corporate
statute.

The typical state corporate statute provides that a corporation comes into existence when its
articles of incorporation (sometimes referred to as a “charter”) are filed, together with the
required fees, with the Secretary of the State.

At a minimum, the Articles of Incorporation state:

the name and address (an in-state address, which may be a mailbox at a company
like CT Corp. formed for the purpose of serving as an in-state agent for out-of-state
corporations);

the agent for service of legal process;

the corporate purpose (which often can be generalized to any lawful purpose of a
corporation in the state);

the number of authorized and issued shares, their par value and their terms; and

the name and address of the incorporator (who frequently is the attorney who has
formed the corporation on behalf of a client).

Other corporate attributes may also be included — such as how many directors there are,
whether the shares carry preemptive rights, whether there is cumulative voting, what
constitutes a quorum of the directors, and how many directors must vote to change the
Articles of Incorporation. The more provisions of a corporation’s structure are specified in its
Articles of Incorporation, generally, the more difficult it is to change such provisions and the
more control is centralized in the hands of the shareholders.

As arule, after a corporation has been formed and issued shares, the board of directors will
be established, will adopt the corporation’s Bylaws and will elect the corporation’s officers.

The Bylaws of your Solari Stock Corporation guide the directors and officers in the
management of the corporation. These Bylaws usually provide:
how and when directors and officers are elected,

what their duties are,
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what powers the corporation and its officers have,

when the annual meeting is held,

where the corporate offices are located,

what committees of the board are formed and what they are responsible for,
whether and how often corporate audits are performed,

when the corporation’s fiscal year ends, and

how the corporation merges with another corporation and how dividends are
determined.

In addition, these Bylaws should discuss certain corporate formalities that must be observed
— such as the holding of stockholders’ and boards’ of directors meetings, and the passage
of resolutions authorizing the corporation to enter into major contracts, purchase property
and carry on other major activities.

Other legal considerations for the typical corporation formed under state law are:

state and federal securities law issues governing the issuance and transfer of
shares of the corporation (see the University of Cincinnati Law School website
containing many of the applicable federal securities law statutes at
http:/Aww.law.uc.edu/CCL);

gualification of a corporation to transact business in states other than the state of
formation;

use of the corporate name, and words that may or may not be used in the corporate
name;

federal, state and local corporate, employment and other taxes;

regulation of businesses that conduct certain types of operations, such as banking,
mortgage banking, sale of insurance, sale of securities, sale of real estate, the
rendering of financial advice and the practice of law, medicine, engineering and
other professional services requiring licensure under state law; and

fair credit reporting statutes, Americans with Disabilities Act, fair housing laws, equal
employment opportunity and occupational health and safety laws and state and
federal environmental protection regulation.

A helpful summary of corporate and other business related legal provisions in Delaware can
be found on a website offered by the law firm Richards, Layton & Finger. This firm is one of
the largest law firms in the State of Delaware and specializes in, among other things,
Delaware corporate law. You can visit the website at http://www.hg.org/guide-
delaware.html#BUSINESS ENTITIES and http://www.hg.org/guide-delaware.htmi#ABOUT
THIS GUIDE. See also the “virtual law library” website maintained by the Indiana University
Law School at http://www.law.indiana.edu/law/v-lib/lawindex.html.
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B. Governance

The Solari Stock Corporation will be governed by a Board of Directors elected by the voting
stockholders. The members of the board of directors owe a fiduciary duty to the corporation
and its shareholders, although, at least in Delaware, the courts respect the “business
judgment rule” under which the members of the board of directors are protected from liability
for their decisions as long as such decisions are made in good faith. The officers of the
corporation, usually elected annually by the directors, are responsible for carrying out day-
to-day management of the affairs of the corporation, subject to the provisions of state
corporate law, the Articles of Incorporation and the Bylaws.

Service as a director or officer of a Solari Stock Corporation represents an important
business assignment that carries with it commensurate duties and responsibilities. The
Board of Directors, by majority at a meeting of the board or by unanimous written consent,
will take certain actions, such as:

appointment of committees of the board,
election of directors,
authorization of bank accounts, and

authorization of the corporation to transact business in foreign states, purchase real
estate or enter into major transactions, sale of authorized shares of the corporation,
and entry by the corporation into major contracts.

A Solari Stock Corporation needs to attract and retain experienced and conscientious
directors and officers. These directors and officers have obligations to discharge duties
owed to their institution and to the shareholders and creditors of their institution, and to
comply with federal and state statutes, rules and regulations. These duties include the
duties of loyalty, trust and care.

These duties require directors and officers to act as prudent and diligent business persons
in conducting the affairs of the Solari Stock Corporation. This means that directors are
responsible for:

selecting, monitoring, and evaluating competent management;
establishing business strategies and policies;
monitoring and assessing the progress of business operations;

establishing and monitoring adherence to policies and procedures required by
statute; and

making business decisions on the basis of fully informed and meaningful
deliberation.

Officers are responsible for running the day-to-day operations of the institution in
compliance with applicable laws, rules, regulations, and the principles of safety and
soundness. This responsibility includes implementing appropriate policies and business
objectives.
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Directors must require and management must provide the directors with timely and ample
information to discharge board responsibilities. Directors also are responsible for requiring
management to respond promptly to criticism. Open and honest communication between
the board and management of the corporation is extremely important.

C. Management (Legal, Finance, Operations, Marketing, Information)

The management of the Solari Stock Corporation consists of officers of the corporation
appointed by and under the control of the board of directors of the Solari Stock Corporation.
Management should be comprised of positions specifically responsible for legal, financial,
operational, and information technology functions of the Solari Stock Corporation. Position
descriptions, covering qualifications, duties, and compensation, will need to be drafted and

implemented. These positions would include:

Legal counsel. Responsible for ensuring compliance with corporate, U.S.
securities, investment banking, and intellectual property laws.

Financial control. Responsible for devising and implementing standards and
controls for underwriting, valuing, managing, and marketing financial products
and services, as well as for cost accounting and audit requirements as applied
to financial institutions and information technology firms.

Operations. Responsible for planning for and overseeing business-related
functions, including staff recruitment and supervision, relations with the board of
directors and shareholders, and contracts with outside vendors.

Marketing. Responsible for analyzing, spotting and exploiting market
opportunities for financial services and products and for neighborhood-based
services and products, and for developing and implementing a strategic
marketing plan for the Solari Stock Corporation’s businesses.

Information Technology. Responsible for planning for and overseeing the
operations and maintenance of the hardware, software, and netware necessary
to a financial product and advisory service enterprise.

Recruitment to management positions will be critical to the success of the Solari Stock
Corporation. The corporation will need to attract and retain competent individuals who
understand the investment business, know the problems and potential of small business
enterprises, and have an intimate familiarity with their community. The right compensation
package is key to a successful recruitment strategy. Compensation is also the main
mechanism for achieving management’s alignment with the Solari Stock Corporation’s goal
of optimizing neighborhood Community Capital and maximizing returns to shareholders.
The best compensation system for management is a modest base salary with the bulk of
compensation contingent upon the financial performance of the Solari Stock Corporation,
for example, through stock options.

D. Staffing

Staffing for your Solari Stock Corporation will be determined by the size of the Solari Stock
Corporations’ community databank/alternative media operation, its investment portfolio and
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the types of businesses the Solari Stock Corporation invests in. In general, the Solari Stock
Corporation will need to recruit and retain people with the following skills:

Community Leadership — innovativeness, demonstrated ability to earn recognition
in the community, capable of representing and communicating the interests of the
community to insiders and outsiders;

Small Business Skills — knowledgeable of the nuts and bolts, and risks and
rewards of running small business enterprises;

Specialty Business Skills — familiarity with accounting, bookkeeping, tax
preparation requirements, and labor rules (useful both in running the Solari Stock
Corporation and in advising and overseeing the small businesses the Solari Stock
Corporation invests in);

Neighborhood Planning — knowledgeable of local social conditions, local economic
conditions, and local government, including the role of the local CDC and the effect
of local laws and regulations on the community;

Real Estate — experienced in the local real estate market, real estate laws and real
property management (real estate brokerage and property management licensing
would be a plus);

Commercial Banking — familiarity with underwriting and managing a portfolio of
business loans; knowledgeable about existing lending opportunities for small
businesses in the local community, including SBA business loan programs and CRA
reguirements;

Information Systems — skilled with using PCs, mainframes, LANs, WANs, and web
servers; and

Software — experienced with the latest PC- and LAN-based software, especially
business applications; familiarity with Visual Basic, JAVA, and other programming
languages.

Research — knowledgeable about quantitative modeling and data analysis,
especially as applied to identifying, tracking, and analyzing business trends and
products.

Communications — familiarity with PC-based desk-top publishing, multimedia tools
for displaying quantitative, textual, visual and aural information, and using the
Internet to advertise and communicate.

Media — familiarity with alternative media, including on line publishing and internet
and short wave radio and its application to local communities.

The compensation package for your staff should be designed to align their incentives with
the corporation’s objective of increasing the Popsicle Index and Community Capital and
earning high yields on capital. Some form of employee stock ownership would achieve
such an alignment as well as offer certain tax advantages to the Solari Stock Corporation.

E. Information Infrastructure
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To foster the frequent flow of information into and out of the Solari Stock Corporation, the
office should be equipped with a communications and information processing system
capable of handling large flows of digital data. Such a system would include standard office
equipment, such as phone lines, telephones, and personal computers. Internet connectivity
is a must, whether by direct connection or dial-up modem. A direct connection to the
Internet via a T1 line would be ideal.

Additional requirements to support information interchange include several software
programs, most importantly an electronic mail package. Other necessary programs include
word processing, spreadsheet and database software. Because data manipulation will be
so important to the Solari Stock Corporation, the database software and related applications
should be well supported with the necessary equipment and technical support services.

F. Auditors and Systems

The venture businesses in which the Solari Stock Corporation invests entail certain types of
risks, one of which is financial management risk. The neighborhood entrepreneurs, for the
most part, are interested in the sales and marketing and subject matter aspects of the
business, not in accounting, bookkeeping, data collection, and other financial management
related tasks. They would most likely welcome assistance with these overhead functions.

A centralized accounting and financial management system offers the opportunity for cost
savings and access to expertise that a small business owner might not otherwise be able to
afford.

Require each business that receives funding through the Solari Stock Corporation to
purchase (or be given) a sophisticated but easy-to-use, on-site system for bookkeeping, tax
reporting and payment, data collection and inventory that is maintained by or downloaded to
the Solari Stock Corporation on a regular basis. The Solari Stock Corporation could
contract this work out, or it could participate in a joint venture — the Solari Stock Corporation
DataBank — that provides these services and systems.

If a business runs into trouble or is not meeting the goals established by the Solari Stock
Corporation, the Solari Stock Corporation can provide troubleshooting services. Centralized
and shared data collection across Solari Stock Corporations enables each Solari Stock
Corporation to learn the “best practices” of successful businesses, identify changes in local
market conditions by following leading indicators, and coordinate joint business activities,
such as cooperative marketing campaigns.

G. Disclosure Requirements

The Solari Stock Corporation will have to be audited annually by an independent accounting
firm in accordance with GAAP and other regulatory standards applicable to fiduciary
institutions, such as those promulgated by the SEC. The Solari Stock Corporation will have
to issue quarterly and annual reports to its stockholders on the financial condition and
financial performance of the Solari Stock Corporation over that period. To ensure the
integrity of all its transactions, the Solari Stock Corporation will also need to maintain this
financial information with continuous website updates, available to the public.
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The Solari Stock Corporation would need to have internal controls and audit standards for
software and disclosure for the community databank as well as performance measurements
such as the Popsicle Index and Community Capital measurements.

H. Financial Structure

Two classes of equity ownership — “A” and “B” shares of stock — will ensure that the
controlling interest in the Solari Stock Corporation remains with the community, while
enabling the Solari Stock Corporation to access capital and other resources to achieve high
performance for all stakeholders.

Class “A” shares are restricted voting stock. Restricted means they cannot be traded — only
the Solari Stock Corporation can buy them back. And voting means that only class “A”
shareholders have the power to choose the board of directors of the Solari Stock
Corporation. A controlling majority (minimum of 66 2/3%) of class “A” shares should be
issued to local residents and entrepreneurs, who contribute their financial capital, intellectual
capital, or services. The remaining minority of the “A” shares should be issued to insiders or
outsiders able to enhance the performance of the Solari Stock Corporation.

Class “B” shares are unrestricted non-voting stock. That means they can be freely traded
by anyone but the purchasers cannot participate in selecting the board of directors of the
Solari Stock Corporation. Class “B” shares will likely be targeted at outside investors for the
purpose of raising capital, but can also be purchased by local investors looking for high
returns. They are truly unrestricted.

“A” Shares Bring in Community Commitment and Management & Technical
Knowledge and Skills. Because each Solari Stock Corporation concentrates its activities
and investments in a single community, the residents and entrepreneurs of that community
will want to have the final say on what the Solari Stock Corporation does and how it does it.
Restricting majority ownership of “A” shares to community members helps achieve that
objective. In addition, resident owner-controllers can add value to the governance of your
Solari Stock Corporation, by collecting and providing community data, using their knowledge
and contacts to identify local opportunities and obstacles, and in general lending legitimacy
to the decisions of the Solari Stock Corporation.

But outsiders can add value to the governance of your Solari Stock Corporation, too, which
is why you should want to bring them in as minority shareholders, members of advisory
boards or partners. Outsiders can bring in business, financial and technological skills
learned in corporate or institutional settings outside the community. These are the sorts of
skills and types of knowledge that are usually not available to small entrepreneurs or the
residents of undervalued communities. Outsiders also bring perspective. Their experiences
beyond the community can help the Solari Stock Corporation manage larger strategic
issues, like the possible impact of proposed changes in government regulations. Majority
control is kept in the hands of local residents and entrepreneurs by limiting outside
ownership of outstanding “A” shares. However, the key to successful outside participation is
internal discipline to make sure that training and design books and other software tools are
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used to make sure that all knowledge and skills are transferred to members of the
community or are accessible to them.

“B” Shares Bring in Capital Focused on Financial Performance. “B” shares serve two
purposes for the Solari Stock Corporation. First, they enable it to raise capital from outside
investors looking for high yields. Second, they provide the primary means for measuring the
success of the Solari Stock Corporation in increasing the Popsicle Index in its community —
the value of the “B” shares express the market's assessment of the Solari Stock
Corporation’s success. In order to appeal to the traditional capital markets, the “B” class of
stock should be similar to the standard issue of a mutual fund or venture capital fund.
Unfamiliar-looking investment vehicles are often viewed as risky by the market, which will
heavily discount them. “B” shares are normally issued when the board of directors has
identified a new investment opportunity for which it seeks to raise more capital.

Pricing “A” and “B” Shares. The value of the total outstanding “A” and “B” shares equals
the equity value of your Solari Stock Corporation portfolio. But it is the performance of the
“B” shares in the market that drives this equity value. Because “A” shares are not traded,
they will have no real market price. Only “B” shares, which are traded, will have a price that
reflects the market's assessment of the performance of your Solari Stock Corporation. This
does not mean that the “A” shares are worthless. They will have a value, except it will be a
value determined by the Solari Stock Corporation — the value at which the Solari Stock
Corporation would be willing to buy them back. Usually, this buy-back price is set at par
with the market price of the “B” shares.

Every community is different. Some are more open than others to outside experts, advisors
and investors. Adjust your Solari Stock Corporation’s financial structure accordingly. For
example, if your community has limited tolerance for outside involvement, reduce the
maximum percentage of “A shares that can be held by outsiders. Whatever you choose,
the goal should be the same: to align the interests of the Solari Stock Corporation with the
community and outside interests to ensure that strong incentives are in place for raising the
performance of the Solari Stock Corporation as it improves the Popsicle Index and helps to
optimize Community Capital.

|. Performance Ciriteria

The Solari Stock Corporation should make performance information available on the
Internet to facilitate trading in and pricing of its “B” stock. (See the earlier discussion in
“Performance Measures.”) In addition, the Solari Stock Corporation’s board of directors
should set performance criteria for management that would spell out the Solari Stock
Corporation’s standards for success.
Performance criteria should include:

the internal rate of return (IRR) on equity,

the rate of growth in The Popsicle Index, and

the change in the price of “B” shares.



24 Neighborhood Investment

These performance criteria would serve as targets that management would aim for,
benchmarks for tracking how well management has performed, and the basis for
determining performance-based compensation.

Stock Disclosure & Trading

Once the Solari Stock Corporation as issued shares of “B” stock, it will want to start “listing”
them on public vehicles that allow investors to evaluate the price of their shares and trade in
those shares.

A. The Future Is Now

In early 1996, Spring Street Brewing Company completed the first web-based initial public
offering (IPO) of stock (a primary offering). This stock offering raised approximately $1.6
million and was completed without the assistance of an underwriter or investment banker.
After the stock offering, Spring Street established a bulletin board on its website which
allowed interested buyers and sellers of Spring Street stock to trade those securities
(secondary market trading). Spring Street's use of the web for IPOs and secondary trading
of securities was innovative and generated a tremendous amount of attention from the
media and regulators. The Spring Street offering demonstrated that the web can be an
effective and efficient tool for small businesses to raise capital and facilitate secondary
market trading of those securities.

The primary offering and secondary market trading of the securities through the web are
subject to state and federal securities laws. Over the past year, the Securities and
Exchange Commission (SEC) has issued various guidance on web-based offerings and
trading to ensure that such mechanisms are in compliance with federal securities laws.

Because federal and state securities laws are extremely complicated and the penalty
for violation of these laws can result in both civil and criminal actions, all issuers
should consult with an attorney who is knowledgeable of federal and state securities
laws and regulations prior to commencing any primary offerings or secondary market
trading.

B. Primary Offerings

The Federal Securities Act of 1933 requires the registration with the SEC of any form of
securities sold to the “general public.” In addition, each state also has its own securities
laws and each state has the final authority as to which securities can be sold in its
jurisdiction. The typical process of selling securities to the “general public” is usually very
complicated and expensive and requires the assistance of various third parties such as
lawyers, accountants, and investment bankers.

The securities laws provide a few exemptions from the normal process which reduce the
cost and burden of issuing securities for small businesses. The most commonly used
exemptions include: Regulation A offerings, Small Corporate Offering Registration (SCOR),
intrastate offerings and private placements. The first three of these exemptions are
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effective web-based primary offering mechanisms. Because private placement regulations
prohibit general solicitation of the securities and generally limit the number of non-accredited
investors (i.e., investors that are not sophisticated or wealthy as defined by the securities
laws), web-based offering of private placements have significant limitations and have been
less common.

The following is a brief discussion of the first three exemptions:

Regulation A offerings (Reg. A) are the most commonly used web-based primary offering
mechanism. These offerings allow companies to raise up to $5 million in any 12-month
period. There are no restrictions on the qualifications or number of the investors, there are
no restrictions on the resale of securities, and the issuer can do some forms of advertising
and general solicitations. The federal securities laws do not require audited financial
statements of the issuer, however, some states require audited financial statements.
Issuers must file a limited registration statement with the SEC (and depending on the state,
filings with the state securities commission). Several examples of Reg. A offerings can be
found at http://www.virtualwallstreet.com/trading/ and related sites.

Small Corporate Offering Registration (SCOR) refers to offerings of up to $1 million a
year with a minimum stock price of $5.00 per share. These offerings are also know as
“Uniform Limited Offering Registrations” (ULOR). Securities issued pursuant to SCOR are
freely tradable and there are no ongoing SEC reporting requirements. Once again,
securities issued pursuant to SCOR are subject to state securities laws. Recently several
SCOR issuers have used the web as a method to offer their securities. An example of a
SCOR offering can be found at http://www.eaglebrewing.com/stock.htm.

Intrastate offerings (also known as Community Offerings) are exempt from the
registration requirements of the federal securities law (although they are still subject to state
securities laws). Generally, the intrastate exemption specifies that:

the offering is allowed in only one state;

the issuer must be a resident of the state;

the issuer does the majority of its business in that state;

there are no dollar limits on the amount of capital that can be raised;

there are no SEC filing requirements; and

the offering can be made to the general public.
Once the intrastate offering is completed, generally there are no federal securities law
restrictions on the resale of the stock as long as the stock is sold to resident investors. A

web-based community offering, therefore, could alternative method for Neighborhood
Investment Corporations to issue securities.

C. Secondary Trading

Shortly after Spring Street established its bulletin board on its web site for secondary trading
system of Spring Street stock, the SEC requested that Spring Street suspend trading on
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that site. In March 1996, the SEC set forth guidance to which outlined the steps required for
web-based trading systems to ensure regulatory compliance.

Specifically, the SEC requires:

the use of an independent agent, such as a bank or escrow agent, to receive
checks from buyers payable to the seller of the security or the bank;

disclosure that the share on the shares are not traded on any registered securities
exchange or through NASDAQ); and

record-keeping of all quotations posted on the bulletin board and of all securities
transactions effected through use of the system. These records should be made
available to the SEC upon reasonable request.

Since issuing guidance on the Spring Street secondary market trading system, the SEC has
been closely monitoring other secondary market web-based trading sites. For a variety of
reasons, secondary market trading of stocks has been fairly limited to date. For an example
of a web-based secondary market trading site, link to http://www.realgoods.com/stock.

Building a Business Plan for Your Solari Stock Corporation

The business plan articulates what the Solari Stock Corporation is going to do and how. The
process of creating the plan breaks down into four steps: (1) gather and analyze information
about your neighborhood; (2) define activities which the analysis shows can be pursued
profitably; (3) create an organizational structure appropriate to the planned activities; and (4)
establish a system to regularly receive feedback and use it to continually improve
performance. This chapter is organized as follows:

A. Gather and Analyze Information About Your

Neighborhood MiSSION .......ccocceiiiiiiiiieee 31
1. Assemble Information............ccceveveereriieenen. 32
2. Build a Community Data Bank .............c.......... 32
3. Analyze Obstacles.........cccccceeieiiiiiiiiieeee 35
4. Analyze Strengths .........ccccoiiiiiiiiiiicie 37
5. Analyze RESOUICES........cocceeeieeeeee e 38
6. Review Points of VIeW..........cccceceriiiieneee 40
7. ASSESS RISKS......ooiiiiiiieiiciieeeeee e 41
B. ACtION SLEPS ....ooiiiiiieeeeeee e 41
1. Neighborhood Action Plan: Take Immediate
SEEPS e 41
2. Develop Reengineering Plan ............c.c.......... 46
3. Develop an Investment Plan .............ccceceee. 50
4. Develop a Technology Plan ...........ccccccceeneee. 55

As you build your Solari Stock Corporation you should work with the list of options below
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and explore additional options of your own design. Keep in mind that this is only a
framework. Only you can determine which options are right for your community.

A. Gather and Analyze Information About Your Neighborhood

Begin by gathering information — which could be no more difficult than talking to your
neighbors — about:

The Economic Environment — Who and what is doing business in the
neighborhood? What has business turnover been like? Where do people shop for
food, clothes, and entertainment?

The Human Environment — What people live here? How big are their families?
How much money do they have to spend? Why types of jobs do they hold? What
are their skills? What do they value and enjoy? What are they good at? What tools
could they use well?

The Social Environment — What churches are active and who belongs to them?
Are there any other organizations, like fraternities or sororities? Are there supportive
service institutions, like housing for the mentally disabled or the homeless? Are
people proud of their community? Despairing? Full of hope? How serious is the
crime?

The Political Environment — Who has the power to initiate actions in your
community? Who has the power to stop actions (including the actions of your Solari
Stock Corporation) Who controls the major resources in your community? Is
organized crime present and what is their influence with local enforcement, courts,
businesses and government? Can these risks be assessed and avoided?

The Physical Environment — What is the land being used for? What shape are
the buildings in? Who owns them? What are they worth?

Once you have a grasp of these factors, you can begin the critical analysis which answers
the main question: How can the Solari Stock Corporation increase the Popsicle Index and
various components of Community Capital — and how do its shareholders profit from that
activity?

1. Assemble Information

Talk to the people you know — the grocer, the pharmacist, the funeral director, the minister,
the retired school teacher who lives next door. Ask them such questions as: “Who has lived
or worked here the longest? Who always seems to know what'’s going on? Who seems to
know everybody else?” Then, go and talk to those people. Learn what they know. Make
their intellectual capital a part of your intellectual capital. Look at publicly available data on
your community too.

2. Build a Community Data Bank/Alternative Local Media
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A Community Data Bank is a repository of critical information about your neighborhood.
There are two ways this information can be stored — on maps or in a relational data base.

Mapping assets and cash flows helps you visualize forces that affect businesses in a
particular community. Mapping is not an abstract exercise in community planning. Itis a
vital part of the Solari Stock Corporation’s strategy for optimizing the Popsicle Index and
Community Capital.

The basic map is geographical, encompassing all territory within the boundaries of the
community and showing streets and natural features, such as parks and rivers. A second
map shows land uses, including single-family housing, schools, hospitals, apartments,
commercial buildings, and vacant lots or boarded-up buildings that are ripe for reuse. A
third map shows land ownership on a parcel-by-parcel basis, including mortgages,
easements, liens, and other encumbrances. You may want to create other maps too that
illustrate significant characteristics of your community that affect the Popsicle Index, such as
where crimes occur or per capita income levels.

As the number of stockholders grows, map their addresses. By layering the maps, patterns
and relationships will emerge. For example, you may notice that the First State Bank has
loans outstanding on the majority of the distressed properties, or that 90% of the crime
occurs along two particular streets. These patterns will direct you to possible actions for
increasing the Popsicle Index.

All data are not suitable for mapping. For example, resident skill levels or city leadership
profiles (including leadership skills) cannot be easily depicted spatially. This information
should be cataloged in a relational data base, such as Microsoft Access or SQL.
Eventually, you will be able to use this information to measure changes in neighborhood
characteristics that impact the Popsicle Index and Community Capital — such as changes in
income, skill levels, delinquency rates and other variables over time.

Building a Community Data Bank need not be too daunting. Where possible, use public
information sources. Local government agencies maintain in publicly accessible form a lot
of information about communities, including building permits, zoning controls, school district
information, certificates of building occupancy, condemned properties and commercial
licenses. There may also be information relevant to you on the Internet. (See the list of “hot
links” in Appendix A.)

Use your own community and your network. Your neighbors can be your best data sources.
You may want to offer shares in the Solari Stock Corporation in exchange for data or for
residents who agree to provide and update their data on a continuing basis.

A fuller description of the types of maps and data that should be part of your Community
Data Bank can be found below:

Maps and Data for Community Data Banks
Physical Maps. Include street maps, land-use maps, school district maps,

topographical maps, and telecommunications infrastructure. It is most useful in
working in a neighborhood to obtain or produce a parcel map which shows
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individual properties which can become the template for logging other geographic
information. Often, such maps can be obtained from local governments.

Property Information Maps. Tax assessor or local recorder data will include the
names and addresses of property owners (local or absentee), the names of lenders
on title, and assessed property value. A field survey of residential and commercial
buildings can rate building condition on a scale of 1 to 5. Be sure to indicate vacant
lots and vacant buildings.

People Maps. Income, age, sex, ethnicity, income spent for housing, overcrowding,
family size, and other useful information are available from the U.S. Bureau of the
Census. This information is available, with some limitations, on a census block
basis. There's another people map that can't be derived from the census; it's a map
of the neighborhood's roots, family ties, and informal networks. Given their integral
underlying strengths, neighborhoods with deep roots and long traditions are fertile
grounds for neighborhood investment. Knowledge of neighborhood roots and
networks provides invaluable information to the Solari Stock Corporation about how
to align the interest of residents with the interests of business and government
investment.

Skill Maps. Gross Community Capital is affected significantly by the job skills held
by community residents. A skills map is a listing of current and historical skills in the
current population of a community. This information is important when attracting
new business ventures. If, for example, the Solari Stock Corporation determines
that there exists a workforce skilled in data processing or related fields, that
knowledge will be important when marketing the neighborhood to investors and
entrepreneurs. It would also be useful to existing employers and for planning
educational activities. Don't forget to include the skills of retirees. Behind their
wealth of experience is a willingness to share, often on a purely voluntary basis.

Neighborhood Business Maps. Inventory community businesses by type and
location. Inventory products and markets. Measure: sales in the community and
outside the community; business employment in the community and outside the
community; business ownership in the community and outside the community;
relationships among businesses in the community and outside the community; and
business debt by type, amount and source. Assess the potential for outsiders to
use community businesses and products.

External Business Information. Inventory outside businesses and organizations
that provide services in the community. Where do residents shop? Where do they
buy gas? Where do they attend high school? Where are their hospitals? Where
do they bank? Assess the potential to replace externally provided goods and
services with community-provided goods and services on a profitable basis.

Community Connection Maps. Identify consumers or potential investors with
cultural, emotional, or other ties with the community. This exercise identifies people
who don't now live in the community, but who care about the neighborhood and who
might participate in some way in its economic revitalization. It's an inventory of
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former residents who maintain connections. Look for them through the churches.
Get the addresses of high school graduates. Check out reunion organizers. Try to
assess networks and families of current residents, like the adult children of long-time
residents who have moved out to the suburbs but come back to the old
neighborhood to visit their parents and old friends.

Power and Influence Maps. Politics plays a powerful role in most neighborhoods.
Observant residents might say that their neighborhood is non-political because they
haven't seen a politician there in ten years. A wise resident would reply that the
absence of paliticians signals that the neighborhood is of no importance politically,
which might explain the buckled sidewalks, the slow police response, and the
garbage left in the alley after the trash is picked up. Neighborhoods are the smallest
definable geographic unit existing in both the economic system and the political
system. They win and lose as they are buffeted by the winds of politics and
economics. Control of the future comes only through understanding the dual
influence of economic and political forces. Power and influence maps chart the
political forces. Map, or chart, power and influence by starting with formal power —
list all of the elected officials whose jurisdiction includes the neighborhood. Be sure
to include the existing Community Development Corporation (CDC) if there is one.
Then chart the professional power structure by listing all of the government
employees whose decision-making and resource allocations affect the
neighborhood. The most sophisticated and perhaps important chart is the map of
informal power. List those individuals who are not elected officials and not
government employees but who can or do influence public decision-making and
resource allocation. Examples include leaders in industry, the church, chambers of
commerce, law, and universities. Also take stock of their friends and adversaries.

The objective of power mapping is to develop an understanding of the forces that
can and do affect the future of the neighborhood, and to start the process of
alignment. Alignment looks for power players whose interests, motivations and
aspirations are consistent with those of the Solari Stock Corporation Alignment is
also a feedback mechanism for forming the objectives of a Solari Stock Corporation
so they are supportive or more compatible with the interests of key power players.
When full or partial alignment is achieved with key players, resources and public
policy will flow to support Solari Stock Corporation initiatives. The purpose of power
and influence mapping is to find, form and cultivate the alignments that will advance
the interests of the neighborhoods.

Money Maps™. Money maps are an effective tool for increasing the Popsicle Index
and Gross Community Capital. Neighborhoods are like islands in an economic river
flowing with cash. In high-income neighborhoods, much of that money washes
ashore, but in low-income neighborhoods the money flows on by. To map money
flows, start with household income and expenditures — the sources and uses of
most residents’ funds. Then track these flows. To find the ultimate source of most
people’s incomes, look around the local economy and identify major employers or
cash generators, such as a military base, a hospital, a community college, a
warehouse, or a manufacturing center. How much of this income is earned in the
community and how much outside of it? Then look at government payments to
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individuals for welfare, housing and child care. Tracing the uses of household funds
could be more difficult but just as revealing. How much is spent on what and
where? How did they pay? With cash or on credit? How much is saved? Where
are savings kept — banks, thrifts, credit unions, or mutual funds? Once these money
flows are identified and understood, the Solari Stock Corporation can launch
strategies for redirecting some of that flow to the neighborhood. The first approach
should be to increase the neighborhood's share of employment by institutions
generating money flows. The second would be to develop business enterprises that
service those institutions — data processing, janitorial, child care, transportation for
the elderly and disabled, food services, etc.

3. Analyze Obstacles to Increasing the Popsicle Index and Community Capital

What needs to be changed to make this neighborhood a better place to raise a family or
start a business? Yo