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INDEPENDENT AUDITOR'S REPORT

Board of Directors

Blackburme & Sons Realty Capital Corporation
and Affiliate

Sacramento, California

Opinion
We have audited the accompanying consclidated financial statements of Blackburme & Sons

Really Capital Corporation and Affiliate, which comprise the consclidated balance sheels as of
September 30, 2022 and 2021, and the related conseolidated statements of income and retained
earnings and cash flows for the years then ended, and the related notes lo the financial

statements.

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Blackburme & Sons Realty Capital Corporation and
Affiliate, as of September 30, 2022 and 2021, and the results of its operations and its cash flows
for the years then ended in accordance with accounting principles generally accepled in the

United States of America.

Basis for Opinion
We conducted our audits in accordance with audiling standards generally accepted in the

United States of America. Our responsibilities under those standards are further described in
the Auditor's Responsibilities for the Audit of the Financial Statements section of our report. We
are required to be independent of Blackburne & Sons Realty Capital Corporation and Affiliate
and to meet our other ethical responsibiliies in accordance with the relevant ethical
requirements relating to our audits. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with accounting principles generally accepted in the United
States of America, and for the design, implementation, and maintenance of internal control
relevant to the preparation and fair presentation of consolidated financial statements that are
fre from material misstatement, whather due to fraud or arror.

In preparing the consolidated financial statements, management is required to evaluate whether
there are conditions or events, considered in the aggregate, that raise substantial doubt about
Blackburne & Sons Really Capital Corporation and Affiliate’s ability to continue as a going
concern within one year after the date that the consolidated financial statements are available to

be issued.



Auditor's Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due o fraud or error, and to
issue an auditor's report that includes our opinion. Reasonable assurance is a high level of
assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted
in accordance with generally accepted auditing standards will always detect a material
misstatement when it exists. The risk of nol detecting a material misstatement resulting from
fraud is higher than for one resulting from eror, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control. Misstatements are
considered material if there is a substantial likelihood that, individually or in the aggregate, they
waould infiuence the judgment made by a reasonable user based on the consolidated financial

statements.

In performing an audit in accordance with generally accepted auditing standards, we:

« Exercise professional judgment and maintain professional skepticism throughout the
audit.

s Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, and design and perform audit procedures
responsive to those risks. Such procedures include examining, on a test basis, evidence
regarding the amounts and disclosures in the financial statements.

« Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriale in the circumstances, but nol for the purpose of
expressing an opinion on the effectiveness of Blackburme & Sons Really Capital
Corporation and Affiliate's internal confrol. Accordingly, no such opinion is expressed.

« Evaluate the appropriateness of accounting policies used and the reascnableness of
significant accounting estimates made by management, as well as evaluale the overall
presantation of the consolidated financial statements.

« Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about Blackburme & Sons Realty Capital

Corporation and Affiliate's ability to continue as a going concern for a reasonable period of
time,

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control related matters that we identified during the audit.

Boden Rlein & Sueesby

BODEM KLEIN & SMNEESBY
Certified Public Accountants
Rosaville, California

December 22, 2022



BLACKBURNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Consolidated Balance Sheets
September 30, 2022 and 2021

ASSETS

Current assets:
Cash
Mortgage servicing rights
FPrepaid expenses
Prepaid income taxes
Other receivables

Tatal current assets
Propery and equipment, net

Other assets:
Investment in partnerships
Intangible assat, net
Mortgage servicing rights - net of current portion

Total other assets
TOTAL ASSETS

Borrower and investor custodial accounts
(segregated in special accounts - excluded
from corporate assets)

2022

2021

s 78,703
497,724
15,151

1,591

56,161

649,330

8,776

158,252
31,652

581,738

771,643
1,430,749

§ 1,430,748

3 2,158.317

Sea notes to consolidated financial statements.

-3-

3 5,762
392,841
14,552

2,266

55,126

470,647

10,888

165,353
40,152

820,848

1,026,454

$ 1,508,088

$ 1,284 756



BLACKBURNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Consolidated Balance Sheels
September 30, 2022 and 2021

LIABILITIES AND STOCKHOLDERS® EQUITY

2021

2022
Current liabilities:
Accounts payable ] B5,564
Accrued expensas 25 899
Deferrad rent 13,341
Shareholder note payable 249 BBO
Line of credit 80,000
Total current liabilities 448,584
Mon-current liabilities:
Deferred income taxes 215,047
Total liabilities 663,631
Stockholders' equity:
Commeon stock - no par value, authorized,
issued and outstanding, 100 shares 100
Additional paid-in capital 312
Retained earnings 766,706
Total stockholders' equity 767,118

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY § 1,430,749

$ 2,150,517

Borrower and investor custodial accounts
(segregated in special accounts - excluded

from corporate assels)

See notes to consalidated financial statements.
-d -

3 48,205
31,554
13,537

171,205

264,551

267,125

531,676

100
312
876,001

976,413

$ 1,508,089

$ 1,204,756



BLACKBURNMNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Consolidated Staterments of Income and Retained Eamings

For the Years Ended September 30, 2022 and 2021

Revenues:
Servicing fees
Loan commissions
Property management feas
Software licensing fees
Fund management feas
Video and manual sales
Amortization of morigage servicing rights

Total revenus
Expenses.
Salaries
Salaries - George Blackbume
Salaries - Francisca Blackburne
Other expenses
Fayroll taxes
Insurance
Office rent
Marketing
Legal
Cutside consultants
Retirement plan confributions
Employes benefits
Tax and license
Office expense
Accounting
Maintenance and repairs
Autarmobiba
Telephone and utilities
Dapreciation
Loan arrangement fees
Education
Travel
Bad debis
Equipment lease

Total expenses
(Loss) fram operations

2022

$ GB45489

403,153
BE, 169
39,935
35,800
19,220

(134 427)

1,106,448

587,188
200,488
51,578
72410
84,499
57,324
54,060
46,670
45,046
37.107
27,061
17,168
16,008
14,495
14,422
13.836
11,781
10,358
8,712
8237
2,700
861

1,282,721

(276,273)

See noles o consalidated financial statements,

-5-

2021

§  T224M

336,501
858,112
B3,667
&2.500
29, 608

(125,803)
1,178,286

B41,044
192,134
61,682
94,488
61,814
53,155
45,983
59,614
52,075
45 548
26,315
40,146
6,036
11,813
13,138
17,250
20,283
12,624
10,425
15,358
10,669
3,152
8,130
3,826

1,507,719
(329.433)



BLACKBURME & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Consolidated Statements of Income and Retained Earmings
For the Years Ended September 30, 2022 and 2021

(Loss) from operations {confinued)

Oiher income (expense).
Interest expensa
(Loss) income from parinerships
PPP loan forgiveness
Cither fees and incomea

Total gther income [expense)

[Loss) before income laxes

Income tax (benefi)

MET {LOSS)

Retained earnings, beginning of year
RETAINED EARNINGS, END OF YEAR

2022

3 (276273

(13,125)
(7,101}

35,801

[P, k=t e

15,575

(260,608)
(51,403)

(209,295)
a7e, 001

e

$§ 786,706

See notes to consolidated financial statemaents.

-g-

2021

§ (328433

{11.121)
2,068
174,982

23,441

189,368

___ 189,368
(140,065)
(B5d4,533)
(75,532)
1,051,533

—_— e

§ 976001



BLACKBURNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Consalidated Statements of Cash Flows
For the Years Ended September 30, 2022 and 2021

Cash flows from operating activities:
Met [loss)
Adjustments to reconcile net (loss) to net
cash used in operating aclivities:
Depreciation
Amortization & impairment of morigage servicing rights
Additions to morigage senvicing rights
Accrued interest, shareholder note payable
Loss (income) koss from parinerships
PPF loan forgiveness
Deferred income taxes
Changes in operating assels and liabilities:
Prepaid expenses
Prepaid income taxes
Other receivables
Accounts payable
Accrued expenses
Deferred rent

Met cash used in operating activities
Cash flows from financing activities:

Proceeds from PFF loan

Proceeds from shareholder note payable
(Paymenis) on shareholder nole payable
Advances on line of credil

(Payments) on line of credit

Capital lease payments

Net cash provided by financing activities
Met increase (decrease) in cash

Cash, beginning of year

CASH, END OF YEAR

2022

3 (209,295)

8,712
860,636
(726,209)
11,163
7.101

(52,078)

(689)

675
(1,035)
17,309
(1,555)

(196)

(B84,371)

¥5,000
(7.688)
620,000
{530,000

167,312
72,941

5,762

3 78,703

Sea noles o consolidated financial siatements,

-7-

2021

$  (75532)

10,426
541,501
(415,788)

8,140
(2,088)
(174,882)
(66,133)

(1.554)
350
45 BST
(28,885)
1,238
13,637

RS Lt Rt

(141,780)

174 982

(1,763)
421,000
(462,500)

{1,053)
130,666

ey
(11,124)
16,886

¥ 5,762



BLACKBURNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Motes to Consolidated Financial Statements
Seplember 30, 2022 and 2021

NOTE 1 - STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

Chganization -

Blackburne & Sons Realty Capital Corporation (formerly Blackburme & Brown Mortgage
Company, Inc.) (the Company) was incorporated in 1980 in the state of California. The
Company is engaged in the origination and servicing of real estate loans secured by deeds

of trust throughout the United Stales.

Principles of consolidation -
The consolidated financial statements include the accounts of Blackburne & Sons Realty

Capital Corporation and its affiliate, C-Loans, Incorporated. All material inter-company
transactions have been aliminated in consolidation.

Standards of reporting -
The Company prepares its financial statements using the accrual method of accounting.

Revenues are recognized when earmned and expenses are recognized when incurred. Loan
servicing and origination revenue represents fees eamed for servicing and originating
mortgage leans. Servicing and origination revenue is recognized as earned, unless
collection is doubtful.

Revenue recognition —

Revenue from the performance of various services is recognized when the services are
performed. Generally, this occurs at a point in time. Pedormance obligations are typically
satisfied upon the perfarmance of the service. The Company does not have any significant
financing components as payment is received at or shorlly after the point of sale.

Effective January 1, 2021, the Company adopted ASU 2014-08, Revenue from Ceontracts
with Customers (Topic 606), which amended the existing accounting standards for revenue
recognition. The new revenue standard does not have a material impact on the amount

and timing of revenue recognized in the Company's financial statements.

Use of eslimates -

In preparing financial statements in conformity with generally accepted accounting
principles, management must make estimates based on future evenis that affect the
reported amounts of assets and labilities at the date of the financial statements and the
reported amounts of revenue and expenses during the reporting period. Actual resulls

could differ from those estimates.

Financial instruments -
The carrying amounts of the Company's financial instruments, including cash and cash
equivalents, accounts receivable and accounis payable, approximate their fair values.

Cash equivalents -
The Company considers all highly liquid investments purchased with criginal maturities of

three months or less to be cash equivalents.



BLACKBURNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Motes to Consolidated Financial Statements
September 30, 2022 and 2021

h.

Morigage servicing rights, amortization and impairment -

The Company recognizes as separate assets the rights to service mortgage lcans for
others based on their relative fair values, Amostization of mortgage servicing rights (MSRs)
is based on the ratio of net servicing income received in the current period to tofal net
servicing income projected to be realized from the MSRs. Projected net servicing income is
in turn determined on the basis of the estimated future balance of the underlying morigage
loan portfolio, which declines aver time from prepayments and scheduled loan amortization,
The Company estimates fulure prepayment rates based on current interest rate levels,
other economic conditions and market forecasts, as well as relevant characteristics of the
servicing portfolio, such as loan types, interest rate siratification and recent prepayment
experience. MSRs are pericdically assessed for impairment, which is recognized in the
statement of income during the period in which impairment occurs as an adjustment to the
corresponding valuation allowance. For purpose of performing its impairment evaluation,
the Company analyzes its porifolio on the basis of certain risk characteristics including loan

type and note rate.

Propery and equipment -

Property and equipment are siated at cost. The policy of the Company is to provide for
depreciation over the estimated useful lives of the assets using the straight line method.
The estimated useful lives range from five to seven years. Maintenance and repairs are
charged to expense when incurred. Expenditures for additions and improvements, where
significant in amount, are capitalized.

Income taxes -

The Company accounts for income taxes under generally accepted accounting principles,
which require recognition of deferred tax assets and liabilities for the expected fulure tax
consequences of events that have been included in the financial statements or tax returns,
Defarred tax assets and liabilities result from temporary differences in reporting for tax

purposes and financial purposes.

The Company adopted accounting for uncertainty in income taxes and thereafter
recognizes the tax benefits from uncertain tax positions only if it is more likely than not that
the tax position will be sustained on examination by the taxing authorities, based on the
technical merits of the position. The tax benefits recognized in the financial statemenis from
such positions are measured based on the largest benefit that has a greater that 50%
ikelihood of being realized upon ultimate settlement There was no impact to the
Company's financial statements as a result of the implementation of this principle.

The Company files tax returns in the United States federal jurisdiction and in the state of
California. The Organization's federal income tax relurns for the tax years 2018 and
forward remain subject to examination by the Internal Revenue Service. The Company's
California income tax retumns for the years 2017 and forward remain subject to examination

by the Franchise Tax Board.

Advertising -
The Company's policy is fo expense advertising costs as they are incurred.



BLACKBURNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Motes to Consolidated Financial Statements
Saptember 30, 2022 and 2021

. Borrower and investor cuslodial accounts -

Borrower and investor custodial accounts consists of trust fund cash accounts which are

segregated from other corporate assets and maintained by the Company in accordance
with Sections 2830 and 2834 of the Regulations of the California Real Estate

Commissioner,

m. Reclassiications

Certain reclassifications have been made to the prior year financial statements in order for
them to be in conformity with the current year presentation.

NOTE 2 - PROPERTY AND EQUIPMENT

Property and equipment consists of the following:

Furniture and fixtures
Equipment
Computer equipment
Vehicles
Software

Total

Less: accumulated depraciation

Net property and equipment

MOTE 3 - INTANGIBLE ASSET

2022 2021
5 7674 S 37,674
49 447 49,447
19,028 19,028
51,005 51,005
55 832 55,832
212,986 212,986
203210 201,998
$ 9776 % 10,988

Intangible asset consists of intermet domain names with a cost of $127,500. Management
reviews the intangible asset for impairment annually. Impairment losses are recorded in other
expense on the income statement. No impairment loss was recorded for the years ended

September 30, 2022 and 2021.

-10 -



BLACKBURNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Motes to Consolidated Financial Statements
September 30, 2022 and 2021

NOTE 4 - MORTGAGE SERVICING RIGHTS
The activity in MERs was as follows:
2022 2021
Balance at beginning of period $ 1,213,890 3 1,339,693
Additions 726,209 415,788
Scheduled amortization & reduction due to early
loan payoffs (BEBO0,638) (541,5091)

Feserve for impairment = 5
Mortgage servicing rights, net 3 1,079 463 & 1,213,890

The estimated fair value of recognized MSRs for the years ended Seplember 30, 2022 and
2021 was %1,079,463 and 51,213,880, respectively. The fair value was determined by

discounting estimated net future cash flows from mortgage servicing activities using appropriate
discount and prepayment rates. The gross amount of expected future servicing revenue (net of

related servicing costs) before applicable discounting for the years ending September 30, 2022
and 2021 was approximately 31,475,503 and 51,715,854, respectively.

NOTE 5 - LINE OF CREDIT

The Company had a $150,000 available line of credit with First Northern Bank, which the bank
did not renew and expired on September 1, 2022, The outstanding balance of $90,000 was
paid by the shareholder of the corporation in October 2022.

NOTE & - SHAREHOLDER NOTE PAYABLE

The Company has an unsecured nofe payable in the amount of $249,680 and $171,205 al
September 30, 2022 and 2021, respectively, to the principal officer and scle shareholder of the
Company. The nole was due on July 9, 2022, but the due date has been extended to October
1, 2023 with interest at 6%. The Company accrued $11,162 and 59,140 of interest expense for
the years ended September 30, 2022 and 2021, respectively.

NOTE 7 - PPP LOAN

The Company received loan proceeds in the amount of $174,982 for the year ended Seplember
30, 2021 under the federal Payroll Protection Program (PPP). The notes bear interest at a rate
of 1% per annum, payable monthly. Funds from the loan may only be used for qualifying
expenses. Under the terms of the PPP, up to the full amount of the loan may be forgiven if the
proceeds are used for qualifying expenses. The lean has been forgiven, and the loan

forgiveness is recognized as income.

- 11 -



BLACKBURNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Notes to Consolidated Financial Statements
September 30, 2022 and 2021

NOTE 8 - TRANSACTIONS WITH RELATED PARTY

During the years ended Seplember 30, 2022 and 2021, the Company received servicing
revenue of 50 and $330, respectively, and collected management fees, including shared
expenses, in the amount of $20400 and $38,000, respectively from Blackburne & Brown
Mortgage Fund I, a California limited parinership (the Fund). The Company is the general
partner of the Fund. The Company’s capital balance with the fund was $42.297 and $49,213 al
Sepltember 30, 2022 and 2021, respectively, and is included on the balance sheet as

Investment in Parinerships.

The Company has an ownership interest in Blackburne & Brown Mortgage Fund I (Fund ), a
California limited partnership, and provides various management services to Fund |l The
Company collected management fees in the amount of $16,500 and $13,500 for the years
ended September 30, 2022 and 2021, respectively. Additionally, the Company received
$27,652 and $35,930, respectively, in servicing revenue from Fund Il for the years ended
September 30, 2022 and 2021. The Company's capital balance with Fund |l was $70,115 and
$70,300 at September 30, 2022 and 2021, respeclively, and is included on the balance sheet as
Investment in Partnerships.

The Company has a profits and loss interest in Blackburne & Brown Equity Preservation Fund,
LLC (LLC}, manages the LLC and receives various fees for services performed. The Company
received no management fees for the years ended September 30, 2022 and 2021,

NOTE & - INCOME TAXES

The components of deferred tax assets (liabilities) at September 30, 2022 and 2021 are as
follows:

2022 2021
Deferred Tax Assel:
Accounts payable and accrued expenses $ 38204 5 33,404
State taxes 11,197 15,718
Met operating loss 109,026 81,620
Total deferred lax assel 158,427 130,743
Valuation allowance {46 S87) (30.937)
Defarred tax asset, net 111,440 28 806
Deferred Tax Liabifity:
Meortgage servicing rights (322,112) (362,225)
Receivables (3,312) {3,312)
Depreciation and amortization (1,063) {1,394)
Deferred tax liability, net {326 487) (366,931)

Deferred taxes, net

3 (215,047) 3

(267 125)

.12 -



BLACKBURNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Motes to Consolidated Financial Statements
September 30, 2022 and 2021

The provision for income lax expense (benefit) consists of the following components.

2022 2021
Current:
Federal 5 - % -
State 1,600 1,600
Total current 1,600 1,600
Deferred.
Federal (36,175) (45,392)
State (16,828) (20,741)
Total deferred (53,003) (66,133)
Total income tax (benefit) expense ] (51,403) % (64,533)

Deferred income taxes are recognized for tax consequences of “temporary differences” by
applying enacted statutory rates, applicable to future years, to differences between the financial
reporting and the lax basis of existing assels and liabilities. The tax effects of lemporary
differences that give rise to the deferred tax liability results from the use of accelerated methods
of depreciation of property and equipment and the cash basis of accounting for tax purposes.

Met operating losses in the amount of $366,404 begin expiring in 2036.

NOTE 10 - COMMITMENTS

Operating Lease

The Company leases its main office space under an operating lease with monthly base
payments of $4,365 expiring in March 2028. Office rent expense was 354,060 and 346,983,
respectively for the years ended September 30, 2022 and 2021,

The estimated minimum lease commitments for the succeeding years are as follows:
Year Ended Seplember 30

2023 ] 54,758

2024 56,401

2025 58,053

2026 __ 29476

Total g 198,728
Capital Lease

Dwring 2018, the Company entered into a capital lease agreement for the purchase of computer
equipment. The lease began in January 2018 and requires 36 monthly payments of $248. The
cost of the computer equipment is $8,921 and is included in the balance sheet as properly and
equipment. Accumulated amortization of the leased equipment was 38,921 al September 30,
2021 and is included in depreciation expense, No further minimum lease payments are

required.

«13-



BLACKBURNE & SONS REALTY CAPITAL CORPORATION AND AFFILIATE

Motes to Consolidated Financial Statements
September 30, 2022 and 2021

NOTE 11 - RETIREMENT PLAN

On October 1, 1993, the Company established a profit sharing plan that covers substantially all
employees. The Company may contribute to the plan an amount designated by the Board of
Directors to the extent permissible under the Intemal Revenue Code. The Company did not

contribute to the plan for years ended September 30, 2022 and 2021,

On QOctober 1, 2006, the Company adopted a 401(k) defined contribution plan. The plan covers
all employees meeting certain eligibility requirements. The Company contributes an amaount,
{lL.e. safe harbor coniribution) determined by the Internal Revenue Code. Fer the years ended
September 30, 2022 and 2021, the Company contributed $27,061 and 526,315, respectively, to

the plan

NOTE 12 - N TIONS OF CREDIT RISK

The Company originates and services loans secured by real estate. The Company performs
credit evaluatiocns of the potential borrowers and, generally, requires no additional collateral

from them,

NOTE 13 - CASH FLOWS

For purposes of the statement of cash flows, interest paid by the Company was 38,902 and
$1,981 for the years ended September 30, 2022 and 2021, respectively, and the Company paid
$1,600 and $800 In income taxes for the years ended September 30, 2022 and 2021,
respectively.  Additionally, the Company received PPP loan forgiveness in the amount of
$174,982 for the year ended September 30, 2021 which were non-cash transaclions.

NQTE 14 - CONTINGENCIES

The Company is involved in various lawsuits in the normal course of business. Management
cannot predict the cutcome of the lawsuits or estimate the amount of any loss that may result.
Accordingly, no provision for any contingent liabilities that may result has been made in the
financial statements. Management believes that losses resulting from thesa matters, if any,
would be covered under the Company's insurance policy and would not have a material effect

on the financial position of the Company.

NOTE 15 - SUBSEQUENT EVENTS

Management has evaluated the potential for subsequent events through the available for
issuance date af the financial statements, December 22, 2022,

- 14 -



