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UNITED STATES DISTRICT COURT
MIDDLE DISTRICT OF FLORIDA
FORT MYERS DIVISION

CASE NO.: 2:09-cv-229-FtM-29 SPC

SECURITIES AND EXCHANGE COMMISSION,
Plaintiff,
V.

FOUNDING PARTNERS CAPITAL MANAGEMENT, CO.,
and WILLIAM L. GUNLICKS,

Defendants,

SUN CAPITAL, INC.,

SUN CAPITAL HEALTHCARE, INC,,

FOUNDING PARTNERS STABLE-VALUE FUND, LP,
FOUNDING PARTNERS STABLE-VALUE FUND I, LP,
FOUNDING PARTNERS GLOBAL FUND, LTD, and
FOUNDING PARTNERS HYBRID-VALUE FUND, LP,

Relief Defendants.
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PLAINTIFF’S RESPONSE TO DEFENDANT WILLIAM L. GUNLICKS’S
RENEWED EMERGENCY MOTION TO MODIFY THE ASSET FREEZE

I. INTRODUCTION

Defendant William L. Gunlicks’s renewed motion to modify the asset freeze [DE 72]
again does not provide a valid basis for this Court to grant him relief. First, Gunlicks directed
and controlled the activities of Defendant Founding Partners Capital Management, Co.
(“Founding Partners™) in connection with the fraudulent activity alleged in the Complaint.
Accordingly Gunlicks and Founding Partners should be held jointly and severally liable for the

full disgorgement of all illegally obtained proceeds, which at this point in the case amounts to at
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least the $550 million they raised from investors under false pretenses as to how they would use
the money. This amount dwarfs the $9 million in personal assets that Gunlicks is claiming.

Second, even if the Court limits the amount of disgorgement for which it holds Gunlicks
responsible to the management fees Founding Partners earned (which would not be correct), this
amount also significantly exceeds the $9 million in personal assets Gunlicks claims he has.
From 2004 through 2008 alone, Founding Partners earned in excess of $23 million from the
primary fund it managed. During the same period, Founding Partners also earned sizable royalty
payments from this fund and additional fees from the other funds it managed. Thus, Gunlicks
does not have sufficient frozen assets to satisfy a disgorgement award based on Founding
Partners’s management fees alone.

Third, Gunlicks has provided virtually no support for claiming his assets are worth
anywhere near $9 million. For example, he provides little or no official documentation
demonstrating the value of the real estate he holds, instead asking the Court to rely on his
unsupported “good faith estimate” of the value. Similarly, there is no documentation showing
the value of purported securities and other investments.

Fourth, Gunlicks’s estimated living expenses are either no reasonable on their face or are
not supported by the necessary documentation. For example, Gunlicks asks for more than
$20,000 a month to pay expenses on five different pieces of property, hardly a reasonable
request. Even those expenses that appear reasonable are not adequately supported by any
documents or other evidence. Finally, Gunlicks offers no legal or practical justification for using
$75,000 that otherwise could go to defrauded investors, to pay his lawyers.

For all these reasons, the Court should deny Gunlicks’s renewed motion for a

modification of the asset freeze.
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I. FACTUAL AND PROCEDURAL BACKGROUND

On April 20, 2009, the Commission filed a Complaint for Injunctive Relief against
Gunlicks and Founding Partners (together “Defendants™), and naming as relief defendants certain
related entities. At the same time, the Commission sought, among other things, an emergency
temporary freeze order with respect to the assets of Defendants and the funds they managed,
Relief Defendants Founding Partners Stable-Value Fund, LP, Founding Partners Stable-Value
Fund I, LP, Founding Partners Global Fund, Ltd, and Founding Partners Hybrid-Value Fund, LP
(collectively “Founding Partners Relief Defendants”).

As set forth in the Complaint, Gunlicks and Founding Partners raised more than $550
million from investors. Gunlicks and Founding Partners, in their offering materials, monthly
reports, and in oral conversations, represented to investors they would loan the money to Sun
Capital Healthcare, Inc. and Sun Capital, Inc. (together “Sun Capital”) to purchase short-term
commercial and healthcare receivables (i.e., receivables that had not aged more than 150 days),
and that these receivables would fully secure the loans to Sun Capital. Gunlicks controlled and
directed all of the activities of Founding Partners and the Founding Partner Relief Defendants.

Unbeknownst to investors, Gunlicks, beginning in at least 2004, allowed Sun Capital to
invest in longer-term, less liquid, and much riskier receivables, including workers-compensation
receivables (with an average collection period of 1065 days and subject to adjudication) and
DSH receivables (a portion of which are only collectible several years out and then only if the
hospital is still operating). Gunlicks also allowed the Sun Capital principals to invest nearly a
third of the $550 million of investor money directly in hospitals or in real estate on which the

hospitals are located. Gunlicks did not disclose any of this to investors, who were misled into
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believing there had not been any change in the underlying factoring strategy or Sun Capital’s
activities.

Based on this evidence, this Court granted an ex parte request for an asset freeze order
with respect to the Defendants and Founding Partner Relief Defendants on April 20, 2009. On
May 5, 2009, Gunlicks filed what he styled an Emergency Motion to Amend and/or Modify
Order Freezing Assets and other Emergency Relief and Incorporated Memorandum of Law [DE
43, 45]. That same day, the Court held a show cause hearing as to the continuation of the asset
freeze and heard oral argument from counsel.

On May 7, 2009, the Court issued an Order [DE 56] holding that, based on the evidence
submitted, the Commission had established a likelihood of success on the merits with respect to
the underlying securities fraud claims against Gunlicks and Founding Partners. (Order at 6).
Accordingly, the Court ordered that its Order Freezing Assets and Other Emergency Relief [DE
10] would continue in effect as to Gunlicks until further order of the Court. (Order at 10).

In its May 7 Order, the Court also addressed the portion of Gunlicks’s motion
challenging the scope of the asset freeze and seeking a modification to allow him to pay living
expenses and attorneys’ fees. The Court held that it was appropriate to freeze all of Gunlicks’s
assets, whether or not they were related to the alleged fraud, as long as the “reasonable
approximation of the amount of disgorgement” exceeded Gunlicks’s assets. (Order at 7-8). The
Order further noted that the Court was not yet convinced that $550 million (the approximate
amount of investor funds Sun Capital currently holds) would be the amount of disgorgement.
(Order at 8). Instead, the Court noted that Founding Partners charged an annual management fee
of 1.75% on the outstanding loan amount and held, based on a calculation using this percentage,

that $5,912,500 would be “utilized by the Court in the absence of the presentation of a more
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specific figure by the SEC.” (Order at 9). The Court continued the full asset freeze pending the
presentation of more specific information by either party. The Court also denied Gunlicks’s
request for a modification of the asset freeze order to pay for living expenses and attorneys’ fees.
(Order at 9-10).

On May 19, 2009, Gunlicks filed a renewed motion to modify the asset freeze [DE 72].
For the reasons set forth below, Gunlicks once again does not provide any legitimate basis for
this Court to modify the asset freeze.

III. MEMORANDUM OF LAW

A. Gunlicks Is Jointly and Severally Liable For More Than $550 Million Plus Interest

A court may impose an interim asset freeze on all of a defendant’s assets up to the
amount of the defendant’s ill-gotten gains to preserve funds for equitable remedies such as
disgorgement. CFTC v. Levy, 541 F.3d 1102, 1114 (11" Cir. 2008) (holding that “a district court
may freeze a defendant’s assets to ensure the adequacy of a disgorgement remedy”) (citations
omitted); Levi Strauss & Co. v. Sunrise Int’l Trading, Inc., 51 F.3d 982, 987 (11" Cir. 1995)
(holding that “district court may exercise its full range of equitable powers, including a
preliminary asset freeze, to ensure that permanent equitable relief will be possible”). As this
Court noted, such “a freeze order may ‘remain in effect until the district court determines
whether it can make an informed determination of the amount of the unlawful proceeds retained
by [defendant], and, if it can, what the amount may approximate.’” (May 7, 2009 Order [DE 56]

at 7 (quoting Levy, 541 F.3d at 1114 (citation omitted))).

' On May 11, 2009, Gunlicks filed a motion asking for leave to file under seal his forthcoming renewed motion for
modification of the asset freeze [DE 64]. By Order dated May 28, 2009 [DE 82], the Court denied that motion as
moot because Gunlicks had already filed his financial information in the public record in connection with his
renewed motion on May 19, 2009.
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Therefore, before determining whether to release any frozen funds to Gunlicks, the Court
must determine whether these funds will be needed to satisfy a potential disgorgement order.
The law does not require precision in determining the proper amount of disgorgement. The
amount of disgorgement “need only be a reasonable approximation of profits causally connected
to the violation.” SEC v. First City Fin. Corp., 890 F.2d 1215, 1231 (D.C. Cir. 1989); SEC v.
ETS Payphones, Inc., 408 F.3d 727, 735 (11" Cir. 2005) (accord).> The amounts should include
“all gains flowing from the illegal activities.” SEC v. Cross Fin. Servs., 908 F. Supp. 718, 734
(C.D. Cal. 1995), aff’d, 139 F.3d 674 (9™ Cir. 1998). The amount of disgorgement may also
include prejudgment interest on the ill-gotten gains. ETS Payphones, 408 F.3d at 735; SEC v.
Calvo, 378 F.3d 1211, 1217 (11™ Cir. 2004) (affirming disgorgement order covering illicit gains
and prejudgment interest); SEC v. First Jersey Sec., Inc., 101 F.3d 1450, 1456, 1476-77 (2nd Cir.
1996) (affirming disgorgement order of $22 million, plus $52 million in prejudgment interest);
SEC v. Moran, 944 F. Supp. 286, 295 (S.D.N.Y. 1996) (“Requiring payment of interest prevents
a defendant from obtaining the benefit of what amounts to an interest free loan procured as a
result of illegal activity.”).

The proper measurement of ill-gotten gains or profits that are causally connected to the
underlying securities laws violations will naturally vary depending on the nature of the illegal
activity. In some cases, the amount of the “profit” or “ill-gotten gains” flowing from the illegal
activities can be directly equated with the amount by which, for example, the stock price has
been inflated or net profits from the sale of stock in violation of the securities laws. See, e.g.,

SEC v. Blatt, 583 F.2d 1325, 1327-28 (5 Cir. 1978) (affirming portion of disgorgement order

% As quoted in this Court’s May 7, 2009 Order at 8 n.3: “The SEC is entitled to disgorgement upon producing a
reasonable approximation of a defendant’s ill-gotten gains. The burden then shifts to the defendant to demonstrate
that the SEC’s estimate is not a reasonable approximation. Exactitude is not a requirement; so long as the measure
of disgorgement is reasonable, any risk of uncertainty should fall on the wrongdoer whose illegal conduct created
that uncertainty.” SEC v. Calvo, 378 F.3d 1211, 1217 (11" Cir. 2004) (internal quotations and citations omitted).
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based on the profits earned in connection with illegal stock sale, plus interest); First Jersey, 101
F.3d at 1456, 1459-62 (affirming disgorgement of illegal profits from stock sale based on
“excessive prices unrelated to prevailing market prices™); SEC v. Shapiro, 494 F.2d 1301, 1309
(2d Cir. 1974) (affirming calculation of profits from insider trading to be the “paper” profits
earned prior to information being publicly announced).

In contrast, where money is raised from investors under false pretenses in violation of the
federal securities laws, all of the investor funds raised and not returned to investors represent ili-
gotten gains. SEC v. JT Wallenbrock & Associates, 440 F.3d 1109 (9™ Cir. 2006) (defendants
ordered to disgorge entire $253.2 million fraudulently raised from investors through the sale of
unregistered promissory notes); SEC v. RJ. Allen & Associates, Inc., 386 F. Supp. 866, 881
(S.D. Fla. 1974) (defendants ordered to disgorge the full amount received from investors who
were defrauded into purchasing bonds); SEC v. First Pacific Bancorp, 142 F.3d 1186 (9" Cir.
1998) -(defendants ordered to disgorge entire $688,000 raised from outside investors, plus
prejudgment interest).

Moreover, “[w]here two or more individuals or entities collaborate or have a close
relationship in engaging in the violations of the securities laws, they [may be] held jointly and
severally liable for the disgorgement of the illegally obtained proceeds.” JT Wallenbrock, 440
F.3d at 1117 (citation omitted); see also Calvo, 378 F.3d at 1215 (noting that “it is a Well settled
principal that joint and several liability is appropriate in securities law cases where two or more
individuals or entities have close relationships in engaging in illegal conduct”); First Jersey, 101
F.3d at 1474-75 (owner of securities firm was jointly and severally liable for firm’s profits, not
just his own ill-gotten gains, where he participated in and profited from illegal conduct); First

Pacific Bancorp, 142 F.3d at 1191-92 (holding corporate officer jointly and severally liable for
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entire amount raised from outside investors); R.J. Allen & Associates, 386 F. Supp. at 881
(same).

The Ninth Circuit in First Pacific Bancorp concluded it was appropriate for the district
court to have held the CEO and his corporate codefendants jointly and severally liable where the
CEO had played the principal role in the corporate defendants’ fraudulent offering of securities.
142 F.3d at 1191-92. The court expressly rejected the CEO’s argument that he should not be
ordered to disgorge the total proceeds of the offering because he did not receive a “personal
financial benefit as a result of that offering.” Id. at 1192. In so doing, the court noted the CEO
had benefited indirectly from the offering through salaries, commissions, and other fees, and that
it was thus appropriate to hold him jointly and severally liable for the entire $688,000 that had
not been returned to investors. Id. at 1190-92.>

Courts have also refused to reduce the disgorgement amount merely because defendants
no longer possess the ill-gotten gains. In JT' Wallenbrock, the Ninth Circuit affirmed the district
court’s decision ordering the defendants to disgorge the entire amount raised from investors,
even though the defendants had, among other things, loaned a significant portion of the funds to
another company. 440 F.3d at 1115-16.* “The district court properly ordered this amount
disgorgeable, because it was a subsequent investment of the illegally obtained investor funds. . . .
The manner in which [defendants] chose to spend the illegally obtained funds has no relevance
to the disgorgement calculation because, as we have explained, the defendants had the full

benefit of the entire $253.2 million fraudulently raised from investors.” Id.; see also SEC v.

3 The court also noted the fact that the CEO had lost $1 million of his own funds in the failed scheme did not
“release him from his obligations toward the defrauded investors.” First Pacific Bancorp, 142 F.3d at 1192 n.6.

* The defendants in JT Wallenbrock had misrepresented to investors that they were using investor proceeds to
purchase accounts receivable of Malaysian latex glove manufacturing companies and emphasized the minimal risk
involved, when in fact the defendants had used the investors’ funds to invest in speculative business ventures. 440
F3dat1111.
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Benson, 657 F. Supp. 1122, 1134 (S.D.N.Y. 1987) (“The manner in which [defendant] chose to
spend his misappropriations is irrelevant as to his objection to disgorge.”).

Gunlicks and Founding Partners together raised and loaned out more than $550 million in
investor funds pursuant to fraudulent misrepresentations and omissions. On top of that, Gunlicks
and Founding Partners collected, on a yearly basis, a significant management fee and royalty
payment based on these same proceeds. Almost the entire $550 million today remains in the
possession of Sun Capital pursuant to a disputed loan arrangement.” It is entirely unclear at this
stage how much of that $550 million will be preserved and ultimately returned to investors.
Nevertheless, at this stage, this $550 million, along with the management fees and royalty
payments, represents the ill-gotten gains which are properly subject to disgorgement.

Because Gunlicks directly participated in the fraudulent activities alleged in the
Complaint, and directed and controlled the activities of Founding Partners, he should be held
jointly and severally liable for the full amount of ill-gotten gains that rightfully belong to
investors. It is of no consequence under the law that Gunlicks may only have personally retained
a portion of the ill-gotten gains in the form of management fees and royalty payments because he
determined ho investor funds were used. See JT Wallenbrock & Assoc., 440 F.3d at 1117 (“The
entire $253.2 million the defendants received was an ‘ill-gotten gain’ that ‘unjustly enriched’ a
‘wrongdoer.’”) (quoting First Pacific Bancorp., 142 F.3d at 1191-92).

Accordingly, because the amount of ill-gotten gains subject to disgorgement from

Gunlicks far exceeds the $9 million he is claiming in personal assets, it is appropriate to maintain

5 Because all of the investor funds were and are being re-invested on a rotating, continual basis, even those investors
who contributed money prior to 2004 are harmed by the fraud in this case because their money has, at this point,
been pooled with all the other money Sun Capital is using in a manner inconsistent with the representations made to
these, and subsequent, investors. Thus the entire amount of the outstanding loan to Sun Capital represents ill-gotten
gains in this case.
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the asset freeze in place without modification in order to preserve funds for eventual
disgorgement in this case.

B. Gunlicks and Founding Partners Earned Fees In Excess of His Current Assets

Responding to the Court’s preliminary disgorgement calculation of $5,912 in the May 7,
2009 Order denying his first motion [DE 56 at 9], Gunlicks argues the Court should modify the
asset freeze because his current assets allegedly exceed that by several million dollars. (Gunlicks
Mem. at 2). In his unsworn declaration, Gunlicks asserts his personal assets are today worth
approximately $9,970,801. (Gunlicks Mem. Ex. A q 18). Even if this were an accurate valuation
of his assets (which, as we demonstrate below, it is not), it still falls short of a potential
disgorgement award based on Founding Partners’s management fees alone.

The financial statements for the funds Founding Partners managed reveal the true amount
that Gunlicks and Founding Partners received in fees and royalty payments exceeds $27 million.
(Declaration of Tonya Tullis, attached hereto as Exhibit A, Tab 1). From 2004 through 2008, the
primary fund alone, Stable-Value Fund, LP (“Stable-Value”), paid Founding Partners
management fees in excess of $23 million. (Tullis Decl. § 4). During this same time period,
Stable-Value paid royalty fees in excess of $8 million to Founding Partners Bermuda Capital
(f/k/a Stewards and Partners Ltd.), in which Founding Partners has held a 42 2/9% ownership
interest since September 20002. (I/d.). Moreover, these numbers do not take into account
additional fees paid to Founding Partners by the other funds it managed. (Id. { 5).

As the sole shareholder of Founding Partners, Gunlicks was the primary beneficiary of
these management fees and royalty payments. Under this Court’s analysis in its May 7 Order
[DE 56], if management fees are the true measure of Gunlicks’s disgorgement, he faces a

potential disgorgement order of more than $27 million, plus prejudgment interest. Even

10
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Gunlicks’s flawed estimate of the value of his personal assets does not, therefore, provide a basis
for modifying the asset freeze.

C. Gunlicks's Estimate of the Value of His Personal Assets Is Flawed and Lacks Support

Gunlicks does not provide the necessary support for the estimated value of his purported
assets. First, Gunlicks requests that the Court determine that the assets described in paragraphs
six through eleven of his unsworn declaration are sufficient to satisfy the amount required to be
frozen (assumed to be $6 million). (Gunlicks Mem. at 3 and Ex. A). The purported assets listed
in paragraphs six through eleven appear to be (1) common stock in First National Bank of Gulf
Coast, (2) estimates from memory of amounts Gunlicks claims he invested in the funds Founding
Partners managed, and (3) an unsecured note Promise Healthcare, Inc. owes to him.

With respect to the First National Bank stock, while Gunlicks provides some
documentary evidence that he paid $300,000 in total for 20,000 shares on August 15, 2008 and
10,000 shares on September 5, 2008, he provides no evidence of the fair market value of those
shares today, which is undoubtedly much lower given the recent financial crisis and its impact on
bank stocks in particular. As for his purported investments in the Founding Partners funds,
Gunlicks is relying entirely on memory as to the amounts, and their current value, and
Gunlicks’s ability to obtain those funds, is entirely speculative given the disputed nature of Sun
Capital’s current possession of all investor funds. The “fair market value” of the “unsecured
personal note” Promise Healthcare, Inc. purportedly owes him is equally speculative at this
point, particularly given the precarious financial condition of the Promise entities. There is no
way of knowing whether the note has any chance of every being collected. Gunlicks also does
not explain why he has not obtained a copy of this purported note evidencing its terms from

Promise Healthcare, Inc. In sum, Gunlicks has not come close to reasonably establishing that the

11
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assets listed in paragraphs six through eleven equal or exceed $6 million or that it would be
appropriate for this Court to consider them in determining the value of Gunlicks’s assets.

In paragraphs twelve through sixteen of his unsworn declaration, Gunlicks list various
items of real estate property that he appears to assert in total are worth approximately $3.5
million in terms of his equity. (Gunlicks Mem. Ex. A 4§ 12-16). While Gunlicks attached
certain documents listing the “taxable value” of the properties, he merely offers his “good faith
estimate” of each property’s “fair market value.” This is not sufficient to satisfy his obligations
to establish the value of his assets subject to the asset freeze.

Finally, Gunlicks lists a joint checking account at North Shore Community Bank and
Trust which the Commission had not previously realized existed and that as of April 20, 2009,
the date of the statement he provided, contained approximately $125,000. (Gunlicks Mem. 9 17,
Ex. 13). The Commission notes that this account only contained approximately $113,000 as of
June 1, 2009, when the Commission notified the Bank of the Court’s freeze order. Gunlicks
does not state whether this is the only such account or whether he has other bank accounts held
jointly or otherwise. This is the only hard asset with any demonstrable value that Gunlicks lists.

Accordingly, for all the reasons stated above, Gunlicks has not and cannot demonstrate
that his assets currently subject to the asset freeze exceed the amount of ill-gotten gains, plus
interest, which would be subject to disgorgement.

D. Gunlicks Provides No Reasonable Basis for Modifying the Asset
Freeze to Permit Payment of Living Expenses, and/or Attorneys’ Fees

Without citing any legal support, Gunlicks asks the Court, in the alternative, to modify
the asset freeze to allow him to (1) preserve real estate, (2) pay living expenses, and (3) pay
$75,000 in attorneys’ fees. The Court should deny this renewed request because Gunlicks has

once again failed entirely to set forth reasonable expenses supported by documentation.

12



Case 2:09-cv-00229-JES-SPC  Document 86  Filed 06/04/2009 Page 13 of 17

As an initial matter, Gunlicks ask the Court to grant him access to $21,693.35 a month to
pay purported expenses in connection with no less than five different pieces of property.
(Gunlicks Mem. at 3 and Ex. B 9Y 9-14). Most of the expenses listed, including multiple
monthly charges for electricity, gas, and telephone, are undocumented. Gunlicks does not
provide any explanation as to why he was unable to obtain the documentation from the provider
or association. More importantly, Gunlicks offers no explanation or support for why it is
reasonable to allow him to spend more than $20,000 a month of money subject to disgorgement
on five different pieces of real estate. Such a request is clearly not reasonable. At most, the
Court should allow him to pay reasonable expenses on one primary residence.

As to the remaining living expenses, while the total amount of $2,943 is not facially
unreasonable, Gunlicks again does not provide any supporting documentation or a valid
explanation for why he was unable to obtain the necessary documentation. (Gunlicks Mem. Ex.
B 99 15-20). For example, Gunlicks claims that he is obligated to pay various monthly car,
health, and insurance premiums, but the only explanation he offers as to the lack of
documentation is to suggest that it is located in the Founding Partners office in Naples. Gunlicks
does not even attempt to explain why he was unable to obtain copies from the relevant providers
and insurers, or that he asked the Receiver for access to any of these documents.

To justify the release of any funds to pay reasonable living expenses, Gunlicks is required to
produce evidence of those expenses in the form of a sworn statement accompanied by detailed and
complete documentation. Spear & Jackson, Slip Op. at 5-6 (denying defendant’s motion to release
frozen funds for living expenses in part because she had not produced detailed documentation of

expenses); A.B. Financing, Slip Op. at 4 (same); SEC v. Starcash, Inc., Case No. 02-80456-CIV-

13
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MIDDLEBROOKS, Slip. Op. at 2 (S.D. Fla. June 18, 2002) (same);® CFTC v. Prism Fin. Corp.,
1996 U.S. Dist. LEXIS 22488, at *11 (D. Col. April 5, 1996) (defendant wishing to apply for
modification of asset freeze ordered to do so under oath and with all proposed expenses “fully
substantiated by all relevant financial documentation™).

Gunlicks has again not met this burden. In addition, Gunlicks has still not demonstrated
that he has no alternative sources of income. Before releasing any ill-gotten gains, the Court
should require Gunlicks to conclusively demonstrate that he has no access to any other funds.
Dowdell, 175 F. Supp. 2d at 854-55 (court agreed to modify asset freeze to give defendant living
expenses only after he showed he had no other source of income).

Finally, the Court should deny Gunlicks’s request to modify the asset freeze to allow him
to pay the initial retainer fee of $75,000 to the law firm of Carlton Fields, P.A. Gunlicks has not
provided any legal basis, in light of his failure to establish that his assets exceed the amount of
disgorgement, for justifying a modification to allow him to pay attorneys fees, let alone a retainer
fee of $75,000 to cover attorney rates of up to $485 an hour. As previously pointed out, courts
typically and properly place investors’ interests over those of defendants. SEC v. Bremont, 954
F. Supp. 726, 733 (S.D.N.Y. 1997) (holding that “until such time as the Court can determine
whether the frozen assets exceed the SEC’s request for damages, defendants will not be
permitted to use any of the frozen assets™); SEC v. Comcoa Ltd., 887 F. Supp. 1521, 1524 (S.D.
Fla. 1995) (noting that court frequently have “essentially held that a defendant has no right to
spend another’s money for services rendered by an attorney, even if those funds are the only way
that the defendant will be able to retain counsel of his choice.”); SEC v. Roor, 1999 U.S. Dist.

LEXIS 11527, at *7 (S.D.N.Y. July 29, 1999) (holding that defendant “may not use income

® Copies of these unpublished opinions were provided to the Court in connection with the Commission’s opposition
to Gunlicks’s first request for a modification of the asset freeze [DE 50].

14
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derived from alleged violations of the securities laws to pay for legal counsel”); SEC v. Coates,
1994 U.S. Dist. LEXIS 11787, at *8 (S.D.N.Y. Aug. 23, 1994) (holding that “defendant is not
entitled to foot his legal bill with funds that are tainted by his fraud”).

As previously suggested, should the Court be inclined to modify the asset freeze to pay
Gunlicks’ lawyers, it should strictly limit the amount of funds and ensure they are being properly
used. At this point, despite having been given a second opportunity to come forward with the
necessary detail and assurances, Gunlicks has merely made an open-ended request for the release
of a significant amount of investor funds without any limits or oversight.” This request is
unreasonable and should be denied.

IV. CONCLUSION

For all the foregoing reasons, the Court should deny Gunlicks’s renewed motion for a
modification of the freeze order.

Respectfully submitted,

June 4, 2009 By:  s/C.lan Anderson
C. Ian Anderson
Senior Trial Counsel
New York Reg. No. 2693067
Direct Dial: (305) 982-6317
E-mail: andersonci@sec.gov
Lead Counsel

Attorney for Plaintiff
SECURITIES AND EXCHANGE
COMMISSION

801 Brickell Avenue, Suite 1800
Miami, Florida 33131

Telephone: (305) 982-6300
Facsimile: (305) 536-4154

7 Counsel for Gunlicks disingenuously suggests that they have “attempted to negotiate acceptable allowances with
the SEC. To date, the parties have been unable to agree.” (Gunlicks Mem. at 4). The truth is that on May 6, 2009,
the Commission’s counsel sent Gunlicks’s counsel a detailed proposal with respect to allowances for living expenses
and attorneys’ fees. It is now nearly a month later and counsel for the Commission has still not heard back from
Gunlicks’s counsel one way or the other with respect to that proposal.

15
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manner specified, either via transmission of Notices of Electronic Filing generated by CM/ECF
or in some other authorized manner for those counsel or parties who are not authorized to

received electronically Notices of Electronic Filing.

SERVICE LIST
Daniel Newman, Esq. Sarah S. Gold, Esq.
Broad and Cassel Proskauer Rose LLP
2 South Biscayne Blvd. 1585 Broadway
21° Floor New York, New York 10036
Miami, FL 33131 Telephone: (212) 969-3000
Telephone: (305) 373-9400 Facsimile: (212) 969-2900
Facsimile: (305) 373-9443 Email: sgold@proskauer.com

Email: dnewman@broadandcassel.com Counsel for Relief Defendants Sun Capital, Inc.
Court-appointed Receiver for Defendant and Sun Capital Healthcare, Inc.

Founding Partners Capital Management,

Co., and Relief Defendants, Founding Jonathon Etra, Esq.

Partners Stable-Value Fund, LP, Founding Broad and Cassel

Partners Stable-Value Fund, LP, Founding 2 South Biscayne Blvd.

Partners Stable-Value Fund I, LP, 21% Floor

Founding Partners Miami, FL 33131

Global Value Fund Ltd., and Founding Telephone: (305) 373-9400
Partners Hybrid-Value, LP Facsimile: (305) 373-9443

Email: jetra@broadandcassel.com
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Vincent Paparo, Esq.

Proskauer Rose LLP

1585 Broadway

New York, New York 10036

Telephone: (212) 969-3125

Facsimile: (212) 969-2900

Email: ypaparo@proskauer.com

Counsel for Relief Defendants Sun Capital,
Inc. and Sun Capital Healthcare, Inc.

Charles C. Harper, Esq.

Charles C. Harper, P.A.

8520 SW 89" Avenue

Miami, Florida 33173

Telephone: (305) 279-3747

Facsimile: (305) 279-1463

Email: charlieharper@bellsouth.net
Counsel for Relief Defendants Sun Capital,
Inc. and Sun Capital Healthcare, Inc.

Document 86

Paul A. Calli, Esq.

Carlton Fields, P.A.

4000 International Place

100 S.E. Second Street

Miami, Florida 33131-2114

Telephone: 305-530-4065

Facsimile: 305-530-0055

Email: pcalli@carltonfields.com

Counsel for Defendant William L. Gunlicks

s/ C. Ian Anderson

C. Ian Anderson
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DECLARATION OF TONYA TULLIS

Pursuant to 28 U.S.C. § 1746, the undersigned states as follows:

1. My name is Tonya Tullis. I am over 21 years of age, and I have personal
knowledge of the matters set forth herein. Iam a Certified Public Accountant licensed in
the State of Florida.

2. 1 am employed as a Staff Accountant with the Miami Regional Office of
the United States Secuﬂﬁes and Exchange Commission (“Cbmnﬁssion”). My office is
located at 801 Brickell Avenne, Suite. 1800, Miami, Fiorida, 33131.

3. I was assigned to assist in thev Commission’s investigation regarding
Founding Partners Capital Management Company. (“Founding Partrers”) (SEC File No.
FL-3460). As part of my duties, I reviewed Founding Partners Stable-Value Fund, LP’s
(“Stable-Value”) andited financial statements from 2004 through 2006, unaudited draft
financial statements for -20.07, and its internal December 31, 2008 financial statements.
(Attached hereto as Tabs 2 through 6).

4, Based on my review of the financial statements, Stable-Value paid
mariagement fees in excess of $23,000,000 from 2004 through 2008. During the same
period, Stable-Value also paid royalty fees in excess of $8,000,000 to Founding Partners
Bermuda Capital (f/k/a Stewards and Partners Limited). A chart detailing the payments
made by Stable-Value has been attached as Tab 1.

5. I also reviewed Founding Partners’ Income Statement for January through
December 2008 provided to the Commission by Founding Partners. This statement

indicates that for 2008 Founding Partners received $1,370,824.58 in management fees




from Founding Partners Stable-Value Fund II, LP and $245,211.53 in management fees
from Founding Partners Hybrid-Value Fund, LP. (Attached hereto as Tab 7).

1 declare under penalty of perjury that the foregoing is true and correct. Exe;:uted
on this 4™ day of June 2009, in Mlaml, Florida.

Panprsetb D IIATS

Tonya Tultis
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Tab 1 to the Declaration of Tonya Tullls

Stable-Value 2004 Financial Statements
Stable-Value 2005 Financial Statements
Stable-Value 2006 Financlal Statements
Stable-Value Draft 2007 Financial Statements
Stable-Value Internal 2008 Financlal Statement

Total Stable-Value Fees

$2,386,701.00
$3,807,343.00
$4,677,961.00
$5,736,405.00
$7,061,868.00

$23,670,278.00

Management Fee Royalty Fee

$1,176,960.00
$1,360,819.00
$1,622,223.00
$2,054,458,00
$2,304,175.00

$8,518,635.00

Total Fees

$3,563,661.00
$5,168,162.00
$6,300,184.00
$7,790,863.00
$9,366,043.00

$32,188,913.00



Tab 2




_FINANCIAL STATEMENTS
Founding Pariners Stable-Value Fund, L.P.
Year ended December 31, 2004

The general partner of the Partnership is registered with the U.S. Securities and Exchange
Commiission as an investment advisor and is registered as a Commodity Pool Operator under the
Commodity Exchange Act. A claim of exemption pursuant to Commodity Futures Trading
Commission (CFTC) Rule 4.7 has been made with respect to the Partnership by the general pariner.

CONFIDENTIAL  ;
FPCM 00082 !

0512-0594597




Founding Partners Stable-Value Fund, L.P.
Financial Statements

Year ended December 31, 2004
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E"i” {ERNST&'YOUNG . R Ernst & Young ur ® Phone: (214) 969—80[;0

Suiite 1500 . Faxz  (214) 969-8587
2100 Ross Avenue Telex: 6710375
Diallas, Texas 75201 ' www.ey.com

Report of Independent Auditors

The Partners
Founding Partners Stable-Value Fund, L.P.

‘We have andited the accompanying statement of financial condition of Founding-
Pariners Stable-Value Fund, L.P. (the “Partnership™), including the condensed schedule .
of investments, as of December.31, 2004, and the related statements of operations,
changes in pariners capital and cash flows for the year then ended: These finaricial
statements are the responsibility of the Partnership’s management. Our responsibility is
to express an opinion on these financial statements based on our audit. ‘

.We conducted our andit in accordance with auditing standards generally accepted in the
United States. Those standards reqire ‘that ‘we plan and perform the audit to obtain
" reasonable. assurance about whether, the financial statements are free of inaterial
misstatement. We were not engaged to perform ‘an audit of the Partmership’s internal
control over financial reporting. Our audit included consideration of internal control over
_ financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
-the Partnership’s internal- control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a iest basis, evidence supporting the -
amounts and disclosures in the financial statements, assessing the ‘accounting principles
used and significant estimates made by management, and evaluating the overall financial
statemient presentation. ‘'We believe that our audit provides a reasonable basis for our
opinion. ' . )

In our opinion, the ﬁnmic;ial statements referred to above present fairly, in all material
respects, the financial position of Founding Partners Stable-Value Fund, L.P. at
December 31, 2004, the results of its operations, the changes in its net assets, and its cash
flows for the year then ended, in conformity with accounting principles genérally
June'6; 2005, except for Note 10 . .

accepted in the United States.
M 'S 361@7,“2‘7 _
as o which the date is December 1, 2005
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F ounding Partners Stable-Value Fund, L.P.

Statement of Financial Condition

December 31, 2004
Assets _ :
Cash ' . . . . $  7,722,306.
Due from broker . o 5,078
Investments — at fair value (cost $171,471,301) 172,030,994
Interest receivable o ) 2,041,004
_Other assets : 246,210
" Total assets ‘ $ 182,045,592. -
Liabilities and Partners’ Capital ‘ . :
Contributions received in advance ' $ 3,550,000
Distributions payable : 145,515
Royalties payable : : o 98,495.
Acciued expenses ) . 47,074 .
Accrued management fees : " 6,495
Total liabilities . . 3,847,579
Partners’ capital . . 178,198,013
_ Total liabilities and pariners’® capital - $ 182,045,592

See accompanying notes.
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Founding Partuers Stable-Value Fund, L.P.

" Condensed Schedule of Investments

December 31, 2004
Percent of
Partners’ Fair
Capital Value
- Investments — United States
* Cormon stock (cost $379,500) ) 0.23% 3§ 414,000
Limited parmar'ships ‘and imited liability companies )
(cost $13,500,000) - . , -7.87 14,025,193
Financing agieements: .
Sun Capital, Inc. . 548 - 9,759,647
Sun Capital Healthcare, Inc. 80.90 144,157,154
- Total financing agreements (cost $153,916,801) 86.38 153,916,801
Note receivable: i . C
Sun 'Capital, Inc. (cost-$3,675,000) © 2.06 3,675,000
Total Inveshne_nts — United States (cost $i71,471,'301) 96.54%  § 172,030,994
See accomp,anyirig notes.

i
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Founding Partners Stable-Value Fund, L.P.
Statement of Operations

Year ended December 31, 2004

Reahzed and Unreahzed Gain from Investment Transactlons

Net realized gain from investment transactions .o $ 31,842
" Net change in unrealized appreciation on investments : 559,693
Net gain from investments ' 591,535

- Investment Income and Expénses

Tnterest income : ' 19,102,134
Investment expeps:es: ) .
Management fees ) 2,386,701
Royalty fees ' 1,176,960
Professional fees . _ ' - 119,080
Other | | . ‘ . 10,727
Total investment expenses . 3,693,468
Net invostmient incomé ' 15,408,666
Net Income - , . . ) $ 16,000,201
See accompanying notes. -
GONFIDENTIAL
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F oundiqg Partners Stable-Value Fund, L.P.

. Staternent of Changes in Pariners’ Capital

Balance at December 31, 2003

Capital contributions
Capital withdrawals

' Netincome

Balance at Décember 31, 2004

See’ accompanying notes.

0512-0594597

Year ended December 3 1,2004

General Limited
Partner Pariners

Total .

$ 75,010 § 92,756,770

$ 92,831,780 -

370,000 82,01é,234 82,382,234
(120,000)  (12,896202) (13,016,202
24,551 15,975,650 - 16,000,201
. $349561 .$177,848,452  $178,198,013
GONFIDENTIAL
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Founding Partners Stable-Value Fund, L.P.

Statement of Cash Flows

Year ended December 31, 2004

Cash Flows from Operating Activities -
Net income
Ad_]ustments to reconcile net income to net cash used
in operatmg activities:
Changes in operating assets and habﬂlms

Increase in due from broker

Increase in investments

Increase in interest receivable

Increase in other assets

Increase in royalties payable

. Decrease in accrued management fees

Increase ini accrued expenses

Net cash used in operating activities

Cash Flows from Financing Activities

- Capital tontributions

Capltal withdrawals

‘Net cash provided by ﬁr;ancmg activities

Net increase in cash

~ Cashat begimming of year

Cash at end of year

See accompanying notes.

T 05120594597

$16,000,201 .

(5,078)
(81,508,088)
" (862,915)

(119,039)

22,161

' (133,692)
3,574

(66,602,876)

85,932,234
(15,011,815)
70,920,419

4,317,543
3,404,763 .
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_Foundﬁ'ng Partners Stable-Value Fund, L.P.
Notes to Financial Statements-

Detember 31, 2004

. 1. Organization

Founding Partners Stable-Value Fund, L.P. (the “Partnership”) was organized as a limited
partnership.on March 1, 1996, pursuant to the provisions of the Delaware Revised
Uniform Limited Parinership Act, and commenced operations on September 1, 1996.
Founding Partners Capital Management Company (the “General Partner™), 2 Florida
corporation, serves as the general partner of the Partnership and its investment advisor.
William L. Gunlicks (“Gunlicks™) serves as President and Chief Executive Officer of the
General Parinet and is the sole shareholder of the General Partuer, whose investment at
December 31, 2004, totaled $349,561, or 0.20% of total partners’ capital. In addition, at
December 31, 2004, Mr. Gunlicks had $644,997 invested in the Parinership as a-Jimited
partner, which represented 0.36% of total partners’ capital.

The Partnership was organizéd for the purpose of achieving an above-average retum,
while preserving capital and its purchasing power in the short-term. The investment
strategy utilizes -a healthcare and commercial receivable investment product. The
Paitnership’s invesiment program is designed to accomplish the investment objectives
through, the jmplementation of a stable value investment strategy that has low to no
correlation to the equity and bond markets.

“The Parﬁlership operates under the terms of the Limited Partnership Agreement (“the

Agreement”) dated March 1, 1996. The term of the Partnership shall continue until
December 31, 2030, or upon its earlier termination as provided in the Agreement,

2. Significant Accounting Pelicies

The Partnership’s financial statéments have been prepared in accordance with accounting
principles enerally accepted in the United States and are stated in United States dollars.
The following is a summary of the significant accounting and reporting policies used in .
preparing the financial statements. o -

Use of Esﬁﬁlates
The, preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and

assumptions that affect  the amounis reported in the financial statements and
accompanying notes. Actual 'resplts could differ from those estimates.

CONFIDENTIAL ~ |




Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continned)
Financing Apreements

Effective January 24, 2002 and June 6, 2000, the Partnership entered into Credit and
Security Agreements (“Agreements™) with Sun Capital Healthcare, Inc. and Sun Capital,
Inc. (“Sun Capital”), respectively (collectively “the Borrowers™),. under which the
Partnership will make loans -to the Borrowers. Pursuant to the Credit and Security
Agreement with Sun Capital Healthcate, Inc., the borrower will use the proceeds of the
loans to purchase healthcare receivables payable by third party payors such as insurance
companies, Blue Cross/Blue Shield plans, and government programs such as Medicare
and Medicaid from various healthcare providers.- Pursuant to.the Credit and Security
Agreement with-Stn Capital, Inc. the borrower will use the proceeds of the loans to
purchase commercial trade receivables payable by- third party payors.such as large
retailers. The individual underlying’ healthcare and commercial trade receivables, and
additional Borrowers assets, will serve as collateral for the loans to the Borrowers.
Inferest accrites on the loans outstanding at 1.245% per month (the “Applicable Rate™).
. Any underlying healthcare receivables that age beyond 120 days are either replaced by
Tature receivables or dre reduced from the future fumdings to the healthcare prov:ders
Upon the occumrence and duting the coniinuance of default, as defined in the
Agreements interest accrues at an annual raté of 2.0% plus the Applicable Rate. Interest
- is payable to the Partnership on the first day, of each month and all unpaid interest is due
upon matunty of the loans
The Credit and Secunty Agreements w1th Sun Capital Healthcare, Tnc. and Sun Capital,
Inc. expire Febmary 1, 2010. Both parties must mutually agree to the timing and amount
of fiture fundings under the Agreement. The Agreements permit the Borrowers from -
time-to-time to prepay all or any portion of the Joans without premium or penalty. The - -
Agreements also permit the Partnership to declare, in writing to the Borrowers, all or any
part of the-unpaid loan balances then outstanding to be immediately due and payable. The
Partnership may terminate any of the Agreements " by fumxshmg notlce of such
termination in writing to the respective borrower. :

CONFIDENTIAL
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F oundi'n'g Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)
Note Receivable

During-March 2003, Sun Capital had $5,247,377 in gross receivables from an unrelated
commercial receivable factor client for which Sun Capital determined that the factor
client sold invoices through a frandulent scheme, which included fictitions contracts and
documentation. Sun Capital had drawn approximately $4,500,000 from the Partnership to
fund the factor clent. Due to the fraud, Sun Capital acquired a third party lender’s
position in the facior client, as well as all four-of its affiliated companies, and
-subsequently took control over the stock of the factor client and all of its affiliate
commpanies. Sun Capital retained an outside consulting firm fo help implement a plan to
successfully managc the day-to—day operaﬂons of these companies. X

The Partnership had .UCC-1 ﬁ]mgs on the $5,247,377 gross recawables from the
factoring client. Sun Capital restructured the original $4,500,000 -loan from the
Paitnership to a, 60 month, $5,247,377 note at 18%, along with a commercial gnarantee.

- . As. collateral for the $5,247,377 note, Sun Capital’s three principals pledged their
personal stock ownership in an unrelated healthcare company that owns and operates
long-term acute care centers. At December 31, 2004, the note receivable had-a balance
due of $3,675,000.

Investments, Transactions and Valuation )

The Parmershxp records investment transactions on a trade-date basis. The resulting
change in unrealized appreciation and depreciation is reflected in the staiement of
operations. The cost of investment securities held in the portfolio of the Partnership dnd
the net realized gains or losses thereon are deteimined for financial accounting pirposes
on the specific identification method .

The Partnership’s portfolio includes one equity investment in a privately held company
and a related party, which was valued by the General Partner, as of December 31, 2004,
at $414,000 or 0.23% of the Partnership’s capital. Absent other third party information,
the General Pariner believes the fair value of this investment is best represented by the
price paid by other investors in the investee company’s most recent round of financing in
May 2004. ) ) )
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accou'nﬁng Policies (continued)
Investments in Investment Parinerships

The Partnership’s portfolio includes investments in four unaffiliated limited partnerships
and limited liability companies. Investments are recorded based on’the Partnership’s
proportionate share of the vet assets of the underlying investment vehicles, as reported.
The appreciation or depreciation of investments in limifed partnerships and limited
liability companies is recorded based on-the Partnership’s proportionate share of the
aggregate amount of eamings (losses) recorded by each underdlying investment. It

includes the Partnership’s share of interest and dividend income, and realized and )

unrealized gains and lossés on securities held by the underlying investment vehicles, net
of dperating expenses and fees. The Partnership’s risk of loss for each investment na
limited parinership or limited Iiabi]it\y company is limited to its initial investment.

Fair Valoe of Financial Instrnments -

4

The fair value of the Partnership’s assets and liabilities that qualify as financial
instraments under Statement of Financial Accoubting’ Standards No. 107, Disclosures
about Fair Value of Finencial Iistruments, approximates. the carrying amounts presgnted
in the staternent of financial condition. , - S

Interest and Dividelgds

Interest income is recorded as eamed on the accrual bésis and dividends are recorded on
the ex-dividend date. :

Income Taxes -

Partherships are not taxable entities. Federal and state income tax statutes require that the .
income or loss of a partnership be included in the tax returns of the individual partners.

3. Indemnification

The Partership enters info contracts that contain a variety of indemnifications. The
Parinership’s maximum exposure under these arrangements is unknown. However; the

_ Partnership has not had prior claims or losses pursuant to these contracts, and the General
Partner expects the risk of loss to'be remote. L

<
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

4. Capital Contributions and Withdrawals

Capital contributions may be made on the first day of each month and withdrawals may
.be made, with prior potice to the General Partner as specified in the Parfership
- Agreement, on the last business day of each calendar guarter. Pursuant to the terms of

the Partnership Agreement, a limited partner may not withdraw any portion of its capital

during the first year of its investment.
5. Allocation of Parinership Income

. Partnership profits and losses are allocated in proportion to the’ individual partner’s
_ capital account as of the beginning of each accounting period as defined i the
Partnership Agreement. .

6. Related Party Transactions

‘Ag provided in the Agreement, the General Partner provides investment management
services to the Partnership and pays substantially all of the Parmership’s expenses. In
‘consideration: for these services, the General Pariner receives a management fee based on
an annual Tate of 1.75% of respective partner’s capital account at the first'day of each
month. Management fee expense'was $2,386,701 for the year ended December 31, 2004.

The Parinership pays a royalty fee to. Stewards and Partners Limited (“the Company™), a
related party and privately held company in Bermuda, for developing. the investment
product -of funding receivables. The royalty fee is charged each month at an anmialized
1% of capital invested in the receivables investment strategy. As of December 1, 2004,
the royalty fee was reduced from 1% to 0.75%. Royalty fees totaled $1,176,960 for the
year ended Deceinber 31, 2004, Williarn. I. Gunlicks, the President and CEO of the
Partnership’s General Partner serves, without compensation, as Chainman of .the
Company. ffhe Geheral Partner i$ also a 42.2% shareholder in the Company. '

Founding Partners Equity Fund, L.P., a related party with the same general partoer,
Founding Partners Capital Management Company, invests in the Parinership. At
. December 31, 2004, Founding Partners Equity Fund, LP. had an investrhent of
$1,388,847 in the Partnership, or 0.78% of the Parinership’s net assets. Founding Pariners
Global Fund, Class A and Founding Partmers Global Fund, Class B (the “Global Funds™),
related parties whose investment. manager is- the “Partnership’s general partner,
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Founding Partners Stable-Value Fund, L.P.

. ‘Notes to Financial Statements (continued)

6. Related Party Transactions (continued)

also invest in the Partnership. At December 31, ﬁ004, the Global Funds had investments
of $859,777 and 564,887,098, or 0.48% and 36.41% of the Partmership’s capital,
respectively. : T .

The Partnership pays a sub-advisory fee to SSR Capital Partners, L.P. (SSR) for certain
assets in the Partnership that are invested in other complimentary stable value style
investments. At December 1, 2004, those investments represented 54% of the
Partnership. Founding Partners Equity Fund, L.P., a related party with the same general
partner, Founding Pariners Capital Management Company, has a one-third ownership
interest in SSR. :

7. SEC “Wells Notice”

On December 16, 2003, the Partnership’s general pariner, Founding Partuers Capital
Management received a letier from the Staff of the Securities and Exchange Commission
(“SEC™), stating that they intend to recommend that the SEC take-legal action against
. William L. Gunlicks and against the_General Partner for alleged violations of federal
securiies laws. This' letter, ‘which is commonly referred to as a “Wells Notice,”
summarizes a mumber of allegations. The letter does not necéssarily mean that the SEC
will take legal action, or that any violations have actually occurred. The General Partner

'is co-operating with the SEC Staff (“Staff”) to resolve this issue.

The General Partner and the Staff are discussing a number of issues, but conversations
with the Staff have focused on certain investments made in Sovereign Assurance
Company, Limited (“Sovereign Assurance™) and the relationships involying Stewards &
Partners Ltd. (“Stewards”). Founding Partners Equity Fund, L.P. (“Equity Fund”) and -
Class A Shares of Founding Partners Global Fund (“Global Fund™) invested in Sovereign
Assurance in Jily 1999, which at the time was not affiliated with the General Partuer, the
Equity Pund, or the Global Fund. The investment consisted of promissofy notes with
stock equity participation, and was made so that Sovereign Assurance could complete the
development of a new investment program. When it became clear that Sovereign .
Assurance could not repay cértain amounts due under the-promissory notes, Stewards, a
new entity majority-owned by the’ Equity Fund and Global Fund, agreed to assume
Sovereign Assurance’s obligations to repay under the promissory note. Stewards wass also

- partially owned (19%) by the General Partner. Afier a substantial amount of time; -
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

7. SEC “Wells Notice” (continued) -

Stewards completed the development of Sovereign Assurance’s investment program and
Ticensed it to the Partnership in exchange for an annualized royalty fee of 1% of its assets.

. - As of December 1, 2004, the royalty fee was reduced from 1% to 0.75%. The Partnership

has been paying the royalty fee to Stewards since early 2001. - .

- The General-Par.mer has. responded to the SEC Staff in .a.- “Wells Submiss;ion” dated

April 2004, and continues to cooperate with the 'SEC Staff in its examination.

The General Partner believes it is too early to determine the impact of this matter on the

‘ Partoership.

8. Financial Highlights

‘Financial highlights for the year ended December 31, 2004, are as follows:

Total retum ‘ . 13.08%
Ratios to average limited partners’ cépital:
Expenses | 2.84%

Net investment income ' - . 11.86%

Financial highlights are calculated .for limited partneis taken as a whole. An individual
investor’s results may vary from these results based on the timing and amount of capital

" transactions and different management fee arrangements.

2. Sv:xbsequent Events

Subsequent to December 31, 2004, and prior to June 1, 2005, the Partnership received
approximately $43,450,000 in capital contributions from limited ‘partners. In addition,
withdrawals of approximately $16,475,000 vrere paid to limited partners.

10. Settlement with SEC

- The General Pariner and Gumlicks, through counsel, have had extensive setilement.
. discussions with the Staff. The General Partner’s and Gunlicks’s tentative agreement with

the Staff provides that the Staff will recommend that the SEC seek: (1) cease-and-desist

-order against the General Pariner from future violations of the federal securities laws; (2)

-
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continned)

10. Settlement with SEC (continued)

- cease-and-desist order against Gunlicks from causing future violations of the federal

securities laws; (3) $50,000 monetary penalty against the General Partner; and (4)
$50,000 ‘monetary penalty against Gunlicks. Lastly, the Staff has agreed to recommend
that the SEC not seek to bring any follow-on proceeding against the General Partner
and/or Gunlicks. .

The Staff is not seeking to bring any charges against the Partnership. To date, the SEC

-has not alleged that-the Parinership engaged in any conduct that may have violated the

federal securities laws. Nor has the Staff indicated that they intend to recommend
enforcement action agaixst the Partnership. Based on.the foregoing, the General Partner
believes that, at this advanced stage of settlement negotiations with the Staff, the SEC
does not intend to proceed against the Partnership.
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Founding E Parﬁlers Stable-Value Fund, L.P.

5100 N. Tamiami Trall Suite 119
" Newgate Center .
Nap]es, Florida 34103

Affirmation of the' Commodity Pool' Operator

To the best of the knowledge and belief of the undersigned, the mformahon contained n the

. audited financial statements of Founding Partners Stable-Value Fund, L.P. for the year ended

December 31, 2004, is accurate and complete.
;

WW

‘William L. Gunlicks
President and CEO
" Founding Partuers Capital Management
. Company, General Partner to
medmg Partuers Stable-Value Fu:nd, LP.

' R : " CONFIDENTIAL |
- " FPCHM 00098 A
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FINANCIAL STATEMENTS
JFounding Partners Stable-Value Fund, L:P.
Year ended December 31, 2005 ‘

The general parimer of the Parinership is registered with the U.S. Securities and Exchange
Commission as an- investment advisor and is registered as a Commodity Pool Operator under the
Commodity Bxchange Act. A claim of exemption purspant to Commodity Futures Trading
Commission (CFTC) Rule 4.7 has been made with respect to the Parinership by the general pariner.
The exemption relieves the Parimership of ceriain disclosures and repurting obligations under the
commodity pool fules of the CFTC,

O5U3-0718391
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Ell FRNST & YOUNG " ® Enst&Younguer x Phone: (214) 99-8000

. Suite 1500 Fax:  (214) D69-8587
]): . 2100 Ross Avenue Telex: 6710375

Dallas, Texas 75201 wwiveycom

Report of Independent Auditors

The Pariners
Founding Partners Stable-Value Fund, L.P.

We have andited the accompanying statement of financial condition of - Founding Partners
Stable-Value Fund, L.P. (the “Partnership”), including the condensed schedule of
investments, as of December 31, 2005, and thexelated statements of operations, changes
in pariners’ capital, and cash flows for the year fhen ended. These financial statements are
the responsibility of the Partnership’s management. -

=i . We conducted our audit in accordance with anditing standards generally dccepted in the
= United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. We were not engaged to perform an audit of the Parimership’s internal
confrol over financial reporting, Our andit included consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the
j circumstances, but not for the purpose of expressing an opinion on the effectiveness of
- _ the Parmerslnp s internal conirol over financial reporting. Accordingly, we express no
such -opinion. An audit also includes examining, on a test baszs, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our
opiuion. .

In our opinion, the financial statements referred to above present faitly, in all material -
respects, the financial position of Founding Parimers Stable-Value Fund, L.P. at
December 31, 2005, and the resulis of its operanons the changes in ifs pariners’ capital,
and its cash flows for the year then ended in conformity with accounting principles

generally accepted in the United States.
Banet + MLLP '

June 23, 2006

0503-07 18351 A Member Praciice of Efnst & Young Global




Founding Partners Stable-Value Fund, L.P.

Statement of Financial Condition

December 31, 2005
Assets . .
Cash . $ 638,174
Investments — at fair value (cost $219,618,464) L 221,139,689
‘Withdrawal due from partnership investment ) 5,226,286
Interest receivable. 2,755,088
Other assets 4 . 309,523
Total assets . $ 230,068,760
Liabilities and Partners® Capital
Withdrawals payable . $ 5135427
Royalties payable . 126,696
Accrued expenses : o .67,973 °
Accred management fees : . © 2,037
"Total Habilities - : : 5,332,133 .
Partners’ capital . . 224,736,627 -
Total lisbilities and pariners® capital - $ 230,068,760

See accompanying notes.
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Founding Pariners Stable-Value Fund, L.P.

Condensed Schedule of Investments

December 31, 2005

Tnvestments — United Sfates
Common stoclk (cost $379,500)

Limited partnerships and limited lability companies
(cost $11,000,000)

Finanding agreements:

Sun Capital, Ing, .

Sun. Capital Healthcare, Inc.. _
Total financing agreements (cost $199,938,964)

Notes receivable:
Sun Capital, Inc.
Sun Capital Healthcare Inc.
Total notes-zeceivable (cost $8,300,000)

Total Investments — United States (cost $219,618,464)

See accompanying nofes.

0503-0718391

Percent of
Partners’ Fair
Capital Value
0.19% § 434,700
5.55 12,466,025
434 . 9,759,647
84.63 190,179,317
83.97 199,938,964
1.23 2,775,000
246 5,525,000
3.69 8,300,000
98.40 $ 221,139,689
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Founding Partners Stable-Value Fund, L.P.
Statement of Operations

"Year ended December 31, 2005

Realized and Unrealized Gain from Investment Transactions
Net realized gain from investment transactions

Net change in unrealized appreciation on investmenis

Net gain from investments

Investment Income and Expenses
Interest income

Investment expenses:
Management fees
Royalty fees
Professional fees
Advisory fees
Other .

Total investment expenses

Net investment income
Net Incnmf

See accompanying notes.

0503-0718391

$ 1,039,461

961,532

2,000,993

29,741,904

3,807,343
1,360,819

201,457 -

188,983.
- 712,833

5,571,435

" 24,170,469
$26,171,462




] . ' Founding Partners Stable-Value Fund, L.P.
j) . Statement of Changes in Partners® Capital
—] . Year ended December 31, 2005
] General Limited .
Pariner Pariners Total
‘] Balance at December 31, 2004 s 349,561 $177,848452  $178,198,013
Capital contributions 100,000 63,250,600 65,350,600
J Capital withdrawals (240,000) [(42,743,448)  (42,983,448)
ﬂ Net income 49,581 . 26,121,881 26,171,462
Balance at D_ecember 31, 2005 $ 259,142 $224477485  $224,736,627
] .
-! See accompanying notes.
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Founding Partners Stable-Value Fund, L.P.

2V

Stateﬁlent of Cash Flows

Year ended December 31, 2005

Cash Flows from Operating Activities

Net income

Adjustments to reconcile net income to net cash used

in operating activities:
Changes in operating assets and liabilities:

Purchase of investments
Proceeds from disposition of investments
Net realized gain from sale of investments
Unrealized appreciation of securities
Increase in inferest receivable
Decrease in due from broker
Increase in other assels
Increase in withdrawal due from Parinership investment
Increase in royalties payable :
Decrease in accrued management fees
Increase in accrued expenses

Net cash nsed in operating activities

Ll ) e e d

Cash Flows from Financing Activities
Capital contributions

Capital withdrawals

Net cash provided by financing activities

Net decrease in cash

Cash at beginning of year
Cash at end of year

See accompanying notes.
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$26,171,462

(59,647,163)
12,539,461
(1,039,461)

(961,532)
(714,084)
5,078
(63,313)
(5.226,286)
"28,201
(4,458)
20,899

"(28.801,196)

59,800,600

(37,993,536)
21,807,064

(7,084,132)

7722306
$ 638,174
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements

December 31, 2005

1. Organization

Founding Pariners Stable-Value Fand, L.P. (the “Parinership™) was organized as a limited
partnership on March I, 1996, pursuant to the provisions of the Delaware Revised
Uniform Limited Parinership Act; and commenced operations on September 1, 1996.
Founding Pariners Capital Management Company (the “General Partner™), a Flodda
corporation, serves as the General Partner of the Parinership and its investment advisor.
‘William L. Gunlicks serves as President and Chief Executive Officer (“CEO”) of the
General Partner.and is the sole shareholder of the General Pariner, whose investment at
December 31, 2005, totaled $259,142, or 0.12% of total pariners’ capital. In. addition, at
December 31,-2005, Mr. Gunlicks had $457,839 invested in the Parinership as a limited
pariner, which represented 0.20% of total pariners® capital.

The Parinership was organized for the purpose of achieving an above-average return,
while preserving capital. The investment sirategy utilizes a healthcare and commercial
receivable investment product. The Partnership’s invesiment program .is desigoed fo
accomplish the investment objectives throngh the implementation. of a stable value
investmeént sirategy that has-low to no correlation to the equity and bond markets.

The Partnership operates under the terms of the Limited Partnership Agreement dated

March 1, 1996 (“the Agreement™), The term of fhe Partuership shall continue until
December 31, 2030, or upon its eatlier termination, as provided in the Agreem_ent.

2. Significant Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States requires management to make estimates and
assumptions that affect the amounts reported in the financial statements and
accompanying notes. Actual results could differ from those estimates.

Financing Agreements

"Bffective January _24; 2002 and June 6, 2000, the Partnership entered into Credit and"

Secuirity Agreements.(“Agreements™) with Sun Capital Healthcare, Inc. and Sun Capital,
Inc. (“Sun Capital”), respectively (collectively “the Bomowers™), ‘under ‘which the
Parinership will make loans to the Borrowers. Pursuant to the Credit and Security

06030718381




Founding Partners Stable—i/’alue_ Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (confinued)

Agreement with Sun Capital Healthcare, Inc., the borrower will use the proceeds of the
loans to purchase healthcare receivables payable by third-party payors such as insurance
companies, Blue Cross/Blue Shield plans, and government programs such as Medicare
and Medicaid from vatious healthcare providers. Purswant to the Credit and Security
Agreement with Sun .Capital, Inc. the borrower will use the proceeds .of the loans to
purchase commercial frade receivables payable by third-party payors such as large
retailers. The individual underlying healthcare and commercial trade receivables, and:
additional Borrowers’ -assets, will serve as collateral for the Ioans to the Borrowers.
Interest accroes on the loans outstanding at 1.16% to 1.245% per month (the “Applicable
Rate”). Any underlying healthcare recelvables that age beyond 120 ‘days are either
replaced by futnre receivables or are reduced from the future fundings to the healthcare
providers. Upon the ocourence and during the continuance of default, as defined in the
Agreements, interest accrues, at an annual rate of 2.0% phus the Applicable Rate. Interest
is payable to the Parinership on the ﬁrst day-of each month and 41l uupaid interest is dne

upon maturity of the loans.

The Credit and Security Agreements with Sun Capital Healthcars, Inc. and Sun Capital,

Inc. expire February 1, 2010. Both parties must mutnally agree to the timing and amount-
of futmre findings under the Agreements. The-Agreements permit the Bomowers from

time to time to prepay all or any portion of the loans without premium or penalty. The

Agreements also permit the Partnership fo declare, in writing to the Borrowers, all or any

part of the unpaid loan balances then outstanding to be immediately due and payable. The

Parinership may terminate any -of the Agresments by fumlshmg notice of such

termination in writing fo the respective borrower.

Notes Receivable

During March 2003, Sun Capital had $5,247,377 in gross receivables from an unrelated
commercial receivable factor client for which Sun Capital determined that the factor
client sold invoices through a fraudulent scheme, which included fictitious contracts and
documentation, Sun Capital had drawn approximately $4,500,000 from the Pariership to
fund the facfor client: Due to the frand, Sun Capital acquired a third-party lender’s
position. in the factor client, as well as all four of its affiliated companies, and
subsequenily took control over-the stock of the factor client and all of its affiliate

" companigs. Sun Capital retained an outside consulting firm to help implement a plan to

successfully manage the day-to-day operations of these companies.

DE03-0TiB39L
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

The Partnership had UCC-1 filings on the $5,247,377 gross receivables from the
factoring client. Sun Capital restructared the original $4,500,000 loan from the

" Partnership to a 60-month, $5,247,377 note at 18%, along with a commercial guarantee.

As collateral for the note, Sun Capital’s three principals pledged their personal stock
owaership in an unrelated healthcare company that owns and operates long-term acuie
care centers. At December 31, 2005, the note recsivable had a balance due of $2,775,000.

On January 11, 2005, the Pattnership executed a promissory note with Sun Capital
Healthicare; Inc. for $5,800,000. The funds were used by Sun Capital Healthcare, Inc. fo
purchase loans from an unrelated third party. This note is a five-year loan eatning 144%
per annum with monthly principal payments of $25,000, and monthly inferest payments

. in the amount of all interest accrued during the prior month, with oufstanding principal

due payable January 11, 2010. The maturity date may be extended by agreement of the
pariners involved. The principals of the wnrelated third party have pledged their interest
in that entity to the Partnership as collateral for the outstanding balance. At December 31,
20035, the note receivable had a balance due of $5,525,000.

Tnvestment Transactions and Valuation

The Partnership records investment fransactions on a trade-date basis. The resulfing
change in unrealized appreciation and depreciation is reflected in the statement”of
operations. The cost of investment securities held in the portfolio of the Partnership and
the net realized gains or losses thereon are determined for financial accounting purposes
on the specific identification mefthod. ’ -

The Partnership’s porifolio includes one equity investmient in a privately held company in
which the General Pariner is also invested. After an analysis of the cumrent financial
information and: recent transactions, the General Partner determined that the fair value
was $434,700, which represents 0.19% of the Parmership’s capital, )

Investments in Limited Partnerships and Limited Liability Compariies

The-Partneiship’s pottfolio includes investments in four vhaffiliated limited parinerships
and limited liability companies. Investments are recorded based on thé Partnership’s -
‘proportionate-share of the net assets of the underlying investment vehicles, as reported.
The appreciation ér dépreciation of investments in limited partnerships and lmited
Tiability companies is recorded based ‘on the Parinership’s proportionate shate of the

5
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

aggregate amount of earnings (losses) recorded by each underlying imvestment. It
includes the Partnership’s share of interest and dividend income, and realized and
unrealized gains and losses on securities held by.the underlying investment vehicles, net
of operating expenses and fees, The Parinership’s risk of loss for each investment in a
limited parinership or limited liability company is limited to its initial investment.

Fair Value of Financial Instruments

The fair value of the Partnership’s assefs and liabilities that -qualify as financial
insiruments under Statement of Financial -Accounting Standards No. 107,-Disclosures
about Fair Value of Financial Instrumenis, approximates the carrying amounts presented
in_ the statement of financial condition. -

- Interest and Dividends

Interest income is recorded as earned on the acernal basis, and dividends are recorded on
the ex-dividend date. S .

Income Taxes -

Partnerships are not taxable entities. Federal and state income tax statutes require that the
income or loss of a parmership be included in the tax returns of the individual partners.

3, Indemmification
The Partnei's}iip enters into contracts that contain a variety of indemnifications. The
Parinership’s maximum exposure under these arrangements is unknown. However, the

Partuership has not had prior claims or losses pursuant fo these contracts, and the General
Partner expects the risk of loss to be remote. .

4. Capital Coniributions and Withdrawals .

Capital contributions may be made on the first day of each month and withdrawals may

 be made, with prior notice to the Gengral Partner as specified in the Agreement, on the

last business day of each calendar quarfer. Pursuant. to the terms of the Agreement, a
limited pariner may not withdraw any portion of its capital during the fizst year of its
invesfroent, ' :

10
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Founding Pastners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

5. Alloeation of Partnership Income

?artnérship profits and losses are allocated in proportion to the individual pariner’s
capital account as of the. begmmng of each accounting period as defined in thc

Agreement,

6. Related Party Transactions

As provided in the Agreement, the General Pariner provides ‘investment management

services to the Parinership and pays substantially all of the Partnership’s expenses, In
consideration for these services, the General Pariner receives a management fee based on
an annual rate of 1.75% of respective pariner’s capital account at the first day of each
month, Pursuant to the Agreement, management fees have been waived for certain related
parties, Founding Pariners Global Fund Class B, a related party, pays a management fee
of 1.75% plus an additional administrative fee of 0.25%. Management fee expense was
$3, 807 343 for the year ended December 31, 2005.-

The Partnership pays a royalty fee to Stewards & Partners Limited (“the Company”), a

related party and privately held compauy in Bermuda, for developing the investment
product of funding réceivables. The royalty fee is charged each month at an annualized
rate of 0.75% of capital irivested in the receivablés investment strategy. Royalty fees
totaled $1,360,819 for the year ended December 31, 2005, William L, Gunlicks, the
President and CEO of the Partnership’s General Pariner, serves, without compensation; as
Chairman of the Company. The General Partner is also a 42.2% shareholder in the

Company.

Founding Partmers Equity Fund LP,a related party with the same General Patiner,
Founding Partners Capital Management Company, invests in the Partnership. At
December. 31, 2005, Founding Pariners Equity Fund, L.P. had .an investment of
$2,169,627 in the Partuershxp or 0.97% of the Partnership’s net assets, Founding Pariners
Global Fund, Class A and  Founding Partners Global Fund, ClassB (the “Global Funds™),
related parties whose investment manager is the Partnership’s General Partner, also invest
in the Partnership. At December 31, 2005, the Global Funds had investments of .
$1,170,888 and $85,922 ,204, or 052% and 38.23% of the Parlnersblp s capital,

respectlvely

11
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

6. Related Party Transactions (continued)

The Partnership pays a2 monthly advisory fee to SSR Capital Paxtners, L.P, (“SSR”) for
assisting the General Pariner in its due diligence responsibilities of the Partnership in
other investments. At December 31, 2005, those investments represented 5.4% of the
Partnership’s capital. Advisory fee expensé was $119,962 at December 31, 2005.
Founding Pariners Equity Fund, L.P. has a one-third ownexship interest in SSR.

7. Financial Highlights

Financial highlights for the year ended December 31, 32005, are as follows;

Total return . . 13.14%
Ratios o average limited pariners’ ca};italz
Expenses ’ . . 2.65%
Netinvestment income 11.48%

Financial highlights are calculated for limited partners faken as a whole. An individual
investor’s results may vary from these results based on the timing and amount of capital
transactions and different management fee amrangements.

8. Setilenient with SEC

On December 16, 2003, the Parinership’s general pariner, Founding Partners Capital
Management Company, received a letter from the Staff of the Securities and Exchange
Comtmission (“SEC™), stating that they intended to recommend that the SEC take legal
action against William L. Gunlicks (“Gunlcks™) and against the General Parimer for
alleged violations of federal seciwities laws. This leiter, which is commonly referred to as
a “Wells Notice,” sunimarizes a number of allegations. The letier does not necessarily
mean that the SEC will take legal action, or that any violations have actually occurred.
The General Pariner is cooperating with the SEC Staff (“Staff”) to resolve this issne.

The Géeneral Partuer and the Staff have discussed a number of issues, but conversations
with the Staff have focused on cerfain investments made in Sovereign Assurance
Company, Limited (“Sovereign Assurance”) and the relationships involving Stewards ‘&
Partners Limited (“Stewards™). Founding Partners Equity Fund, L.P. (“Bquity Fund”) and

Class A Shares of Founding Partuers Global Fund (“Global Fund”) invested in Sovereign
Assurance in July 1999, which at the time was not affiliated with the General Partner, the

12
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Founding Pariners Stable-Value Fund, L.P.

Notes to Financial Statements {continued)

8. Settlement with SEC (continued)

Equity Fund, or the Global Fund. The investment consisted of promissory notes with
stock equity participation, and was made so that Sovereigh Assurance could complete the
development . of 2 new investment program. When it became clear that Sovereign
Assurance could not repay certain amounts due wnder the promissory notes, Stewards, a
new entity majority-owned by the Bquity Fund and Global Fund, agreed to assume
Sovereign Assurance’s obligations to repay under the promissory note. Stewards was also
partially owned (19%) by the General Partner. After a substantial amount of time,
Stewards completed the development of Sovereign Assurance’s investment program and
Tcensed it to the Partnership in exchange for an annualized royalty fee of 1% of its assefs.
As of December 1, 2004, the royalty fee was reduced from 1% to 0.75%. The Parinership
has been paying the royalty fee to Stewards since early 2001. '

The General Partner and Guuolicks, through counsel, have had ‘extensive settlement - -
discussions with the Staff. The General Pariner’s and Gunlicks® tentative agreement with -
. the Staff provides that the Staff will recommend that the SEC seek: (1) cease-and-desist

order against the Geteral Partner from future violations of the federal securities laws;
(2) cease-and-desist order. against-Gunlicks from cavusing future violations of the federal
securities laws; (3) $50,000 monetary penalty against the Geperal Partner; and
(4) $50,000 monetary penalty against Gunlicks. Lastly, the Staff has agreed to
recorimend that the SEC not seek to bring any follow-on proceeding against the General
Partner and/or Gunlicks. : ’ : :

The Staff'is not secking to bring any charges against the Partnership. To date, the SEC
has not alleged that the Partership engaged in any conduct that may have violated'the
federal securities laws. Nor has the Staff indicated that they intend to recommend
enforcerent action against the Partnership, Based on the foregoing, the General Partner
believes that, at this advanced stage of settlement negotiations with the Staff, the SEC
does not intend to proceed against the Parmership. . .

9, Subsequent Events

The Partnership recorded limited partner contributions of $26,997,000 from January 1,
2006 to May 1, 2006, The Partnership paid out distributions of $12,305,977 from January
31, 2006 through May 31, 2006.

.13
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Founding Pariners Stable-Value Fund, L.P.
5100 N. Tamiami Trail, Suite 119

Newgate Center
Naples, Florida 34103

Affirmation of the Commoditjr Pool Operator

" To the best of the knowledge and belief of the undessigned, the i information contained in

the audited financial statement of Founding Partners Stable-Value Fund, L.'P for the year
ended December 31, 2005, is accorate and complete

MX,M

" William L. Gunlicks

" President and CEO

Founding Pariners Capital Management
Company, General Partner to Founding
Partners Stable-Value Fond, LP. -
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FINANCIAL STATEMENTS
Founding Partners Stable-Value Fund, L.P.
Year ended December 31, 2006

The general pariner of the Partnership is registered with the U.S. Securities and Exchange
Commission as an investment advisor,and is registered as a Commodity Pool Operator under the
Commodity Fxchange Act. A claim of exemption pursuant to Commodity Futures Trading
Commission (“CFTC”) Rule 4.7 has been made with respect to the Partnership by the general pariner.
The exemption relieves- the Partnership of certain disclosures and reporting obligations under the
commodity pool rules of the CFTC. '
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Founding Partners Stable-Value Fund, L.P.

Financial Statements

Year ended December 31, 2006
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Report of Independent Auditors

The Partners
Founding Partners Stable-Value Fund, L.P.

We have audited the accompanying statement of financial condition of Founding Partners
Stable-Value Fund, L.P. (the “Partnership”), including the condensed schedule of
investments, as of December 31, 2006, and the related statements of operations, changes
in:partners’ capital, and cash flows for the year then ended. These financial statements are
the respounsibility of the Partnership’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. We were not engaged to perform an audit of the Partnership’s internal
control over financial reporting. Our audit included consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Partnership’s internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles.
‘used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reasoriable basis for our
. opinion.
In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Founding Partners Stable-Value Fund, L.P. at

December 31, 2006, and the results of its operations, the changes in its partners’ capital,
and its cash flows for the year then ended in conformity with U.S. generally accepted

accounting principles.
St ¥ MLLP

May 23, 2007

07030818427
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Founding Partners Stable-Value Fund, L.P.

Statement of Financial Condition

December 31, 2006

Assets

Cash $ 9,913,997
Investments — at fair value (cost $275,446,776) 276,925,373
Withdrawal due from parinership investments 1,189,625
Interest receivable 3,444,869
Other assets _— 367,096
Total assets $ 291,840,960
Liabilities and Partners® Capital

Withdrawals payable $§ 3,173,001
Subscriptions received in advance , 4,440,000
Royalties payable 148,663
Accrued expenses 89,666
Accrued management fees 35,361
Total Jiabilities . . 1,886,691
Pariners’ capital - : . 283,954,269
Total liabilities and partners® capital : $ 291,840,960

See accompanying notes.
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Founding Pariners Stable-Value Fund, L.p,

Condensed Schedule of Investments

December 3 1, 2(_)06
Percent of
Partners’ Fair
Capital Value
Investments — United States
Common stock (cost $3 79,500) 0.15% 3 434,700
Limited partnerships and limited liability companies
(cost $9,000,000) . 3.67 10,423,397
Financing agreements: A
Sun Capital, Jnc. 3.44 9,759,647
Sun Capita] Healthcare, Inc. 86.00 244,207,629
Total financing agreements (cost $253,967,276) 89.44 253,967,276
Notes receivable;
Sun Capital, Jnc. ' 0.66 1,875,000
Sun Capital Healthcare Inc, 1.84 5,225,000
HLP Properties of Port Arthur, LLC 1.76 5,000,000

Total noteg receivable (cost 31 2,1 00,000) 4.26, 12,100,000
14,100,000

Total Investments . United States (cost $2 75,446,‘7’76.) 97.52%, $ 276,925,373

See accompanying notes.
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Founding Partners Stable-Value Fund, L.P.

Statement of Operations

Year ended December 31, 2006

Realized and Unrealized Gain from Investment Transactions

Net realized gain from investment transactions 3 1,302,873
Net change in unrealized appreciation on investments (42,628)
Net gain from investments 1,260,245
Investment Income and Expenses
Interest income : 37,846,746
Investment expenses: .
Management fees 4,677,961
Raoyalty fees 1,622,223
Professional fees 220,920
Advisory fees . 122,080
Other : 8,317
Total investment expenses 6,651,501
Net investment income 31,195,245
Net Income $ 32,455,490

See accompanying notes.
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Founding Partners Stable-Value Fund, L.P.

Statement of Changes in Partners’ Capital

Year ended December 31, 2006

General Limited
Partner Partners Total
Balance at December 31, 2005 $ 259,142  $224,477,485 $224.736,627
Capital contributions 400,000 - 43,323,000 43,723,000
Capital withdrawals (350,000)  (16,610,848) (16,966,848)
Net income 44,922 32,410,568 32,455,490
Balance at December 31, 2006 - $ 354,064  $283,600,205 $283,954,269

See accompanying notes.
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Founding Partners Stable-Value Fund, L.P.
Statement of Cash Flows

Year ended December 31, 2006

Cash Flows from Operating Activities
Net income
Adjustments to reconcile net income to net cash nsed
in operating activities:
Changes in operating assets and liabilities:
Purchase of investments '
Proceeds from disposition of investments
Net realized gain from sale of investments
Net change in unrealized appreciation on investments
Decrease in withdrawal due from partnership investments
Increase in interest receivable
Increase in other assets
Increase in royalties payable
. Increase in accrued expenses
Increase in accrued management fees
Net cash used in operating activities

Cash Flows from Financing Activities
Capital contributions

Capital withdrawals

Net cash provided by financing activities

Net increase in cash
Cash at beginning of year
Cash at end of year

See accompanying notes.
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$32,455,490

(62,828,312)
8,302,873
(1,302,873)
42,628
4,036,661
(689,781)
(57,573)
21,967
21,693
33,324

(19,963,903)

48,163,000

(18,923,274)
. 29,239,726

9,275,823
638,174
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Founding Partners Stable-Value Fund, L.P.
Notes to Financial Statements

December 31, 2006

1. Organization

Founding Partners Stable-Value Fund, L.P. (the “Partnership”) was organized as a limited
partnership on March 1, 1996, pursuant to the provisions of the Delaware Revised
Uniform Limited Partnership Act, and commenced operations on September 1, 1996.
Founding Partners Capital Management Company (the “General Partner”), a Florida
corporation, serves as the General Partner of the Partnership and its investment advisor.
William L. Gunlicks serves as President and Chief Executive Officer (“CEO™) of the
Generzl Partner and is the sole shareholder of the General Partner, whose investment at
December 31, 2006, totaled $354,064, or 0.12% of total partuers® capital.- In addition, at
December 31, 2006, Mr. Gualicks had $531,072 invested in the Partnership as a limited
partuer, which represented 0.19% of total partners’ capital.

The Partnership was organized for the purpose of achieving an above-average return,
while preserving capital. The investment strategy utilizes a healthcare and commercial
receivable investment product. The Partnership’s investment program is designed to
accomplish the investment objectives through the implementation -of a stable value
investment strategy that has low to no correlation to the equity and bond markets.

The Partnership operates under the terms of the Limited Parmership Agreement dated
Maich 1, 1996 (the “Agreement”). The term of the Partnership shall continue until
Decembet 31, 2030, or upon #s earlier termination, as provided in the Agreement.

2. Significant Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect

the amounts reported in the financial statements and accompanying notes. Actual results
could differ from those estimates.
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2.‘Signiﬁcant Accounting Policies (continued)
Financing Agreements

Effective January 24, 2002 and June 6, 2000, the Partnership entered into Credit and
Security Agreements (“Agreements”) with Sun Capital Healthcare, Inc. and Sun Capital,
Inc. (“Sun Capital”), respectively (collectively ““the Borrowers™), under which the
Partnership will make loans to the Borrowers. Pursuant to the Credit and Security
Agreement with Sun Capital Healthcare, Inc., the borrower will use the proceeds of the
loans to purchase healthcare receivables payable by third-party payors such as insurance
companies, Blue Cross/Blue Shield plans, and government programs such as Medicare
and Medicaid from various healthcare providers. Pursuant to the Credit and Security
Agreement with Sun Capital, Inc., the borrower will use the proceeds of the loans to
purchase commercial trade receivables payable by third-party payors such as large
retailers. The individual underlying healthcare and commercial trade receivables, and
additional Borrowers® assets, will serve as collateral for the loans to the Borrowers.
Interest accrues on the loans outstanding at 1.16% to 1.245% per month (the “Applicable
Rate”). Any underlying healthcare receivables that age beyond 120 days are either
replaced by future receivables or are reduced from the future fundings to the healthcare
providers. Upon the occurrence and during the continuance of default, as defined in the
Agreements, interest accrues at an apnual rate of 2.0% plus the Applicable Rate. Interest
is payable to the Partnership on the first day of each month and all unpaid interest is due
upon maturity of the loans. '

The Agreements with Sun Capital Healthcare, Inc. and Sun Capital, Inc. expire
February 1, 2011. Both parties must mutually agree to the timing and amount of foture
fundings under the Agreements. The Agreements permit the Borrowers from time to time
to prepay all or any portion of the.loans without premium or penalty. The Agreements
also permit the Partnership to declare, in writing to the Borrowers, all or any part of the
unpaid loan balances then outstanding to be immediately due and payable. The

_ Partnership may ferminate any of the Agreements by furnishing notice - of . such
termination in writing to the respective borrower.

The General Pariner believes that the carrying value of the financing agreements
approximates fair value. .
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continited)
Notes Receivable

During March 2003, Sun Capital had $5,247, 377 in gross receivables from an unrelated
commercial receivable factor client for which Sun Capital determined that the factor
client sold invoices through a frandulent scheme, which included fictitious contracts and
documentation. Sun Capital had drawn approximately $4,500,000 from the Partnership to
fund the factor client. Due to the fraud, Sun Capital acquired a third-party lender’s
position in the factor client, as well as all four of its affiliated companies, and
subsequently took control over the stock of the factor client and all of its affiliate
companies. Sun Capital retained an outside consulting firm to help implement a plan to
successfully manage the day-to-day operations of these companies.

The Partnership had UCC-1 filings on the $5,247,377 gross receivables from the
factoring client. Sun Capital restructured the original $4,500,000 loan from the
Partnership to a 60-month, $5,247,377 note at 18% expiring during Jarmary 2009, along
with a commercial guarantee. As collateral for the note, Sun Capital’s three principals
pledged their personal stock ownership in an unrelated healthcare company that owns and
operates long-term acute care centers. At December 31, 2006, the note receivable had a
haiance due of/$1 875,000.

On January 11, 2005, the Partnership executed a prozmssory pote with Sun Capital
Healthcare, Inc. for $5,800,000. The funds were used by Sun Capital Healthcare, Inc. to
purchase loans from an affiliate of Sun Capital Healthcare, Inc. This note is a five-year
Joan earning 14%% per annum with monthly principal payments of $25,000, and monthly
interest payments in the amount of all interest accrued during the prior month, with the
remaining outstanding principal payable January 11, 2010. The maturity date may be
extended by agreement of the parties involved. The principals of the affiliate of Sun
Capital Healthcare, Inc. have pledged their interest in that entity to the Partneiship as
collateral for the outstanding balance. At December 31, 2006, the note recexvable had a
balancedue of $5 225, 000 .

On June 28, 2006 the Partnership executed a secured promissory note with' FILP
Properties of Port Arthur, LLC, a subsidiary of Promise Healthcare, Inc., for $5,000,000.
The funds were used by-HLP Properties of Port Arthur, LLC to acquire a hospital 'in
Nederland, Texas; that was then leased on a trple nef basis to and operated by Promise
Specialty Hosp1ta1 of Southeast Texas, which is 100% owned by Promise Healthcare, Inc.
The three owners of Sun Capital Healthcare, Inc. are also the three owners of Promise
Healthcare, Inc. This note bears interest at 16% per annum with interest payable monthly

9

0703-0818427




Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

and the entire principal amount due. on June 28, 2007. Collateral includes the hospital
building and property, and an assignment of rents and leases. Additional support comes
from a pledge of Promise Healthcare, Inc. stock by its owners. Repayment of the loan is.
expected to come through a longer-term refinancing. The maturity date may be extended

by agreement with the General Pariner. )

The General Partner believes that the carrying value of the notes receivables
approximates fair value.

Investment Transactions and Valuation

The Partnership records investment transactions on a trade-date basis and are reflected in
the accompanying statement of financial condition at fair value. The resulting change in
unrealized appreciation and depreciation is reflected in the statement of operations. The
cost of investment securities held in the portfolio of the Partnership and the net realized
gains or losses thereon are determined for financial accountmg purposes on the specific
identification method.

The Partnership’s portfolio includes one equity invéstment in a privately held company in
which the General Partmer is also invested. After an analysis of the current financial
information and recent transactions, the General Partner determined that the fair value
was $434,700, which represents 0.15% of the Partnership’s capital. ‘

Tnvestments in Limited Partnerships and Limited Liability Companies

The Partnership’s portfolio includes investments in four unaffiliated limited partnerships
and limited Hlability companies. Investments are recorded based on the Partnership’s
proportionate share of the net assets of the underlying investment vehicles, as reported,
which the General Partner believes approximates fair value. The appreciation or
depreciation of investments in limited partnerships. and limited lability companies is
recorded based on the Partnership’s proportionate share of the aggregate amount of
earnings (losses) recorded by- each underlying investment, which was approximately
$920,000 for the year ended December 31, 2006. It includes the Partnership’s share of
interest and dividend income, and realized and unrealized gains and losses on securities’
held by the underlying investment vehicles, net of operating expenses. and fees. The
Partnership’s risk of loss for each investment in a hmltad partnershlp or limited liability
company is limited to its initial investment.

10
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

Fair Value of Financial Instruments

The fair value of the Parinership’s assets and liabilities that qualify as financial
instruments under Statement of Financial Accounting Standards No. 107, Disclosures
about Fair Vilue of Financial Instruments (FAS 107), approximates the carrying
amounts presented in the statement of financial condition.

Recent Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board (FASB) issued Statement
of Financial Accounting Standards No. 157, Fair Value Measurements (FAS 157). This
standard clarifies the definition of fair value for financial reporting, establishes a
framework for measuring fair value and requires additiorial disclosures about the use of
fair value measurements. FAS 157 is effective for financial statements issued for fiscal
years beginning after November 15, 2007, .and interim periods within those fiscal years.
As of December 31, 2006, the Partnership does not believe the adoption of FAS 157 will
impact the amounts reported in the financial statements; however, additional disclosures
will be required about the inputs used to develop the meastwrements of fair value and the
effect of certain of the measurements reported in the statement of operations for a fiscal
period. ' : ‘ '

On July 13, 2006, the FASB released FASB Titerpretafion No. 48, Accounting for
Uncertainty in Income Taxes (FIN 48). FIN 48 provides guidance for how uncertain tax
positions should be recognized, measured, presented and disclosed in the financial
statements. FIN.48 requires the evaluation of tax positions taken or expected fo be taken
in the course of preparing the Partnership’s tax returns to- determine whether the tax
positions are “more likely than not” of being sustained by the applicable tax authority.
Tax positions not deemed to' meet the more likely than not threshold would be recorded
as a tax benefit or expense in the current year. Adoption of FIN 48 is required for fiscal
years beginning after December 15, 2006, and is to be applied to all open tax years as of
the effective date. At this time, management is evaluating the implications of FIN 48 and
its impact in the financial statements has not yet been determined.

11
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continuned)
Interest and Dividends .

Interest income is recorded as earned on the accrual basis, and dividends are recorded on
the ex-dividend date.

Income Taxes

Partnerships are not taxable entities. Federal and state income tax statutes require that the
income or loss of a parinership be included in the tax returns of the individual partners.

3. Indemniﬁcaﬁbn

The Partnership enters into contracts that contain a variety of indemnifications. "The

Partnership’s maximum exposure under these arrangements is unknown. However, the

Partnership has not had prior claims or losses pursuant to these contracts, and the General
- Partner expects the risk of loss to be remote. '

4. Capital Contributions and Withdrawals

Capital contributions may be made on the first day of each month and withdrawals may
be made, with prior notice to the General Partner as specified in the Agreement, on the
Jast business day-of each calendar quarter. Pursuant to the terms of the Agreement, 2
limited partner may not withdraw any portion of its capital during the first year of its
investment. . ‘ .

5. Allocation of Partnership Income
Partnership prqﬁts and losses are allocated in proportion to the individual partner’s

capital account as of the beginning of each accounting period as defined in the
Agreement. .

12
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

6. Related Party Transactions

As provided in the Agreement, the General Partner provides investment management

services to the Partnership and pays substantially all of the Partnership’s expenses. In

consideration for these services, the General Partner receives a management fee based on

an anmnal rate of 1.75%-of each respective partner’s capital account at the first day of

¢ach month. Pursuant to the Agreement, management fees have been waived for certain

related parties. Founding Partners Global Fund Class B, a related party, pays a_
management fee of 1.75% plus an additional administrative fee of 0.25%. Management

fee expense was $4,677,961 for the year ended December 31, 2006.

The Partnership pays a royalty fee to Foundirg Partners Capital (Bermuda) Limited,
formerly Stewards & Partners Limited, (the “Company™), a related party and privately
held company in Bermuda, for developing the mveshnent product of funding receivables.
The royalty fee is charged each month at an annualized rate of 0.75% of capital invested
in the receivables investment strategy. Royalty fees totaled $1,622, 1223 for the year ended
December 31, 2006. William L. Gunlicks, the President and CEO of the Partnership’s
General Partoer, serves, without compensation, as Chairman of the Company. The
General Pariner is also a 42.2% shareholder in the Company.

Founding Partners Equity Fund, L.P., a related party with the same General Partner,
Founding Partmers Capital Management Company, invests in the Partnership. At
‘December 31, 2006; Founding Partners Equity Fund, L.P. had an investment of $732,176
in the Partnérship, or 0.26% of the Partnership’s net assets. Founding Parters Global
Fund, Class A and Founding Partners Global Fund, Class B (the “Global Funds”), related
parties whose investment manager is the Parmership’s General Partner, also invest in the
Partnership. At December 31, 2006, the Global Funds hiad investments of $619,742 and
$109,269,488, or 0.22% and 38.48% of the Parinership’s capital, respectwely

The Partnership paid a monthly advisory fee to SSR Capi,talPar&ers, L.P. (“SSR”) for .

assisting the General Partner in its due diligence responsibilities of ‘the Partnership in
other investments. Founding Partners Equity Fund, L.P. has a one-third ownership °
interest in SSR. Advisory fee expense was $122,080, of which $14,610 was paid to’ SSR_,
for the year ended December 31, 2006.

13
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

7. Financial Highlights

Financial highlights for the year ended December 31, 2006, are as follows:

Total return’ 13.40%
Ratios to average limited partners’ capital®:
Expenses (2.58)%

Net investment income - 12.08%

! Caleulated for a limited partner’s account taken as a whole. Individual partner’s returns could be different
depending on the timing of capital transactions made during.the period and fees charged to a typical
partner as compared to fees charged to employees and affiliates of the General Partner.

2 Average limited partners’ capital has been computed based on mionthly valuations. The computation of
the ratios is based on the timing of capital transactions and the amount of fees and expenses assessed on an
individual partner’s account. ‘

8. Settlement with SEC

On December 16, 2003, the Partnership’s general partner, Founding Pariners. Capital
Management Company, received a letter from the Staff of the Securities and Exchange
Commission (“SEC”), stating, that they intended to recommend that the SEC take legal
action against William L. Guaulicks (“Gunlicks™) and against the Geperal Partner for
alleged violations of federal securities laws. This letter, which is commorily referred to as
a “Wells Notice,” summarizes a number of allegations. The letter does not necessarily
mean that the SEC will take legal action, or that any violations have actually occurred.
The General Partner is cooperating with the SEC Staff (“Staff”) to resolve this issue.

The General Partner and the Staff have discussed a number of issues, but conversations
with the Staff have focused.on certain investments made in Sovereign Assurance
C:ompény, Limited (“Sovereign Assurance”) and the relationships - involving the
Company. Founding Partners Equity Fund, L.P. (“Equity Fund”) and Class A Shares of
Founding Partners Global Fund (“Global Fund™) invested in Sovereign Assurance in July
1999, which at-the time was not affiliated with the General Partner, the Equity Fund, or
the Global Fund. The investment consisted of promissery notes with stock equity
participation,. and was made so- that Sovereign Assurance could complete the
development of a new investment program. When it became clear that Sovereign
Assurance could not repay certain amounts due under the promissory potes, the
Company, a new entity majority-owned by the Equity -Fund and Global Fund, agreed t6

0703-0818427
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Founding Partners Stable-Value Fund, LP.

Notes to Financial Statements (continued)

8. Settlement with SEC (continued)

assume Sovereign Assurance’s obligations to repay under the promissory note. The
Company was also partially owned (19%) by the General Partner. After a substantial
amount of time, the Company completed the develepment of Sovereign Assurance’s
investment program and licensed it to the Partnership in exchange for an annualized
royalty fee of 1% of its assets. As of December 1, 2004, the royalty fee was reduced from
1% to 0.75%. The Partnership has been paying the royalty fee to the Company since early
2001.

The General Partner and Guuolicks, through counsel, have had extensive settlement
discussions with the Staff. The General Partner’s and Gunlicks® tentative agreement with
the Staff provides that the Staff will recommend that the SEC seek: (1) a cease-and-desist

" order against the General Partner from future violations of the federal securities laws;
(2) a cease-and-desist order against Gunlicks from causing future violations of the federal
securities laws; (3) a $50,000 monetary penalty against the General Partner; and
(4) a $50,000 monetary penalty apainst Gunlicks. Lastly, the Staff has agreed to
recommend that the SEC not seek to bring any follow-on proceeding against the General
Partner and/or Gunlicks.

The. Staff is not seeking to bring any charges against the Partneiship. To date, the SEC
has not alleged that the Partnership engaged in any conduct that may have violated the
federal securities laws. Nor has the Staff indicated that they intend to recommend
enforcement action against the Partnership. Based on the foregoing, the General Partner
believes that, at this advanced stage of settlement negotiations with the Staff, the SEC
does not intend to proceed against the Partnership.

9. Subsequent Events

The Partnership recorded limited partner contributions of $15,828,701 from January 1,
2007 to May 1, 2007. The Partoership paid out distributions of $7,272,016 from
January 1, 2007 throbgh May 1, 2007.

15
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Founding Partners Stable-Value Fund, L.P.

'5100 N. Tamiami Trail, Suite 119
Newgate Center -
Naples, Florida 34103

Affirmation of the Commodity Pool Operator

To the best of the knowledge and belief of the undersigned, the information contained in
the audited financial statement of Founding Partners Stable-Value Fund, L.P. for the year
ended December 31, 2006, is accurate and complete.

/.)/_L% '
William L. Gunlicks
President and CEO :
Founding Partners Capital Management
Company, General Partner to Founding
Partners Stable-Value Fund, L.P.
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FINANCIAL STATEMENTS

Founding Partners Stable-Value Fund, LP.

Year Ended December 31, 2007

with Report of Independent Auditors

The general partner of the Partnership is fegistered with the U.S. Securities and Exchange

Commission as an investment advisor.
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Founding Pariners Stable-Value th&, L.P.

Staternent‘ of Financial Condition

December 31, 2007
Assets b R A F T
Cash 2" $15,306,835
Investments — at fair value (cost $365,892,726) 360,487,515
- Redemptions due from parinership investments 355,956
Interest receivable . 4,735,278
Other assets 424,009
Total assets $381,309,593
Liabilities and pariners’ capital
Redemptions payable $10,194,126
Subscriptions received in advance 3,425,000
Royalties payable . 390,446
Accrued expenses 94,148
Accrued management fees 66,425
Total liabilities 14,170,145
General partner 637,179
Limited partners 366,502,269
Partners’ capital ) 367,139,448

Total liabilities.and partners; capital

See accompanying notes.
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Founding Partners Stable-Value Fuﬁd, LP. .

Condensed Schedule of Investments

December 31, 2007 Xb R P( Q‘/“l/ .

Neaer
/ ];’artie‘;'s’f

Capital Fair Value

Investments — United States
Common stock {cost $379,500) ' ) 0.12% § 434,700
Limited partnerships and limited liability cdmpanies .
(cost $6,000,000) , 0.15 869,589
Financing agreements: , .
Sun Capital, Inc. - 5.04 18,509,647
" Sun Capital Healthcare, Inc. " 8991 330,103,579
Total financing agreements (cost $348,613,226) 94,95 348,613,226
Notes receivable:
Sun Capital, Inc. 0.27 975,000
Sun.Capital Healthcare, Inc. . ‘ 1.34 4,925,000.
HLP Properties of Port Arthur, LLC ‘
(Sun Capital Group affiliate) : 1.36 5,000,000
Total notes receivable (cost,$10,900,000) 2.97 - 10,900,000
" Total Investments — United States (cost $365,892,726) 98.19% $360,487,515

See accompanying notes.
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Founding Partners Stable—Value Fund, L.P. -

Statement of Operations

Year Ended December 31, 2007 &S Q ’q { ’

C",—-————'"'.’—"/‘

Realized and unrealized gain from investment transactions .

Net realized gain from investment transactions $ 521,688
Net change in unrealized appreciation on investments _$ (6,883,821)
Net gain from investments $ (6,362,133)
Investment income and expenses

Interest income 49,107,937
Investment expenses:

Management fees 5,736,405
Royalty fees 2,054,458
Professional fees 221,711
Advisory fees : 113,037
Other : ) 8,799
Total investment expenses 8,134,410
Net investment income 40,973,527
"Net income ' $ 34,611,394

See accompanying notes.
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Founding Partners Stable-Value Fund, L.P.

Statement of Changes in Partners” Capital

Year Ended December 31, 2007 & Q }% F r
N o -

General Limited :
Partoer Partners Total
Balance at Janiiary 1, 2007 - $ 354,064 $283,600,205 $283,954,269
Capital contributions (including $3,656,922
of non-cash transfers) 500,000 70,967,383 - 71,467,383
Capital redemptions (including $3,656,922
of non-cash transfers) (250,000) (22,643,598) (22,893,598)
Net income 33,113 34,578,281 34,611,394
Balance at December 31, 2007 $  637.177 $366,502.271 $367.139.448

See accomparnying notes.
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Founding Partners Stable-Value Fund, L.P.

Statement of Cash Flows

Year Ended Decez.nber'Bl, 2007 b R }q F T )

_@

Operating activities
Net income $34,611,394
Adjustments to reconcile net income to net cash used in operating activities:

Changes in operating assets and habﬂmes

. Purchase of investments : (93,089,993)
Proceeds from disposition of investments : 3,165,718
Net realized gain from sale of investments - (521,688)
Net change in unrealized appreciation (depreciation) on mvestments . 6,883,821
Decreasé in redemptions due from partnership investments 833,669
Increase in interest receivable (1,290,409)
Increase in other asgets (56,913)
Increase in royalties payable = 241,783
Increase in acerued expenses i ‘4,483
Increase in accrued management fees 31,064
Net cash used in operating activities n (49,187,071)
Financing activities
Capital contributions : ' 67,810,461
Decrease in contributions received in advance (1,015,000)
Cap1tal redemptions (19,236,676)
- Increase in distributions payable : 7,021,124
Net cash provided by financing activities : ’ 54,579,909
Net increase in cash . 5,392,838.
- Cash at beginning of year . ) _9.913,997

Cash at end of year . T ' $15306.835

a3 Supplemental dxsclosure uf non—cash activities ,
_ Transfers between Partnership accounts J$ 3,656,922.

. See accompanying notes.
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Founding Partners Stablfa—Value Fund, L.P.
Notes to Financial Statements

December 31, 2007

1. Organization ‘

Founding Partners Stable-Value Fund, L.P. (the “Partnership”) was organized as a limited
partnership on March 1, 1996, pufsuant to the provisions of the Delaware Revised Uniform
Limited Partership Act, and:commenced operations on September 1,21996. Founding Partners
Capital Management Company (the “General Partner”), a Floridagéstporation, serves as the
General Partner of the Partnership and its advisor. William L. Gaéilicks serves as President and
Chief Executiver Officer (“CEO™) of the General Pariner %g% tilig, sole shareholder of the
General Partner, whose investment at December 31, 2007, ‘tggaled 56 vgﬂ 77, or 0.17% of total
" partners’ capital. In addition, at December 31, 2007, M, @unlicks had $53,820 invested in the
_ Partnership as a limited partner, which represented 0.167% of total partners"{}“

The Earhi}arship was orgam'zea for the puxposgﬁ%‘laxzhieving aboveﬁvera%ng while
preserving capital. The investment strategy uﬁlizes%a%a_ Heateyand commegtial receivable
invéstment product.- The Partnership’s investment progiam is designed to accomplish the

investment objectives through the implementation of a stab %
) ets. e

low to no correlation to the equity and bon

The Partnership operates under the terms olgghe : g:Rartners]) Agreement dated March 1,
1996 (the “Agreement™). The term of the Pa j lEsdntifue until December 31, 2030, or
upon its earlier terminatiopghtiprovided in the Rygreement.

£

&5

2. Significant Acc%u 1

Use of Estimates_

The p%@raﬁon of ﬁnézg%%‘cal staf?&eﬁi ts in conformity with U.S. generally accepted accounting
inciples, requires man%g’ement 6%l estimdtes .and assumptions that affect the amounts
uthe financial stafBments - accompanying notes. Actual results could differ from

T
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)-

2. Significant Accounting Policies (continued)
Financing Agreements

Effective June 6, 2000 and January 24, 2002, the Partnership entered into Credit and Security
Agreements (“Agresments”). with Sun Capital Healthcare, Inc. an 48un Capital, Inc. (“Sun
Capital”), respectively (collectively the “Borrowers”™), under whichgBorrotwers have the right to
request the Partnership to make loan advances under the Agreemép: s;h];?ursuant to the Credit and
Security Agreement with Sun Capital Healthcare, Inc., the bﬁ%@g use the proceeds of the
loan advances to purchase heelthcare receivables payable by third-partyzpayors such as insurance
companies, Blue Cross/Blue Shield plans, and governfient ﬁ’rograms ch, as Medicare and

G3

Medlcald from various healthcare prowders. Pursua 0 45 the Credit and Se gresment with
6 ueds of%‘the loan advggéé'és@r purchase
ALY, such as larg‘i@retaﬂers and

additional Borrowers assets, will serve as collateral o_‘ the loans to the Borrowers
Approximately $218 million of the colla%; il 1 is healthcare reles that Sun Capital purchased
from a group of 12 hospitals ‘which are coi o \0 led by the OWnSTgnE: Sun Capital. The estimated
net collectible amount of the healthcare ceiva “les generall {4t least equal to the loans
outstanding. Interest accrues on the loans eu’cstan hige ;L 5 to 1.333% per month (the
“Applicable Rate”). Any underlying non-worke ‘gggc mpemsation healthcare receivables that age
beyond 150 days arig%l-lgheﬁr laced by new<rEceivables 4% are reduced from the allowable

collateral of the healificare preva ers. Due % the longer collection perod for workers

compensatmn healthtars ecewabs, which is atfiy thon of the admlmstrative legal process

February 1, 2011, Jungl
parties must: mutial e to the timing and amount of future fundirg under the Agreements:
The Agreements permik e Borrowers from time to time to prepay all or dny portion of the loans
withiout: preinium or penalty. In the event of default, the Agreemenis also permiit the Parthership
to- declare, in writing to the Borrowers, all or-any part of the usipaid lodn balances then
‘outstanding to be immediately due and payable. In the event-of default, the Partnership may
terminate any of. the Agreements by ﬁ:rmshmg noilce of such termination in Wntmg to the

respective borrower.

*m
The Agreemen.j' «w
008, the Agreemenfs were extended to February 1, 2013 Both
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Founding Partners Stable-Value Fuﬁd, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

The General Partner believes that the carrying value of the loan advances made under the
Agreements approximates fair value.
y @%&

During March 2003, Sun Capital had $5,247,377 in gr%%ﬁ:}ﬁ;re‘é% Tz_a,blés from an unrelated
commercial receivable. factor client for which Sun Capit%kié rminedihat, the Fictor client sold
invoices through a frandulent scheme, which includedgfic 'ﬁp hs contraé@%and docurnentation.
Sun Capital had drawn approximately $4,500,000 fipf’the Partnership to fangithe factor client.
Due to the frand, Sun Capital acquired a third-pa !l lender’s pegition in the faciye Tignt, as well
as all four of its affiliated companies, and subsetfucii§itook catitrol over the stogi¥of the factor
client and all of its affiliste companies. Sun Capital rétdifiedén otitside consulting firm to help
jmplement a plan to successfully man%z the day-to-d;%@g %Ee;%aﬁons of these companies. The

Notes Receivable

Partnership had UCC-1 filings on the $51244,377 gross receivapies from the factoring client. Sun
Capital restructured the original $4,500,00; D,
‘note at 18% expiring in January 2009, alofig T
- pote, Sun Capital’s thiree principals pledgsy, their fptismal stock ownership in an unrelated
.and operates long-tgin acutepage centers. At December 31, 2007,

from the Partneighip to a 6'O-month,. $5,247,377
o ercial Saarantes. As collateral for the

healthcare company that owg
the note receivable had ae of $975,00)

5

On January 11, 2065; © Parinersliip executed a\%n issory mote with Sun Capital Healthcare,
Inc. for $5,800,000. The Figds weitsused by Sun Cripital Healthcare, Inc. to purchase loans from
an affiliate of S api ; §ﬁ’§£}gis a five-year loan earning 14%:% per annum
with monihl5principa “5f $25,000, atid monthly interest paymients in the amount of all
interest<itorued duringaihe priotagonth, with the remaining outstanding principal payable

Janyats *? y, 2010. The ~at 1ty date’ n_urf be extended by agreement of the parties involved. The
principalt 'w‘:o.:; e affiliate of*%tn Capifal Healthcare, Inc. have pledged their interest in that entity

to the Partheiihip as collatéil for tlie outstanding balance. At December 31, 2007, the note

receivable ha lance due 5 § 4,925,000 :

On June 28,. 20006, rship executed a secured promissory note with HLP Properties of
" Port Arthur, LLC, a 1diary of Promise Healthcare, Inc., for $5,000,000. The funds were used
by HLP Properties oi”%o,rt Arthur, LLC to acquire a hospital in Nederland, Te}gas,', that was then
leased .on a triple net basis to and operated by Promise Specialty Hospital of Southeast Texas,
which-is 100% owned by Promise Healthcare, Inc. The three owners of Sun Capital Healthcare,
Inc. are also the three owners of Promise Healthcare, Inc. This note bears interest at 16%: per

annum with interest payable monthly and the entire principal amount due on June 28, 2008.

0801-0908166.




Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

As of June 28, 2008, the note was extended for six months at an interest rate of 17% per annum
and principal payments due monthly of $4,000. Collateral mcludesg&%‘ ospital building and
property, and an assignment of rerts atd leases. Additional suppgrt corites from a pledge of
Promise Healthcare, Inc. stock by its owners related to the notgfieceivable. Repayment of the
loan is expected to come through a longer-term rcﬁnancmg f"’;”"‘m tﬁ"mty date may be extended
by agreement with the General Partner. ﬁ% >,

value.

Investment Transactions and Valuation

reflected in the accompanying statement o 3 1
in unrealized appreciation and deprematlon?ls sd in the sta B ment of operations. The cost
olih, of £ sﬁ%

of investment securities held in the portft shipind the net realized gains or
‘%@é on the specific identification

losses thereon are determi ;{for financial agconntl

method. 5;59 @%

The Partnership’s pf‘;ﬁ mcludes one equity m\%syent in a privately held compauy in which
the General Partner is als ﬁave é@ﬂ:— fer an anal¥sis of the current financial information and

enSthe Gen e%&'f"ned that the fair value was $434,700, which
ot %Barﬁlersﬁz ».s capltal

recent’ transac 5

represent; G
A

The Partners portfoho mcludes investments in two unaffiliated limited pattnerships and

<G O panies. Iﬁ%estments are recorded based on the Par(nersh.tp s pmpm:tmnate
write down dxscusse lpw), which the General Partner beheves apprommates fair value. The
appr.ematlon or deg(rigmahon of investments in limited partnerships- and limited Hability
companies is recorded based on the Partnership’s proportionate share of the aggregate amount of

“earniugs (losses) ‘recorded by -each tnderlying ‘investment, which was dpproximately
$(6,633 ,361) for the year ended December 31, 2007. This amount includes the Partnership’s
share 6f interest and dividend income, and realized and unrealized gains and lossés on securities
held by the underlying investment vehicles, net of operating expenses and fees. The '

10
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

Partnersmp s tisk of loss for each investment in 2 lumted parinership or limited hab1hty
company is lirnited to its initial investment.

In March 2005, the Partnership invested $5,000,000 into an unafﬁhatedrhrmted partnership fund -

that primarily provided financing to what was understood to have bebh an 1ndependent inventory

brokering finance company that used the proceeds to purchfiges, at a discount, consumer

electronics merchandise, such as television sefs, that wouln fesold to large discount
d

retailers. In October 2008, the Partnership learned that the okermgaa ’mah:ece company's CEO
and several of its employees had been arrested and chaa;g ith frau'among other things.

Related news stories, as well as certain law enforcgment £ments allepes! that a s1gmﬁcant
pomon of the brokering finance company's purch g £es and sal’eg of merchandiSes *fictitious.

- Tt is not clear what part, if any, of the ongmal cﬂa il remains dvailable t ose lenders
_m & . .

il ed. for bankruptcy protection in

October 2008. In compliance W1th Fmanclal Accoun Standards Board (FASB) issued

Statement of Fmaumal Accountmg S mdars No. 5, Accs nng Jor Contmgenczes, as it is

R

the Partmership "has reasonably estimated Shat i
investment in the unaffiliated partnership, the
down, of approx:maiely 56 g;mﬂhon effectiVg, D& c 007 . Any collateral recovered
and dlstnbuted will be i eu e the earning, o the paﬁmers in the Partnership at the time

T8
b

TR

(“LLC”) that sigkes, mezZAgiie and=b “f} ;i,.n to real estate developers In 2007, the

artnershl ecr ’o ah d15tn'.~fons teceived of $110, 000. As a result of the impact of the
sub-prig 4 ' 5 % the decrease in- collateral values for the investment, the
fair gf atiet value of the *Ef:: wasasareased to $539,588, as_estimated by the LLC, which
represen g{;} % of partueigi:capital’as of December 31, 2007 The Partnership submifted a
request for f Freden n Gfjts investment in the LLC for December 31, 2007, but has been
advised by the 1O ] ] high probability the redemp’aon would not occur before
2009 due to-2 lackeoR :

Fair Value of Financ Instruments

The fair value of the Partnership’s. assets and labilities that qualify as financial instruments

under Statement. of Financial Accountmg Standards No. 107, Disclosures about Fair Value of

* Financial Instruments (FAS 107, approxzmates the carrymg amounts presented in the statement
of financial condition, )

11
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' Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)
Recent Accounting Pronouncemen ts

In September 2006, the Fmancml Accounting Standards Board (FASB) issued Statement of
Financial Accounting Standards No. 157, Fair Value Measurements\, ‘AS 157). This standard
clarifies the definition .of fair value for financial reporting, egfablishes a framework for.
measuring fair valve and requires additional disclosures aﬁ%‘it the use of fair value
measurements. FAS 157 is effective for financial statementss] ssu"ﬁa‘fq: fiscal years beginning
after November 15, 2007, and. interim periods within thosg, fiseal yearsgﬂaﬁhe Partnershlp does not
believe the adoption of FAS 157 effective January 1, 200%; 1‘1» impact Refamounts reported in
the financial statements; however, additional disclosugss will be required aboti sthe. inputs used to
develop the measurements of fair value and the efé :tof certain of the measuremem,tsieported in
the statement of operations for a fiscal period. N % . b\é‘w

“ L
On hily 13, 2006, the FASB released FASB Interpretahon 48 Accounting for Uncertainty in
Income Taxes (FIN 48). FIN 48 prowci’g‘g nidance for how? -gumcertam tax positions should be
recognized, measured, presented and disclpSgin the financial taﬁements FIN 48 re.qulres the
evaluation of tax positions taken or expgcted Hoghe taken in b course of preparing the

Partnership’s tax returos to determine wheﬁgr ﬂle rr sitions Are “more likely than not” of
deemed to meet the more likely

being sustained by the appggghlp tax authori vposmon S
than not threshold wouIdT ecw od as a tax bqgeﬁt or expense in the current year. Adoption of
FIN 48 as amended i eqmred o fiscal years eginning after December 15, 2007 for pass-
DAt ershipg and is to be ap] lied to all open tax years as of the effective
date. In October 2008, ﬂ1 EﬁSB(fianp s,@d a defemgf for one year for pass-through entities such
as the PartnerghipgeThis pro posal Rl is on ﬁ%r pending review by the FASB. At this time,
managemen 5 eval"@é' 7 the %"@f _gatwns of’FIN 48 and its impact in the financial statements

12
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

2. Significant Accounting Policies. (continued)

Interest and Dividends

Interest income is recorded as earned on the accrual basis, and dividends are recorded on the ex-
dividend date. &

Income Taxes

. 4 & ' &
Partnerships are not taxable entities. Federal and state incqx statutegitequire that the income
ity }

Z
or loss of a partnership be included in the tax returns of the i

(5

';%ﬁcaﬁons. Tﬁ'c; Partoership’s
B

The Partnership enters into contracts that contain a varies ,.%«i"&
_maximum exposure under these arrangements is unknown'® ;@égfver, the Parinership has not had

prior claims or losses pursuant to these ,, erd], Partner expects the risk of loss
to be remote. s D

Vidual partng

3. Indemnification 425, .

Capital contributions mayFbeinade ionth and withdrawals may be made,
Wit o | artnier as specified in the Agreement, on the
last business day of eachca uarter. Pursd@ntso the terms, of the Agreement, a limited
v pmsof its capif? i during the first year of its investment. In
alipavner to suspend payment of redemption requests

addition, the Agreement pertil
under c?ggg‘ﬁ‘éﬁ%m ‘i%c%inc ;
5. Aﬂﬁ%gn of Parmer;i% rofit and’]

Partnershiﬁ P%h: and losstsjare allocated in proportion’ to the individual partner’s capital

account as of .oinning oftéach monthly accounting period as defined in the Agreement.

the Partnership and pays substantially all of the Partnership’s expenses. In consideration for these

. services, the General Pariner receives a management fee based on an annual rate of 1.75% of
each respective partner’s capital account at the first day of each month. Pursuant to the
Agreement, management fees have been waived for certain related parties.

13
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

6. Related Party Transactions (conﬁniled)

Founding Partners ‘Global Fund Class B, a related party, pays a management fee of 1.75% plus
an additional administrative fee of 0.25%. Total management fee expense was $5 736,405 for the
year ended December 31, 2007.

The Partnership pays a royalty fee to Founding Pariners Capital é%:ﬁﬂa) Limited, formerly
Stewards & Partners Limited (the “Company”), 2 related partysandyprivately held company in
Bermuda, for developing the investment product of fundin zecei’Vs The royalty fee was
charged each month at an annualized rate of 0.75% ¢ cagltal invegted in the recewables
investment strategy during 2007,-and at an annualized ales6f 0 7%50% of & pital i
receivables investment strategy effective January 1 f'a%8 Royalty fees totaﬁl
the year ended December 31, 2007. William' Ifi2Gunlicksy the President AT EO of the
Partnership’s General Partner, serves, without comp alion, as ;éggc&:mnan of the § mpany. The
. General Partner is also 2 42.2% shareholder in the Compaq.y

Founding Partners Hybrid-Value FundBL P (“Hybnd—Vélﬁ'éj‘%\;%nd”) and Founding Pariners
Stable-Value Fund I, L.P., related pM%» e same Gene artner, Founding Pariners
Capital Management Company, invest in¥ e“"ff’arfﬁate hip. At D eo siber 31, 2007, Founding
Partners Hybrid-Value Fund, had an investient -of $5E2647 if Fihe Partnership, or 0.85% of
the Parmershlp 5 cap1ta1 and, Founding Partness Sgable-Val S ifnd 10, L.P. had an investment of

heBamnership’s cap %ﬁ’ Founding Partners Global Fund, Class A and
Zlass B, rela?%’ed parties whose investment manager is the

artnershlp s Gene’l' er, L“’b invest in it erslup At December 31, 2007, the
. Founding - Partners Globalak, undd Elass A anii?glass B had investments of $637, 364 and
$137,758, 390 oL AL 2apmETship’s capital, respectwely .
The Hyk _ ’_ 5E 'r E}SSIVG ownershlp interest in SSR Caplt'cﬂ Partners, L.P.,
(“SSREY; ESE Anagement inyested in the Partnership of $39,040,754 as

of Deca‘ 231, 2007 or 10 o_ of the Partnership’s capital. SSR. pays an annual dividend from
L ts to the H }l rid- Value Fund, Whlch could mclude income eamed from their |

[XP

14
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

7. Financial Highlights

Financial highlights for the year ended December 31, 2007, are as follows:

Total return’ ' 11.44%

Ratios to average limited partners’ capital®: :
Expenses (2.63)%
Net investment income 13.23% .

Y ;
! Caloulated for = limited partuer's account taken as a whcgl\a\xg@ﬁhl partner’EEIég"%gms could be different
depending on the timing of capital fransactions made durig’g e period and fees charé‘”é“% a typical partner as
compared to fees charged to employees and affiliates ofﬁﬁ_a General P@émer. ;f"fi;
& . GlEF
2 Average limited pariners’ capital has been computed basﬁg’% agldnﬁ%@luaﬁons. The g%iaﬁon of the

ratios is based on the timing of capital transactions and theZgr tunt of fees and expenses assessed on an
L

individnal partner’s acconnt. . . 5
. % S .= =B, ’ ‘%\‘1&
8. Settlement with the SEC S e }ay”’

On December 16, 2003,zthe, Partnershipd) ijner, Founding Partners Capital
Management Companysfreeeiveina letter from the St " of the Securities and Exchange
Commission (the “SEEY), statingthat they, intena%d 1o recommend that the SEC take legal action

‘Gunilicks (“G@ﬁcks”) -and angi'n he General Pariner for alleged violations

n'_-, " ich is gommonly referred to as a “Wells Notice,”
SR :

\H M ’
2 digcussed a number of issues, but conversations with the

The G g & dih,
Staff* oLy vestm_» “made in Sovereign Assurance Company, Limited
(“SovereigtzAssurance”) antithe reldfionships involving the Company. The Hybrid-Value Fund

and Class ANShares of Fouiiding Pariners Global Find, Ltd. (fhe “Global Fund”) invested in

i as made so that Sovereign Assurance could complete the development
of a new investment program. When it became clear that Sovereign Assurance could not repay
certain amounts due undet the promissory notes, the Company, a new entity majority-owned by
the Hybrid Fund and Global Fund, agreed to assume Sovereign Assurance’s obligations to repay
under the promissory note. The Company was also partially owned (19%) by the General

Partner.

15
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Founding Partners Stable-Value Fund, L.P.

Notes to Financial Statements (continued)

8. Settlement with the SEC (continued)

After a substantial amount of time, the Company completed the development of Sovereign
Assurance’s investment program and licensed it to the Partnership in exchange for an annualized
royalty fee of 1% of capital invested in the receivables strategy as: discussed in Note 6. As of
December 1, 2004, the royalty fee was reduced from 1% to 0.75%, andSs of January 1, 2008 the
royalty fee has been reduced to 0. 50%. The Partnership has been paying'the royalty fee to the

Company since early 2001. Fo

WA

Founding Partners Capital Management Company (“Found g Par‘ﬁ’ié ) resolved the SEC
investigation by entering into an administrative setﬂex:%g?nfﬁm sthe SEC On%December 3, 2007.
The order found, among other things, that Founding Pértners, in connectlon xith, its operation of
two hedge funds, Founding Pariners Hybnd—Valu@und L. PV and Foundmg%l‘i; wners Stable-
Value Fund, L.P. (the “Funds”) made investmenty =for the;‘\bbedge funds Jﬁﬁngaged in
transactions with enfities under the common contro]@jbi&ounding Partners€that were not
consistent with the Funds’® offering memora.nda. The orde:g- zalso found that Founding Partners
caused the Stable-Value Fund to pay an® %ggclosed fee fromg March 2001 through May 2002 to
an off-shore entity and that Foundmg Phrtrieise] as a pecunialys _terest in the fee through its
ownership interest in the off-shore entity. s 7 aesﬁlt-nof the condiieP described above, the SEC
found that Founding Partneis wﬂlfully violdted SecHEHil(a) (2)¢0f the Securifies Act of 1933
and that Guolicks caus Foundmg Papnefs viol 5 Pursuant to the administrative
settlement, Founding P er-s censured :‘%‘Foundmg&artners and its President and Chief
Executlve Ofﬁcer we, -e:ordered ase-and—demst from furture violations of Section 17(a) (2) of

o708 o ifion, Foundm‘g‘?%%nftmers paid $182,244 in disgorgement and
: December 27, 2007. Founding Partners

believes it haégc@ opie ];ed mthﬁ%‘g' ‘-‘%%%Esrﬁ%rder

16
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;e

. F. _iding Pariners Stable-Value Fund, ...
Balance Sheet - Intemal

ﬁ;}:ﬁ eﬁgg;b . Asof December 31, 2008

I

) hcsmww S , 2
. m-&wa}ﬂm Q‘F‘“‘ . . .Dec3%,08 -
ASSETS o ' ‘
" Cumrent'Assets
Checking/Savings,” e . )
HarisBank . T e 1,926,359.20
Investments = ST . -1,306,178.10
- Total Checking/Savings ’ : -3,232,537.30
Other Current Assets : - . . .
Exchange Account . . ~1,000,000.00
‘Miscellanieous Receivables - o 18,400.00
Loan Receivable-Sun Cap Healthc - . v .
_ Principal Recsivable - Sun Cap ) 514,969,670.57
Intefest on Health Receival?les .6,782,928.94
‘Total Loan.Recelvable-Sun Cap Healthe - 521,752,509.51"
- . Loan Receivable-Sun.Cap Inc . . . ’
Principal-Commercial Receivable - - 18,509,647.32
Promissory Note Pnncrpal - . -+ 75,000.00
Interest Rec - . 248,459.68
Total Loan Repenvable-Sun Capinc - ' "18,833,107.00 -
. Morbgége Rec. SCHC/Prom/LHA Acg ’ ’
SCHC/Prom Principal re LHA Acq. - 4,625,000.,00
SCHC/PremiseILHA InterestRec .. - 57,096.23 °
Tota! Mortgage Rec SCHC/Prom/LHA ... Tl 4,682,086.23
Mnrtgage Rec/HLP Prop Bridge Ln ’ -
. HLP Principal Loan . - 4,976,000.00 -
i Interest Receivable -~ FHLP Pmp o, . 7284311
o Fotal Mortgage Rec/HLP Prop. Bndge Ln’ T 5,048,843.11
"GFCIB Assignments : ) ’ - -188,767,042.71
GF CIA Assignments ™ . v - . =F37,030.20
Total Other Current Assets i 358,830,072.94
Total Curent Assets . : . .. 362083510.24
Other Assets ' - :
.Organization Costs, . . ) o
Cosis - Organization - ; : . 55,657.50
i Amortization . N . ~b5,657.50
~Total Organization Costs cet . * 0.00
Total Other.Assets o : . 000
TOTAL ASSETS - S . 362,063,510.24
LIABILITIES & EQUITY ) )
" Lizbilities

Current Liabilities -
Oiher Current Liabilities oo .
* Accrued Expenses . ) 422,276.64

Management Fees Payable - -34,446.23
Royallies Payable . ) 1,075,623.58 °
Liability for Partner redemptio =~ : : 358,321.26

’ Advanee Subscriptions . ’ -135,713.00

Page 1




Fe,~ |dmg Partners Stable-Value Fund Lo

L R . Balanee ‘Sheét - Internal
<Spglmpels - - . . .+ . AsofDécember 31, 2008

e Dec 31, 08
Total Other Current Liabilities. - 1,686,062.25
'Total Cuirent Liabiliﬁes 1 ,68f5,062.é5
Long Term Liabilities” '
Paricipations in Loans purchas :
. Interest payable . '148,869.87 -
- Total Parhclpaﬂons in Loans purchas ’ 148,869.87
Total Long Term Liabilities ™ ’ 148,869,87
Total Llabllmes 1,834,932.12
Equity - ' '
. ) Partners Contributions 173,204,275.37 |
.. + 7. .Retalned Eamings . 131,724,202.54
T Net Income -- 5§,300,100.21
Total Equity . 360,228,578.12
: TOT.AL LIABILITIES & EQU!TY

362,063,510.24
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Foundlng Partners Stable—Value Fund,LP. - -
Profit & Loss YTD Comparison - Internal Doc

Accrual Basis December 2008 _
) - Dec 08 .Jan - Dec 08
Income AP i
Gains o Investments - . 0.00-° -7,209,708.89
Interest Income - Bank & Mis¢' - -2,346.37 269,073.37
Interest Income - Sun Capital . 7,161,327.96  73,496,951.19
GF-CIB Interest Inc collected - . -161,232.88 -485,041.10
Service Fee Income C 2,363.01 7 R78.77
Total Income 7,014,804.46  65,968,853.34
Expense . )
Accounting - 105,162,00 - 588,381.00
- Advisory Fees 673.14 54,445.40
. Bank Service Charges © 464.28 7,086.16
Compliance Professional Fees‘ . 000 87,448.83
. Legal Fees | '311,820.43 578,767.07
Management Fees Expense 54268592  7,061,868.48
Miscellaneous expenses . 5,077.57 5,077.57
Royalties Expense - - 222,283.05  2,304,175.87
Taxes/ReguIatory Expenses 0.00. 1 502 75
“Total Expense 1 38,1 66.39 - 10,688, 753 13
Net Income 5,826,638.07 -

_55,300,160.21 i
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. 01/23/09

Founding Pariners Capital Management Company

Income Statement - Accrual Basis -
January through December 2008

Ordmary lncome/Expense
Income-
- Management’ Fees

HVF Mgmt Fees Income
SVF If Mgmt Fee Income
* 8VF Mgmt Fee Income
Total Management Fees -

Total Inceme .

Expense

Advertusmg—Ye!low Page Ljstmg
Bank Service Charges .
Charitable Donations
Continiing Education

Dues and Subscriptions

Insurarice
" Leased Equipment

Licenses and Reglstratlons
Mamtenance & Repalrs

"Office Supplies & Expenses
." Payroll Expensés

401K Contribution
Health Insurance
. PayrolFExpenses - Other

" Total Payroll Expenses

Postage -and Delivery
Printing and Reprodiction

’ Professidriat Fees

Accounﬁng .
‘Consulfing services.
Legal Fees

Total Professional Fees

Reférral Fees
Rent - O’fﬁqé"

" Storage

Taxes - County Busmess
Travel & Ent
Auto Fuel
Cabs & Limo Sves -
Parking -
- Hotels

Entertainment; Meals wltravel

.Meals Ent Local .
Meetings, Semmars
Travel

Total Travel & Ent

Jan - Dec 08

+ 245,211.53
1,370,824.58
7,150,904.10

. 8,766,940.21

8,766,040.21 -

528 00
" 503.00
5,025.00

1,216.62 -

6,757.18

- 394.21°

7,012.30
1,843.75

2,823.93"°

47,928.35

298;607.76

15,338.55
408,953.88.
453,900.19

9,293.15 -

2,851.43

131,796.74
219,605.95

© 81,981.79
433,384.48

97,852.00

123,841.62

1,479.76

278.06 . -

73.63
7,482.61

74.50
25,055.71 .

9,893.63
6,986.69
" 8,363.00
61,419.05

119,348.82
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Founding Partners Capital Managermient Company.

income Statément - Accrual Basis
January through December 2008

Jan.- Dec 08

Utilities . o .
Telephoné ~ - . 22,085.71"
Cable & Satellite - 27,708.30
Electric’ ’ ’ . 2,610.03
Total Utilities © - 52,404.04
Website Hosting . 1,935.00
Total Expense . . ” 1,370,600.89
Net Ordinary Income - 7,396,339.32
Other lnéorheléipense

Other Income
Investment Income ’
Investment Value Change SVF " 64,030.25

i ‘Investment Valile Change SVF Il 30,773.92
Investment Value Change -Eq: Fd 3,784.16

Total Investment lncome - : 98,588.33

- Total Other Income - . 98,588.33"
Net Other Income . - ' 98,588.33
Net Income . . _7,494,927.65
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