








































































































































































































































































































































































































































































































MATHO“ FUND, LLCA

Note 5.

Investment transactions corsisted mamb’ of assigning promissory notes and one equity
investmentto the fund, Short-term. promissory notes were assigned and recorded on
December 31, 2003 atamortized cost, which-approximates fair valug, consistent with the
interest-method of réporting.

The investments arehighly concentrated due to-the fact that the investments deal with
distressed properties for which collateral is:based on appraisals, UCC-1 filings.on teal
property, right assignments and personal guarantees.

The Fund receives investingnt management and-advisory services under a management
agreement with MathonA Management Company, LLC (the Manager) that provides for

‘monthly fees of 2.0833% of the Fund’s:month end Capital account balance which

precedes by four months the.month in which the mariagement fee is paid. The Fund is

not obligated to pay a fee during the first four. fiill months; therefore, no management fee
has been acerued § rthe period ending December 31, 2003. During 2003 costs related to
thie organization and start up of the Fund of $103,182 were paid by the Manager and is
recorded as “Accounts payable to affiliate” at December 31, 2003,

During December, certain security holders in Mathon Fund 1, LL.C exchanged their
securities.and cash for an: ownersh;p interestin the Fund, The securities were then

'exchanged for certain.debt and. equity: securities that had been held by Mathion Fund 1.

The amount.due 10 affiliate of $219,013 4t December 31, 2003, represents the amount

‘owing to Mathon Fund 1, LLC fo.complete the exchange. Mathon Fund I, LLC is

controlled by the Manager of the Fund (Mathon Management Company; LLC),

As of December 31, 2003; the Fund was expected to receive an additional $1,311,659 in

security assigriments from Mathon Fund, J; iri exchange fora corrésponding increase in
inivestor capital in the Fund.

The Fund requires a reserve.for bad debts of 5% of the fund balance, of not less than $5

iillion. The reserve is to be funded by the Manager in behalf of the Fund and sourced

out of the 2.083% monthly management fee. The reserve can be in the form of cash or

“assets. ‘The: ﬁrsl management fee will be charged in May 2004 based on the Fund balance

as of Decermber 2003, as noted above. With the source of the reserve being the monthly
management fee, the Manager pre-funded the reserve, by pledging some of its positions

‘in promissory notes; -At the'end of Decembier 2003, the balance of the reserve for bad

debits was $5,107,364, or 20% of the Fund balance as of that date.
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‘MATHON FUND, LLC
NOTES TO FINANC!AL STATEMENTS

Note 6.

Note 7.

Note 8.

said investor’s tig

- ‘Withdrawal and Transferabil

Reconcihation of Net _Decrease in Net Assets Resulting from Operations to

Net decrease ifi net assets resulting

from operations $ (79364)
Adjustments to reconcile to net cash used
by operating activities:

) Purchase ofporifoho investments {908,298)
Increase in interest receivable (33,600)
Increase in‘accounts payable 103,182

Netcash used by operating activities $(918.080)

Allocation of Profits, Losses and Distributions

‘Upon the makmg,of_ an investment in the Fund and being acccpted 48 an

n\(cstor/member said.investor/member will receive an interest in the Fund reprcscntmg
i ght to'share in the. profits and losses of the Fund and to receive
distributions of Fund assefs. Interests-in thie Fund are represented by units, The intended

‘economic artangeiment among the investors is that the investors will participate based on

their-interest in the Fund in the net-profits and losses of the Fund’s investment portfolio

‘that acchie:and are realized diiring the period of the investor’s investment in the Fund.

spag

In.order to protect the viability of the Fund, withdrawals-of an uwesturfmmber 's capital

ascount s primarily based on themumber of days the member’s capital has beenin the

fund. Additionally, fund withdrawals must be made only prior to advance written notice,
and the maximum amount of withdrawals from the Fund in-any given month may not
exceed 10% of the. aggregate amount of the capital accounts of all of the

investors/members.in ‘any given morith, Transfers of investor/member fund amounts can
‘be made under certain condifions and terms approved by the Manager of the Fund.

The Fund did not pay any interest or taxes during the one-month period from inception

(December 1, 2003y through December 31,2003,

The Fund received securities in the amount of $21,325,500 in exchange for member

capital. In‘addition, these securities pliis-cash were exchanged for the securities assigned
and transferred to-the Fiind (see Schedule of Portfolio Investments) in the amount of

$22,824,513, resulting:in an increase in the “Accounts payable to affiliate™ by $1,499,013

for the dxfferenca {see Note 5).
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Note 10. Subsequent Events

The following represents a summiary of significant events that have occurred subsequent
to December 31,2003 that should be'taken into consideration when reading the financial
statements:

‘Biddle Ashland LL:C - The promissory note went into default and the Manager was,
-and is, pursuing collection. However, Biddle Ashland LLC filed for chapter 11
vbankr’uptcy pfotec!xon. “Thie Fund:-has a laﬁistay motion in place and is expected to

ie Fund’s favor. - Such actions may produce positive results,
mcludmg, but not Timited-to recovery of all amounts loaned/invested, plus interest,
fees; collection costs, and penalties. The Manager believes the amounts will be-fully
-eollectible, but cannot predict the oufcome of any litigation.

_Parsong 4Energy LLC - Tﬁe promissory-note-went into default and the Company is
pursuing collection,: mciudmg foreclosure proceedings and suits on personal
guzranitess. Upon sexecuting foreclosure proceedings, the Manager discovered-that
‘thé conveyance: interests were not recorded by outside legal counselas was
represented. However, the Fund has received a signed confiriation evidencing such
interest and the Manager has filed for a breach of contract. Such actions may
produce positive results, including, bt not limited to recovery of all amouats
Toanedfinvested, plus ‘es; colléction costs, and penalties. Management
believes:the:amounts will be fu}ly collectible, but cannot predict the outcome of any
»htlganon

End Rea Estate Development LLC < The promissory note went into default and the
‘Manage! sipursumgico!iecnon As partof that process, the Fund paid off
approximately $775,000 to the first lien Holder'to protect the Fund’s position on the
property. The Fund manager: is taking addmonal steps to proteet its-position until the
property is sold. Such aetions: ‘inay produce ‘positive results; including; but not limited
torecoveryof all amounts loaned/invested, plus interest, fees, and penalties.
Managgment believes the amounts will be fully collectible, but cannot predict the
ouiteome of -any«. itigation,

The Fund received $6,524;300 in additional subscriptions to the Fund during the first
quarter-of 2004,
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MATHON FUND LLC

Note 11.

Contingencies

Mathon-Management: ‘Company and certain Pnnclpals of Mathon Management Company
are being investigated by securities regulators in. Arizona and Utah. The Arizona

Corporation Commission has sotght information as to whether the short-tetins loans
made by Mathion Fund I from approximately 2001 until October 2003 constituted the sale
-of unregistered securities and/or violated provisions.of Arizona securities laws. The Utah

Division of Securities has disoussed: pessxb!e violations of Utah securities law coniceming
information disseminated to-a poténtial investor by a representative: of Mathon Fund 1
that: may-have been misiaadmg “The Utah Division of Securities is also mvnewmg

' whether mo‘mes loaﬁed o Mathon Fuid I by individuals constituted securities; and thus

osition of having offéred and/or sold unregtstered or non-
er the Fund:nor the Manager can anticipate-how long

-any of the afcsrementionedr mvesngations will take and what the outcome may be. Any
action takenby the securities regulators-in Arizona or Utah may have an adverse impact
‘on the Fund, the Manager, and/or the Principals of the Manager.
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'ASB 1/03 CX-18

EE

CX-18: Reportable Control Condition and Management Point
Development Worksheet

Point No.
Company: Mathon Fund li
Balance Sheet Date: December 31, 2003 Workpaper Reference:
Completed by: Igh Date: March 19, 2004
Type of Point .
Reportable condition [1 Agreed-upon condition [ 1]
Material weakness [ 1 Management comment [X]

Definitions and Requirements

SAS No. 60 (AU 325), Communication of Internal Control Related Matters Noted in an Audit, requires the
auditor to communicate reportable conditions in internal control to the audit committee or to individuals with
a leve! of authority and responsibility equivalent to an audit committee in organizations that do not have one,
e.g., the board of directors or owner/manager. Under SAS No. 60, the following definitions apply:

Reportable Condition. Matters coming to the auditor’s attention that, in the auditor's judgment,
represent significant deficiencies in the design or operation of internal control that could adversely
affect the organization’s ability to initiate, record, process, and report financial data consistent with
the assertions of management in the financial statements.

Agreed-upon Condition. A deficiency less serious than a reportable condition that the client
(senior management or audit committee or equivalent) and auditor have agreed will be reported.

Material Weakness. A reportable condition in which the design or operation of the specific internal
controls do not reduce to a relatively low level the risk that misstatements caused by error or fraud,
in amounts that would be material in relation to the financiat statements being audited, may occur
and not be detected within a timely period by employees in the normal course of performing their
assigned functions.

Management Comment. Observations and suggestions about operational or administrative
efficiencies, business strategies, and other items of perceived benefit to the client that go beyond
internal control related matters and, in the auditor’s judgment, are not reportable conditions, and
that the auditor chooses to communicate for the benefit of management.

The auditor is not required to distinguish material weaknesses from reportable conditions, but may do so
either voluntarily or at the specific request of the client. See section 1504 for a discussion of the
communication of intemal control related matters and examples of reportable conditions.

Page 1
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ASB 1/03 . CX-18

Instructions: This form should be completed each time a reportable control condition or potential
management point (less serious-controf deficiency, or operating condition that could be improved) is
encountered during the audit. Pertinent facts and details should be documented by briefly completing each
section of this worksheet. These comments should be as specific as possible, but the point should not be
{drafted in final form on this worksheet. The type of point should be indicated so that, at the end of the audi,
the points may be grouped for reporting purposes, i.e., required communication of reportable control
condition or management letter. Depending on the type of point being documented, some sections of this
form may not need to be completed.

CONDITION:

in our audit fieldwork exit meetingt with CFO Brent Williams and controller Tim Abraham, on March 19th, we
wamed that the company could become like a ponzi scheme - using new investors’ money to pay off old
investors....if there were significant investment losses. We told the accounting department that they must
be aware and prevent this from ever happening....by speaking out and communicating with fund manager
and deal makers and by slowing down or stopping the investment of new investors..until the fund was
sound, or until liquidation and collection of investments was sufficient.

REASON IMPROVEMENT NEEDED:

CAUSE OF CONDITION:

EFFECT OF CONDITION:

RECOMMENDATION:

COSTS AND BENEFITS OF RECOMMENDED ACTION:

Page 2
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ASB 1/03 ) ) CX-18

CLIENT RESPONSE (Indicate name and title of person discussed with and date): ’ J
Brent Wifliams and Tim Abraham understood and agreed with our comments and recommendation.

Point approved for report to management:

Yes:

No (Indicate why not):

By: Date:

Page 3
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EXHIBIT O



Mathon Fund, L.C.,
Going Concern - File Memo - ’ Igh 6/4/2004

Per discussions with engagement team members, I believe there is no substantial doubt
about the company’s ability to continue as a going concern, and, therefore, no disclosure
is required on the current financials. However, due to the high risk nature of the business
and of its investments, there exists the risk that if, in the future, a significant number of its
investments are not collectible or liquidated, or are at significant losses, or liquidation is
delayed for extended periods, there could exist an unintentional ponzi-like situation....that
Is, money from new investors is used to pay off old investors; hoping that investments

.investments at 12/31/03 are not liguidated or collected during 2004, or are, but at
significant losses....the risks of this ponzi-like circumstances would be higher, which
would be an indication of a serious going concern situation.
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