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Part I. FINANCIAL INFORMATION
Item 1: Financial Statements

RF INDUSTRIES, LTD.
CONDENSED BALANCE SHEETS
(UNAUDITED)

ASSETS

CURRENT ASSETS

Cash and cash equivalents

Certificates of deposit

Investments in available-for-sale securities
Trade accounts receivable, net of allowance for doubtful accounts of $60,497 and
$46,775

Inventories

Other current assets

Income tax receivable

Deferred tax assets

TOTAL CURRENT ASSETS

Equipment and furnishings:
Equipment and tooling
Furniture and office equipment

Less accumulated depreciation
TOTALS

Goodwill
Amortizable intangible assets, net
Note receivable from stockholder

Other assets
TOTAL ASSETS

July 31,
2009

$ 2,492,045
4,502,074

1,867,253
5,299,080
509,048
96,806
542,100
15,308,406

2,341,455
390,106
2,731,561
2,185,930
545,631

137,328
33,945
66,980
28,776

$16,121,066

October 31,
2008
(Note 1)

$ 1,060,838
6,315,864
547,847

2,071,349
5,949,708
217,443

542,100
16,705,149

2,205,525
377,286
2,582,811
2,016,951
565,860

347,091
54,311
66,980
28,382

$17,767,773
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Item 1: Financial Statements (continued)

RF INDUSTRIES, LTD.
CONDENSED BALANCE SHEETS

(UNAUDITED)
July 31,
2009
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES
Accounts payable $ 234,180
Accrued expenses 542,701
Income taxes payable -
TOTAL CURRENT LIABILITIES 776,881
Deferred tax liabilities 105,700
Other long-term liabilities 274,231
TOTAL LIABILITIES 1,156,812
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS’ EQUITY
Common stock - authorized 10,000,000 shares of $0.01 par value; 2,849,253 and
3,226,264 shares issued and outstanding 28,493
Additional paid-in capital 6,474,262
Retained earnings 8,461,499
TOTAL STOCKHOLDERS’ EQUITY 14,964,254
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $16,121,066

See Notes to Condensed Unaudited Financial Statements.

October 31,
2008
(Note 1)

$ 329,509
760,762
232,927

1,323,198

105,700
217,185
1,646,083

32,263
6,411,810
9,677,617

16,121,690
$17,767,773
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Item 1: Financial Statements (continued)

RF INDUSTRIES, LTD.
CONDENSED STATEMENTS OF INCOME

(UNAUDITED)
Three Months Ended July 31, Nine Months Ended July 31,
2009 2008 2009 2008

Net sales $ 3294290 $ 4,667,638 $10,401,589 $ 13,002,083
Cost of sales 1,670,358 2,351,721 5,409,304 6,454,478
Gross profit 1,623,932 2,315,917 4,992,285 6,547,605
Operating expenses:
Engineering 255,682 278,600 805,921 775,463
Selling and general 1,339,847 1,381,549 3,736,126 4,043,177
Totals 1,595,529 1,660,149 4,542,047 4,818,640
Operating income 28,403 655,768 450,238 1,728,965
Other income - interest 22,764 40,768 148,877 178,811
Income before provision for income taxes 51,167 696,536 599,115 1,907,776
Provision for income taxes 40,590 296,824 211,485 794,071
Net income $ 10,577 $ 399,712 $ 387,630 $ 1,113,705
Basic earnings per share $ 0.00 $ 0.12 $ 0.13 $ 0.34
Diluted earnings per share $ 0.00 $ 0.11 $ 0.12 $ 0.30
Basic weighted average shares outstanding 2,869,928 3,298,345 2,985,083 3,294,219
Diluted weighted average shares outstanding 3,161,904 3,741,111 3,278,509 3,720,346
Dividends paid $ 0 $ 98,723 § 94,780 $ 295,183

See Notes to Condensed Unaudited Financial Statements.
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Item 1: Financial Statements (continued)

RF INDUSTRIES, LTD.

CONDENSED STATEMENTS OF CASH FLOWS
NINE MONTHS ENDED JULY 31

(UNAUDITED)

OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash provided by operating activities:

Bad debt expense adjustment
Depreciation and amortization

Goodwill impairment

Loss on disposal of equipment

Deferred income taxes

Stock-based compensation expense
Changes in operating assets and liabilities:
Trade accounts receivable

Inventories

Income taxes payable/receivable

Other current assets

Other long-term assets

Accounts payable

Accrued expenses

Other long-term liabilities

Net cash provided by operating activities

INVESTING ACTIVITIES:

Purchases of short-term investments and certificates of deposit

Proceeds from sales of short-term investments and certificates of deposit
Capital expenditures

Net cash provided by (used in) investing activities

FINANCING ACTIVITIES:
Proceeds from exercise of stock options
Purchases of treasury stock
Dividends paid
Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period
Supplemental cash flow information:

Income taxes paid

2009
$ 387,630

13,722
194,171
209,763

4,827

124,786

190,374
650,628
(329,733)
(291,605)

(394)

(95,329)

(183,983)
57,046
931,903

(2,117,184)
4,478,821

(158,403)
2,203,234

(1,609,150)
(94,780)
(1,703,930)

1,431,207
1,060,838

$ 2,492,045

$ 550,000

2008
$ 1,113,705

(3,615)
152,751

(9,900)
405,073

(104,356)
(1,134,924)
(225,127)
(52,402)

50,234
516,956

16,207
724,602

(8,691,635)
6,821,000

(251,528)

(2,122,163)
114,305

(295,183)
(180,878)

(1,578,439)
3,400,566

$ 1,822,127

$ 1,033,000

7
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Retirement of treasury stock $ 1,609,151
Stock issuance related to contingent liability $ 30,000

See Notes to Condensed Unaudited Financial Statements.
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RF INDUSTRIES, LTD.
NOTES TO CONDENSED UNAUDITED FINANCIAL STATEMENTS

Note 1 - Unaudited interim financial statements

The accompanying unaudited condensed financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America for interim financial information and with the
instructions to Form 10-Q. Accordingly, they do not include all of the information and footnotes required by
accounting principles generally accepted in the United States of America for complete financial statements. In the
opinion of management, all adjustments, which are normal and recurring, have been included in order to make the
information not misleading. Information included in the balance sheet as of October 31, 2008 has been derived from,
and certain terms used herein are defined in, the audited financial statements of the Company as of October 31, 2008
included in the Company’s Annual Report on Form 10-K (“Form 10-K”) for the year ended October 31, 2008 that was
previously filed with the Securities and Exchange Commission (“SEC”). Operating results for the three and nine months
period ended July 31, 2009, are not necessarily indicative of the results that may be expected for the year ending
October 31, 2009. The unaudited condensed financial statements should be read in conjunction with the financial
statements and footnotes thereto included in the Company’s Annual Report on Form 10-K for the year ended October
31, 2008. The Company has evaluated subsequent events through September 14, 2009, the date of filing for this Form

10-Q.
Revenue Recognition

The Company recognizes revenue in accordance with SEC Staff Accounting Bulletin No. 104, “Revenue Recognition
in Financial Statements” (“SAB 104”). SAB 104 requires that four basic criteria must be met before revenue can be
recognized: (1) persuasive evidence of an arrangement exists; (2) delivery has occurred or services rendered; (3) the
fee is fixed and determinable; and (4) collectability is reasonably assured. The Company recognizes revenue from
product sales after purchase orders, which contain fixed prices, are received and the products are shipped. Most of the
Company’s products are sold to continuing customers with established credit histories.

Note 2 - Fair value measurements

Effective November 1, 2008, the Company adopted the methods of fair value as described in SFAS No. 157 Fair
Value Measurements” (“SFAS 157), to value its financial assets and liabilities. As defined in SFAS 157, fair value is
based on the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. In order to increase consistency and comparability in fair value
measurements, SFAS 157 establishes a fair value hierarchy that prioritizes observable and unobservable inputs used to
measure fair value. The adoption of SFAS 157 did not impact our financial position, results of operations or cash
flows.

In addition, on November 1, 2008 the Company adopted SFAS No. 159, “The Fair Value Option for Financial Assets
and Financial Liabilities” (“SFAS 159”). Under SFAS 159, companies may elect to measure certain financial instruments
and certain other items at fair value. SFAS 159 requires that unrealized gains and losses on items for which the fair

value option has been elected be reported in earnings. We did not elect to use the fair value option. Therefore, the
adoption of SFAS 159 did not impact our condensed financial position, results of operations or cash flows.
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Note 3 - Components of inventories

Inventories, consisting of materials, labor and manufacturing overhead, are stated at the lower of cost or market. Cost
has been determined using the weighted average cost method.

July 31, October 31,

2009 2008
Raw materials and supplies $ 1,409,105 $ 1,496,364
Work in process 18,450 31,131
Finished goods 3,914,577 4,502,890
Inventory reserve (43,052) (80,677)
Totals $ 5,299,080 $ 5,949,708

Purchases of connector products from one major vendor in the nine month period ended July 31, 2009 represented
23% compared to two major vendors who represented 21% and 11% of the total inventory purchases for the same
period in 2008, respectively. The Company has arrangements with these vendors to purchase product based on
purchase orders periodically issued by the Company.

Note 4 - Earnings per share

Basic earnings per share is computed by dividing net income by the weighted average number of common shares
outstanding during the period. Diluted earnings per share is computed by dividing net income by the weighted average
number of common shares outstanding increased by the effects of assuming that other potentially dilutive securities
(such as stock options) outstanding during the period had been exercised and the treasury stock method had been
applied. At July 31, 2009, the effects of the assumed exercise of options to purchase 391,439 shares of the Company’s
common stock, at a price range of $3.95 to $7.56 per share, were not included in the computation of diluted per share
amounts because they were anti-dilutive for that purpose. At July 31, 2008, the effects of the assumed exercise of
options to purchase 229,196 shares of the Company’s common stock, at a price of $7.50 to $7.56 per share, were not
included in the computation of diluted per share amounts because they were anti-dilutive for that purpose.

The following table summarizes the computation of basic and diluted weighted average shares outstanding:

Three Months Ended July 31 Nine Months Ended July 31

2009 2008 2009 2008
Weighted average shares outstanding for basic net
earnings per share 2,869,928 3,298,345 2,985,083 3,294,219
Add effects of potentially dilutive securities-assumed
exercise of stock options 291,976 442,766 293,426 426,127
Weighted average shares for diluted net earnings per
share 3,161,904 3,741,111 3,278,509 3,720,346

Note 5 - Stock-based compensation and equity transactions

10
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The stock incentive plans provide for the granting of qualified and nonqualified options to the Company’s
officers, directors and employees. Non-qualified stock options granted during the quarter ended July 31, 2009 vest and
are exercisable immediately and expire in five years from date of grant. Options granted prior to fiscal 2008 were
generally exercisable one year after the date of the grant and expire no more than ten years after date of grant. Ten
thousand options were granted during the quarter ended July 31, 2009. The Company satisfies the exercise of options
by issuing previously unissued common shares.

11
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The weighted average fair value of employee stock options granted by the Company in the nine months ended July 31,
2009 was estimated to be $1.51 using the Black-Scholes option pricing model with the following assumptions:

2009
Risk-free interest rate 1.01%- 2.85%
Dividend yield 0%- 2.96%
Expected life of the option 2.5 - 5 years
Volatility factor 53.65%-60.37%

Expected volatilities are based on historical volatility of the Company’s stock, and other factors. The Company uses
historical experience with exercise and post-vesting employment termination behavior to determine the options’
expected life. The expected life represents the period of time that options granted are expected to be outstanding. The
risk-free rate is based on the U.S. Treasury rate with a maturity date corresponding to the options’ expected life. The
dividend yield is based upon the historical dividend yield.

Issuances of common stock by the Company

During the nine months ended July 31, 2009, the Company issued 7,407 shares of common stock to the former owner
of Radiomobile. This transaction related to the Radiomobile Purchase Agreement earn-out contingency as more fully
described in Note 11 of the Company’s Annual Report on Form 10-K for the year ended October 31, 2008.

Company Stock Option Plans

Descriptions of the Company’s stock option plans are included in Note 7 of the Company’s Annual Report on Form
10-K for the year ended October 31, 2008. A summary of the status of the options granted under the Company’s stock
option plans as of July 31, 2009 and the changes in options outstanding during the nine months then ended is

presented in the table that follows:

Weighted Weighted Average  Aggregate

Average Exercise Remaining Intrinsic
Shares Price Contractual Term Value
Outstanding at November 1, 2008 1,067,041 $ 3.77
Options granted 26,000 4.01
Options exercised - -
Options canceled or expired (28,690) 6.17
Options outstanding at July 31, 2009 1,064,351 $ 3.71 4.93 years $ 1,649,046
Options exercisable at July 31, 2009 858,168 $ 3.73 5.19 years $ 1,466,546

As of July 31, 2009, $262,162 of expense with respect to non-vested stock-based arrangements has yet to be
recognized which is expected to be recognized over a weighted average period of 2.67 years.

Stock Option Expense

During the nine-month ended July 31, 2009 and 2008, stock-based compensation expense totaled $124,786 and
$405,073 respectively. The three-month ended July 31, 2009 and July 31, 2008, stock-based compensation expense
totaled $47,576 and $136,763 respectively.

Note 6 - Concentration of Credit Risk

12
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One customer accounted for approximately 21% of the Company’s net sales for the three month period ended July 31,
2009, while one customer accounted for 14% of net sales for the nine-month period ended July 31, 2009. One
customer accounted for approximately16% of the Company’s net sales for the three and nine-month period ended July
31, 2008. Although these customers have been on-going major customers of the Company continuously during the
past eight and eleven years respectively, the written agreements with these customers do not have any minimum
purchase obligations and the customers could stop buying the Company’s products at any time and for any reason. A
reduction, delay or cancellation of orders from these customers or the loss of these customers could significantly
reduce the Company’s revenues and profits.

13



Edgar Filing: R F INDUSTRIES LTD - Form 10-Q

Note 7 - Segment Information

The Company follows the provisions of SFAS No. 131, “Disclosures about Segments of an Enterprise and Related
Information (“SFAS 131”).” Pursuant to the provisions of SFAS No. 131, the Company reports segment sales in the same
form reviewed by the Company’s management chief decision maker (the “management approach”).

The Company aggregates operating divisions into operating segments which have similar economic characteristics
and divisions are similar in the majority of the following areas: (1) the nature of the product and services; (2) the
nature of the production process; (3) the type or class of customer for their products and services; (4) the methods
used to distribute their products or services; (5) if applicable, the nature of the regulatory environment. The Company
has three segments - RF Connector and Cable Assembly, Medical Cabling and Interconnector, and RF Wireless based
upon this evaluation.

The RF Connector and Cable Assembly segment is comprised of three divisions, the Medical Cabling and
Interconnector segment is comprised of one division while the RF Wireless segment is comprised of two divisions.
The three divisions that meet the quantitative thresholds for segment reporting are Connector / Cable Assembly,
Bioconnect and RF Neulink. Each of the other divisions aggregated into these segments that have similar products that
are marketed to their respective customer base; production and product development processes are similar in nature.
The specific customers are different for each division; however, there is some overlapping of product sales to them.
The methods used to distribute products are similar within each division aggregated.

Management identifies the Company’s segments based on strategic business units that are, in turn, based along market
lines. These strategic business units offer products and services to different markets in accordance with their customer
base and product usage. For segment reporting purposes, the Company aggregates Connector and Cable Assembly,
Aviel Electronics and Worswick divisions into the RF Connector Cables Assembly segment while RF Neulink and
RadioMobile are part of the RF Wireless segment. The Bioconnect division makes up the Company’s Medical Cabling
and Interconnector segment. The Company had previously aggregated BioConnect within the RF Connector and
Cables Assembly segment as it represented only a small portion and had similar economic characteristics of the
overall segment. During Fiscal Year 2008, the BioConnect division met one of the quantitative threshold required for
separate segment reporting. Prior year’s information has been revised to conform with the current year’s presentation.

As reviewed by the Company’s chief operating decision maker, the Company evaluates the performance of each
segment based on income or loss before income taxes. The Company charges depreciation and amortization directly to
each division within the segment. All stock-based compensation is attributed to the RF Connector Cable Assembly
segment. Accounting policies for segment reporting are the same as for the Company as a whole.

Substantially all of the Company’s operations are conducted in the United States; however, the Company derives a
portion of its revenue from export sales. The Company attributes sales to geographic areas based on the location of the
customers. The following table presents the sales of the Company by geographic area for the three and nine month
periods ended July 31, 2009 and 2008:

Three Months Ended July 31, Nine Months Ended July 31,

2009 2008 2009 2008
United States $ 2,890,715 $ 3,895,678 $ 8,622,873 $ 11,204,414
Foreign countries:
Israel 179,455 299,291 865,173 672,497
All other 224,120 472,669 913,543 1,125,172

14
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$ 3294290 § 4,667,638 $10,401,589 § 13,002,083

15
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Net Sales, income (loss) before provision for income taxes and other related segment information for the three months
ended July 31, 2009 and 2008 are as follows:

RF Connectors Medical
and Cabling and RF

2009 Cable Assembly Interconnector  Wireless Corporate Total
Net sales $ 2,765914 $ 347473 $ 180,903 $ 3,294,290
Income (loss) before provision for
income taxes 313,462 46,528 (331,586) $ 22,763 51,167
Depreciation, amortization and
impairment 114,571 3,388 153,215 271,174
2008
Net sales $ 3,697,842 $ 542243 $ 427,553 $ 4,667,638
Income (loss) before provision for
income taxes 604,935 109,858 (59,025) $ 40,768 696,536
Depreciation and amortization 1,482 4,988 7,878 14,348

Net Sales, income (loss) before provision for income taxes and other related segment information for the nine months
ended July 31, 2009 and 2008 are as follows:

RF Connectors Medical
and Cabling and RF

2009 Cable Assembly Interconnector  Wireless Corporate Total
Net sales $ 8,831,013 $ 924,044 $ 646,532 $10,401,589
Income (loss) before provision for
income taxes 1,057,046 12,772 (619,579) $ 148,876 599,115
Depreciation, amortization and
impairment 221,320 10,683 171,931 403,934
2008
Net sales $ 10,305,670 $ 1,173,209 $ 1,523,204 $ 13,002,083
Income (loss) before provision for
income taxes 1,456,121 188,852 84,002 $ 178,801 1,907,776
Depreciation and amortization 111,614 17,905 23,232 152,751

Note 8 - Income tax provision

The income tax provision reflected in the accompanying unaudited condensed statement of income for the three and
nine months ended July 31, 2009 is different than the expected tax provision computed based on the pre-tax income

and the applicable statutory Federal income tax rate of 34% and the state income tax rate, net of Federal tax effects, of
6.4%. Interim tax provisions are determined using an estimate of the annual effective tax rate. As of July 31, 2009, the
Company estimated that its effective annual tax rate for the year ending October 31, 2009 will be approximately 35%
excluding the effects of the one-time benefit recorded in the first quarter described below.

The provision for income taxes during the nine-month period ended July 31, 2009 was $211,485 (or an effective tax
rate of approximately 35%), compared to $794,071 in the nine-month period ended July 31, 2008 (or an effective tax
rate of approximately 42%). The decrease in the tax rate in the nine-month period ended July 31, 2009 is the result of
the Company recognizing a one-time tax benefit of approximately $39,000 that related to a domestic product activity

16
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adjustment in the first quarter of current fiscal year. Without this adjustment, the effective tax rate for the nine-months
ended July 31, 2009 would have approximated the projected effective rate for fiscal 2009.

Note 9 - Dividend Declaration

On December 15, 2008, the Board of Directors of the Company declared a quarterly cash dividend of $0.03 per
share. The dividend date of record was December 31, 2008 and the dividends were paid to stockholders on January
15, 2009. However, in March 2009, the Company suspended its quarterly cash dividends in order to maximize
resources available for acquisitions, new product development and the purchase of equipment to improve
manufacturing efficiency. Accordingly, no dividends were paid during the three month periods ended July 31, 2009
and April 30, 2009.

10
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Note 10 - Amortizable Intangible assets:
Amortizable intangible assets are comprised of the following:

July 31, October 31,

2009 2008
Intangible assets

Non-compete agreement $ 120,000 $ 120,000
Accumulated amortization (120,000) (120,000)

Software 47,522 47,522
Accumulated amortization (27,721) (15,841)

19,801 31,681

Customer List 33,945 33,945
Accumulated amortization (19,801) (11,315)

14,144 22,630

Totals $ 33945 $ 54311

Note 11 - Goodwill impairment

We review our goodwill for impairment annually in the fourth quarter at the reporting unit level. We also analyze
whether any indicators of impairment exist each quarter. A significant amount of judgment is involved in determining
if an indicator of impairment has occurred. Such indicators may include a sustained, significant decline in our share
price and market capitalization, a decline in our expected future cash flows, a significant adverse change in legal
factors or in the business climate, unanticipated competition, the testing for recoverability of our long-lived assets,
and/or slower growth rates, among others.

We estimate the fair value of our reporting units using discounted expected future cash flows. If the fair value of the
reporting unit exceeds its net book value, goodwill is not impaired, and no further testing is necessary. If the net book
value of our reporting units exceeds their fair value, we perform a second test to measure the amount of impairment
loss, if any.

We performed extensive valuation analyses, utilizing an income approach in our goodwill assessment process. The
following describes the valuation methodologies used to derive the fair value of our reporting units.

dncome Approach: To determine its estimated fair value, we discount the expected cash flows of our reporting units.
We estimate our future cash flows after considering current economic conditions and trends; estimated future
operating results, our views of growth rates, anticipated future economic and regulatory conditions; and the
availability of necessary technology. The discount rate used represents the estimated weighted average cost of capital,
which reflects the overall level of inherent risk involved in our operations and the rate of return an outside investor
would expect to earn. To estimate cash flows beyond the final year of our model, we use a terminal value approach.
Under this approach, we use estimated operating income before depreciation and amortization in the final year of our
model, adjust it to estimate a normalized cash flow, apply a perpetuity growth assumption and discount by a
perpetuity discount factor to determine the terminal value. We incorporate the present value of the resulting terminal
value into our estimate of fair value.

18
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Due to current negative effects of the global recession and related triggers, during the third quarter of 2009, the
Company experienced a significant decrease in sales in general, and at the Radiomobile and Worswick divisions in
particular. The sales generated by these divisions were significantly lower than expected and the expected third
quarter improvements did not occur. As such, triggers were evident at these two divisions in the third quarter of 2009
and management performed a goodwill impairment review. Prior to management’s review, the Company had a total of
$347,091 of goodwill of which $137,328 was allocated to the acquisition of the Aviel division and the balance was
allocated to the more recent acquisitions of the Radiomobile and Worswick businesses. As a result of its review,
management recorded a goodwill impairment charge of $209,763 for the third quarter of fiscal 2009, which is
included in selling and general expense in the statement of income. There were no such triggering events at the Aviel
division and its goodwill was not affected.

11
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Note 12 — Related party transactions:

The note receivable from stockholder of $66,980 at July 31, 2009 and October 31, 2008 is due from the President of
the Company, bears interest at 6%, payable annually, and has no specific due date. The note is collateralized by a lien
on certain personal property. During the three and nine months ended July 31, 2009 and 2008, $4,020 of interest was
paid.

Note 13 — Repurchase and retirement of treasury stock:

In September 2008, the Company announced that our Board of Directors had authorized a stock repurchase program
to repurchase up to 100,000 shares of the Company’s common stock. In October 2008, Company announced that our
Board of Directors had authorized a stock repurchase program to repurchase up to an additional 100,000 shares of the
Company’s common stock. In February 2009, the Company announced that our Board of Directors had authorized a
stock repurchase program to repurchase up to an additional 300,000 shares of the Company’s common stock. The
repurchases were to be made from time to time in the open market transactions in compliance with the Securities
Exchange Act of 1934, or the Exchange Act, Rule 10b-18. During the nine month period ended July 31, 2009, the
Company repurchased 234,418 shares of its common stock in accordance with this plan for $997,651. In addition to
the Rule 10b-18 public repurchase program, the Company also repurchased 150,000 shares in private transactions
during the nine month period ended July 31, 2009 for $611,500.

Note 14 — Recent Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board, (“FASB”), issued Statement of Financial Accounting
Standards, (“SFAS”), No. 168, “The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles” (“SFAS 168”), a replacement to SFAS No. 162, “the Hierarchy of Generally Accepted Accounting
Principles.” The FASB will become the source of authoritative accounting principles generally accepted in the United
States of America, (“U.S. GAAP”), recognized by the FASB to be applied by nongovernmental entities, superseding all
then-exiting non-SEC accounting and reporting standards. All other non-grandfathered, non-SEC accounting literature

not included in SFAS 168 will become non-authoritative. SFAS 168 is effective for financial statements issued for
interim and annual periods ending after September 15, 2009. We expect SFAS 168 will have an impact on our
financial statement disclosures in that all future references to authoritative accounting literature will be referenced in
accordance with SFAS 168.

In May 2009, the FASB issued SFAS No. 165, “Subsequent Events” (“SFAS 165”), which established general standards
of accounting for and disclosure of events that occur after the balance sheet date but before the financial statements

are issued or available to be issued. SFAS 165 requires new disclosure in financial statements of the date through
which reporting entities have evaluated events or transactions that occur after the balance sheet date but before the
financial statements are issued or available to be issued. SFAS 165 requires public entities, including the Company, to
evaluate subsequent events through the date that the financial statements are issued. Financial statements are
considered issued when they are widely distributed to stockholders and other financial statement users for general use
and reliance in a form and format that complies with U.S. GAAP. SFAS 165 is effective for interim and annual
financial periods ending after June 15, 2009 and shall be applied on a prospective basis. The adoption of SFAS 165

had no impact on our results of operation, financial position or cash flows.

In April 2009, the FASB issued three new FASB Staff Positions, (“FSP’s”), relating to fair value accounting; FSP FAS
157-4, “Determining Fair Value When the Volume and Level of Activity of the Asset or Liability Have Significantly
Decreased and Identifying Transactions That Are Not Orderly,” FSP FAS 115-2 and FSP FAS 124-2, “Recognition and
Presentation of Other-Than-Temporary Impairments” and FSP FAS 107-1/APB 28-1, “Interim Disclosures about Fair
Value of Financial Instruments.” These FSP’s impact certain aspects of fair value measurements, impairments of
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securities and related disclosures. The provisions of these FSP’s are effective fo