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FRIEDMAN
SUVALLE SALOMON rc

Certified Public Accountants and Business Consultants

Member of CPA Associates International, Inc.

Independent Auditor’s Report

The Board of Directors and Stockholders
Evercel, Inc. and Subsidiaries:

We have audited the accompanying consolidated balance sheets of Evercel, Inc. and Subsidiaries as of’
December 31,2010 and 2009 and the related consolidated statements of operations, stockholders’ equity and
cash flows for the years then ended. These consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with auditing standards gencrally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstaternent. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the consolidated financial statements. Ar audit
also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Evercel, Inc. and Subsidiaries as of December 31, 2010 and 2009, and the results of

their operations, changes in stockholders’ equity and cash flows for the years then ended in conformity with
accounting principles generally accepted in the United States of America.

April 7, 2011
Newton, Massachusetts

70 WELLS AVENUE, NEwTON, MA 02459 www.fsscpa.com TerL (617) 641-0040 Fax (617) 641-0090



Evercel, Inc. and Subsidiaries

Current assets
Cash

Accounts receivable, net of allowance for bad debts of $12,160
and $3,000 at December 31, 2010 and 2009, respectively

Inventories
Other current assets
Deferred tax asset

Total current assets

Property and equipment
Equipment
Leasehold improvements
Motor vehicles
Office equipment

Less accumulated depreciation

Property and equipment, net

Other assets
Investments
Goodwill and other intangible assets
Deferred tax asset
Deposits

Total other assets

Total assets

See notes to consolidated financial statements.

Consolidated Balance Sheets
As of December 31,

Assets

2

2010 2009

$ 551,77 $ 632,276
825,765 813,047
824,314 1,109,852
31,723 32,194

- 100,000

2,233,519 2,687,369
586,528 561,025
173,817 173,817
112,133 112,133
26,926 25,326
899,404 872,301
(768,620) (728,977)
130,784 143,324
3,775,000 3,775,000
151,500 426,500
1,080,000 980,000
26,261 24,450
5,032,761 5,205,950

S 7,397,064 5 8,036,643




Evercel, Inc. and Subsidiaries

Consolidated Balance Sheets

As of December 31,
2010 2009
Liabilities and Stockholders' Equity
Current liabilities
Line of credit $ 799,814  § 761,335
Notes payable to related parties 200,000 -
Current portion of long-term debt 52,000 52,000
Current portion of capital lease obligation 1,743 1,682
Accounts payable 157,827 158,389
Accrued expenses 118,842 86,415
Total current liabilities 1,330,226 1,059,821
Long-term debt, net of current portion 169,000 221,000
Capital lease obligation, net of current portion 1,374 3,254
Total liabilities 1,500,600 1,284,075
Stockholders' equity
Common stock, $.01 par value.
Authorized 30,000,000 shares: issued and
outstanding 26,643,191 and 26,621,941
shares at December 31, 2010 and 2009 266,432 266,219
Preferred stock, Series A convertible
8% cumulative, $.01 par value (liquidation value
of $334,200 and $309,450 at December 31, 2010 and 2009) 135 125
Preferred stock, Series B convertible
8% cumulative, $.01 par value (liquidation value
of $505,425 and $467,975 at December 31, 2010 and 2009) 202 187
Additional paid-in capital 6,035,007 6,018,424
Retained earnings (accumulated deficit) (405,312) 467,613
Total stockholders’ equity 5,896,464 6,752,568
Total liabilities and stockholders' equity $ 7,397,064 $ 8,036,643

See notes to consolidated financial statements.
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Evercel, Inc. and Subsidiaries

Consolidated Statements of Operations
For The Years Ended December 31,

Revenues

Cost of revenues

Gross profit

Operating expenses

Loss from operations

Other income (expense):
Loss from investments
Interest income
Interest expense

Loss on covenant not to compe
Other income

Total other income (expense)
Net loss
Net loss per share

Basic
Diluted

te

Weighted-average common shares outstanding

Basic
Diluted

2010 2009
$ 6,518,662 $ 6,912,378
5,157,949 5,500,180
1,360,713 1,412,198
1,891,455 2,060,081
(530,742) (647,883)
- (100,000)
393 1,333
(113,505) (40,673)
(225,000) .
. 36,710
(338,112) (102,630)
$  (868,854) $  (750,513)
$ (0.03) $ (0.03)
$ (0.03) $ (0.03)
26,643,191 26,621,941
27,938,632 27,985,382

See notes 1o consolidated financial statements.
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Evercel, Inc. and Subsidiarics

Consolidated Statements of Stockholders’ Equity
For The Years Ended December 31,

Additional Retained Total
Paid-In Earnings Stockholders'
Common Stock Preferred Stock Capital (Deficit) Equity
Scrics A Serics B
Number of Number of Number of
Shares $.01 Par Value Shares $.01 Par Value Shares $.01 Par Value
Balance, December 31, 2008 26,621,941 $ 266219 9826 § 99 14860 $ 148 $ 6,007,998 $ 1,228,617 $ 7,503,081
Dividends - - 2,552 26 3,859 39 10,426 (10,491) -
Net loss - - - - - - - {750,513) (750,513)
Balance, December 31, 2009 26,621,941 266,219 12,378 125 18,719 187 6,018,424 467,613 6,752,568
Dividends - - 990 10 1,498 15 4,046 (4,071) -
Common stock issued 21,250 213 - - - - 12,537 - 12,750
Net loss - - - - - - - (868,854) (868,854)
Balance, December 31, 2010 26,643.191 $ 266,432 13368 S 135 20217 § 202 $ 6,035,007 $  (405,312) $ 5,896,464
See notes 1o lidated fi




Evercel, Inc. and Subsidiaries

Consolidated Statements of Cash Flows
For The Years Ended December 31,

2010 2009
Cash flows from operating activities
Net loss $ (868,854) (750,513)
Adjustments to reconcile net loss to net cash
used in operating activities:
Loss on covenant not to compete 225,000 -
Loss on investments - 100,000
Write off of goodwill due to settlement 15,000 -
Depreciation and amortization 74,643 92,360
Stock based compensation 12,750 -
Changes in operating assets and liabilities:
Accounts receivable, net (12,718) 94,632
Inventories 285,538 (12,000)
Other current assets 471 77,794
Deposits (1,811) (400)
Accounts payable (562) 69,672
Accrued expenscs 32,427 {60,203)
Net cash used in operating activities (238,116) (388,658)
Cash flows from investing activities
Payments for acquisition - (466,500)
Purchase of investments - (100,000)
Purchase of property and equipment (27,103) (28,395)
Net cash used in investing activities (27,103) (594,895)
Cash flows from financing activities
Proceeds from notes payable to related parties 200,000 -
Proceeds from line of credit 38,479 761,335
Payments on long-term debt (52,000) (52,000)
Payments on capital lease (1,819) (521)
Net cash provided by financing activities 184,660 708,814
Net decrease in cash (80,559) (274,739)
Cash, beginning of year 632,276 907,015
Cash, end of year $ 551,717 632,276
Supplemental Disclosure of Cash Flow Information
Cash paid for interest $ 57,593 40,673
Cash paid for income taxes b - -
Statement of noncash investing and financing activities
Property acquired under capital leases $ - 5,457

See notes to consolidated financial statements.
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Evercel, Inc. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Note 1 —~ Nature of Business

Nature of Operations

Evercel, Inc. (“Evercel”), located in New London, CT was engaged in the design and manufacturing of
innovative, patented nickel-zinc rechargeable batteries. The nickel-zinc battery has commercial
applications in markets requiring long cycle life, light weight, and relative cost efficiency. Evercel has
determined that it lacks adequate resources to fully market the battery technology and realize its full
market potential. Accordingly, in 2004, Evercel ceased all marketing and manufacturing efforts including
all activities performed by its wholly-owned subsidiary Xiamen Evercel Battery Co. in China. In 2003,
Evercel recognized expenses for the impairment of the long-lived and intangible assets of the subsidiary.
These financial statements do not include any account of the subsidiary. Evercel is in the process of
dissolving the subsidiary and any financial impact of this transaction is expected to be immaterial.
Included in other income on the accompanying Consolidated Statements of Operations is $27,000
recovered during 2009 related to previous marketing activities.

Evercel was formerly a publicly listed company, however management determined that, given its current
level of operation, the costs associated with maintaining its public listing could not be justified.
Accordingly, in March 2004, Evercel delisted its stock and ceased making public filings. The Company’s
stock is currently traded on the “Pink Sheets.”

As further described below, Evercel, through its wholly owned subsidiary Sontek Industries LL.C, entered
into a merger transaction with Sontek Industries, Inc. (“Sontek™) in 2006 and assumed its business
operations. Sontek was incorporated in Delaware in 1979 to develop, manufacture and market respiratory
and related health products through its wholly-owned subsidiary, Sontek Medical, Inc. (“SMI”). SMI
sells its health products worldwide from offices in Hingham, Massachusetts. Additionally, Sontek
acquired New England Crab Company (“NECC”) in 1997 and sells processed crab products throughout
the United States and overseas from its facility in Boston, Massachusetts.

Merger Transaction

On March 31, 2006, Sontek merged its business operations into Evercel and Evercel is the surviving
corporation. This transaction has been accounted for as a restructuring similar to a reverse acquisition
whereby Sontek is considered the acquirer and Evercel is considered the acquired company for accounting
purposes. This method of accounting for the merger transaction more accurately reflects the operations of
the merged entities, as prior to the merger, Sontek was actively operating through its subsidiaries, SMI
and NECC.

At March 31, 2006, the date of the merger transaction, the historical costs of the net assets of Sontek were
combined with the fair value of the net assets of Evercel. The difference between the book value and fair
value of Evercel’s net assets as of March 31, 2006 was $984,304 and this amount has been recorded as an
increase to additional paid-in capital in 2006. As part of the merger transaction, Evercel issued common
and preferred stock to the former Sontek shareholders as more fully described in Note 10.



Evercel, Inc. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2010 and 2009

Note 1 — Nature of Business (Continued) _

Merger Transaction (Continued)

Evercel is deemed to be a continuation of the business of Sontek and therefore, the beginning
stockholders’ equity for the 2006 reporting period represented the stockholders’ equity of Sontek. The
accompanying consolidated financial statements therefore do not include the accumulated eamnings of
Evercel prior to the merger transaction.

Acquisition of Stretch and Cover, Inc.

In 2009, Evercel entered into an asset purchase agreement and acquired the assets of Stretch and Cover,
Inc (“SCI”), a privately owned company engaged in the design, manufacture and distribution of slipcovers
for sofas and chairs. SCI markets its products predominantly on the internet and ships its products
throughout the United States, Canada, Europe and Australia. SCI headquarters are located in Hingham,
Massachusetts and unrelated third parties located in Asia are used for distribution and manufacturing.
The aggregate purchase price was $746,500, which included $300,000 for a five year covenant not-to-
compete. The agreement was also subject to post-closing adjustments of up to $700,000 based upon a
formula in the asset purchase agreement.

In July 2010, SCI entered into a settlement agreement with the seller which included the following
provisions, among others: (1) the post-closing adjustment was determined to be approximately $19,000;
(2) the purchase price was reduced by $15,000; and (3) the covenant not-to-compete was discharged.
Accordingly, goodwill was reduced by $15,000 and the remaining unamortized covenant not-to-compete
in the amount of $225,000 was written off.

Note 2 — Summary of Significant Accounting Policies

Principles of Consolidation

As aresult of the merger transaction, SMI and NECC are now wholly owned subsidiaries of Evercel. The
consolidated financial statements include the accounts of Evercel and its wholly-owned subsidiaries SMI,
NECC and SCI (collectively, the “Company”). All significant intercompany balances and transactions
have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from these estimates.

Cash

Cash and cash equivalents consist of cash and temporary investments with maturities of three months or
less when purchased.



