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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

December 31

2006 2005
ASSETS

Cash and cash equivalents $ 1,987,381 $ 2,888,283
Investments 1,502,146 1,745,419
Grants and contracts receivable 417,605 219,274
Interest receivable 68,145 35,675
Notes receivable, less allowance for

doubtful accounts of $650,608 and

$520,841, respectively 7,334,097 5,620,435
Prepaid expenses 23,581 23,166
Property and equipment, net 45,554 33,740

TOTAL ASSETS _$11,378,509 _$10,565,992

LIABILITIES AND NET ASSETS

LIABILITIES

Line of credit $ 246,110 $ 200,272
Accounts payable 96,300 17,218
Accrued expenses 97,357 109,733
Deferred revenue 102,233 90,270
Notes payable 6,013,270 5,518,929
TOTAL LIABILITIES 6,555,770 5,936,422

NET ASSETS
Unrestricted 4,569,332 4,351,805
Temporarily restricted 53,407 77,765
Permanently restricted 200,000 200,000
TOTAL NET ASSETS 4,822,739 4,629,570

TOTAL LIABILITIES AND NET ASSETS $11,378,509  $ 10,565,992

See notes to financial statements.



CONSOLIDATED STATEMENT OF ACTIVITIES

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

Year Ended December 31, 2006

Temporarily  Permanently

Unrestricted Restricted Restricted Total
SUPPORT AND REVENUE
Grants and contracts $ 1,201,273 $ 1,201,273
Program fees 250,891 250,891
Investment income 764,592 764,592
Loan service fees 137,326 137,326
Other income 4,449 4,449
Net assets released from restrictions 24358 _$ (24.358)
TOTAL SUPPORT AND REVENUE 2,382,889 (24,358) $ 0 2,358,531
EXPENSES
Program
Finance services 1,185,769 1,185,769
Consulting Services 476,267 476,267
Secondary wood products 238,503 238,503
Tourism services 88,161 88,161
Entrepreneurial education 24,460 24,460
Management and general 152.202 152,202
TOTAL EXPENSES 2.165.362 0 0 2.165.362
CHANGE IN NET ASSETS 217,527 (24,358) 0 193,169
Net assets at beginning of year 4,351,805 77.765 200.000 4.629.570

NET ASSETS AT END OF YEAR _$ 4,569,332 _$ 53,407 $ 200,000 $ 4,822,739

See notes to financial statements.



CONSOLIDATED STATEMENT OF ACTIVITIES

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY
Year Ended December 31, 2005
Temporarily  Permanently
_Unrestricted __ Restricted __ Restricted Total
SUPPORT AND REVENUE
Grants and contracts $ 1,324,537 $ 1,324,537
Program fees 138,942 138,942
Investment income 522,625 522,625
Loan service fees 52,690 52,690
Other income 4,174 4174
Net assets released from restrictions 417424 _$ (417.424)
TOTAL SUPPORT AND REVENUE 2,460,392 (417,424) % 0 2,042,968
EXPENSES
Program
Finance services 1,000,019 1,000,019
Consulting Services 372,079 372,079
Secondary wood products 34,868 34,868
Tourism services 186,256 186,256
Entrepreneurial education 42,818 42,818
Management and general 152.656 152,656
TOTAL EXPENSES 1,788.696 0 0 1,788,696
CHANGE IN NET ASSETS 671,696 (417,424) 0 254,272
Net assets at beginning of year 3.680,109 495,189 200,000 4,375,298

NET ASSETS AT END OF YEAR _$ 4,351,805

$ 77,765 _$

200,000 _$ 4,629,570

See notes to financial statements.



CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES

NORTHERN ECONOMIC INITIATIVES CORPORATION AND SUBSIDIARY

Year Ended December 31, 2006

Salaries

Fringe benefits

Legal and accounting
Board meeting

Bad debt expense
Conference / Seminar fees
Depreciation expense
Equipment expense
Interest expense-loan
Interest expense-operation
Liability insurance
Management fees

Meeting expense

Repairs and maintenance
Other

Office expense

Professional service contracts

Rent
Travel

Program
Finance Consulting Secondary Tourism Entrepreneurial Management
Services Services Wood Services Education and General Total
$ 525224 $ 256,896 $ 49,356 22,709 % 2,808 $ 27,099 884,092
150,811 73,460 13,946 10,866 1,040 15,555 265,678
15,882 3,067 399 398 97 6,052 25,895
6,272 3,183 30 306 56 746 10,593
154,074 154,074
3,400 975 3,660 815 8,232 17,082
16,068 16,068
1,310 211 1,521
126,631 126,631
13,746 13,746
11,056 4,630 15 238 60 1,930 17,929
6,202 3,099 20 356 49 825 10,551
2,255 1,591 1,397 752 5,165 11,160
11,931 5,831 27 454 77 2,203 20,523
29,151 2,768 17 751 24 20,486 53,197
27,982 18,027 3,706 12,412 122 10,660 72,909
58,559 80,327 158,162 31,741 20,000 14,431 363,220
22,466 10,553 80 1,220 127 3,017 37,463
32,563 11,860 7,688 5,143 5,776 63,030
$ 1,185,769 $ 476,267 $ 238503 $ 88,161 $ 24460 $ 152,202 $ 2,165,362

See notes to financial statements.



CONSOLIDATED STATEMENT OF FUNCTIONAL EXPENSES

NORTHERN ECONOMIC INITIATIVES CORPORATION AND SUBSIDIARY

Year Ended December 31, 2005

Salaries

Fringe benefits

Legal and accounting
Board meeting

Bad debt expense
Conference / Seminar fees
Depreciation expense
Equipment

Interest expense--loan
Interest expense--operation
Liability insurance
Management fees

Meeting expense

Repairs and maintenance
Other

Office expense
Professional service contracts
Rent

Travel

Program
Finance Consulting Secondary Tourism Entrepreneurial Management
Services Services Wood Services Education and General Total
$ 410625 $ 187271 $ 10325 $ 827714 % 14214 $ 32471 $ 737,680
134,932 61,370 1,976 27,134 4,619 5,608 235,639
16,925 2,892 87 994 275 11,175 32,348
7,955 3,313 107 1,070 368 367 13,180
135,930 135,930
5,718 9,185 1,334 7,449 23,686
19,892 19,892
11,959 11,959
125,896 125,896
7,297 7,297
8,991 3,697 117 1,605 337 386 15,133
5,293 2,473 87 1,142 179 211 9,385
3,089 5,170 26 3,528 1,358 13,171
11,124 5,029 178 2,542 479 592 19,944
7,587 2,157 217 2,117 751 25,256 38,085
38,234 11,766 173 5,085 409 7,355 63,022
42,623 52,992 20,787 44,300 20,000 17,613 198,315
22,549 10,240 279 4,836 742 982 39,628
22,548 14,524 509 7,795 445 2,685 48,506

$1,000,019 $ 372,079 $

34,868 $ 186,256 $

42,818

$ 152,656 $1,788,696

See notes to financial statements.



CONSOLIDATED STATEMENTS OF CASH FLOWS

NORTHERN
SUBSIDIARY

ECONOMIC INITIATIVES

CASH FLOWS PROVIDED (USED) BY

OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in net assets to net cash
and cash equivalents provided (used) by operating activities:
Depreciation
Loan loss provision
(Appreciation) depreciation in fair value of investments
Loss on disposal of equipment
(Increase) Decrease in:
Grants and contracts receivable
Interest receivable
Prepaid expenses
Other assets
Increase (Decrease) in:
Accounts payable and accrued expenses
Deferred revenue

CORPORATION

AND

Year Ended December 31

NET CASH PROVIDED BY OPERATING ACTIVITIES

INVESTING ACTIVITIES
Purchase of fixed assets
Notes receivable advanced
Principal payments on notes receivable
Proceeds from maturities and sales of investment securities
Purchase of investment securities

NET CASH USED BY INVESTING ACTIVITIES

FINANCING ACTIVITIES
Net advances on line of credit
Proceeds from long-term borrowing
Principal repayments on long-term borrowing

NET CASH PROVIDED BY FINANCING ACTIVITIES
NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS

Cash and cash equivalents at beginning of year

2006 2005
$ 193,169 $ 254,272
16,068 19,892
154,074 135,930
(30,120) 2,877
1,534

(198,331) 450,965
(32,470) 15,756
(415) 13,280
10,500

67,207 39,217
11,963 54,998
181,145 999,221
(27,882) (24,641)
(5,742,598)  (3,516,700)
3,874,862 2,191,020
1,253,732 386,776
(980,339) (70,079)
(1,622,225)  (1,033,624)
45,838 136,650
674,100 1,200,146
(179.760) (155,318)
540,178 1,181,478
(900,902) 1,147,075

2.888.283 1.741.208

CASH AND CASH EQUIVALENTS AT END OF YEAR _$ 1987381 _$ 2888283

SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid for interest

See notes to financial statements.

$

140,377

$

133,193




NOTES TO FINANCIAL STATEMENTS

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

December 31, 2006

NOTE A--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

Northern Economic Initiatives Corporation is a non-profit corporation under the provisions of
Section 501(c)(3) of the Internal Revenue Code, and as such, is not subject to income taxes. Its
purpose is to promote social and economic development in the Upper Peninsula, and the
Northern Lower Peninsula of Michigan, and the five Wisconsin counties that border the Upper
Peninsula of Michigan. Lending and equity activity exists throughout the entire Upper Peninsula
and the 29 county area of Michigan’s northern lower peninsula, including Oceana, Newaygo,
Mecosta, Isabella, Gladwin, Arenac, and all counties north, excluding Grand Traverse and
Leelanau counties, and the adjacent five Wisconsin counties of Iron, Vilas, Florence, Forest, and
Marinette (Service Area). The Corporation maintains the following programs:

Finance Services: Provide lending functions and technical assistance to area businesses
from the Corporation’s revolving loan fund.

Consulting _Services: Provide consulting and technical assistance to existing
manufacturing firms for continuous process improvements and to provide market
research services. Also, provides mission related consulting and technical assistance to
non-manufacturing companies and non-profit affiliates.

Entrepreneurial Education: Support the training of middle and secondary school
educators in entrepreneurial education.

Secondary Wood Services: Assist in the implementation of lean manufacturing methods
in the industry as well as develop new products for undervalued grades of hardwoods
and jack pine.

Tourism: Assist communities and organizations with county and regional tourism
initiatives and technology-based applications.

Basis of Accounting

The financial statements are presented on the accrual basis of accounting. Contributions and
grants received are recorded as unrestricted, temporarily restricted, or permanently restricted
support, depending on the existence and / or nature of any donor or grantor restrictions. Support
that is restricted is reported as an increase in unrestricted net assets if the restriction expires in
the reporting period in which the support is recognized. All other donor restricted support is
reported as an increase in temporarily or permanently restricted net assets, depending on the
nature of the restriction. When a restriction expires (that is, when a stipulated time restriction
ends or purpose restriction is accomplished), temporarily restricted net assets are reclassified
to unrestricted net assets and reported in the Statement of Activities as net assets released from
restrictions.
-O-



NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

NOTE A--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES--Continued

Principles of Consolidation

The financial statements include the accounts of Northern Economic Initiatives Corporation and
its wholly owned affiliated for-profit subsidiary, U.P. Business Capital, LLC. All significant inter-
entity transactions and balances have been eliminated in consolidation.

The accompanying financial statements have been prepared in conformity with the requirements
of the Financial Standards Accounting Board (FASB) as set forth in Statement of Financial
Accounting Standards No. 117, Financial Statements of Not-for-Profit Organizations.
Accordingly, the net assets are reported in each of the following classes:

Unrestricted Net Assets--Unrestricted net assets are those currently available for use in
the activities of the Corporation, under direction of the Board and those invested in land,
buildings, and equipment. Board-designated or appropriated amounts are reported as
part of the unrestricted net asset class. All funds not classified as temporarily or
permanently restricted are recorded as unrestricted net assets.

Temporarily Restricted Net Assets--Temporarily restricted net assets are those
stipulated by external donors for specific operating purposes or for the acquisition of
property and equipment; or, those not currently available for use until commitments
regarding their use, have been fulfilled or time restrictions have been met.

Permanently Restricted Net Assets--Permanently restricted net assets are those funds
that are to be invested in perpetuity in accordance with the donor’s stipulation.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash in checking and money market accounts.
Investments

Investments in equity securities with readily determinable fair values and all investments in debt
securities are reported at fair value with realized and unrealized gains and losses included in the
statements of activities.

Grants and Contracts Receivable

The Corporation’s grants and contracts receivable are comprised primarily of receivables from
both federal and non-federal granting agencies and private companies. The concentration of
credit risk is considered minimal. At December 31, 2006 and 2005, all receivables are deemed
fully collectible.

-10-



NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

NOTE A--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES--Continued

Notes Receivable

The Corporation has numerous notes receivable from businesses in the Service Area. Notes
range in duration from one to twenty years. Notes are stated at the amount of unpaid principal,
less an allowance for loan losses. Interest on notes is calculated using the simple interest
method on the principal amount outstanding. The allowance for loan losses is established
through a provision for loan losses charged to expense. Notes are charged against the
allowance for loan losses when, in management’s judgment, the repayment of the principal is
unlikely. The allowance for loan losses is an amount that management believes will be adequate
to absorb possible losses on existing loans that may not be collectible based on evaluations of
the collectibility of the notes and prior loan loss experience. The evaluations take into
consideration such factors as changes in the nature and volume of the loan portfolio, overall
portfolio quality, specific problem loans, and current economic conditions and trends that may
affect the borrowers’ ability to pay. Accrual of interest is discontinued and the notes are placed
on “non-accrual” status when they exceed 90 days past due. The notes can be returned to
“accrual” status when the delinquencies have been repaid and repayment is likely.

Property and Equipment

Property and equipment are recorded at cost and depreciated over the estimated useful life of
the assets on a straight-line method. Maintenance and repairs are charged to expense as
incurred, whereas renewals and betterments are capitalized.

Compensated Absences

The Corporation records the liability for accumulated vested vacation pay when it is earned. This
liability is included in accrued expenses in the Consolidated Statements of Financial Position.

Deferred Revenue

Deferred revenue results from grants and contracts, which have been restricted by the grantor
for a specific purpose. Grant and contract revenue is recognized when the requirements have
been met.

Functional Allocation of Expenses

The costs of providing the various programs and activities have been summarized on a
functional basis in the Statements of Activities and Functional Expenses. Accordingly, certain
costs have been allocated among the programs and supporting services benefited.

-11-



NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

NOTE A--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES--Continued

Use of Estimates

The preparation of consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates
and assumptions that affect certain reported amounts and disclosures.

Because of uncertainties associated with economic conditions, collateral values, and future
cash flows on impaired notes, it is reasonably possible that management’s estimate of credit
losses inherent in the notes receivable portfolio and the related allowance may change in the
near term. Accordingly, actual results could differ from those estimates.

Reclassifications

Certain amounts as of and for the year ended December 31, 2005, have been reclassified to
conform with the current year’s classifications.

-12-



NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

NOTE B--CASH AND CASH EQUIVALENTS
Cash and cash equivalents include cash balances that are reserved for specific uses. The

detail of unrestricted and temporarily restricted cash and cash equivalents consist of the
following:

December 31

2006 2005

Unrestricted and unreserved:

Cash on hand $ 400 $ 400

Cash in bank (overdraft)--operating (19,511) (2,341)
Unrestricted, reserved for specific uses:

SBA loan programs 454,550 470,513

USDA loan programs 397,932 399,311

Equity investment program 109,834 214,993

Other grant and lending programs 990,769 1,727,642
Temporarily restricted--Real Endowment 53,407 77,765

TOTAL CASH AND CASH EQUIVALENTS $ 1,987,381 $ 2,888,283

NOTE C--INVESTMENTS

Investments consist of the following:

December 31, 2006

Unrealized
Fair Appreciation
Cost Value (Depreciation)
Cash and money markets $ 878,857 $ 878,857 $ 0
Government and agency 632,421 623,289 (9,132)

$ 1511278 $ 1,502,146 $ (9,132)

December 31, 2005

Unrealized
Fair Appreciation
Cost Value (Depreciation)

Government and agency $ 616,811 $ 846,776 $ 229,965
Common stock 918,464 898,643 (19,821)

$ 1,535,275 $ 1,745,419 $ 210,144

-13-



NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

NOTE C--INVESTMENTS--Continued

Investment income consists of the following:

Year Ended
December 31
2006 2005

Interest--bank $ 47947 $ 29,394
Interest--notes receivable 645,086 444,915
Interest--investments 30,009 38,950
Dividend income 11,430 12,243
Net appreciation (depreciation) of fair value of investments 30,120 (2,877)

$ 764592 _$ 522,625

NOTE D--NOTES RECEIVABLE

As of December 31, 2006, there were no notes receivable on “non-accrual’ status. As of
December 31, 2005, notes receivable on “non-accrual” status totaled $6,974. The total amount
of notes receivable greater than 90 days past due and still accruing interest at December 31,
2006 and 2005, were $29,108 and $0, respectively.

NOTE E--PROPERTY AND EQUIPMENT

Major classes of property and equipment are as follows:

December 31

2006 2005
Furniture and fixtures $ 66,352 $ 66,352
Computer and telephone equipment 235,940 208,058

302,292 274,410
Less accumulated depreciation (256,738) (240,670)

NET PROPERTY AND EQUIPMENT _$ 45,554 $ 33,740

-14-



NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES
SUBSIDIARY

NOTE F--NOTES PAYABLE

Notes payable consist of the following:

Note payable, U.S. Department of Agriculture/Farmers Home
Administration, of $1,000,000 requiring annual payments of
$41,040 plus interest of 1% annually. Unpaid principal and
interest is due at maturity in May 2024. Note is secured by
the assignment of notes receivable derived from the proceeds.

Note payable, U.S. Department of Agriculture, of $450,000
requiring annual payments of $18,509 plus interest of 1%
annually. Unpaid principal and interest is due at maturity in
October 2027. Note is secured by the assignment of notes
receivable derived from the proceeds.

Note payable, U.S. Department of Agriculture, of $500,000,
bearing an interest rate of 1%, and requiring annual payments
of $20,565 through March 2030. Note is secured by the
the assignment of notes receivable derived from the proceeds.

Note payable, U.S. Department of Agriculture, of $750,000,
bearing an interest rate of 1%, and requiring annual payments
of $30,848 through April 2034. Note is secured by the
the assignment of notes receivable derived from the proceeds.

Note payable, Small Business Administration, with draws up to
$500,000, currently requiring monthly installments of $6,346,
including interest. Unpaid principal and interest is due at maturity
in December 2008. Variable interest rate is determined annually
based on the average balance of the microloan portfolio. As of
December 31, 2006, the note bears interest at 3.125%.

Note is secured by the assignment of notes receivable and
funds held on account as required by the agreement.

Note payable, Small Business Administration, with draws up to
$500,000, currently requiring monthly installments of $2,748,
including interest. Unpaid principal and interest is due at maturity
in September 2012. Variable interest rate is determined annually
based on the average balance of the microloan portfolio.

As of December 31, 2006, the note bears interest at 4.5%.
Note is secured by the assignment of notes receivable and
funds held on account as required by the agreement.

-15-
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December 31
2006 2005

$ 673,092 $ 707,075

349,251 364,156
437,881 454,286
715,764 617,664
167,597 237,014
441,155 453,445



NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

NOTE F--NOTES PAYABLE--Continued

December 31
2006 2005

Note payable, Small Business Administration, with draws up to
$500,000, currently requiring monthly installments of $1,388,
including interest. Unpaid principal and interest is due at maturity
in May 2015. Variable interest rate is determined annually based
on the average balance of the microloan portfolio. As of
December 31, 2006, the note bears interest at 2.375%. Note
is secured by the assignment of notes receivable and funds
held on account as required by the agreement. $ 243560 $ 125,000

Note payable, private foundation, of $300,000, requiring
semi-annual interest only payments through May 2007 at
4% annually. Unpaid principal and interest is due at maturity
in November 2007. The note is unsecured. 300,000 300,000

Note payable, financial institution, of $450,000, requiring
quarterly interest only payments through August 2014 at
2% annually. Unpaid principal and interest is due at maturity
in August 2014. The note is unsecured. 450,000 450,000

Note payable, private foundation, of $1,000,000, requiring
quarterly interest only payments through September 2007 at 1%
annually. Commencing in September 2007, annual principal
payments of $333,333 will be payable. The note is secured by 1,000,000 1,000,000
all assets.

Note payable, Michigan Economic Development Corporation, of
$125,000, bearing an interest rate of 2% for the first 10 years,
requiring quarterly interest payments until maturity. Principal
and unpaid interest due at maturity on March 17, 2015.
The note is unsecured. 125,000 125,000

Note payable, Michigan Certified Development Corporation, of
$50,000, bearing an interest rate of 3%, requiring quarterly
interest only payments until maturity. Unpaid principal and interest
due at maturity on May 24, 2007. The note is unsecured. 50,000 50,000

Note payable, National Community Capital Association, of $250,000,
bearing an interest rate of 4.75%, requiring quarterly interest only
payments. Unpaid principal and interest due at maturity on
June 30, 2015. The note is unsecured. 250,000 250,000
-16-



NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES CORPORATION AND

SUBSIDIARY

NOTE F--NOTES PAYABLE--Continued

December 31
2006 2005

Note payable, The Episcopal Church, of $250,000, bearing an
interest rate of 4%, requiring quarterly interest only payments
until maturity. Unpaid principal and interest due at maturity on
September 30, 2010. The note is unsecured. $ 250,000 $ 250,000

Revolving line of credit agreement, North American Development Bank,
with draws up to $500,000, bearing an interest rate of 2.68%, with
a maturity date of either the latest maturity date of the program loans
funded with any advance, or the 10th anniversary of the expiration of
the overall advance period. The loan is available for re-lending and
any advances would be secured by the underlying notes receivable.
This schedule assumed a maturity date of November 30, 2016. 108,970 135,289

Note payable, U.S. Department of Treasury, of $451,000, bearing
an interest rate of 1.9%, requiring quarterly interest only payments
until maturity. Unpaid principal and interest due at maturity on
March 1, 2017. The note is unsecured. 451,000

$ 6013270 _$ 5,518,929

Notes payable mature as follows:

Year Ended
December 31

2007 $ 874,048
2008 521,025
2009 470,193
2010 367,182
2011 119,072
Thereafter 3,661,750
$ 6,013,270

-17-



NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

NOTE G--LINE OF CREDIT AGREEMENT

As of December 31, 2006 and 2005, the Corporation had $246,110 and $200,272 outstanding
against their $280,000 unsecured line of credit. Interest is variable at one percent over prime
(9.25 percent and 8.25 percent at December 31, 2006 and 2005, respectively).

The Corporation has a line of credit with the Local Initiating Support Corporation in the amount of
$1,000,000. The line bears interest at six percent and matures January 18, 2008. The loan is
available for re-lending and any advances would be secured by the underlying notes receivable.
As of December 31, 2006 and 2005, no amounts were outstanding.

NOTE H--TEMPORARILY AND PERMANENTLY RESTRICTED NET ASSETS
Temporarily restricted assets are comprised of the following:

December 31
2006 2005

Ten-year term endowment, expiring in 2012 $ 53,407 $ 77,765

Permanently restricted net assets of $200,000 at December 31, 2006 and 2005 represent funds
to be used as a source of working capital for the Corporation. The Corporation has utilized these
funds in accordance with the grant provisions. As cash flow allows, the donor requires that
these funds be restored and become available to offset future operating cash flow shortfalls.

NOTE I--EMPLOYEE RETIREMENT PLAN

The Corporation participates in the Teachers Insurance and Annuities Association-College
Retirement Equities Fund (TIAA-CREF). TIAA-CREF is a defined contribution retirement plan.
Substantially all full-time salaried employees of the Corporation are eligible to participate in the
TIAA-CREF plan. Employee benefits vest immediately. The Corporation contributed 11.5
percent through February 2005, before lowering the contribution rate to 6.5 percent, as defined in
the agreement, and has no liability beyond its own contribution. During the years ended
December 31, 2006 and 2005, the Corporation contributed $57,486 and $48,395, respectively, to
the TIAA-CREF plan.

-18-



NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

NOTE J--OPERATING LEASES

The Corporation leases office space under operating leases. The future minimum rental
payments on non-cancelable operating leases as of December 31, 2006, are as follows:

Future
Year Minimum
Ended Rental
December 31 Payments
2007 $ 34,841
2008 35,694
2009 36,548
2010 6,115
$ 113,198

NOTE K--RELATED PARTY TRANSACTIONS

In the ordinary course of operations, the Corporation makes loans to their directors and their
affiliated businesses, and they expect this practice to continue in the future. These loans are
made on substantially the same terms, including interest rates and collateral, as those prevailing
at the time for comparable transactions with unrelated persons, and do not involve more than
normal risk of collectibility. Activity in loans to directors for the year ended is as follows:

As of December 31, 2006, the Corporation did not provide any consulting services to related

Balance at January 1, 2006 $ 196,207
New loans 130,000
Repayments (52,410)
Balance at December 31, 2006 $ 273,797

parties (businesses owned by members of its Board of Directors). Total related party consulting
fees approximated $48,675 for the year ended December 31, 2005. This represented 35
percent of the total program fees generated by the Corporation for 2005. Accounts receivable
due from related parties at December 31, 2006 and 2005, approximated $0 and $21,000,
respectively, and are included in grants and contracts receivable on the Statement of Financial
Position. All related party consulting was conducted at an arms-length basis.
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NOTES TO FINANCIAL STATEMENTS--Continued

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

NOTE L--CONCENTRATIONS OF CREDIT RISK

The Corporation maintains amounts of cash and cash equivalents in financial institutions insured
by the Federal Deposit Insurance Corporation up to $100,000. As of December 31,
2006 and 2005, the uninsured and uncollateralized portion of this balance approximated
$1,749,900 and $2,653,764, respectively.

The Corporation’s market for its lending activities is concentrated in the Service Area. The loan
portfolio contains notes receivable ranging from $825 to $1,853,164, bearing interest rates of 4.5
percent to 15 percent. All notes are issued with an original maturity of 20 years or less, and are
secured by a combination of property and equipment of varying market values.
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STATEMENTS OF FINANCIAL POSITION--BY FUND

NORTHERN ECONOMIC INITIATIVES CORPORATION AND SUBSIDIARY

Operating/ Totals
Grant Investment Loan Plant December 31
Fund Fund Fund Fund Eliminations 2006 2005
ASSETS
Cash and cash equivalents $ (19,111) $ 125,475 $ 1,881,017 $ 1,987,381 $ 2,888,283
Investments 1,378,597 123,549 1,502,146 1,745,419
Grants and contracts receivable 417,605 417,605 219,274
Interest receivable 21,416 46,729 68,145 35,675
Notes receivable, less allowance for
doubtful accounts of $650,608 28,675 7,305,422 7,334,097 5,620,435
Due from other funds 81,030 365,078 $ (446,108)
Prepaid expenses 23,581 23,581 23,166
Other assets
Property and equipment, net $ 45554 45,554 33,740
TOTAL ASSETS _$ 503,105 _$ 1919241 _$ 9,356,717 _$ 45554 _$ (446,108) _$ 11,378509 _$ 10,565,992
LIABILITIES AND NET ASSETS
LIABILITIES
Line of credit $ 246,110 246,110 $ 200,272
Accounts payable 96,800 96,800 17,218
Due to other funds 165,052 $ 281,056 $ (446,108)
Accrued expenses 65,623 31,734 97,357 109,733
Deferred revenue 102,233 102,233 90,270
Notes payable 6.013.270 6.013.270 5,518,929
TOTAL LIABILITIES 675,818 $ 0 6,326,060 $ 0 (446,108) 6,555,770 5,936,422
Net assets (deficit) (172,713) 1,919,241 3,030,657 45,554 4,822,739 4,629,570
TOTAL LIABILITIES AND NET ASSETS _ $ 503,105 $ 1919241 $ 9,356,717 $ 45554 $ (446,108) $ 11,378,509 $ 10,565,992




STATEMENTS OF ACTIVITIES--BY FUND

NORTHERN ECONOMIC INITIATIVES CORPORATION AND SUBSIDIARY

SUPPORT AND REVENUE
Grants and contracts
Program fees
Investment income
Loan service fees
Other income
TOTAL SUPPORT AND REVENUE

EXPENSES
Salaries and related items
Other expenses
TOTAL EXPENSES
SUPPORT AND REVENUES
OVER (UNDER) EXPENSES
Net transfers
CHANGE IN NET ASSETS
Net assets (deficit) at beginning of year

NET ASSETS (DEFICIT)
AT END OF YEAR

Totals
Operating Grant Investment Loan Plant December 31

Fund Fund Fund Fund Fund 2006 2005
$ 104361 $ 597,912 $ 499,000 $ 1,201,273  $ 1,324,537
250,891 250,891 138,942
40 $ 87,660 676,892 764,592 522,625
137,326 137,326 52,690
2,449 2,000 4,449 4,174
357,741 597,912 87,660 1,315,218 $ 0 2,358,531 2,042,968
246,374 315,827 587,569 1,149,770 973,319
209,550 306,443 483,531 16,068 1,015,592 815,377
455,924 622,270 0 1,071,100 16,068 2,165,362 1,788,696
(98,183) (24,358) 87,660 244,118 (16,068) 193,169 254,272

15,018 24,358 (67,258) 27,882

(83,165) 0 20,402 244,118 11,814 193,169 254,272
(89,548) 0 1,898,839 2,786,539 33,740 4,629,570 4,375,298
$ (172,713) $ 0 $1919,241 $ 3,030,657 $ 45554  $ 4,822,739 $ 4,629,570







SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NORTHERN ECONOMIC INITIATIVES CORPORATION AND

SUBSIDIARY

Year Ended December 31, 2006

Federal
Federal Grantor/Pass-through Grantor/ CFDA Federal
Program Title Number Expenditures
U.S. Department of Agriculture:
Cooperative Forestry Assistance 10.664 $ 134,424
Intermediary Relending Program 10.767 2,175,988
Rural Development, Forestry, and Communities 10.672 1,972
Rural Community Development Initiative 10.446 25,843
Total U.S. Department of Agriculture 2,338,227
National Science Foundation:
Passed through University of Minnesota
Education and Human Services 47.076 18,247
U.S. Department of Commerce:
Passed through Michigan Manufacturing Technology Center
Manufacturing Extension Partnership 11.611 182,189
U.S. Department of Treasury
Community Development Financial Institutions Program 21.020 953,588
U.S. Department of Housing & Urban Development:
Community Development Block Grant/Entitlement Grant 14.218 20,325
U.S. Small Business Administration:
Microloan Program 59.046 940,910
TOTAL EXPENDITURES OF FEDERAL AWARDS $ 4,453,486

See accompanying notes to schedule of expenditures of federal awards.
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NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

Year Ended December 31, 2006

NOTE A--BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity
of Northern Economic Initiatives Corporation and Subsidiary, and is presented on the accrual
basis of accounting. The information in this schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations. Therefore, some amounts presented in this schedule may differ from amounts
presented in, or used in the preparation of, the basic financial statements.

NOTE B--LOANS OUTSTANDING
Federal loans included in the accompanying schedule of expenditure of federal awards total
$3,479,300. The total consists of $2,175,988 from the Intermediary Relending Program (CFDA

#10.767), $852,312 from the Microloan Program (CFDA #59.046), and $451,000 from
Community Development Financial Institution (CFDA #21.020).
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

Year Ended December 31, 2006

SUMMARY OF AUDITORS’ RESULTS

1.

9.

The auditors’ report expresses an unqualified opinion on the Consolidated Financial
Statements of Northern Economic Initiatives Corporation and Subsidiary.

No reportable conditions were disclosed during the audit of the Consolidated
Financial Statements.

No instances of noncompliance material to the financial statements of Northern
Economic Initiatives Corporation and Subsidiary were disclosed during the audit.

No reportable conditions were disclosed during the audit of internal control over major
federal award programs.

The auditors’ report on compliance for the major federal award program for Northern
Economic Initiatives Corporation and Subsidiary expresses an unqualified opinion on
all major federal programs.

There are no audit findings that require disclosure under section 510(a) of OMB
Circular A-133.

The programs that were tested as major were the Microloan Program (CFDA
#59.046) and the Manufacturing Extension Partnership (CFDA #11.611).

The threshold used for distinguishing between Type A and Type B programs was
$300,000.

Northern Economic Initiative Corporation qualified as a low-risk auditee.

FINDINGS--FINANCIAL STATEMENTS AUDIT

None

FINDINGS AND QUESTIONED COSTS--MAJOR FEDERAL AWARD PROGRAMS

None
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS

NORTHERN ECONOMIC INITIATIVES CORPORATION AND
SUBSIDIARY

Year Ended December 31, 2006

There were no findings reported in the December 31, 2005, OMB Circular A-133 audit reports.
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