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INDEX OF EXHIBITS 
 

• TAB A of this package contains a Confidential Private Placement Memorandum 
(“Memorandum” or “memorandum”) setting forth a summary of the terms of 
this offering, a business summary, a corporate profile for Monterey Financial 
Services, Inc., the “RISK FACTORS” associated with an investment in the 
Company and a summary of tax issues related to the purchase of the Notes.   

• TAB B of this package contains the form of Class A-1 Note. 

• TAB C-1 of this package contains the form of Class B-1 Note. 

• TAB C-2 of this package contains the form of Class A-2 Note. 

• TAB D-1 of this package contains the form of Security Agreement. 

• TAB D-2 of this package contains the form of Omnibus Amendment. 

• TAB E of this package contains the form of Loan Servicing / Management 
Agreement. 

• TAB F of this package contains the Subscription Documents (the “Subscription 
Documents”) to be completed by investors interested in purchasing Notes. 

SHOULD YOU HAVE ANY QUESTIONS, PLEASE CONTACT THE COMPANY AS FOLLOWS: 

Monterey Receivables Funding, LLC 
Attn: Shaun Lucas 

4095 Avenida De La Plata 
Oceanside, California  92056 

Phone:  (760) 639-3575 
E-mail:   SLucas@MontereyFinancial.com 
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THIS OFFERING OF NOTES (“SECURITIES”) IS MADE PURSUANT TO RULE 506(C) 
OF REGULATION D PROMULGATED UNDER THE SECURITIES ACT OF 1933, AS AMENDED 
(THE “SECURITIES ACT”).  THE SECURITIES MAY BE SOLD ONLY TO “ACCREDITED 
INVESTORS,” WHICH FOR NATURAL PERSONS ARE INVESTORS WHO MEET CERTAIN 
MINIMUM ANNUAL INCOME OR NET WORTH THRESHOLDS.  THE SECURITIES ARE 
BEING OFFERED IN RELIANCE ON AN EXEMPTION FROM THE REGISTRATION 
REQUIREMENTS OF THE SECURITIES ACT, AND ARE NOT REQUIRED TO COMPLY WITH 
SPECIFIC DISCLOSURE REQUIREMENTS THAT APPLY TO REGISTRATION UNDER THE 
SECURITIES ACT.  THE U.S. SECURITIES AND EXCHANGE COMMISSION OR ANY 
EQUIVALENT STATE OR FOREIGN AGENCIES HAVE NOT PASSED UPON THE MERITS OF 
OR GIVEN ITS APPROVAL TO THE SECURITIES, THE TERMS OF THE OFFERING, OR THE 
ACCURACY OR COMPLETENESS OF ANY OFFERING MATERIALS.  THE SECURITIES ARE 
SUBJECT TO LEGAL RESTRICTIONS ON TRANSFER AND RESALE AND INVESTORS 
SHOULD NOT ASSUME THEY WILL BE ABLE TO RESELL THEIR SECURITIES.  INVESTING 
IN SECURITIES INVOLVES RISK, AND INVESTORS SHOULD BE ABLE TO BEAR THE LOSS 
OF THEIR INVESTMENT. INVESTMENT IN THE SECURITIES SHOULD BE CONSIDERED 
HIGHLY SPECULATIVE AND SUITABLE ONLY FOR PERSONS OF ADEQUATE FINANCIAL 
MEANS WHO HAVE NO NEED FOR LIQUIDITY WITH RESPECT TO THIS INVESTMENT.  
PURCHASERS OF THE SECURITIES SHOULD HAVE THE FINANCIAL ABILITY AND 
WILLINGNESS TO ACCEPT THE RISKS (INCLUDING, AMONG OTHER THINGS, THE RISK 
OF LOSS OF THEIR ENTIRE INVESTMENT AND THE LACK OF LIQUIDITY) AND SHOULD 
CONSULT THEIR FINANCIAL ADVISORS REGARDING THE APPROPRIATENESS OF 
MAKING AN INVESTMENT.  FURTHERMORE, THE SECURITIES OFFERED ARE NOT 
SUBJECT TO THE PROTECTIONS OF THE INVESTMENT COMPANY ACT OF 1940, AS 
AMENDED.  

THIS CONFIDENTIAL ACCREDITED INVESTOR PACKAGE HAS BEEN PREPARED 
FOR DISTRIBUTION TO ACCREDITED INVESTORS TO ASSIST THEM IN EVALUATING 
THIS OFFERING.  THIS CONFIDENTIAL ACCREDITED INVESTOR PACKAGE DOES NOT 
CONSTITUTE AN OFFER OR SOLICITATION TO ANYONE IN ANY JURISDICTION IN 
WHICH SUCH OFFER OR SOLICITATION IS NOT AUTHORIZED. 

THE NOTES OFFERED HEREIN MAY NOT BE SOLD, TRANSFERRED OR 
OTHERWISE DISPOSED OF WITHOUT SATISFACTION OF CERTAIN CONDITIONS, 
INCLUDING REGISTRATION UNDER OR THE AVAILABILITY OF AN EXEMPTION FROM 
REGISTRATION UNDER THE SECURITIES ACT.  

PROSPECTIVE INVESTORS ARE NOT TO CONSTRUE THE CONTENTS OF THIS 
CONFIDENTIAL ACCREDITED INVESTOR PACKAGE AS LEGAL, TAX OR BUSINESS 
ADVICE.  PRIOR TO MAKING AN INVESTMENT DECISION REGARDING THE NOTES, A 
PROSPECTIVE INVESTOR SHOULD CONSULT HIS OR HER OWN ADVISORS AND 
CAREFULLY REVIEW AND CONSIDER THE CONTENTS OF THIS CONFIDENTIAL 
ACCREDITED INVESTOR PACKAGE.   

THE COMPANY MAKES THE STATEMENTS IN THIS CONFIDENTIAL ACCREDITED 
INVESTOR PACKAGE AS OF THE DATE HEREOF, UNLESS STATED OTHERWISE.  NEITHER 
THE DELIVERY OF THIS CONFIDENTIAL ACCREDITED INVESTOR PACKAGE, NOR ANY 
SALE MADE HEREUNDER AS OF A DATE AFTER THE DATE OF THIS CONFIDENTIAL 
ACCREDITED INVESTOR PACKAGE (OR THE LATEST AMENDMENT OR SUPPLEMENT 
HERETO), SHALL CREATE ANY IMPLICATION THAT THE INFORMATION CONTAINED 
HEREIN OR THE AFFAIRS OF THE COMPANY HAVE NOT CHANGED SINCE THE DATE 
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 HEREOF (OR OF THE LATEST AMENDMENT OR SUPPLEMENT) OR THAT SUCH 
INFORMATION IS CORRECT AS OF ANY TIME SUBSEQUENT TO ITS DATE. 

BY ACCEPTING THIS CONFIDENTIAL ACCREDITED INVESTOR PACKAGE, AN 
INVESTOR (1) AGREES TO KEEP CONFIDENTIAL ALL INFORMATION CONTAINED IN THIS 
CONFIDENTIAL ACCREDITED INVESTOR PACKAGE AND NOT USE IT FOR ANY PURPOSE 
OTHER THAN TO EVALUATE AND DETERMINE INTEREST IN PURCHASING NOTES AND 
(2) ACKNOWLEDGES AND AGREES THAT THIS CONFIDENTIAL ACCREDITED INVESTOR 
PACKAGE SHALL REMAIN THE PROPERTY OF THE COMPANY AND SHALL BE 
IMMEDIATELY RETURNED UPON THE COMPANY’S REQUEST. 

EXCEPT AS CONTAINED IN THIS CONFIDENTIAL ACCREDITED INVESTOR 
PACKAGE, NO PERSON HAS BEEN AUTHORIZED TO PROVIDE OR FURNISH 
INFORMATION RELATING TO THIS OFFERING.  ANY INFORMATION OTHER THAN THAT 
CONTAINED IN THIS CONFIDENTIAL ACCREDITED INVESTOR PACKAGE MAY NOT BE 
RELIED UPON. 

ANY INQUIRIES REGARDING THE INVESTMENT DESCRIBED IN THIS 
MEMORANDUM SHOULD BE DIRECTED AS FOLLOWS: 

Monterey Receivables Funding, LLC 
Attn: Shaun Lucas, President & CEO 

4095 Avenida De La Plata 
Oceanside, California  92056 

Phone:  (760) 639-3575 
E-mail:   SLucas@MontereyFinancial.com 
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TERMS OF SALE; COMPANY’S RIGHT TO REJECT OFFERS 

THE SALE OF THE SECURITIES OFFERED HEREBY IS SUBJECT TO THE 
COMPANY’S VERIFICATION BY REASONABLE STEPS THAT THE INVESTOR IS AN 
ACCREDITED INVESTOR AND THE PROVISIONS OF THE SUBSCRIPTION DOCUMENTS TO 
BE EXECUTED BY EACH INVESTOR PURCHASING NOTES FROM THE COMPANY.  ANY 
PURCHASE OF THE SECURITIES OFFERED HEREBY SHOULD BE MADE ONLY AFTER A 
COMPLETE AND THOROUGH REVIEW OF THE PROVISIONS OF SUCH DOCUMENTS AND 
THE ENTIRE CONFIDENTIAL ACCREDITED INVESTOR PACKAGE.   

THE COMPANY RESERVES THE RIGHT, IN ITS SOLE AND ABSOLUTE DISCRETION, 
TO MODIFY, AMEND AND/OR WITHDRAW ALL OR A PORTION OF THIS OFFERING 
AND/OR TO ACCEPT OR REJECT IN WHOLE OR IN PART ANY PROSPECTIVE 
INVESTMENT IN THE NOTES OFFERED HEREBY OR TO ALLOT TO ANY PROSPECTIVE 
INVESTOR LESS THAN THE AMOUNT OF THE NOTES OFFERED HEREBY THAT SUCH 
INVESTOR DESIRES TO PURCHASE.  THE COMPANY SHALL HAVE NO LIABILITY 
WHATSOEVER TO ANY OFFEREE AND/OR INVESTOR IN THE EVENT THAT ANY OF THE 
FOREGOING SHALL OCCUR.   

FORWARD-LOOKING STATEMENTS 

This Confidential Accredited Investor Package contains forward-looking statements that are 
subject to a number of risks and uncertainties, many of which are beyond the Company’s control.  All 
statements, other than statements of historical facts included in this investor package, regarding such 
matters as the Company’s strategy, future operations, financial positions, estimated revenues or losses, 
projected costs, prospects, plans, and objectives of management are forward-looking statements.  When 
used in this investor package, the words “will,” “believe,” “intend,” “anticipate,” “estimate,” “expect,” 
“project,” “plan” and similar expressions are intended to identify forward-looking statements, although 
not all forward-looking statements contain such identifying words.  All forward-looking statements 
speak only as of the date of this document.  Although the Company believes that its plans, intentions 
and expectations reflected in, or suggested by, the forward-looking statements made in this document, 
and any additional offering documents, are reasonable, the Company can give no assurance that these 
plans, intentions or expectations will be achieved.  The Company discloses important factors that could 
cause the actual results to differ materially from what is expected under “RISK FACTORS” discussed 
in this investor package.  These cautionary statements qualify all forward-looking statements 
attributable to the Company or persons acting on the Company’s behalf. 
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TAB A 

CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM 
OFFERED TO ACCREDITED INVESTORS ONLY 

Offering of up to $50,000,000 in the aggregate of 
Secured Class A-1 6% Participating Notes, Secured Class B-1 7% Participating Notes and 

Secured Class A-2 8% Non-Participating Notes 

(Minimum Purchase:        $50,000) 
(Maximum Purchase:  $1,000,000) 

MONTEREY RECEIVABLES FUNDING, LLC 

This Confidential Private Placement Memorandum (this “Memorandum” or “memorandum”) 
relates to the offer and sale by Monterey Receivables Funding, LLC, a Delaware limited liability 
company (the “Company”), of up to $50,000,000 in the aggregate of Secured Class A-1 6% 
Participating Notes Secured Class B-1 7% Participating Notes and Secured Class A-2 8% Non-
Participating  Notes (together, the “Notes”) in the Company, with a minimum purchase of $50,000 and 
a maximum purchase of $1,000,000, provided that the Company may elect to waive such minimum and 
maximum amounts with respect to any investor.  The Class B and B-1 7% Participating Notes will 
represent a minimum of ten percent (10%) of the aggregate outstanding Notes.  Purchasers of Notes 
may elect to allocate their purchase between the different categories of Notes subject to limitations 
established by the Company with respect to the maximum amount of each class of Notes to be sold.  
The Class A-1 6% Participating Notes and Class A-2 8% Non-Participating Notes are senior in right of 
payment to the Class B-1 7% Participating Notes.  The Notes bear simple interest at the stated rates and 
only the Class A-1 6% and Class B-1 7% Notes participate pro rata in ten percent (10%) of the 
EBITDA of the Company for each calendar fiscal year. 

The Company is a single-purpose entity formed on October 10, 2012 as a financing vehicle to 
purchase consumer receivables, but has no other operations.  All of the Receivables (as defined below) 
purchased by the Company will be serviced by Monterey Financial Services, LLC (“MFS”), an entity 
under common control with the Company.  See the Section entitled “Business Summary” below for 
more information. 

THIS MEMORANDUM SUPERSEDES ANY OFFERING MATERIALS PREVIOUSLY 
PROVIDED TO POTENTIAL INVESTORS (AS DEFINED BELOW).  THE TERMS SET FORTH 
IN THIS MEMORANDUM (INCLUDING THE ATTACHMENTS HERETO) REPRESENT THE 
FINAL TERMS OF THE FINANCING (AS DEFINED BELOW). 

A PURCHASE OF THE NOTES SHOULD BE CONSIDERED HIGHLY SPECULATIVE, 
INVOLVING SUBSTANTIAL RISKS AND SUITABLE ONLY FOR PERSONS OF ADEQUATE 
FINANCIAL MEANS WHO HAVE NO NEED FOR LIQUIDITY WITH RESPECT TO THIS 
INVESTMENT AND WHO CAN BEAR THE RISKS ASSOCIATED WITH A COMPLETE LOSS 
OF THEIR INVESTMENT.  FOR FURTHER INFORMATION REGARDING SOME OF THE 
SIGNIFICANT RISKS INVOLVED IN AN INVESTMENT IN THE NOTES, PLEASE SEE THE 
SECTION OF THIS MEMORANDUM ENTITLED “RISK FACTORS.” 
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SUMMARY OF TERMS 
             
 

The Financing: 
 

 

Borrower: 
 

Monterey Receivables Funding, LLC, a Delaware limited liability company 
(“Company”).  
 

The Financing: The financing (“Financing”) will consist of the sale of  Class A-1 6% 
Participating Notes (“Class A-1 Notes”), Class B-1 7% Participating Notes 
(“Class B-1 Notes” and Class A-2 8% Non-Participating Notes (“Class A-2 
Notes”), in an aggregate maximum amount of up to Fifty Million Dollars 
($50,000,000) (the “Maximum Amount”).  Class B-1 and Class B Notes 
will represent a minimum of ten percent (10%) of the aggregate outstanding 
Notes.  
 

Minimum Investment: 
 

Each purchaser of Notes (each, an “Investor,” and collectively, the 
“Investors”) must purchase a minimum of Fifty Thousand Dollars 
($50,000) of Notes up to a maximum of One Million Dollars ($1,000,000) 
of Notes; provided that the Company, in its sole discretion, may elect to 
waive such minimum and maximum amounts with respect to any Investor. 
 
Purchasers of Notes may elect to allocate their purchase between the 
different categories of Notes subject to limitations established by the 
Company with respect to the maximum amount of each class of Notes to be 
sold. 
 

Investors: Each Investor must be an “accredited investor” as defined in Rule 501 of 
Regulation D promulgated under the Securities Act of 1933, as amended. 
 

Company Business: The Company purchases consumer receivables at a discount based upon 
term of the obligation, interest rate, industry of the seller and consumer 
credit quality.  The Company may also loan money to business entities, if 
they provide adequate collateral.  The Company looks for unique 
opportunities to finance companies that cannot obtain funding from 
traditional lending sources or need secondary financing for their subprime 
consumer base.  The Company’s management team has extensive 
experience pricing, underwriting and acquiring performing consumer 
receivables.  The Company does not presently intend to sell its interests in 
the Receivables (as defined below) it acquires to investors or other third 
parties, but reserves the right to do so in the future.  The discount and 
reserve applied to the debts purchased varies based on the credit quality of 
the debtor, the interest due on the note and the term of the obligation. 
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Underwriting Criteria: 
 

The Company  will use the proceeds from the Financing to purchase and 
acquire consumer notes, contracts or other obligations (the “Receivables”) 
from one or more sellers who meet criteria established by the Company 
(each, a “Qualified Seller”).  The Company will use the following criteria 
with respect to the purchase of each Receivable: 
 
(1) Receivables will have a remaining term of eighty four (84) months 
or less;  
 
(2) Receivables will not be originated by any employee, dealer, 
affiliate or shareholder of the Company or MFS; 
 
(3) Receivables will not be involved in any litigation or be subject to 
any legal proceedings;  
 
(4) Each Receivable will have a remaining principal balance of Thirty 
Thousand Dollars ($30,000) or less;  
 
(5) The funded amount of all Receivables purchased from any 
Qualified Seller shall not exceed fifty percent (50%) of all Receivables; 
 
(6) Receivables purchased with any recourse component will have 
adequate reserves or servicing collateral based on credit quality; 
 
(7) Adequate reserves and discounts will be structured for each 
Receivable purchased that considers the credit quality of the consumer, as 
well as the interest rate, term and industry of such Receivable;  
 
(8) Personal loans for niches such as jewelry must be supported by 
adequate collateral value; and 
 
(9) A credit committee will perform thorough documented due 
diligence on pricing, procedural structure, and all aspects of underwriting to 
assure criteria are met prior to funding. 
 

Segregation of 
Receivables: 

Each of the Receivables acquired by the Company will be segregated from 
any Receivables acquired by MFS or any third party.  In the event both the 
Company and MFS purchase Receivables from the same seller, 
Receivables will be distributed in a random and fair manner as to term, 
interest, credit, and other relevant factors. 
 

Outstanding Notes: As of December  31, 2018, approximately one hundred seventy (170) Secured 
Class A, A-1, B B-1 and Class A-2 Notes aggregating approximately $19 
million have been issued by the Company (the “Outstanding Notes”), which 
remain outstanding. See, “Summary of Terms -- Prior Note Offering,” 
below. 
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Closings: 
 

Closings of the Financing will occur following receipt by the Company of 
binding subscriptions to purchase Notes (the “Initial Closing”) and will 
continue on a rolling basis in the Company’s discretion.  In the event that 
Notes are repaid following a closed offering, the Company may, at its 
discretion, re-open such offering to fill the available amount that would 
then reach the closed amount (the “Subsequent Closings”). 
 

Reporting Requirements: 
 

Upon request the Company will use its commercially reasonable efforts to 
provide Investors with monthly and annual unaudited financial statements, 
together with a report detailing the investment and other activities of the 
Company for such period.  All such information shall be made available 
pursuant to the Metis Fund Portal (see, “The Offering -- Description of 
Metis Marketing and Management Platform Portal and Noteholder 
Communications,” below).   
 

Management Services; 
Compensation to MFS: 

The Company has entered into a Loan Servicing Agreement with MFS, 
pursuant to which MFS is the exclusive provider of certain services, 
including, without limitation, all loan processing and funding management, 
originating, underwriting, servicing and collecting Receivables, and full 
and complete accounting with respect to monthly and year-end financials.  
 
In connection with the services performed pursuant to the Loan Servicing 
Agreement, MFS is entitled to Three Dollars & Twenty Five Cents 
($3.25)/month, per account.  The monthly fee is subject to future 
adjustments, but in no event shall it exceed competitive market rates for 
like services. The Company is responsible to pay or reimburse all credit 
card merchant fees, privacy fees, sales/broker commissions and other 
transaction costs directly incurred in connection with the purchase of 
Receivables. 
 

Collection Agreement for 
Bad Debt: 
 

The Company and MFS have entered into a Collection Agreement pursuant 
to which MFS has the exclusive right to collect all bad debts for the 
Company for a fee equal to twenty five percent (25%) of all sums collected.  
The monthly fee is subject to future adjustments, but in no event shall it 
exceed competitive market rates for like services. 
 

Use of Proceeds: 
 

To purchase Receivables, Closing costs, servicing fees to MFS, personal 
loans based on adequate collateral, ongoing annual accounting, legal and 
other similar expenses, and other working capital needs. 
 

Terms of Notes: 
 

 

Interest Rate: The outstanding principal balance on the Notes shall bear interest at the 
following rates: 

• Class A-1 Notes – Six percent (6%) per annum, cumulative and 
non-compounding;  

• Class B-1 Notes – Seven percent (7%) per annum, cumulative and 
non-compounding. 

• Class A-2 Notes – Eight percent (8%) per annum, cumulative and 
non-compounding. 
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Interest Payments: During the twelve (12) months following the date of issuance of each Note 
(the “Interest-Only Period”), the holder of such Note shall be entitled to 
receive a monthly interest-only payment.  
 

Additional Contingent 
Interest Payment: 
 

Investors (excluding holders of Class A-2 Notes) shall also be entitled to 
additional contingent interest equal to ten percent (10%) of the EBITDA (as 
defined below) of the Company for each fiscal calendar year, allocated 
among the investors pro rata based upon their relative principal balances 
and the number of days invested in Notes during the applicable year.  The 
additional contingent interest shall be payable by February 15th of each year 
for sums due for the prior calendar year, if any.  For purposes of this 
Section, EBITDA mean earnings before taxes, depreciation and 
amortization but after all base interest payments on the Notes. 
 
Contingent interest is allocated amongst the Class A and Class B Notes at 
twenty percent (20%) and the Class A-1 and Class B-1 Notes at ten percent 
(10%), based on their relative principal balances during the applicable year.  
In this manner, as the Company has increased capital from loan proceeds to 
generate potential profits, the various Investors’ share proportionately in 
their contingent interest percentages of the profits based on their relative 
contributions of loan proceeds.  The following are examples with respect to 
how these sums are calculated. 
 
For example, assuming (1) there are two investors each of whom have a 
Note in the principal amount of $100,000; (2) one investor has had his Note 
outstanding for full fiscal year, while the other investor’s Note was 
outstanding for half the fiscal year; and (3) the Company’s EBITDA for the 
fiscal year was $5,000.  In this example, the contingent interest payment 
would be $500, with 2/3rd (or $333) paid to the investor whose Note was 
outstanding for the full year and 1/3rd (or $167) paid to the investor whose 
Note was outstanding for half of the year.   
 
Assume there are total principal amounts outstanding for the entire year in 
the amount of $1,500,000 and that 33% or $500,000 of those Notes are held 
by Class A and Class B noteholders and that 33% or $500,000 are held by 
Class A-1 and Class B-1 noteholders and 33% or $500,000 is held by Class 
A-2 noteholders.  Assume the EBITDA for the year is $300,000.  
Accordingly, the Class A and Class B noteholders would be entitled to 20% 
with respect to one third of the available profits and the Class A-1 and 
Class B-1 noteholders would be entitled to 10% with respect to one third of 
the profits.  So, if the profits are $300,000 for the entire year, the Class A 
and Class B noteholders would be entitled to their pro rata share of 20% of 
33% of $300,000 or 20% X $100,000 or $20,000 in the aggregate.  The 
Class A-1 and Class B-1 noteholders would be entitled to their pro rata 
share of 10% of 33% of $300,000 or 10% X $100,000 or $10,000 in the 
aggregate. 
 
Please refer to “Historical Financial Information” below for a description of 
the Company’s financial performance to date.  Based on management’s 
expertise in the industry, it anticipates EBITDA will be approximately 20% 
of net revenues; however, the assumptions may differ materially to what is 
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experienced in practice and could have an adverse effect on the Company’s 
operations and its financial prospects. In addition, no assurance can be 
given with regard to the same or that the Company will be successful in its 
business, the collection of its Receivables or otherwise.   
 

Prior Financial History: 
 

The Company’s net income for the twelve (12) months ending December 
31, 2018 was $2.6 million, with total revenue of $5.5 million.  As of 
December 31, 2018, the Company owned $29 million of consumer 
contracts, with Notes outstanding of approximately $19 million.  The 
Company has purchased contracts from over 100 different businesses. 
  

Principal Payment: 
 

The outstanding balance of principal and accrued interest with respect to 
each particular Note shall be payable at the end of twelve (12) months from 
issuance of such Note (“Due Date”).  
 

Automatic Rollover of 
Notes: 

Unless an Investor gives at least ninety (90) days’ advance written notice of 
redemption prior to each Due Date applicable to any particular Note, such 
Note will automatically renew and extend for an unlimited number of 
additional twelve (12) month periods.  The “Due Date” shall be the date 
ending on each additional 12 month period.   
 

Priorities: 
 

The Class B-1 Notes shall be subordinated in payment to the Class A-1, 
Class A-2 Notes and the Class A Notes previously sold in that no payment 
shall be made on the Class B-1 Notes unless and until all payments then 
due and owning with respect to the Class A Notes, Class A-1 and Class A-2 
Notes have been paid in full.  
 

Early Repayment Dates: Each Investor may request to have such Investor’s Class A-1 Notes, 
Class B-1 Notes and/or Class A-2 Notes paid in full prior to the Due Date 
for such Investor’s Note (“Repayment Options”); provided, however, that 
any Investor requesting an early payment will automatically forfeit (i) if the 
early payment is within one year from the date of the Class A-1 Note, Class 
B-1 Note or Class A-2 Note (as applicable), all interest earned for the year 
and any additional interest based on year-end profit; and (ii) if the early 
payment is anytime thereafter, all interest with respect to the applicable 
Note for the current month and any additional interest with respect to then-
applicable year-end profits.  Any such request shall be effective at the 
beginning of the calendar month in which the request is made. 
 
The purchase price to be paid to Investors upon exercise of a Repayment 
Option shall be made within thirty (30) days following the date of the 
Investor’s request.  Notwithstanding the foregoing, the maximum aggregate 
amount of outstanding principal to be repaid in connection with the 
exercise of Repayment Options shall not exceed in any calendar year 
twenty percent (20%) of the then-total outstanding principal balance on all 
issued and outstanding Notes and Outstanding Notes in the aggregate.  The 
payment of any amounts with respect to any Class B-1 Note pursuant to 
any Repayment Option shall also be subject to there being no amounts due 
and outstanding, but unpaid, with respect to any Class A-1 Notes, Class A 
Notes or Class A-2 Notes.   
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Prepayment: The Company shall have the right to prepay the Notes in full without 
penalty after the initial twelve (12) months from issuance. Investor will be 
entitled to retain all interest earned up until prepayment notice and entitled 
to their contingent interest payment up until the prepayment notice based 
on yearend financial statements. 
 

Security: The repayment in full of the Notes and the Outstanding Notes shall be 
secured by a security interest in and to the assets of the Company, 
including, without limitation, the Receivables and proceeds thereof.  The 
security interest shall be evidenced by a Security Agreement and an 
Omnibus Amendment thereto and a related UCC-1 financing statement.  
Each Investor will become a Secured Creditor under the Security 
Agreement, as amended, pursuant to a counterpart signature page thereto.  
The Company will also file appropriate amendments to the UCC-1 
Financing Statement to add Investors as Secured Parties thereunder. 
 
The Security Agreement imposes the following affirmative covenants, 
among others:  maintenance of good standing, perfection of security 
interest, timely payment of taxes, maintenance of insurance and protection 
of intellectual property.  In addition, the Company shall not take certain 
actions without the consent of a Required Majority (as defined below).  
Such negative covenants include, without limitation, sale of the collateral 
outside the ordinary course, change in business, incurrence of indebtedness 
other than subordinated debt and/or creation of any encumbrance on the 
collateral. 
 
The holders of all such Notes (and in their capacities as Secured Parties 
under the Security Agreement) will act by a Required Majority with respect 
to the enforcement and exercise of rights upon the occurrence and during 
the continuance of an event of default under the Notes and/or the Security 
Agreement.  In addition, the Security Agreement may be amended or a 
provision thereof waived only in a writing signed by the Company and a 
Required Majority.   
 
For purposes of the Notes and the Security Agreement, the term “Required 
Majority” shall mean holders collectively representing more than fifty 
percent (50%) of the aggregate principal amount of all Notes and the 
Outstanding Notes outstanding at the time of such amendment, waiver, or 
other action, decision or determination permitted or required under this 
Agreement.  As such, a Required Majority will have the right and power to 
diminish or eliminate all rights of the other Investors. 
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Transferability: The Notes subscribed for are non-negotiable, and generally may only be 
transferred, assigned or encumbered with the prior written consent of the 
Company, in its sole and absolute discretion.  In addition to the foregoing, 
the Company will maintain a book entry system upon which will be 
reflected the ownership of the Note by each Investor and the unpaid 
obligations evidenced thereby, and no transfer of any interest in any Note 
nor any right to receive payments of any amounts thereunder shall be 
effective unless (among other applicable requirements) such transfer is first 
registered in the book entry system established by the Company.  Any 
transfer of the Notes (including any transfer to another Investor or third 
party) shall be subject to compliance with applicable securities laws.  
 

No Right as Equity 
Member: 

Investors will not be entitled to vote, receive dividends or exercise any of 
the rights of the members of the Company. 
 

General: 
 

 

Transaction Documents: The Financing shall be evidenced by, among other things, a Subscription 
Agreement, a Note issued by the Company to each Investor, a Counterpart 
Signature Page to the Security Agreement, Amendment to the UCC 
Security Statement, and such other documents as the Company determines 
to be necessary in connection herewith (collectively, the “Transaction 
Documents”).  The summary of terms set forth in this Memorandum is 
expressly qualified by the terms and conditions of the Transaction 
Documents which are hereby incorporated by reference herein, copies of 
which are available to prospective investors. 
 

Governing Law: The Transaction Documents shall be governed by California law.  
 

Organizational 
Expenses; Transaction 
Expenses 

All costs, fees and expenses incurred in connection with the formation of 
the Company and the Financing shall be paid from the proceeds of the 
Financing.  
 

  
Expenses: Each of the Investors will bear their own expenses and costs relating to the 

purchase of a Note and/or the consummation of the agreements or 
transactions contemplated hereunder. 
 

Confidentiality: This Term Sheet and Memorandum are confidential and may not be 
disclosed to third parties.  Furthermore, each prospective Investor 
recognizes that any due diligence materials provided by the Company to 
such investor are confidential and that disclosure of these terms could cause 
irreparable harm to the Company.  Accordingly, each such Investor and, as 
applicable, its agents, officers and directors acknowledge and agree that the 
terms, conditions and contents of this Term Sheet and Memorandum will 
be kept confidential and will not be published or disclosed without the prior 
written consent of the Company. 
 

Prior Note Offerings: As of December 31, 2018, the Company has issued Outstanding Notes in the 
aggregate approximately $19 million.  These Outstanding Notes are secured by 
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$29 million in outstanding consumer retail installment Receivables, and, at 13% 
average consumer interest rates, there is additional $4.6 million of future 
potential interest income.  Interest is payable monthly to noteholders of 
Outstanding Notes on the 15th of the following month, and 10% or 20% of net 
income is payable to such noteholders (excluding Class A-2 Notes) annually as 
“Contingent Interest” on February 15th of the following year. 

Class A and B notes were issued with an initial $5 million offering dated 
December 2012, which reached the offering maximum by June 2013.   

Class A-1, B-1 and A-2 notes were issued with an additional $50 million 
offering dated July 2013, of which in excess of $19 million of notes were issued 
as of  December 31, 2018.  Individual note principal balances vary from 
$50,000 to $1 million. 
Class B and B-1 notes are subordinated to Class A, A-1 and A-2 notes.  Class A 
and A-1 notes are paid 6% interest, Class B and B-1 notes are paid 7% interest 
and Class A-2 notes are paid 8% interest. The weighted average interest rate for 
all notes was 7.5% as of December 31, 2018.  All notes are issued for a one year 
term with automatic annual renewals, unless ninety (90) days’ prior written 
notice is provided to the Company by the noteholder.  As of December 31, 
2017, there were $12.9 million in A, A-1 and A-2 notes outstanding (68%) and 
$6.1 million of B and B-1 notes outstanding (32%). 
 
The Company intends to roll over current Class A-1 and Class B-1 notes into 
this Offering, subject to applicable law.  The Company’s Receivables are not 
segregated by note class, although the Company, MFS and MFS third-party 
Receivables are segregated.  No more than twenty percent (20%) of all the 
Company outstanding notes can be redeemed in one year. 
 
The Class A and Class B notes are identical in all respects to the Class A-1 
notes and Class B-1 notes, respectively, except that the Class A and 
Class B notes share in twenty percent (20%) of the net profits of the 
Company.  The Class A-2 Notes pay eight (8%) monthly simple interest 
and do not share in the net profits of the Company.  The Class A-1 notes, 
Class B-1 and Class A-2 notes will be subject to automatic renewals of 
one (1) year, on the same terms as the Class A and Class B notes.  As a 
matter of priority, the Class A, Class A-1 and Class A-2 notes must be 
current in all respects with respect to interest and principal prior to any 
payment of interest and principal on the Class B and Class B-1 notes.  The 
Class A, Class A-1 and Class A-2 notes shall be pari passu to each other in 
all respects, and the Class B and Class B-1 notes shall be pari passu to each 
other in all respects. 
 
Contingent interest is allocated amongst the Class A and Class B Notes at 
twenty percent (20%) and the Class A-1 and Class B-1 Notes at ten percent 
(10%) and Class A-2 Notes at zero percent (0%), based on their relative 
principal balances during the applicable year.  In this manner, as the 
Company has increased capital from loan proceeds to generate potential 
profits, the various Investors’ share proportionately in their contingent 
interest percentages of the profits based on their relative contributions of 
loan proceeds.  The following is an example with respect to how these 
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sums are calculated. 
 
Assume there are total principal amounts outstanding for the entire year in 
the amount of $1,000,000 and that 50% or $500,000 of those Notes are held 
by Class A and Class B noteholders and that 50% or $500,000 are held by 
Class A-1 and Class B-1 noteholders.  Assume the EBITDA for the year is 
$300,000.  Accordingly, the Class A and Class B noteholders would be 
entitled to 20% with respect to half of the available profits and the Class A-
1 and Class B-1 noteholders would be entitled to 10% with respect to half 
of the profits.  So, if the profits are $300,000 for the entire year, the Class A 
and Class B noteholders would be entitled to their pro rata share of 20% of 
50% of $300,000 or 20% X $150,000 or $30,000 in the aggregate.  The 
Class A-1 and Class B-1 noteholders would be entitled to their pro rata 
share of 10% of 50% of $300,000 or 10% X $150,000 or $15,000 in the 
aggregate. 
 

MFS Prior Note History: MFS has issued investor notes since 1995 and has a 20-year track 
record of making all principal and interest payments on time, at a 
typical rate amount of 7% per annum on approximately $3 million of 
principal.   
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THE OFFERING 
             
 
Generally 

AN INVESTMENT IN THE NOTES IS DESIGNED FOR THE SOPHISTICATED ACCREDITED 
INVESTOR WHO HAS SUCH BUSINESS AND FINANCIAL EXPERIENCE SO AS TO BE CAPABLE OF 
EVALUATING THE MERITS AND RISKS OF AN INVESTMENT IN THE NOTES AND OF PROTECTING HIS, 
HER OR ITS OWN INTERESTS IN CONNECTION WITH THIS OFFERING.  ALL INVESTORS MUST 
REPRESENT THAT THEY ARE PURCHASING THE NOTES FOR THEIR OWN ACCOUNT (OR A TRUST 
ACCOUNT OF THE INVESTOR AS TRUSTEE) AND NOT WITH A VIEW TO OR FOR SALE IN CONNECTION 
WITH ANY DISTRIBUTION THEREOF.  EACH PURCHASER OF NOTES MUST QUALIFY AS (I) AN 
“ACCREDITED INVESTOR” AS THAT TERM IS DEFINED BY RULE 501(A) OF REGULATION D 
PROMULGATED UNDER THE SECURITIES ACT, OR (II) A NON-”U.S. PERSON” (AS DEFINED IN 
REGULATION S OF THE SECURITIES ACT) IN RELIANCE ON REGULATION S OF THE SECURITIES 
ACT.   

Private Placement 

The Notes have not been registered under any federal, state or foreign securities laws and the 
Notes have not been approved or disapproved by the SEC or any other governmental agency.  Neither 
the SEC nor any other governmental agency has passed upon or endorsed the merits of the offering or 
the accuracy or adequacy of this memorandum.  Any representation to the contrary is unlawful.   

The offering and sale of the Notes is being made solely to investors in reliance on the private 
placement exemption from registration provided in Rule 506(c) of Regulation D thereunder, and in 
reliance on appropriate exemptions from state registration and qualification requirements where 
available. Under Rule 506(c), the Company may engage in general solicitation or general advertising in 
offering and selling securities, provided that (i) all purchasers of the securities are accredited investors 
and (ii) the Company takes reasonable steps to verify that such purchasers are accredited investors, as 
described below. 

Suitability Standards 

The Notes are only being offered to, and may only be purchased by, “accredited investors” as 
that term is defined by Rule 501 of Regulation D promulgated under the Securities Act.   

As defined in Rule 501(A), an “accredited investor” is:  

(1) Any bank as defined in Section 3(a)(2) of the Securities Act or any savings and loan 
association or other institution as defined in Section 3(a)(5)(A) of the Securities Act 
whether acting in its individual or fiduciary capacity; any broker dealer registered 
pursuant to Section 15 of the Securities Exchange Act of 1934, as amended (the 
“Exchange Act”); any insurance company as defined in Section 2(13) of the Securities 
Act; any investment company registered under the Investment Company Act of 1940 or 
a business development company as defined in Section 2(a)(48) of that Act; any Small 
Business Investment Company licensed by the United States Small Business 
Administration under Section 301(c) or (d) of the Small Business Investment Act of 
1958; any plan established and maintained by a state, its political subdivisions, or any 
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agency or instrumentality of a state or its political subdivisions, for the benefit of its 
employees, if such plan has total assets in excess of $5,000,000; any employee benefit 
plan within the meaning of the Employee Retirement Income Security Act of 1974, if 
the investment decision is made by a plan fiduciary, as defined in Section 3(21) of such 
Act, which is either a bank, savings and loan association, insurance company, or 
registered investment adviser, or if the employee benefit plan has total assets in excess 
of $5,000,000, or, if a self-directed plan, with investment decisions made solely by 
persons that are accredited investors; 

(2) Any private business development company as defined in Section 202(a)(22) of the 
Investment Advisers Act of 1940; 

(3) Any organization described in Section 501(c)(3) of the Internal Revenue Code, 
corporation, Massachusetts or similar business trust, or partnership, not formed for the 
specific purpose of acquiring the securities offered, with total assets in excess of 
$5,000,000; 

(4) Any director, executive officer, or general partner of the issuer of the securities being 
offered or sold, or any director, executive officer, or general partner of a general partner 
of that issuer; 

(5) Any natural person whose individual net worth, or joint net worth with that person’s 
spouse, at the time of this purchase exceeds $1,000,000.  For the purposes of this item, 
“net worth” means the sum of all cash, checking accounts, savings, cash value of life 
insurance, retirement accounts, real estate, home investments, personal property and 
other assets less the sum of mortgage balances, credit cards, loans and other liabilities, 
excluding (i) the undersigned’s primary residence and (ii) indebtedness that is secured 
by the undersigned’s primary residence up to the estimated fair market value of the 
primary residence as of the date hereof (except that if the amount of such indebtedness 
outstanding as of the date hereof exceeds the amount outstanding sixty (60) days before 
the date hereof, other than as a result of the acquisition of the primary residence, the 
amount of such excess shall be included as a liability); 

(6) Any natural person who had an individual adjusted gross income in excess of $200,000 
in each of the two most recent years or joint adjusted gross income with that person’s 
spouse in excess of $300,000 in each of those years and who has a reasonable 
expectation of reaching the same income level in the current year and who has no 
reason to believe that his/her/their adjusted gross income will not remain the same for 
the foreseeable future; 

(7) Any trust with total assets in excess of $5,000,000, not formed for the specific purpose 
of acquiring the securities offered, whose purchase is directed by a sophisticated person 
as described in Rule 506(b)(2)(ii) of Regulation D of the Securities Act; and 

(8) Any entity in which all of the equity owners are accredited investors.  NOTE:  If the 
Investor is in Accredited Investor because all of its equity owners are accredited 
investors, then information for each such equity owner showing the category which 
makes such owner an accredit investor must be furnished. 

These standards represent minimum suitability requirements for prospective investors, and the 
satisfaction of such standards does not necessarily mean that the Notes are a suitable investment for a 
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prospective investor.  Certain states may impose additional or different suitability standards, which may 
be more restrictive.  Investors will be required to represent in writing that they meet the applicable 
requirements. 

Verification of Accredited Investor Status 

 Potential investors who wish to subscribe to the Offering will first be required to fill out an 
accredited investor questionnaire and submit additional information to verify accredited investor status 
in accordance with Rule 506(c).  Specifically, the Company will require potential investors to provide 
one or more of the following information to verify that a natural person who purchases securities in 
such offering is an accredited investor:  

(1) Accredited investors who wish to qualify based on the income test1 may be required to 
submit an Internal Revenue Service form that reports the purchaser’s income for the 
two most recent years (including, but not limited to, Form W-2, Form 1099, Schedule 
K-1 to Form 1065, and Form 1040) and provide a written representation that he or she 
has a reasonable expectation of reaching the income level necessary to qualify as an 
accredited investor during the current year; 

(2) Accredited investors who wish to qualify based on the net worth test2 may be required 
to submit one or more of the following types of documentation dated within the prior 
three months and obtain a written representation from the purchaser that all liabilities 
necessary to make a determination of net worth have been disclosed: 

  (A)  With respect to assets: bank statements, brokerage statements and other 
statements of securities holdings, certificates of deposit, tax assessments, and appraisal 
reports issued by independent third parties; and 

  (B)  With respect to liabilities: a consumer report from at least one of the 
nationwide consumer reporting agencies;  

 In order to comply with the net worth verification method provided under Rule 506(c), 
the relevant documentation must be dated within the prior three months of the sale of 
securities.  If the documentation is older than three months, the Company may not rely 
on the net worth verification method, but may instead determine whether it has taken 
reasonable steps to verify the purchaser’s accredited investor status under a principles-
based method of verification. 

(3) The Company may also consider and request written confirmation3 from one of the 
following persons or entities that the potential investor has taken reasonable steps to 
verify that it is an accredited investor within the prior three months and has determined 
that such potential investor is an accredited investor: 

  (A)  A registered broker-dealer; 

                                                 
1 An accredited investor who meets the income test has had an individual income in excess of $200,000 in each of the two (2) most recent 

calendar years or joint income with that person’s spouse in excess of $300,000 in each of those years and has a reasonable expectation of 
reaching the same income level in the current calendar year. 

2 An accredited investor who meets the net worth test is a natural person who has individual net worth, or joint net worth with the person’s 
spouse, that exceeds $1 million at the time of the purchase, excluding the value of the primary residence of such person. 

3 The Company may consider written confirmations from an attorney or certified public accountant who is licensed or duly registered, as the 
case may be, in good standing in a foreign jurisdiction. 
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  (B)  An investment adviser registered with the Securities and Exchange 
Commission (“SEC”); 

  (C)  A licensed attorney who is in good standing under the laws of the 
jurisdictions in which he or she is admitted to practice law; or 

  (D) A certified public accountant who is duly registered and in good 
standing under the laws of the place of his or her residence or principal office. 

In addition, prospective investors may be subject to additional information requests and 
certifications based on the SEC’s “bad actor” rules that would disqualify securities offerings from the 
Rule 506(c) exemption if an issuer or other relevant persons have been convicted of, or are subject to 
court or administrative sanctions for, securities fraud or other violations of specified laws.  Relevant 
persons includes “any affiliated issuer; any director, executive officer, other officer participating in the 
offering, general partner or managing member of the issuer; any beneficial owner of 20% or more of the 
issuer’s outstanding voting equity securities, calculated on the basis of voting power; any promoter 
connected with the issuer in any capacity at the time of such sale; any investment manager of an issuer 
that is a pooled investment fund; any person that has been or will be paid (directly or indirectly) 
remuneration for solicitation of purchasers in connection with such sale of securities; any general 
partner or managing member of any such investment manager or solicitor; or any director, executive 
officer or other officer participating in the offering of any such investment manager or solicitor or 
general partner or managing member of such investment manager or solicitor.” 

The representations made by, and the information provided by, each prospective investor will 
be reviewed to determine his, her or its suitability, and the Company will have the unfettered right to 
refuse a subscription for Notes if, in its sole discretion, it believes that the prospective investor does not 
meet the applicable suitability requirements or the Notes are otherwise an unsuitable investment for the 
prospective investor. 

It is anticipated that comparable suitability standards will be imposed by the Company in 
connection with any resale of the Notes.  Any such resale is subject to various restrictions and may 
result in substantial adverse tax consequences.  On any proposed transfer of Notes, the Board of 
Managers intends to require that the transferee satisfy similar suitability requirements consistent with 
applicable securities laws.  

  

Use of Proceeds 

 The Company’s (MRF’s) use of proceeds is primarily to purchase Receivables.  The use of 
proceeds may also be applied to closing costs, servicing fees to MFS, personal loans based on adequate 
collateral, ongoing annual accounting, legal and other similar expenses, and other working capital 
needs. 

 During the twelve (12) months ending December 31, 2018, payments received from purchased 
Receivables of $23 million were used to purchase a $27 million of Receivables for a total purchase 
price of approximately $16 million and redeem $4 million of Secured Notes.  Payments received from 
purchased Receivables were also used to pay $2.9 million in total expenses, the largest expenses being 
interest expense of approximately $1.6 million, servicing fees paid to MFS of approximately $454,000, 
salary expense of approximately $366,000, external sales commissions of approximately $158,000 and 
credit card discount fees of approximately $263,000. 
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 Total expenses for the twelve (12) months ending December 31, 2018 were approximately $2.9 
million or 13% of total $23 million in cash disbursements, with approximately $16 million or 70% of 
cash disbursements used to purchase Receivables and $4 million or 17% used to redeem Secured Notes. 
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THE BUSINESS SUMMARY 
             
 

Overview 

 The growth of the consumer receivable management industry has been driven by a number of 
industry trends, including: 

• increasing levels of debt; 
• fewer conventional funding sources for financing receivables such as bank loans and credit 
facilities; 
• increasing difficulty to collect receivables; and 
• increasing utilization of third-party providers such as MFS to collect such Receivables. 

 The current amount of consumer debt in the United States is significant. As a result, the 
Company believes current market conditions create excellent opportunities for acquiring large 
quantities of consumer receivable portfolios. 

 The Company primarily purchases consumer installment contracts from other businesses.  
These contracts are loans from those businesses to consumers.  The Company does not originate these 
contracts, but rather, the businesses that sell these contracts to the Company originate these contracts.  
The Company pays a discounted percentage of the contract principal when purchasing contracts and the 
consumer interest rate also impacts pricing.  Reduction of the Company’s purchase price from the 
contract face value is comprised of a discount (Company profit) and reserves (estimated percentage of 
contracts that default).   

 Businesses that sell the Company contracts are quite diverse geographically and by industry. 
Businesses should be able to sell at least $10,000 of contracts per month to be profitable for the 
Company. The advantage of selling contracts to the Company is the seller receives immediate cash.  
Frequently receiving immediate cash versus waiting for monthly payments improves the seller’s cash 
flow for their business operations. This can be a daily increase in available cash, or in the case of selling 
an in-house portfolio it can net a business the cash they need for new equipment, expansion, marketing 
or other expenses. 

Description of the Company 

 The Company was formed on October 10, 2012.  The Board of Managers of the Company 
currently consists of Robert C. Steinke, Kathyleen Steinke, Gabriel Wisdom, Chris Hughes and Shaun 
Lucas.  By December 31, 2018, the Company had grown to $29 million in consumer retail installment 
contracts purchased from over 100 different businesses in various industries and had issued 
approximately 156 Secured Notes totaling approximately $19 million. 

 The Company is majority owned by the same owners as Monterey Financial Services, LLC 
(“MFS”), a California corporation. The Company was formed as a financial vehicle to purchase 
consumer retail installment receivables of the type purchased by MFS.  The Company has no operations 
and will serve solely as a means to provide capital to finance the purchase of such Receivables.  The 
Company will contract with MFS to (i) perform all servicing with respect to the Receivables pursuant to 
the terms of a Loan Servicing / Management Agreement, the terms of which are described in this 
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Memorandum; and (ii) collect all bad debt with respect to the Receivables pursuant to the terms of a 
Collection Agreement, the terms of which are described in this memorandum.  While the Receivables 
acquired by the Company will be segregated from any Receivables acquired by MFS or any third party, 
in the event both the Company and MFS purchase Receivables from the same portfolio, Receivables 
will be distributed in a random and fair manner as to term, interest, credit, and other relevant factors at 
the Company’s and MFS’ discretion.  See the Section entitled “Conflicts of Interest” below as well as 
the risks related to such conflicts of interest set forth in the Section to this Investor Package entitled 
“Risk Factors.” 

Description of MFS 

For three decades, MFS has established itself as a reliable source of funding and servicing, and 
is one of the leading debt recovery companies for resorts in Canada, the United States, and Latin 
America. During the last 30 years, MFS has funded over $700 million in Receivables, serviced 
hundreds of thousands of accounts receivable loans and maintenance fees, and collected more than 
$100 million in delinquent debt. Starting with a staff of four and now with a force of over 100 long-
term employees, MFS is forging on and surpassed its quarter-century anniversary as one of the 
industry’s leading factoring companies. 

MFS also funds collateralized loans to consumers, for example, against jewelry where the 
appraisal is approximately twice the loan balance.  Industry examples include jewelry, furniture and bed 
mattress retailers, fitness equipment, vocational, timeshare, travel clubs and many other industries.  The 
number of businesses the Company purchases contracts from is constantly expanding to minimize the 
Company’s risk through diversification and thereby reducing reliance upon any one business or 
industry. 

MFS History: 

  In 1989 Monterey Financial Services (MFS), LLC. was founded with an objective to create a 
consumer finance company that would be able to provide comprehensive financial solutions to 
consumer retailers across multiple industries through the delivery of three complimentary services: 
consumer receivables financing, loan servicing, and delinquent debt collections. By focusing on these 
three areas, Monterey Financial Services became a one-stop shop for retailers and retail creditors with 
varying finance, bad-debt recovery, and servicing needs.  Monterey’s philosophy for each of its services 
revolves around receivables performance, and the company’s dedication to its clients’ success is a core 
asset.  Monterey’s extensive history in receivables management revolves around the commitment to 
maximize portfolio performance for clients through a compliant, professional, and customer service 
approach. Monterey’s proven record of results, across a variety of industries and credit spectrums, span 
many years and are unparalleled. In order to promote its services nationally, Monterey developed a vast 
network of independent brokers who specialize in alternative finance solutions of all varieties, and 
across many different industries. These brokers work directly with the MFS Sales team to bring 
qualified opportunities to present to the company’s credit committee to be approved to become a 
Monterey client. 
 Initially, during the early years after formation, Monterey grew its business by employing private 
capital and through the prudent reinvestment of its corporate profits (generated primarily by the 
collection and loan servicing divisions), which it then used to purchase consumer installment contracts 
for its finance division. 
 

 Since its inception, growth and diversification have been MFS’ priority. All three divisions 
have experienced steady growth in revenue and market share in the past two decades. The collection 
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agency was the cornerstone of the company during its early years generating the most capital. However, 
presently, all divisions consistently generate significant revenue.  

 In 1996 MFS built a 27,000 square foot facility in Oceanside, California in order to 
accommodate its rapidly growing operations. In addition to the state of the art office building it owns, 
MFS acquired a contiguous parcel of land onto which future growth and expansion is possible. MFS 
employs approximately one hundred full time associates and considers them to be its greatest resource. 
Most employees have college degrees, many are bi-lingual, and many have been with the company for 
ten or more years. Given that MFS offers competitive base salaries, bonus programs, and full benefits 
packages which include medical, dental, profit sharing, and 401(k) matching, its employees have 
constant incentives to stay and grow with the company.  Professional dress codes are enforced in order 
to support MFS’ standard for excellence along with regular training, testing, and evaluations. 

 MFS maintains compliance protocols with respect to relevant federal and state regulations 
governing the purchasing, servicing, and collection of consumer debt. Regular training and testing 
related to debt collection have been implemented. Its Wygant Call Recording System is utilized for 
quality control, training purposes, and protection against false consumer complaints. MFS passes 
sensitive consumer data and performance reports through it secure website and ftp site. In the event that 
a natural disaster were to compromise MFS’ physical facility, MFS has implemented a disaster relief 
program, which includes back-up energy sources and an offsite redundant document storage servicing 
company, which would ensure that services could be picked up and continued without interruption. 
MFS undergoes regular outside audits by Wells Fargo and various clients throughout the year. 
Additionally, MFS employs an independent outside auditing firms to conduct both annual financial 
audits (since 1994), and annual internal controls SAS 70 audits (since 2004). 

 MFS believes that its ability to manage accounts receivable funding in each division and 
underwrite a variety of consumer finance paper distinguishes it from other receivables-factoring 
companies. Static performance analyses are continuously compiled for the purpose of projecting 
delinquency by pool credit quality 

MFS’ Business Divisions: 

 MFS has been providing receivables financing solutions since 1989 and is one of the industry 
leaders in consumer financing, loan servicing, and delinquent debt recovery. As a factoring company, 
its clients receive optimal results whether using any one or a combination of its financial solutions.  
MFS has been accredited by the Better Business Bureau since May 2000 and currently has an A+ 
rating.  A synopsis of MFS’ business divisions are: 

Consumer Financing 
 

 Offering custom solutions for consumer financing, MFS helps fill the gap where conventional 
lenders drop off. With finance plans to match the credit spectrum, MFS helps enable clients to offer the 
finance terms that provide them a competitive advantage. 
 MFS’ consumer financing program is designed to purchase both consumer receivables in the 
form of either existing aged receivables, including bulk portfolios, or ‘flow forward’ business through 
newly generated contracts from businesses selling services or products to consumers. Its variant pricing 
structure takes into consideration a wide variety of factors, including industry, credit quality, contract 
term, APR, and volume. As its purchasing criteria is more flexible than traditional lenders, MFS is able 
to enter niche markets and structure primary, secondary and tertiary purchase rates for proportionate 
credit tiers.  
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 MFS’ online approval system (O.A.S.I.S.) provides instant credit decisions to clients as well as 
an optional e-signature feature, allowing its clients to execute paperless sales contracts electronically 
and instantly, saving both time and money. 

 Successful markets include, but are not limited to:  

• Vacation Club Memberships & Timeshares 

• Infomercial & Direct Response Sales 

• Medical Equipment 

• Elective Medical Procedures 

• Vocational School Tuition 

• Water & Air Purification Systems 

• Seminars 

• Membership Contracts, including  

 Golf Course Memberships 

 Health Club Memberships 

 Other Membership Contracts 

 
• Retail Sales - Both traditional brick & mortar, and e-Commerce, including  

 Pet Stores 

 Furniture Stores 

 Jewelry Stores & More 

• Musical Instruments  

 Retail Purchases 

 Rent-to-own 

Loan Servicing 
 

 MFS’ professional receivables management service helps businesses to grow, maximize sales, 
and benefit from a constant and growing revenue stream. Its accounts receivable loans servicing model 
has been created to provide clients the freedom to concentrate on growth and sales, while it handles 
back end support, helping to ensure that clients will receive the most from their portfolio.  

 While MFS services its own portfolio of purchased accounts, it also offers loan servicing to 
businesses that either wish to maintain ownership of their portfolio, businesses with open lines of credit 
that are required to employ a third party servicer, and/or businesses carrying contracts for strictly poor 
credit consumers of little worth to funding sources. Through their experience and professional 
management of each consumer account, MFS’ professionals help save delinquent loans that other 
factoring company servicers could not collect or bring current. Often times, saving just one additional 
loan from default can cover the entire costs of MFS’ loan servicing for that month. Complete portfolio 
status and individual account reporting can be viewed by MFS’ clients through MFS’ website twenty-
four hours a day, seven days a week. Additionally, MFS’ consumer financing program gives customers 
access to view their respective accounts and make payments directly online.  
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 MFS developed the accounts receivable loans servicing program so that businesses can step 
away from the backend functions needed to manage payment applications and delinquency control. 
Clients using MFS’ loan servicing program receive monthly residual income. Each of MFS’ loan 
servicing collection associates have several years of experience, not only in collecting a payment, but 
also in re-educating the consumer to make timely payments while keeping the focus on the benefits of 
what they are paying for. These associates wear many hats, as quite often the payment problem is not 
financial but simply a customer service issue that can be quickly and resolved. 

Debt Recovery 

 MFS’ collection recovery service produces working capital from non-performing debt.  MFS 
has proven to be highly effective in recovering defaulted loans. Businesses lose billions of dollars each 
year in defaulted debt. Whether businesses write off commercial or consumer receivables, MFS’ 
effectiveness in collecting delinquent loans can help improve a business’ bottom line.  

 MFS provides agency services to companies that wish to recover funds, both consumer and 
commercial debt, which would otherwise be charged off. Given that MFS’ collection agency associates 
are the most experienced in the factoring company, a typical MFS collection agency associate has, on 
average, more than six years of experience with MFS’ debt recovery company. Collection agency 
associates have graduated, in most cases, from MFS’ loan servicing or consumer financing call centers 
with proven and consistent performance. Collection agency associates earn significant commission 
income for every dollar collected, which drives them to work all accounts to conclusion. 

 Skip Tracing Services are used in all three of MFS’ divisions. The overall formula for reducing 
delinquency and recovering delinquent debt is to maintain updated contact information for each 
account. As opposed to other debt recovery companies, MFS has always believed that letters alone are 
not sufficient in collecting payments.  

Back-up Servicing and Custodial Services 
 

 Whether a company’s need for professional storage management stems from trimming costs, 
reclaiming space, protecting vital documents, and/or maintaining compliance with ever growing state 
and federal regulations, more and more are turning towards a third party solution. MFS provides 
professional records storage in a secure third party environment for the protection of its clients along 
with its partners and customers. MFS’ dual storage solution offers convenience as well as protection. 

 Digital storage provides a flexible solution for account access, in which MFS is able to drop 
files at a secure ftp site or zip into a secure file and send by email. Clients may designate naming 
conventions for each record, making electronic file retrieval effortless. 

 Physical storage protects valuable records from fire and other disasters in addition to theft. All 
documents are physically stored in fireproof cabinets, which are housed under lock and key. MFS’ 
dedicated document storage department manages authorized employee access at all times so that the 
integrity of each record is never compromised.   

 MFS’ building is accessible by card key access and visitors are accompanied at all times. Its 
cutting edge security and fire alarm systems are backed up by generator in the event of a power outage 
ensuring systems are never down.  

 Fees for MFS’ professional document solutions are nominal when compared to in-house 
expenses such as digital imaging hardware and software, physical storage space, fireproof storage 
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cabinets or containers, staffing, compliance control, and more. Document storage is among the many 
different services that MFS’ factoring company has to offer. 

Jewelry Funding 
 
 MFS has been providing capital solutions for niche businesses for over two decades. With 
flexibility that certain traditional lenders lack, MFS is able to provide programs that meet jewelers’ cash 
flow needs.  For jewelry wholesalers or retailers, MFS’ quick, short term loans backed by jewelry 
collateral help give businesses the chance to overcome the financial hurdles of running their own 
business.  MFS’ jewelry loan program provides businesses with the flexibility to:  

1. Update their inventory. 

2. Prepare for holiday changes. 

3. Meet short term capital demands. 

MFS’ funding does not interfere with any outstanding business or personal loans businesses may 
already have and their jewelry collateral is their credit worthiness. Discretion is the key to MFS’ 
jewelry loan program.  

 MFS has multiple investment pools available to fund their clients. MFS’ $40 million line of 
credit, internal profit sharing pool, and newly formed investment pool, help ensure that MFS’ programs 
will be offered for decades to come. 

 MFS’ building access is secured and its jewelry inventory is stored off-site in a locked and 
guarded environment. 

MFS’ Information and Communication Systems: 

 MFS has implemented various methods of communication to inform employees of the proper 
policies and procedures tied to day-to-day activities. For historical reference and ease of 
communication, all relevant operational policies and procedures are communicated and retained 
through the use of electronic information and technology. This allows the Senior Management Team to 
quickly update and control the accuracy and timeliness of all policies and procedures commonly 
referenced by the employee staff to ensure the consistent application of correct processes. In addition, 
managers meet on a quarterly basis to discuss the current status of the organization, and Executive 
Correlation Meetings (ECMs) are held weekly. 

MFS’ Monitoring Controls: 

 Organizational goals are set by the MFS Senior Management Team and then shared with 
employees and business units. Policies and procedures are updated to reflect operating principles and 
practices. On a weekly basis, Executive Committee meetings are held to promote coordination, 
collaboration, and transparency of operations among MFS’ Senior Management Team and to make 
certain the goals, resolutions, and guidelines passed by the Company’s board of directors are executed 
and implemented. MFS tracks service levels for customer service, collection processing, file 
management, and other internal functions. Tracking collections enables MFS to share results with 
clients and to provide monthly feedback to managers regarding performance. Managers are responsible 
for meeting service metrics and deficiencies are corrected. 



 

A-22 
SDI-179754v19  

MFS’ Organization: 

 MFS is a privately held company and the Board of Directors is responsible for setting the 
strategic direction of MFS within the marketplace. The Board of Directors meets annually (or more 
often, as necessary) to monitor company progress. The Board of Directors comprises the following five 
individuals: 

                                                                                                               Years With 
       Name                                Title MFS 
                                                                                                                      
Shaun Lucas President and CEO 20 
Kathi Steinke Chair 22 
Chris Hughes Executive Director  24 
Gabriel Wisdom Board Member                        24 
Kenneth Polin Board Member                        24 
Darren Feider Board Member                          3 
 
Management has the primary responsibility to develop, maintain, and document internal and 
compliance controls, and provides oversight to MFS’ operations. A formal management organizational 
structure exists with levels of reporting and accountability. Management is responsible for directing and 
controlling MFS operations, including establishment and communication of policies and procedures. 
The organization is designed to provide oversight of control effectiveness and to determine if 
continuous quality feedback from MFS employees and managers is incorporated into the enterprise and 
control environment 

The key individuals responsible for the daily operations during the audit period include the 
following: 

 Years With 
       Name                                Title                                        MFS 
Shaun Lucas President and CEO 20 
Chris Hughes Executive Director 25 
Wayne Hutchins Information Systems (IS) Manager 18 
David Bultemeier Controller 19 
John Owens            Executive Vice President (EVP) 11 
Lisa Pruitt VP Support Compliance 21 
Nate Lucas Operations Vice President 15 
 
MFS’ organizational structure allows managers to plan, execute, and monitor department and individual 
performance consistently. The organizational structure provides for segregation of duties and personnel 
are aligned with job functions and defined responsibilities. MFS maintains organization charts to 
delineate roles and responsibilities (see following). 
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 The President/CEO reports directly to the Chairman. Departments that are responsible for 
providing service to MFS’ clients, including the quality control division, report to the President/CEO.  
IT, Accounting, Client and Support Services, and Account Services,  provide support for the operations 
division. Combined, these divisions represent the support structure for the MFS client base. 
Furthermore, the Human Resources (HR) Department is responsible for workforce management 
techniques and continuous professional development.  Additional support from HR consists of 
employee recruitment, retention, and remedial action as necessary. Hiring procedures are enforced and 
MFS requires credit background checks on individuals employed by MFS, including temporary 
employees. 
 

MFS’ Written Standards and Procedures: 

 Written policies, standards, and procedures exist for daily functions within the various 
departments. Departments have detailed procedures for critical aspects of the operations, which 
are available to MFS’ employees. 

 MFS has developed the following policies, standards, and procedures: 

o Loan servicing manual 
o Collection agency manual 
o Credit processing manual 
o Data processing manual 
o Accounting manual 
o Cashiering manual 
o Employee Handbook 

MFS’ Property and Office: 

 MFS’ executive/corporate office at 4095Avenida De La Plata, Oceanside, California 92056 is 
located in leased space owned by Monterey Real Estate, LLC, which is comprised of primarily the same 
members and shareholders as the Company & MFS. The business office is approximately 27,000 square 
feet, is subject to a five year lease (maturing on September 23, 2021) with MFS. Monterey Real Estate 
also acquired a contiguous parcel of land onto which future growth and expansion is possible. MFS 
believes that its property is adequate for its current needs. 

 The MFS data processing center is located at the Company’s headquarters in Oceanside, 
California. The property has a fence around the perimeter with two electronically controlled gates. The 
building has three electronically controlled doors for entrance and exit. A security/fire alarm panel is 
used to monitor doors, fire control systems and other devices and an Access system that controls entry 
to the property and building.  Written policies, procedures and memos relating to physical security and 
access to the Company headquarters and data center (Server Room) are documented and updated as 
necessary when changes are required by the President or building owners. 

MFS’ Employees: 

 MFS employs over 100 staff with approximately 60 full time collectors on the phones eight 
hours daily collecting past due contracts.  The remaining employees work in MFS’ Account Services, 
IT, Marketing, , Accounting and Client/Support Services Departments. 
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MFS’ Contact Information: 

 MFS’ principal executive offices are located at 4095 Avenida De La Plata, Oceanside, 
California 92056 and its telephone number is (800) 456-2225. Its corporate website is 
www.montereyfinancial.com. 

Business Strategy 

 MFS’ primary objective is to utilize its management’s experience and expertise to effectively 
grow its business. MFS intends to do so by identifying, evaluating, pricing and acquiring consumer 
receivable portfolios that are optimal for collection through its collection call-center and maximizing 
the return on such assets in a cost efficient manner. MFS’ strategy includes: 

• conducting extensive internal due diligence on businesses that propose to sell their 
Receivables and their specific Receivables to ensure MFS is provided with the most 
complete available information on a portfolio in order to maximize collections; 

• transferring defaulting contracts to MFS’ in-house national collection agency that is 
compensated on a percentage of cash recovered; 

• managing the collection and servicing of its receivable portfolios; 

• maintaining geographical diversity in 50 states, Canada, Mexico and Puerto Rico; 

• increasing and expanding financial flexibility and leverage through offerings such as this 
Offering; and 

• expanding its business through the purchase of consumer receivables from new and 
existing sources. 

MFS believes that as a result of its management’s experience and expertise and the fragmented yet 
growing market in which it operates, it is well-positioned to successfully implement its strategy. 

• Pursue controlled growth by expanding its client network. MFS believes that it is well 
positioned to expand its client network throughout the United States, primarily through 
systematic, organic growth. It believes that its centralized and integrated business model enables 
it to efficiently identify new clients. It typically takes MFS from one to four weeks to complete 
due diligence on prospective clients. MFS seeks to locate new clients through direct marketing, 
trade shows, reputation, independent brokers, website and referrals. 

• Implement business model enhancements. MFS is implementing enhancements to its business 
model in order to further distinguish its operations from traditional finance companies.  MFS 
processes approximately 70,000 consumer payments monthly and allows its customers to 
make payments via its website, ACH (electronically), credit card, check and by phone.  MFS 
maintains approximately 30 segregated bank accounts with approximately six banks, including 
numerous lock boxes with Commerce Bank, one of the highest rated custodial banks in the U.S. 

• These business model enhancements are intended to provide its customers with the best 
experience available in its market to further enhance its leadership position. 

• Continue to enhance MFS’ credit scoring models, business analytics, and technology 
platforms. MFS believes continuous enhancement of its industry-leading analytics, 
processes, and systems is a key driver to its cash flow, future growth, and profitability. 
MFS is developing its (sixth) generation proprietary credit scoring model (OASIS), 
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which expands and refines the variables utilized by prior generations of scoring models. 
With a view to maximizing cash flows and monitoring portfolio risk, MFS intends to 
continue its efforts to enhance and expand its analytics platform, improve its management 
information systems and databases, enhance its website and call center systems, and 
improve its client lead tracking software and sales systems. MFS believes that these 
improvements will serve to expand its competitive edge. 

• Maintain a strong balance sheet. Historically, MFS has been able to access credit 
markets that it believes are not typically available to many finance companies. MFS 
believes that this success is attributable to its centralized operations, track record, and 
strong balance sheet. MFS will maintain a continued focus on further enhancing its 
liquidity and capital position to support its business.  

Underwriting Criteria 

 MFS has a policy limiting purchases from a single business.  It purchases from a diverse group 
of businesses and its purchasing decisions are based upon constantly changing economic and 
competitive conditions and ongoing relationships with business selling consumer receivables. 

 MFS has dedicated, and will continue to dedicate substantial resources to developing, 
maintaining, and updating its proprietary credit scoring model that is focused on predicting the credit 
risk of its customers. MFS uses experienced managers and executives to develop its credit scoring 
models and various predictive models used in different aspects of its business. Many companies use 
FICO scores as a standard metric to assess the credit risk of customers. In contrast, MFS has over 12 
years of credit scoring modeling experience in developing scoring models that are more finely tuned to 
the nuances of the consumer finance industry. Its scoring models provide a substantial improvement 
over traditional FICO scores in rank-ordering the likelihood of credit risk default within the consumer 
finance market. MFS’ scoring models also include the use of alternative data sources along with 
traditional credit bureau data which enhance the ability to separate credit risk levels into different 
categories. Its centralized proprietary credit scoring models are currently used to classify customers into 
various risk grades that are linked to financing parameters. MFS believes its ability to quantify a 
customer’s risk profile based upon historical data, breadth of data, and sophisticated modeling 
techniques, allows it to better predict loan performance, manage the blended quality of its portfolio of 
loans, and obtain appropriate risk adjusted returns. 

 The scoring models are periodically updated to account for changes in loan performance, data 
sources, geographic presence, economic cycles, and business processes. The first credit scoring model 
was deployed in July 2001. Since then, four subsequent generations of credit scoring models have been 
implemented, the most recent in April 2015. The credit scoring models have evolved over time and 
leverage data collected from prior models allowing them to become more sophisticated in identifying 
the credit risk of its customers. 

 Prior to each purchase, MFS requires its customers to complete a credit application. Upon 
entering the customer information into its origination system, its proprietary credit scoring system 
determines the customer’s credit grade. The customer’s credit grade determines the term, maximum 
installment payment, and minimum payment amounts. The annual percentage rate (APR) charged is 
frequently a function of the customer’s credit grade. MFS’ centralized risk and pricing department set 
these terms. Managers are also required to verify the pertinent information on the customers’ credit 
application before approving the loan, including identity. 
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 The static-pool tracking of portfolio loss performance may also be monitored by credit grade. 
Over the past 12 years, the unit loss rate results by credit grade have been relatively consistent through 
economic cycles and across different generations of scoring models. 

 MFS’ centralized management team is also responsible for monitoring the underwriting processes, 
providing underwriting training, monitoring loan servicing, and static-pool tracking of portfolio loss 
performance and profitability. 

 The foundation for underwriting these loans is MFS’ proprietary credit scoring models 
described above. 

 The Company’s consumer finance program is designed to purchase consumer receivables, both 
new and aged, from businesses selling services or products to consumers. Its variant pricing structure 
takes into consideration a wide variety of factors, including industry, credit quality, contract term, 
contract amount and contract interest rate. With purchasing criteria that are more flexible than 
traditional lenders, the Company believes that it is able to enter niche markets and structure primary, 
secondary and tertiary purchase rates for proportionate credit tiers.  

 MFS’ online approval system (O.A.S.I.S.) provides instant credit decisions to clients as well as 
an optional e-signature feature available 24/7. This allows its clients to execute sales contracts 
electronically and paperless, saving both time and money.  

Client due diligence: 

 All businesses proposing to sell contracts to MFS go through a background check called a due 
diligence process. It is critical that the business is in good financial condition, and the owners of the 
business have good personal credit. MFS believes that if business owners cannot handle their personal 
credit it frequently is reflected in how they run their business. MFS will consider approving businesses 
that offer delivered products, i.e. furniture, jewelry, and other retail products that are fully delivered 
prior to funding.  

 Once the client application package is received and its due diligence is complete, then MFS’ 
credit committee meets to approve the client. The process for approval typically takes about one or two 
weeks from the time that it receives a complete finance application package. 

 MFS has established a formal process for approving and accepting new clients. As part of the 
approval process for financial service clients, MFS’ Credit Committees performs a review of the new 
client information to minimize the risks to the Company. For a new client, the committee reviews and 
evaluates the following information: (a) pertinent background information (corporate and individuals), 
(b) tax returns, (c) any pending litigation, (d) a Dunn and Bradstreet report on the client, (e) financial 
statements, and (f) a verification of any references. For existing clients, the committee reviews for risk 
concentration and any other significant changes since the last review of the client information. 

 Specific due diligence performed on potential clients of the Company includes:  

1. Current Corporate financial Statements and Balance Sheets. 
2.  Most recent Corporate Tax Returns  
3.  Most recent Personal Tax Returns for all majority shareholders  
4.  Personal Financial Statement on all majority shareholders  
5.  Articles of Incorporation  
6.  Unexpired Business License  
7.  Copy of 1st & last page of Liability Insurance policy.  
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8.  Copy of 1st & last page of building lease. 
9.  Any promotional material on the business.  
10. Copy of Consumer contract & Credit application (unless using the Company’s 

contract)  
11. Most recent Merchant Account Statements – (Direct Response Clients only)  

New client due diligence, approval and setup. 

 Representatives of the Sales and Marketing Department complete a client set-up file outlining 
required contract master file information for Loan Servicing and Collection Departments. Standard 
documentation is prepared and collected for new clients and includes (a) a New Client Information 
Memorandum (reviewed and signed by the Senior Manager of Client Support Services and the Auditing 
Manager) and (b) a signed contract between the client and MFS. Client approval and setup files are 
retained in the Sales and Marketing Department, and originals are stored in fireproof cabinets. 

 The VP of Support and Compliance is responsible for entering the initial client setup 
information into the Megasys system. Client contact information and plan information are entered into 
client master files within the Megasys system. After the client data has been input into the system, the 
Assistant Auditing Manager reviews the client data to verify that it was entered correctly into the 
system. Access to update client master files is restricted to the Supervisor of Client and Support 
Services, Senior Manager of Client and Support Services, and the Executive Vice President. Customer 
loans are set up with preset plans based upon the data entered during the client setup process. Plan 
information dictated by the client contract includes such data as setup fees, percent collected, and 
additional account fees (active/inactive) 

A minimum 4 credit committee member approvals are needed for any client, regardless of size.  The 
Company’s Credit Committee is comprised of the following: 

  Years With 
       Name                                      Title MFS 
                                                                                                                      
Shaun Lucas President & CEO  20 
Chris Hughes Executive Director  24 
Lisa Pruitt VP Support and Compliance 21 
David Bultemeier Controller  19 
John Owens             Executive Vice President (EVP)                                11                                                             
Nate Lucas Assurance Operations Vice President 15 

 

O.A.S.I.S. (Online Approval System Instant Score) 

Clients may get consumer applications approved with speed and ease by using the Company’s online 
approval system, nicknamed O.A.S.I.S. This service is offered via the Internet, which is available to the 
Company clients 24/7. Clients simply log onto the system, enter the consumer’s information, and 
receive an approval or decline within seconds. Clients can then print off the contract from their 
computer and have the customer sign then. For Internet based sales, contracts may be emailed to 
consumers for “electronic signature” enabling businesses to execute sales instantly and avoids delays 
and inefficiencies with paper transactions. 
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This product is attractive to any business that executes immediate sales, i.e. retail furniture, jewelry, or 
other products. Retail businesses can get instant approvals and close the sale while the consumer is still 
“hot” for the sale.  

Competition 

 The Company competes with all lenders who purchase consumers receivables from existing 
retailers or any entity that may generate a consumer receivable to then be sold. Many of these “A” lenders 
compete in the Company’s “B” and “C” space by buying deeper than they normally would in order to offer 
complete financing. These banks or lenders will often sacrifice profits on the “B” and “C” paper in order to 
land the higher volume “A” piece. The Company’s niche and expertise is in the “B’ and “C” space where 
MFS has a 25 year track history of performance and financing to its clients.  

 Other competitors include start-up finance companies that try to undercut the market with pricing 
and deep pockets, but they quickly realize that without an experienced collection program and support 
services, it is very difficult to compete with long term competitors like MFS.  The Company runs into these 
competitors from time to time but its clients rarely switch or leave when these start-ups companies solicit 
them. That being said, the Company has identified certain competitors, but believe that few have the capital 
and flexibility of the Company to provide clients their entire financing needs.   

 The Company believes the key competitive factors to effectively serve customers in its markets are: 
(i) availability of financing, (ii) flexibility to meet and adapt to clients’ specific needs, and (iii) ability to 
move quickly on financing opportunities.  The Company believes that it has developed a flexible and 
adaptive business model that has positioned it for controlled growth and addresses the competitive factors 
described above. It believes that its competitive strengths consist of: 

• One of the industry leaders in consumer contract financing, loan servicing and delinquent account 
collections.  MFS and its affiliates currently finance $90 million contracts and provide loan 
servicing for over $100 million in contracts.  Its collection agency pursues over $500 million 
in contracts and MFS serves as back-up servicer for over $30 million contracts. MFS intends 
to continue to penetrate this highly fragmented market by increasing sales in existing markets 
and through controlled expansion into new markets. It believes that with the processes it has 
developed it will be able to achieve profitability in most new markets within three months of 
entering those markets. 

• Integrated and centralized business model. MFS believes that its integrated business model 
(Financing, Loan Servicing and Bad Debt Collections) and centralized operations enable it to 
carefully manage its business and provide consistent customer service, while providing it with 
a stable platform for growth. 

• Sophisticated and proprietary information-based systems and strategies. MFS 25 years’ experience 
in the receivables market has enabled it to develop sophisticated, proprietary systems and 
databases that help it manage each aspect of its business.  It uses its credit scoring system to 
classify customers into various credit grades defined by MFS based on historical loan 
performance. The credit grades are used to determine minimum down payments, maximum 
payment terms, and interest rates. MFS believes that its ability to quantify each customer’s risk 
profile allows it to better predict loan performance, maintain the quality of its loan portfolio, and 
enhance its servicing and collections activities. MFS also believes that these models and databases 
enable it to rapidly adjust its business model to address changing market demands and customer 
trends, which MFS believes results in more predictive and less volatile loan performance. 



 

A-30 
SDI-179754v19  

• Management Information Systems  MFS believes that a high degree of automation is necessary to 
enable it to grow and successfully compete with other financial services companies. 
Accordingly, it continually upgrades its computer software and, when necessary, hardware to 
support the servicing and recovery of consumer receivables it acquires.  MFS’ 
telecommunications and computer systems allow it to quickly and accurately process the large 
amount of data necessary to purchase and service consumer receivable portfolios. Due to MFS’ 
desire to increase productivity through automation, it periodically reviews its systems for 
possible upgrades and enhancements. MFS maintains business interruption insurance and 
maintains a disaster recovery program intended to allow it to operate its business at an offsite 
facility. 

• Multiple sources of financing. MFS has been able to access a wide variety of  lending facilities, 
including lines of credit, private promissory notes and large investment partners, enabling it to 
purchase portfolios up to $100 million.  Since January 1, 2000, it has purchased $800 million in 
finance contracts, placed over $2 billion contracts for loan servicing and placed over $1 billion 
contracts into its collection agency. 

• Highly experienced management team with strong operating track record. MFS’ executive 
management team has centralized its operations, created its data-driven and adaptive business 
model, and implemented automation and credit scoring models that it believes increase its 
efficiency.  MFS’ five member senior management team has an average of over 25 years of 
relevant industry experience. 

Competition in the financing industry 

 MFS’ business of purchasing consumer receivables is highly competitive and fragmented, and 
it expects that competition from new and existing companies will increase. MFS competes with: 

• other purchasers of consumer receivables; and 

• other financial services companies who purchase consumer receivables. 

MFS competes with its competitors for consumer receivable portfolios, based on many factors, 
including: 

• purchase price; 

• speed in making purchase decisions; and 

• reputation. 

 MFS’ competitive strategy is designed to capitalize on the market’s lack of a dominant industry 
player. It believes that its management’s experience and expertise in identifying, evaluating, pricing and 
acquiring consumer receivable portfolios, and managing collections and current sources of financing 
help give it a competitive advantage.  

 MFS believes that it has a number of competitive advantages which it believes differentiates it 
from its competitors and that have enabled it to effectively grow its business by identifying, evaluating, 
pricing and acquiring consumer receivable portfolios that are optimal for collection through its 
collection operations and maximizing the return on such assets. MFS believes that its proprietary 
pricing model and its focus on collections gives it a competitive advantage. 



 

A-31 
SDI-179754v19  

 MFS started as a collection agency and loan servicer twenty four years ago and it believes procedures 
and expertise developed over the years with an emphasis on collections places MFS at a competitive edge 
over other consumer receivable purchasers.  

Description of MFS as Loan Servicing Agent and Collection Agency 

 
 While MFS services its own portfolio of purchased accounts, it also offers loan servicing to 
businesses who either wish to maintain ownership of their portfolio, businesses with open lines of credit 
that are required to employ a third party servicer, and/or businesses carrying contracts for strictly poor 
credit consumers of little worth to funding sources. Through their experience and professional 
management of each consumer account, MFS’ professionals are able to help save delinquent loans that 
other servicers could not collect or bring current. Complete portfolio status and individual account 
reporting can be viewed by MFS’ clients through its website twenty-four hours a day, seven days a 
week. Additionally, MFS’ consumer customers have access to view their respective accounts and make 
payments directly online.  

 MFS developed the loan servicing program so that businesses can step away from the backend 
functions needed to manage payment applications and delinquency control. Clients using MFS’ loan 
servicing program receive monthly residual income. Each of MFS’ Loan Servicing Collection 
Associates have several years of experience, not only in collecting a payment, but also in re-educating 
the consumer to make timely payments while keeping the focus on the benefits of what they are paying 
for. These associates wear many hats, as quite often the payment problem is not financial but simply a 
customer service issue that can be quickly and resolved. 

Loan Servicing Agent: 

 MFS contracts to manage other business’s accounts receivables for a flat fee per account per 
month if MFS is not providing financing for that business. Clients that set up accounts to pay via 
EFT/ACH will be charged a lower servicing fee and clients that require either coupon books or monthly 
statements will be charged a higher fee.  

 Many companies find they are good at creating new sales, but not very good at managing 
accounts receivable. These companies find that it is cheaper and more efficient to hire MFS.  MFS 
believes that what distinguishes MFS from its competition is the fact that it will make unlimited phone 
calls in order to collect monthly payments. Most other loan servicers either do not offer this service or 
severely limit this activity unless you are willing to pay an additional fee. 

 MFS currently has approximately $120 million under loan servicing management.  The upper 
management of Monterey averages 20 years of managing consumer receivables.  

Collection Agency: 

 MFS provides agency services to companies who wish to recover funds which would otherwise 
be charged off. Given that MFS’ collection agency associates are the most experienced in the company, 
a typical MFS collection agency associate has, on average, more than ten years of experience with 
MFS. Collection agency associates have graduated, in most cases, from MFS’ loan servicing or 
consumer finance call centers with proven and consistent performance.  

 Skip Tracing Services are used in all three of MFS’ divisions. The overall formula for reducing 
delinquency and recovering delinquent debt is to maintain updated contact information for each 
account. MFS has always believed that letters alone are not sufficient in collecting payments.  
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 MFS’ collection team is comprised of many experienced collectors in the company and in the 
industry as a whole. While many agencies experience high turnover and constant new-hire training, 
MFS’ collectors have been with the company an average of ten years.  

 Essentially what separates MFS from its competition is:  

 
• MFS hires mostly college graduates with good communication skills, with good credit and are 

well groomed. These three criteria usually ensure it excellent employees.  

• MFS’ average collector has been with MFS for at least 10 years ensuring its expertise. Most 
collection agencies experience high turnover.  

• MFS is one of less than 80 collection agencies nationwide to be approved by the Federal 
Government. 

  MFS’ client base includes several billion-dollar corporations as well as Fortune 500 
corporations. They have used Monterey almost exclusively for their collections.  

Collection Policies: 

  Account representatives are assigned accounts by delinquency status, client, or industry.  
Assigning accounts by delinquency can be done by period (month) or by actual number of day’s 
delinquency.  The further in arrears an account becomes the more difficult it is to contact directly and 
collect.  The more capable account representatives will be responsible for collection of the seriously 
delinquent accounts.  Clients or whole industries will often have unique collection requirements and 
special handling instructions that must be followed.  Account representatives become very familiar with 
MFS’ client list and are aware of the unique situations that exist.  Some clients require a customer 
service, collection approach while others want an assertive approach.  Some clients do not allow 
extensions, reduced payments, discounts to principle, and solicitations for payment in full.  Other 
clients expect these options offered to their customers as a last resort to resolve the delinquency.  MFS 
demands that at all times account representatives exercise good judgment, professionalism, and 
courtesy in dealing with customers, clients, and co-workers.  Its policies are designed to provide its 
clients with the best service and performance possible and are an integral part of its commitment. 

 Account representatives will be personally responsible for a group of accounts each month.  
Collection goals will be established each month based on the delinquency and quality of the portfolio.  
Because account representatives’ performance will be measured, they exert consistent effort every call, 
every day.  Policies and responsibilities will change from time to time as the business expands and as 
the market place changes.  Account representatives are expected to be flexible and exhibit awareness in 
their approach to every function they perform.   

Loan Servicing / Management Agreement 

The Company entered into a Loan Servicing / Management Agreement with MFS, pursuant to 
which the Company engages MFS to be the exclusive provider of certain services for an initial term of 
one (1) year, such term to automatically renew for successive one (1) year terms unless terminated by 
either party upon ninety (90) days’ written notice.  The services provided by MFS include, without 
limitation, all loan processing and funding management, originating, underwriting, servicing and 
collecting Receivables, and full and complete accounting with respect to month year-end financials.  In 
connection with the services performed pursuant to the Loan Servicing/Management Agreement, MFS 
shall be entitled to (i) a flat rate of $3.25 per month for each account serviced by MFS; (ii) a credit card 
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chargeback fee of $5.00 for each credit card payment chargeback or reversal due to customer disputes; 
and (iii) an additional $1.00 for each Form 1098 sent to customers (such rates and fees are subject to 
adjustment, but in no event greater than competitive market rates for like services).  MFS may adjust 
the fees on an annual basis in an amount not to exceed ten percent (10%).  The Company keeps one 
hundred percent (100%) of any late payment, NSF fees or other fees.  The Company is responsible to 
pay or reimburse all credit card merchant fees, privacy fees, sales/broker commissions and other 
transaction costs directly incurred in connection with the purchase of Receivables. 

Each of the Company and MFS has reciprocal indemnification obligations for losses arising out 
of or in connection with such party’s breach of its obligations under the Loan Servicing/Management 
Agreement.  In addition, the Company indemnifies MFS from all losses relating to the origination, 
maintenance, collection or enforcement of its receivables and/or any account, the selection, purchase, 
acceptance or rejection by any customer of any of the services relating to the contracts/accounts.   

Collection Agreement 

The Company and MFS entered into a Collection Agreement, pursuant to which MFS has the 
exclusive right to collect all bad debt and certain other accounts receivable for the Company for a fee 
equal to twenty five percent (25%) of all sums collected.  In addition, MFS is entitled to a $10.00 
processing fee for any account cancelled by the Company prior to the end of the term of the Agreement 
(such rates and fees are subject to adjustment, but in no event greater than competitive market rates for 
like services).  The Collection Agreement has an initial term of one (1) year that automatically renews 
for successive one (1) year terms unless either party notifies the other in writing within 90 days of the 
end of the then-current term. 

Pursuant to the Collection Agreement, MFS has the authority to settle any account with the 
customer for 75% of the then current balance.  In addition, if MFS determines, in its sole discretion, that 
due to the customer’s financial condition, the filing of a lawsuit against customer will not enhance the 
amount of the funds collected, MFS can settle the account for 50% of the then current balance, so long 
as the customer waives all of its rights with respect the applicable account. 

Similar to the Loan Servicing/Management Agreement, the parties have reciprocal 
indemnification obligations for losses arising out of or in connection with such party’s breach of its 
obligations under the Collection Agreement.  In addition, the Company indemnifies MFS from all 
losses relating to the delivery of accounts to MFS for collection which the Company erroneously 
determines to be collectible.   
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DESCRIPTION OF THE COMPANY AND ITS MANAGEMENT 
             
 
Description of Key Personnel  
 
 Shaun Lucas, , President & CEO joined Monterey in 1999 and became Supervisor of the Loan 
Servicing division his first year. After leading the staff to record numbers, he was promoted to the 
Finance Manager in 2000. Shaun has an analytical background, graduating from Idaho State University 
with a degree in biochemistry, and exercised these skills in reviewing portfolios and industries in great 
detail. Shaun was named Director of Finance in 2006 followed by a promotion to Vice President of 
Operations in 2007.  In addition to overseeing the Finance, Loan Servicing and Collection divisions, his 
responsibilities presently include assisting Sales and Marketing with developing new clients and 
maintaining relationships with existing clients. Shaun also directs Monterey’s Client and Support 
Services including the development of a sophisticated credit processing system, which includes an 
instant approval program (O.A.S.I.S.) available 24/7 to Monterey’s clients.  MFS believes that Shaun’s 
history of setting a high standard of expectations for the performance of Monterey’s staff combined 
with his analytical ability is a large part of Monterey’s success. 
 
           John Owens, Executive Vice President, Vice President of Operations, joined Monterey Financial 
in 2008. After demonstrating ability within our Loan Servicing department he was promoted to Loan 
Servicing Supervisor in 2010 and Loan Servicing Manager in 2011. Showing continued dedication to 
improving department efficiency, portfolio performance, and overall client relationships led to John 
becoming Finance Manager in 2013. His high levels of analytics and strategic planning was 
instrumental in overseeing the overall department growth and performance of our Finance division. In 
2015 he was promoted to Operations Manager followed by a promotion to Vice President of Operations 
in 2016. John currently oversees the Finance, Loan Servicing and Collection divisions as well as 
Monterey’s IT department, while also serving as a member of Monterey’s credit committee. His 
leadership in taking initiative to identify and correct issues, improve procedures, and communicate 
effectively with clients and consumers, all while pushing our performance expectations through training 
and mentoring is crucial in Monterey’s current and future success.  
 
 Chris Hughes, Executive Director, graduated from San Diego State University in 1993 with a 
degree in Business Administration and a concentration in Marketing.  Chris joined Monterey Financial 
Services in 1995 in the loan-servicing department and quickly proved himself as a top performer, 
exceeding both personal and company goals.  In 1996, Chris was promoted first to Assistant Manager 
and soon after Manager of Monterey’s Collection Agency.  In the year 2000 he was promoted to Vice 
President of Operations and in 2007 to Executive Vice President where his responsibilities included the 
oversight and executive management of Operations, IT, Human Resources, Cashiering, Accounting, 
and Corporate Legal.  Chris’s ability to demand professionalism and performance while meeting 
Monterey’s clients’ expectations has proven to be a great asset to Monterey’s growth.  Chris’ most 
recent promotion to President, effective January 1, 2013, was a direct result of his hard work and 
leadership within and outside of the company.   

             Lisa Pruitt, Vice President Support and Compliance Officer, joined Monterey in 1998 as the 
Central Processing Manager, handling all applicant underwriting and new account placement for all 
divisions. In 2013, she was promoted to Senior Manager during the merge of Client Services and 
Central Processing, creating the current Client and Support Services division. In 2015 Lisa was 
appointed to manage Monterey partnerships as Compliance Officer, and a year later she was promoted 
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to Vice President of Client Support Services, which in 2018 became Vice President of Support, 
allowing her leadership to expand to Account Services divisions. Lisa’s vast experience and leadership 
of the company’s Compliance Committee are very valuable assets of Monterey. 
 
            Nate Lucas, Vice President of Operations, began his career at Monterey Financial in 2004 in our 
Loan Servicing department. He was quickly promoted to Loan Servicing Supervisor due to his 
performance, and later transferred to our Collection Agency as the Collections Supervisor. In 2006 Nate 
joined Monterey’s Management team, and has since managed all 3 operational divisions. As of 2018 
Nate oversees the Finance, Loan Servicing, and Collections divisions at Monterey, utilizing his 
experience and dedication to performance, quality, and compliance to ensure Monterey’s high standard 
of performance results are met. 
 
 Dave Bultemeier, Controller, CPA, has been with Monterey since 2001. Prior to joining 
Monterey Dave worked for PricewaterhouseCoopers in its audit and tax divisions. In addition to the 
valuable experience he developed working for one of the world’s largest accounting firms, Dave has 
served as corporate Controller and Chief Financial Officer for multiple consumer finance companies. 
Dave graduated with distinction from Indiana University with a degree in Accounting. Dave’s 
responsibilities at MFS include the coordination of all internal financial and audit controls, annual 
financial projections and reporting, budget creation and assessment, and collateral and regulatory 
audits. Dave also fills a key role in the establishment and maintenance of important lender and client 
accounting relationships and is a member of Monterey’s credit committee, providing valuable analytical 
input. 
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HISTORICAL FINANCIAL INFORMATION 
             
 
Overview of Company Performance 
 
 The Company purchased consumer receivables of approximately $27 million and 8,000 accounts 
for an average contract balance of $3,200 from more than 100 different businesses during the twelve 
(12) ending December 31, 2018.  Cash collected on these accounts for 2018 was $23 million or 85% of 
total purchases. 

As of December 31, 2018, the Company owned approximately $29 million or 10,000 accounts with an 
average balance of $2,900.  Unearned discount (future) income from these accounts is $2.7 million with 
reserves for future losses of $3.9 million (13%).  Greater than 60 day delinquency is only 4.2%.  The 
average remaining term for these contracts is 29 months and the average consumer contract interest rate 
is 13%, meaning potentially $4.6 million of interest may be collected, in addition to the approximately 
$29 million of outstanding balances. 

 With approximately $19 million of Company notes issued as of December 31, 2018, $29 million of 
receivables outstanding, plus approximately $4.6 million of potential interest collections, the notes are 
collateralized at 177% of note face value. 

Company Balance Sheet - Line Item Descriptions 

 The Company formed as a limited liability company on October 10, 2012, and commenced 
operations in December, 2012, so comparative financial statements are not presented.  The Company 
commenced external financial audits with the year ending December 31, 2013.  The following is the 
December 31, 2018 unaudited balance sheet for the Company with detailed descriptions of major line items: 
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MONTEREY RECEIVABLES FUNDING, LLC 
Balance Sheet 

December 31, 2018 
ASSETS 

        
 

CASH 
   

 
   Cash 

 
$647,069 

 
 

Due To Client 
 

                  407,404 
 

 
TOTAL CASH 

  

                                    
1,054,473  

     
 

CONTRACTS RECEIVABLE 
  

 
   Contracts Receivable 28,717,215 

 
 

   Unearned Discount (2,675,458) 
 

 
NET CONTRACTS RECEIVABLE 

 
26,041,757  

     
 

OTHER RECEIVABLES 
  

 
   Interest Receivable & Prepaid Expense 

 
287,750  

 
TOTAL ASSETS 

  
$27,383,980 

     LIABILITIES 
        

 
ACCOUNTS PAYABLE & ACCRUED EXPENSES 

 
 

   Accounts Payable $0 
 

 
   Contingent Interest 

 
121,997 

     Accrued Salary 70,319  
    Accrued Interest 120,607  

 
   Deferred Revenue 0 

 
 

TOTAL A/P & ACCRUED EXP. 
 

312,923  
     
 

CLIENT RESERVES (HOLDBACKS) 
 

3,907,124  
     
 

TOTAL NOTES PAYABLE 
 

19,030,000 
     
 

TOTAL LIABILITIES 
  

23,250,047  
     EQUITY 

   

 
   Members’ Equity  

                                  
3,196,894    

 
 

   Issued Common Units 7,524  
 

 
   Net Income / (Loss) 2,546,671  

     Shareholder distributions (1,619,631)  
    Treasury Units  2,475  

 
TOTAL EQUITY 

  
4,133,933  

 
TOTAL LIABILITIES AND EQUITY 

 
$27,383,980 
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Notes: 

 Cash:   Excess cash is deployed to purchase contracts and is replenished through significant monthly 
cash flow from monthly payments from consumer monthly installment contracts and issuance of additional 
notes secured by these contracts.  A cash balance is maintained for contract purchases, operating expenses, 
potential note redemptions and member tax distributions. 

 Contracts receivable.  The Company owns approximately $29 million consumer installment 
contracts with an average balance of $2,900, average remaining term of 29 months and average interest rate of 
13%, resulting in $4.6 million of potential interest that may be collected, in addition to the $29 million current 
receivables balance.  $2.7 million of Unearned Discount is recognized as income over the remaining term of 
purchased contracts. 

 Interest receivable.  This entry reflects the interest accrued but not yet collected for consumer retail 
installment contracts. 

Liabilities 

 Accounts payable.  Vendors are paid currently because operating expenses are minimal compared to 
monthly cash received from consumer installment contracts.  Any balance is for vendor invoices applicable to 
the current month received after month end. 

 Accrued interest.  This balance is the interest due noteholders for the current month paid on the 15th 
of the following month. 

 Contingent interest.  This entry reflects the 10% or 20% profit paid to the investors (excluding Class 
A-2 8% Notes) after year end accrued and expensed monthly, calculated on monthly net income. 

  Client Reserves.  This entry reflects reductions in contract purchase price (aka holdbacks) that are 
held to cover potential contract defaults.  Excess reserves are either refunded to the client or recognized as 
income to the Company, depending on the contractual arrangement between the Company and the client. 

  Notes Payable.  This entry reflects amounts owed to the Company investors that range in size from 
$50,000 to $1 million each.  There are approximately 160 notes issued totaling $19 million dollars.  These 
notes are collateralized by the $29 million in contracts receivable, plus additional potential $4.6 million in 
future interest collections.  Minimum and maximum note balances are for economy of scale/efficiency and to 
avoid an unusually large potential redemption to any one investor. 

Equity 

  Members Equity:  This balance reflects $10.7 million net income from 2012 through 2018 minus 
member distributions of $6.6 million, with the Company commencing operations in December, 2012. 

  Issued Common Stock.  The Company is privately held by a limited number of members, all of which 
are also members, directors or executives of MFS. 

  Member Distributions.  Since the Company is a limited liability company (LLC), taxable 
income is passed through to the members and members are distributed quarterly estimates of taxes resulting 
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from the LLC’s taxable income.  At the members discretion and when deemed appropriate,  members may 
take profit distributions. 
 

Company Income Statement - Line Item Descriptions 

 The following is the December 31, 2018 unaudited income statement for the Company with detailed 
descriptions of major line items: 

MONTEREY RECEIVABLES FUNDING, LLC 
Income Statement 

For the Twelve Months Ended December 31, 2018 
 

      

 

Current 
Month 

Monthly 
% YTD 

YTD 
% 

INCOME 
        Finance Income $723,474 94%   $4,677,885 86% 

   Finance - Late Charges 5,696 1% 86,000  2% 
   Finance - Other Fees 17,210 2% 238,682 4% 
   Finance - NSF Fees 7,882  1% 126,248 2% 
   Finance - Set Up Fees 112  0% 2,281 0% 
   Buyback Fees 4,790  1% 64,234 1% 
   Collection Income 10,964  1% 248,085  5% 
   Other Income 

 
1,597 0% 15,034  0% 

TOTAL INCOME 
 

771,725  100% 5,458,449  100% 

      EXPENSES 
     

   Accounting 
 

                     
1,917   0% 23,000 0% 

   Credit Card Discount 19,755 3% 262,960  5% 
   Interest Expense 134,325  19% 1,634,909  30% 
   Legal 

 
                      0%   0% 

   Salary Expense 70,319                    9% 365,626  7% 
   Servicing Fees 34,037  4% 454,275 8% 
   Permits/Licenses/Fees                      0% 

 
0% 

   Sales Commissions 9,421 1%  158,418 3% 
TOTAL EXPENSES 269,774 35%   2,899,188  53% 

    
  

 INCOME FROM OPERATIONS 501,951 65% 2,559,261  47% 

         State Income Taxes                              0% 12,590 0% 
NET INCOME / (LOSS) $501,951 65% $2,546,671 47% 
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Notes: 

Revenue 

 Finance Income.  This amount reflects income from the initial discount charged a business when 
the Company purchases consumer installment contracts.  The discount is recognized as income over the 
term of the contract, not at the point of purchase.  Monthly consumer contract interest earned averaging 
13% is also included in this line item.  Interest income is affected by (i) the principal balance of its loan 
portfolio, (ii) the average APR of its loan portfolio, and (iii) the payment performance by our borrowers 
on their loans. 

 Finance late charges, pay by phone, NSF Fees.  This amount reflects fees assessed by the Company 
and collected from consumers. 

 Buy-back fees.  This fee is paid by the seller of contracts to the Company when a contract fails to 
perform and the seller is contractually obligated to replace (“buyback”) the contract through recourse 
arrangements included in the written agreement between the Company and contract seller.  

              Collection Income.  This amount is recovery on contracts previously charged off to MFS’s collection 
agency on which amounts have now been collected.   

Expenses 

 Credit card discount.  This amount reflects fees that Visa, MasterCard, American Express and 
Discover assess the Company for processing monthly consumer installment payments. 

 Interest.  This amount includes both the monthly interest paid to noteholders and monthly accrual of 
noteholders’ 10% or 20% profit participation (“contingent interest”) paid annually. 

 Servicing fees. Since the Company is only a holding company, MFS performs all monthly loan 
servicing for the Company and charges $3.25 per account for these services.  Services include collection 
efforts, payment deposits, accounting, client and consumer due diligence, etc. 

 Sales Commissions – Independent Contractors.  This entry reflects commissions paid to external 
brokers for identifying and introducing businesses that sell contracts to the Company. 

Liquidity and Capital Resources of the Company 

 The term “liquidity” refers to the Company’s ability to generate adequate amounts of cash to 
fund its operations, including portfolio purchases, operating expenses and distributions for member tax 
payments. Historically, the Company has generated working capital primarily from cash collections on 
its portfolios of consumer receivables in excess of the cash collections required to make principal and 
interest payments on its debt and operating expenses. On December 31, 2018, the Company held 
$647,068 in cash and zero accounts payable. Management believes that cash flow generated from this 
Offering and consumer contracts will be sufficient to finance operations.  Cash flow generated from 
consumer contracts was approximately $23 million for the twelve (12) months ending December 31, 
2018.  
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MFS’ Financial Information 

 The following discussion and analysis of MFS’ financial condition and results of operations should 
be read in conjunction with MFS’ audited consolidated financial statements and related notes that are 
available on request. In addition to historical financial information, the following discussion contains forward-
looking statements that reflect MFS’ plans, estimates, and beliefs. MFS’ actual results could differ materially 
from those discussed in the forward-looking statements. Factors that could cause or contribute to these 
differences include those discussed below and elsewhere in this offering memorandum, particularly in “Risk 
Factors” and “Forward-Looking Statements.” 

Overview 

 MFS is one of the leading loan servicers, collection agencies and consumer financing companies in 
the U.S.  It provides its clients one integrated receivable management organization with a comprehensive end-
to-end solution for their receivable management needs.  MFS provides loan servicing to 60,000 accounts 
representing $120 million, its collection agency includes over 500,000 accounts exceeding $800 million, 
collects approximately 23,000 purchased accounts totaling $63 million and performs back-up servicing for 
500 accounts totaling $1 million. 

 During the twelve months ended December 31, 2018, MFS and its affiliates purchased over $60 
million contracts, placed over $100 million contracts in loan servicing and placed $113 million contracts in its 
collection agency. 

 Over the past thirty (30) years, MFS has developed an integrated business model that consists of 
client due diligence, contract underwriting, loan financing, loan servicing and bad debt collections. MFS 
believes that its model enables it to operate successfully in the underserved secondary financing market 

 MFS operates in large and highly fragmented financing markets. Within this market, MFS caters to 
customers who have the income necessary to complete their monthly installment payments, but may not 
qualify for financing from traditional third-party sources.  

Access to funding 

 MFS provides financing to its clients to facilitate their cash flow needs and business expansion.  
Historically, MFS has relied upon large commercial lenders with expertise in the consumer finance 
industry, as well as subordinated debt provided by individuals, albeit at a higher cost of funds. 

 MFS also acquires bulk receivables at auction.  In November 2006, MFS completed an auction 
transaction which was collateralized by approximately $12 million of finance receivables from the largest 
independent furniture chain in Chicago.  In April, 2008, MFS acquired at auction $18 million of receivables 
from the third largest jewelry retailer in the U.S.  

 MFS currently has a $30 million credit facility with Wells Fargo plus investment partner alliances 
committed to handle bulk receivable purchases up to $100 million.  

MFS Balance Sheet – Five Year Comparisons 

 Since the Company has limited operating experience and MFS’ finance division is identical to the 
Company and is managed by the same management team, the following are five year financial statement 
comparisons for MFS.  MFS’ financial statements have been audited since 1994 and these audit reports are 
available upon request. 
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MONTEREY FINANCIAL SERVICES, LLC 
   BALANCE 

SHEETS 
     

             

                   
Dollars in Thousands (000's) 

    
                   

      
             

 
2014 2015 2016 2017 2018              

                   
ASSETS 

                  
Cash 9  1,465  513  444  348               
Contracts Rec. 42,840  37,910  26,956  21,282  24,479               
Other Rec. 922  900  786  674  850               
Prepaid & Other 108  105  106  94  72               
     Total 43,879  40,380  28,361  22,494  25,749               

                   
Fixed assets 2,918  3,039  3,086  3,123  3,324               
Depreciation (2,674) (2,803) (2,920) (2,995) (3,076)              
     Net fixed 244  236  166  128  248               

                   
Total Assets 44,123  40,616  28,527  22,622  25,997               

      
             

                   
LIABILITIES & EQUITY 

    A/P & Accrued 
Liab. 692  680  763  740  656               
     Total Current 
Liab. 692  680  763  740  656               

                   
Holdbacks 9,355  6,681  5,244  4,038  4,273               
Line of Credit 24,864  22,292  12,263  7,510  11,831               
Investment Banker 0  0  0  0  0               
Long-Term Debt 0  0  0  0  0               
Notes Payable 6,059  5,800  4,275  3,775  2,600               Total Long-term 
Debt 40,278  34,773  21,782  15,323  18,704               

                   
Total Liab. 40,970  35,453  22,545  16,063  19,360               

                   
Common Stock 274  274  274  274  274               
Treasury Stock (4,940) (4,940) (4,940) (4,940) (4,940)              
Retained Earnings 7,819  9,829  10,648  11,226  11,303               
Total Equity 3,153  5,163  5,982  6,560  6,637               

                   
Total Liab. & 
Equity 44,123  40,616  28,527  22,622  25,997               
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Notes: 

Assets 

 Cash.  A cash balance is maintained primarily for contract purchases and accumulates from monthly 
collections from MFS’ Loan Servicing and Collection Agency business divisions. 

   Contracts receivable.  MFS has maintained a substantial consumer finance receivable portfolio of $21 
million to $43 million over the past five years.               

            Other receivables.  Other receivables are comprised primarily of interest due from consumers and 
monthly fees due from Loan Servicing and Collection Agency clients (businesses).    

              Fixed assets.  Fixed assets consist primarily of technical enhancements by MFS, including computer 
hardware and proprietary software, automated phone systems and scanning systems. 

Liabilities 

 Accounts payable and accrued expenses.  This line item is comprised of approximately one dozen 
accrual line items to maintain MFS’ financial statements on an accrual/GAAP basis.   

 Holdbacks.  This amount reflects reserves that reduced the purchase price of contracts (aka 
holdbacks) that are held to cover potential consumer contract defaults.  Excess reserves are either refunded to 
the client or recognized as income to MFS, depending on the contractual arrangement between MFS and the 
client. 

 Line of Credit.  This entry reflects Wells Fargo’s credit facility and fluctuates with the amount of 
contracts receivable MFS purchases. 

 Notes payable.  This entry reflects approximately 25 notes due to individual investors, similar to 
notes payable issued by the Company.  These notes are subordinated to Wells Fargo Bank and fluctuate with 
MFS’ need for financing contracts that may not conform withWells Fargo’s loan covenants. 

Equity 

 Common stock and treasury stock.  MFS is privately held by a limited number of shareholders, all of 
which are also members of the Company.  MFS bought out a large shareholder in 2014, causing an increase in 
treasury stock.   

 Retained earnings.  This entry reflects the result of accumulated net income, but is reduced by 
approximately 50% for shareholder distributions to cover shareholder tax liabilities.  MFS is an LLC, so 
taxable income is passed through to shareholders.   
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MFS income statements – five year comparisons 

The following are five year financial statement comparisons for MFS: 

MONTEREY FINANCIAL SERVICES, LLC 
   INCOME STATEMENT 

                  

                   
Dollars in Thousands (000's) 

    
                   

      
             

 
2014 2015 2016 2017 2018              

                   
Revenue 17,806  18,136  16,845  19,513  16,987               
  

                  
Total COGS 0  0  0  0  0               
Gross profit 17,806  18,136  16,845  19,513  16,987               
Gross Margin % 100% 100% 100% 100% 100%              

                   
SG&A 14,199  13,294  13,599  15,418  14,610               

                   
EBITDA 3,607  4,842  3,246  4,095  2,376               
EBITDA Margin 20.3% 26.7% 19.3% 21.0% 14.0%              

                     Depr., Amort. & 
Goodwill 125  128  119  74  80               
Total Non-Cash 
Expenses 125  128  119  74  80               

                   
EBIT 3,482  4,714  3,127  4,021  2,296               
EBIT Margin 19.6% 26.0% 18.6% 20.6% 13.5%              

                   
Interest Expense 1,211  1,721  1,163  1,661  978               
Pre-tax Income 2,271  2,993  1,964  2,360  1,318               

                   
Income Taxes 79  102  21  13  13               

                   
Net Income 2,191  2,891  1,943  2,347  1,305                
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Revenue 

 Revenue is comprised of income from MFS’ three business divisions:  Finance, Loan Servicing and 
Collection Agency.  Revenue fluctuates with the amount of receivables purchased and placed with MFS for 
loan serving and collections.  Steady revenue increases were due to growth in all three business divisions in 
multiple industries. 

Expenses 

 MFS’ largest SG&A expense line items are compensation, employee benefits and credit card fees, 
which, when combined, comprised approximately 61% of total MFS’s year 2017 expenses.   

Interest expense 

 Interest expense is comprised of interest due to Wells Fargo’s credit line and individual noteholders.  
Interest varies with the amount of consumer installment receivables purchased.  

Net income 

 Subsequent years’ increase in net income was due to increased efficiency through automation and 
growth in MFS’ three receivables business divisions. 
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MFS 2018 financial statements 

 MFS’s 2018 revenue was $17 million and net income $1.3 million. 

 Historically, MFS has acquired consumer receivable portfolios with purchase prices ranging from 
35% to 80% of face amounts.  MFS’ consumer receivable purchases for year 2018 was $30 million for 
approximately 8,000 contracts.  A five year comparison of MFS’ finance portfolio follows: 

 
MONTEREY FINANCIAL SERVICES, LLC 

   
 

FINANCE NOTES RECEIVABLE (000's) 
   

             

  
2014 2015 2016 2017 2018       

             

 
New Business: 

           

 
Amount $65,744  $46,769  $21,697  $46,485  $29,656        

 

Number of 
accounts 22,146  14,771  5,493  16,240  7,880        

 
Average balance $2,969  $3,166  $3,950  $2,862  $3,763        

             

 

Notes 
Receivable: 

     
      

 
Outstanding $48,021  $41,438  $29,157  $23,337  $27,544        

 
Unearned Income ($4,699) ($3,528) ($2,201) ($2,055) ($3,065)       

 
Reserves ($9,355) ($6,681) ($5,244) ($4,038) ($4,273)       

  
$33,967  $31,229  $21,713  $17,245  $20,206        

             

 
Collections: 

           

 
Amount $37,404  $39,375  $25,734  $31,182  $18,390        

 
Percentage 78% 95% 88% 134% 67%       

             

 

Number of 
accounts 18,980  16,973  10,174  10,022  10,356        

 

Delinquency >60 
days 5.5% 8.2% 4.4% 9.1% 4.5%       

             

 
Average: 

           

 
Contract balance $2,530  $2,441  $2,866  $2,329  $2,254        

 
Months to maturity 30  27  29  25  28        

 
Interest Rate 12% 13% 12% 10% 11%       

 

 

 
     

 
    

 
      

 
      

 
      

 
      

MFS maintained capacity for purchasing hundreds of thousands of contracts annually for the past five 
years.    MFS has undergone financial audits since 1994 and has undergone internal controls audits (aka 
SAS 70 or SSAE 16 SOC 1 Type 2 audits) since 2004.  These audits are available upon request. 
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 MFS’ maintains reserves of $4.3 million and unearned income of $3.1 million against $28 
million of receivables (combined 26%).  

 Due to MFS’ focus on collections, 67% to 134% of the outstanding receivable balance has been 
collected annually and over 60 day delinquency has been maintained at 9.1% or below.  

 Early payoffs enhance MFS’ cash flow because the full outstanding balance is received early in 
the term of the contract and the initial purchase price of the contract is discounted below the principal 
balance.  MFS usually has recourse to the business selling contracts for replacement contracts if the 
seller cancels the contract or the contract defaults early in its term.  In addition, MFS usually requires 
clients to place contracts in its loan servicing division as additional collateral and the current dollar 
amount of these contracts are nine figures.  

 MFS’ average contract balance has increased from $2,969 to $3,763 due to growth away from 
smaller balance contracts.  Average consumer contract interest rates have maintained between 10% and 
13%.  With an average interest rate of 11% as of December 31, 2018, MFS can potentially collect $3.6 
million of interest in addition to the $28 million balance of contracts outstanding. 

MFS’ Loan Portfolio 

 MFS actively monitors its portfolio performance and the credit grade mix of contract purchases. Its 
proprietary credit grading system segments its customers into several credit grades. MFS controls the grade 
mix of contract purchases through the terms provided to its customers, which are established centrally by its 
management team, and applied consistently to all clients. MFS has higher minimum down payments and 
lower maximum installment payments for its lower credit grade customers, resulting in lower default rates for 
its lower credit grade customers. Due to the fact that its loans have a relatively short average duration, MFS is 
able to closely monitor credit trends and make appropriate adjustments to the both the grade mix and pricing 
of its contract purchases. 

 MFS’ portfolio to date turns over rapidly to help reduce the risk of the consumer defaulting. 

MFS’ Collection and Operating Expenses 

Monitoring and Collections 

 MFS seeks to minimize credit losses by carefully monitoring its portfolio of finance receivables. 
After completing a purchase, each loan is automatically added to its comprehensive receivables system. Its 
proprietary collection system was developed specifically for consumer finance receivables and provides it the 
transparency and tools necessary to effectively and efficiently service its loan portfolios.  MFS sets daily 
queues of delinquent accounts for each collector to manage based on the customer’s delinquency status.  
MFS also utilizes an automated dialer and messaging system to enhance collection efficiency. 

 Accounts greater than 60 days past due (i.e., “back-end’’ collections) are assigned to MFS’ collection 
agency located in the same building. Recovery, bankruptcy, payment processing, cash balancing, customer 
service, quality assurance, contract verification, as well as its call center, and administration functions are all 
performed onsite at its centralized Oceanside, CA facility. 

Integrated Information Systems 

 MFS manages the operations of its purchased receivables, loan servicing center, collection agency 
and its accounting and reporting functions with a single, integrated information system. When MFS purchases 
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a contract, its staff records the purchase in its system, and the system adds the contract to its receivable 
database and makes the appropriate accounting entries.  MFS uses both local and wide-area data and voice 
communication networks that allow it to account for all purchase and sale activity centrally and to service 
large volumes of contracts from its centralized collections facilities. MFS also has internally developed 
comprehensive databases and management tools, including credit scoring models, static pool analyses, and 
predictive modeling to set receivable acquisition and underwriting guidelines, categorize and price contract 
purchases, establish collection strategies, and monitor underwriting effectiveness. 

 MFS’ systems and databases are maintained in secured data centers. Its data centers are configured 
with redundant power, cooling, and network access. Fire protection systems, including passive and active 
design elements, are installed. MFS utilizes multiple backup systems in an effort to ensure uninterruptible 
power. Its network features multiple wide area network connections using a redundant routing architecture 
and multiple access points to public networks. 

 Systems and databases are configured for high availability and disaster recovery. High availability is 
achieved through the use of server and database clustering and redundancy at multiple hardware layers. MFS 
backs up all of its databases and systems on a regular basis. It leverages a blended data duplication disk 
backup and traditional tape backup strategy that supports rapid data recovery. Tape backups are stored in a 
secure offsite location. Critical systems are attached to a storage area network and data replication is in place 
across data centers. Server virtualization technology is utilized to improve the efficiency and availability of 
resources and applications. MFS has a comprehensive disaster recovery plan in place to cover intermittent or 
extended periods of interruption in one or more of its critical systems. MFS tests its disaster recovery on a 
monthly basis. 

Critical Accounting Policies 

 The discussion and analysis of its financial condition and results of operations are based upon its 
consolidated financial statements, which have been prepared in accordance with United States generally 
accepted accounting principles. The preparation of these financial statements requires management to make 
estimates and judgments that affect the reported amounts of assets and liabilities, revenue and expenses, and 
related disclosures of contingent assets and liabilities at the date of its financial statements. Actual results may 
differ from these estimates under different assumptions or conditions, impacting its reported results of 
operations and financial condition. 

 Certain accounting policies involve significant judgments and assumptions by management, which 
have a material impact on the carrying value of assets and liabilities and the recognition of income and 
expenses. Management considers these accounting policies to be critical accounting policies. The estimates 
and assumptions used by management are based on historical experience and other factors, which are 
believed to be reasonable under the circumstances. The significant accounting policies which it believes are 
the most critical to aid in fully understanding and evaluating its reported financial results are described below. 

Contracts receivable and revenue recognition 

 Contracts receivable consist of consumer accounts receivable that the Company and MFS have 
purchased at a discount. The Company and MFS record these receivables at the principal amount of the 
outstanding contract. The principal balance, less a purchase discount and holdback amount, is paid in 
cash to the client at the time of purchase. The discount is reflected as deferred income and is recognized 
as income over the remaining life of the contract using the effective interest method. 
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Reserve for credit losses 

 For all accounts purchased, the Company and MFS hold back a portion of the purchase price to 
absorb future potential credit losses. When collection of a contract’s balance is determined to be doubtful, 
generally 60 days past due on the basis of contractual terms, accrual of interest is discontinued and the 
account is offset against the holdback reserve. Discount income recognized and uncollected on 
nonperforming contracts is reversed at the time of offset to client  holdbacks and are refunded in 
accordance with contract terms, which generally require holdbacks to be retained by the Company and 
MFS until contracts default or periodic reviews conclude that excess reserves exist. 

 Through historical experience and an evaluation of current economic conditions, management 
considers such holdbacks to be adequate to absorb currently anticipated credit losses. 

 Although it is reasonably possible that events or circumstances could occur in the future that are not 
presently foreseen, which could cause actual credit losses to be materially different from the recorded reserve 
for credit losses, it believes that it has given appropriate consideration to the relevant factors and have made 
reasonable assumptions in determining the level of the reserves. Its credit and underwriting policies and 
adherence to such policies and the execution of collections processes have a significant impact on collection 
results, as well as the economy as a whole. Changes to the economy, unemployment, and collections and 
recovery processes could materially affect its reported results. 

Interest expense 

 As a result of the issuance of the notes offered herein, the Company expects weighted average cost 
of funds will average between 6% and 8%.  Additional noteholder 10% or 20% net income participation 
(“contingent interest”) is also included and may increase cost of funds and noteholder returns from 8% to 
12%. 

Member and Shareholder distributions 

 The Company and MFS make significant distributions to members and shareholders since the 
Company’s formation as an LLC on October 10, 2012 and MFS’ election as an LLC on October 1, 2015. 
Income from the LLC’s flow through to the individual members and shareholders, who report income/losses 
on their individual income tax returns. The Company and MFS have made distributions to members and 
shareholders to fund taxes paid by the shareholders resulting from income of the Company and MFS, 
respectively.  
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CAPITALIZATION 
             
 
Equity: 

 The Company is a privately held limited liability company formed on October 10, 2012 in Delaware 
and is owned by a limited number of members, all of which are also shareholders, directors or executives of 
MFS.   

 Since the Company is a limited liability company (LLC), taxable income is passed through to the 
members and the members are distributed quarterly estimates for tax liability resulting from the LLC’s 
taxable income. 

 The Company is wholly owned by Monterey Financial Holdings, LLC. 

Debt: 

 As of December 31, 2018, approximately 1600 Secured Class A, A-1, Class A-2, B and B-1 notes for 
approximately $19 million have been issued by the Company.  These notes are secured by $29 million in 
outstanding consumer retail installment receivables, plus, at 13% average interest, there is an additional $4.6 
million of future potential interest income.  Interest is payable monthly to noteholders on the 15th of the 
following month, plus 10% or 20% of net income is payable to noteholders annually (excluding Class A-2 8% 
Notes) as “Contingent Interest” prior February 15th of the following year. 

 Class A and B notes were issued with an initial $5 million offering dated December, 2012, which 
quickly reached the offering maximum by June 2013.  Class A-1, B-1 and A-2 notes were issued with an 
additional $50 million offering dated July 2013, of which approximately $18 million of notes were issued as 
of December 31, 2018.  Individual note principal balances vary from $50,000 to $1 million.  The Company 
has placed a $1 million maximum limit on future individual notes.  

 Class B and B-1 notes are subordinated to Class A, A-1 and A-2 notes.  Class A and A-1 notes are 
paid 6% interest, Class B and B-1 notes are paid 7% interest and Class A-2 Notes are paid 8% interest. The 
weighted average interest rate for all notes is currently 7.5%.  All notes are issued for a one year term with 
automatic annual renewals, unless 90 days prior written notice is provided to the Company.  There are 
currently $13 million in Class A, A-1 and A-2 notes outstanding (68%) and $6 million of Class B and B-1 
notes outstanding (32%). 

 Current Class A-1 and Class B-1 notes will be rolled over into this offering.  Company receivables 
are not segregated by note Class, although the Company, MFS and MFS third party receivables are 
segregated.  No more than 20% of all the Company outstanding notes can be redeemed in one year. 
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RELATED PARTY TRANSACTIONS AND CONFLICTS OF INTEREST 
             

 

The Company and MFS are under common control.  Specifically, the members, managers and 
officers of the Company are the same shareholders, directors and officers of MFS.  The Company’s 
managers and officers initially own one hundred percent (100%) of the outstanding equity interests of 
the Company.  Accordingly, MFS’ directors and officers have the ability to control the Company and 
direct its affairs and business both as managers/officers and as members.   

These managers and officers owe fiduciary duties to the Company but have also made equity 
investments in the Company.  In addition, these managers and officers may choose to purchase Notes 
on the same terms and conditions as other purchasers.  This creates the potential that, in making 
decisions for the Company, the Company’s directors and officers will be influenced by (i) their equity 
position in the Company and (ii) the Notes (if any) they purchase. 

In addition, the principals of the Company also provide services to MFS, an entity with 
objectives similar to the Company.  While the receivables acquired by the Company will be segregated 
from any receivables acquired by MFS or any third party, in the event both the Company and MFS 
purchase receivables from the same portfolio, receivables will be distributed in a random and fair 
manner as to term, interest, credit, and other relevant factors at the Company’s and MFS’ discretion. 

The Company was formed as a financial vehicle to purchase consumer retail installment 
receivables of the type purchased by MFS.  The Company has no operations and will serve solely as a 
means to provide capital to finance the purchase of such receivables.  The Company will contract with 
MFS to (i) perform all servicing with respect to the receivables pursuant to the terms of a Loan 
Servicing / Management Agreement, the terms of which are described in this memorandum; and 
(ii) collect all bad debt with respect to the receivables pursuant to the terms of a Collection Agreement, 
the terms of which are described in this memorandum. For more information on conflicts of interest, see 
the risk factor entitled “Certain Members of the Board of Managers and/or Officers of the Company 
May have Interests that Compete with those of the Company”   
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RISK FACTORS 
             
 
THE FOLLOWING CONTAINS A DESCRIPTION OF SOME OF THE MATERIAL RISKS 
RELATED TO THE COMPANY AND AN INVESTMENT THEREIN.  EACH INVESTOR 
SHOULD CAREFULLY CONSIDER THE RISKS DESCRIBED BELOW TOGETHER WITH ALL 
OF THE OTHER INFORMATION INCLUDED IN THIS PACKAGE BEFORE MAKING AN 
INVESTMENT DECISION.  THE RISKS AND UNCERTAINTIES DESCRIBED BELOW ARE 
NOT THE ONLY RISKS AND UNCERTAINTIES FACED BY THE COMPANY.  IF ANY OF THE 
FOLLOWING RISKS OR UNCERTAINTIES ACTUALLY OCCURS, THE COMPANY’S 
BUSINESS, FINANCIAL CONDITION OR RESULTS OF OPERATIONS COULD SUFFER. 

RISKS RELATED TO THE FINANCING 

The Company is offering the Notes through Rule 506(c) of Regulation D (the 
“Exemption”).  As the Exemption has only been recently enacted and may be subject to 
subsequent amendment or modification, there can be no assurance that the Company will fully 
comply with the Exemption.  The Company is relying upon an exemption from registration of the 
Notes with the SEC in reliance upon Rule 506(c), which became effective September 23, 2013.  Under 
the Exemption, issuers can offer securities through means of general solicitation, provided that: (a) all 
purchasers in the offering are accredited investors, (b) the issuer takes reasonable steps to verify their 
accredited investor status, and (c) certain other conditions in Regulation D are satisfied.  Issuers 
wishing to engage in general solicitation also need to take “reasonable steps” to verify the accredited 
investor status of purchasers.  The SEC has proposed various rules which could make the Company’s 
compliance with the Exemption difficult, including a proposal to require companies to file an advance 
notice on a “Form D” with the SEC fifteen (15) days prior to engaging in general solicitation in reliance 
with the Exemption.  The SEC has also proposed amending Rule 507 of Regulation D to disqualify an 
issuer from relying on Rule 506 for one (1) year for future offerings if the issuer, or any predecessor or 
affiliate of the issuer, did not comply, within the last five (5) years, with all of the Form D filing 
requirements in a Rule 506 offering.  In the event that the SEC determines that the Offering was not in 
compliance with the Exemption and, among other things, bans the Company from future offerings 
either in reliance on the Exemption or otherwise under the existing or proposed rules under 
Regulation D, such an event would have a material adverse effect on the Company, the Notes, and the 
Company’s ability to raise additional funds and maintain operations. 

There is no public market for the Notes, and the Notes are subject to substantial 
restrictions on transferability.  There is no public market for the Notes and no equity interests of the 
Company are currently registered under the Securities Act or the securities laws of any jurisdiction.  
The Notes are being offered and sold pursuant to an exemption from the registration requirements of the 
Securities Act provided by Section 4(2) of the Securities Act and Rule 506(c) of Regulation D 
promulgated thereunder.  The Notes will be “restricted securities” as that term is defined in Rule 144 of 
Regulation D and, accordingly, may not be resold or otherwise transferred unless such Notes are 
registered under the Securities Act and the securities laws of any other appropriate jurisdiction, unless 
exemptions from such registration requirements are available.  Additionally, the Notes will contain 
significant restrictions on transferability.  Accordingly, purchasers of Notes may be unable to liquidate 
an investment in the Notes, and therefore should be able to bear the economic risk of an investment in 
the Notes for an indefinite period and to withstand a total loss of investment.  These restrictions on the 
transferability of the Notes make an investment in the Notes extremely illiquid. 
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The Board of Managers of the Company will control the Company and its decision-
making process.  Pursuant to the terms of the LLC Agreement, the Board of Managers will have broad 
discretion in the management of the Company.  Without limiting the generality of the foregoing, the 
business, investment decisions, property and affairs of the Company will be governed by, and all 
powers of the Company exercised by, or under the direction of, the Board of Managers of the Company.  
Therefore, the members of the Company, in their capacities as such, will have no part in the 
management of the Company or the decisions its Board of Managers make.  Furthermore, MFS will 
have control over all of the servicing of the Company’s receivables pursuant to the terms of the 
Collection Agreement and the Loan Servicing / Management Agreement. 

This is a Best Efforts Offering and the Company will only be able to Purchase Consumer 
Debt as Notes are Sold.  The Company may conduct its initial closing of Notes sold as soon as the 
Company has received commitments to sell Notes in the principal amount of $500,000.  However, there 
can be no assurance that all of the Notes will be sold.  As Notes are sold, the Company will use all or a 
portion of the proceeds to purchase receivables.  The Company’s success directly depends, among other 
things, the amount of receivables it purchases.  The Company may not raise funds to purchase a 
substantial amount of receivables, which may materially adversely affect the Company’s ability to 
repay the principal amount of the Notes and any accrued interest thereon. 

The Company’s Ability to Satisfy its Obligations under the Notes Depends on Many 
Factors Beyond its Control.  The Company’s ability to pay the principal of and interest on the Notes 
depends on the ability of MFS to service and collect the Company’s receivables.  MFS’ ability to 
collect the receivables may be impacted by prevailing economic conditions, financial, business, 
legislative and regulatory factors and other factors beyond the Company’s or MFS’ control.  There can 
be no assurance that MFS will be able to collect on the Company’s receivables, that the consumers on 
such receivables will not dispute the debt or that all or any portion of the Company’s portfolio becomes 
bad debt.  If MFS is unable to collect on the Company’s receivables for any reason, the Company may 
not be able to satisfy its obligations under the Notes.  The Company does not have any other assets on 
its balance sheet to satisfy its obligations under the Notes.  In such an event, the obligations under the 
Class B-1 Notes would be at risk first, and then the obligations under the Class A-1 Notes.   

Subordination – The Right to Receive Payment on the Class B-1 Notes is Junior to All of 
the Company’s Obligations on the Class A-1 and A-2 Notes.  All Class B-1 Notes will be junior in 
right of payment to the holders of Class A-1 and A-2 Notes.  As such, no payment shall be made on the 
Class B-1 Notes unless and until all payments then due and owning with respect to the Class A-1 and 
A-2 Notes have been paid in full.  For the avoidance of any doubt, payments due under the Class A-1 
Notes Class B-1 Notes and Class A-2 Notes are made concurrently unless there is a payment default 
under the Class A-1 or Class A-2 Notes, at which time no payments would be made on the Class B-1 
Notes until all defaults under the Class A-1 and Class A-2 Notes are cured.  In the event that the 
Company is declared bankrupt, becomes insolvent or is liquidated or reorganized, obligations under the 
Class A-1 and A-2 Notes will be entitled to be paid in full from the Company’s assets before any 
payment may be made with respect to the Class B-1 Notes.  In any of the foregoing events, there can be 
no assurance that the Company will have sufficient assets to pay amounts due on the Class B-1 Notes.  
As a result, holders of the Class B-1 Notes may receive less, proportionally, than the holders of debt 
senior to the Class B-1 Notes.  In addition, as noted above, the Class A-1 and A-2 Notes are pari passu 
in right of payment with the Class A Notes and the Class B-1 Notes are pari passu in right of payment 
with the Class B Notes.   

The Company may need Additional Financing to Purchase Receivables and Expand its 
Portfolio.  The Company has been formed as a financial vehicle to, among other things, purchase 
receivables MFS is not able to purchase.  The Company may need to raise additional financing to 
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purchase more such receivables and/or expand its portfolio.  The failure to obtain additional financing 
may materially affect the Company’s ability to purchase such receivables and/or participate in 
opportunities presented by MFS.  There can be no assurance that the Company will be able to acquire 
additional financing on favorable terms or at all.  Such additional financing may be in the form of 
additional debt or equity securities.  Debt securities issued in the future by the Company may be senior 
to the Notes in priority and right of payment and may bear interest at rates which vary significantly 
from the Notes.  Other than the subordination of the Class B-1 Notes to the obligations under the Class 
A-1 and A-2 Notes, there may not be any segregation of collateral with respect to Company’s assets to 
secure Company’s obligations to any holders of the Notes.  Additional debt securities may also be 
secured by some or all of the Company’s assets.  There can be no assurance that the issuance of other 
debt or equity securities might not have an impact on the timing or amount of payments received by a 
holder of the Notes.  

Effect of Usury Laws.  Holders of Notes will receive an interest return on their investment in 
the Notes.  The Company holds a California Commercial Finance Lender’s License, in which case the 
interest rate realized by the holders of Notes or the Company should be statutorily exempt from usury 
laws of the State of California.  However, in the event such license revoked during the term of the 
Notes, and there can be no assurance that such license would be re-issued to Company.  In addition, 
applicable terms of California law may change.  If the Notes were found to violate such usury laws, the 
consequences may include, without limitation, fines, forfeiture of some or all of the interest contracted 
for, and reimbursement of an amount equal to three (3) times the interest charged in excess of the 
maximum legal rate. 

Exercise of Redemption Rights may Impact the Company’s ability to Satisfy its 
Obligations under the other Notes.  The holders of Notes may request to have their Notes paid in full 
prior to the due date, subject to forfeiture of certain interest payments under the Notes.  The obligation 
of the Company to repay the Notes prior to their scheduled due date may adversely affect its ability to 
make payments due under the other Notes.  As such, holders of Notes that do not exercise the early 
repayment option may be at more risk than those who exercise the right.   

The Company has the Ability to Limit Redemption Rights of the Holders.  The holders of 
Notes may be limited in their ability to exercise their redemption rights.  The maximum aggregate 
amount of principal to be repaid by the Company in connection with the early payment rights of the 
holders of Notes may not exceed 20% of the then-total outstanding principal balance on all Notes.   

Legal Matters.  No opinions will be received in connection with legal matters relevant to the 
issuance of the Notes. 

No Rights as Owners or Members.  Holders of Notes, in such capacity, are not and shall not 
have any rights as equity holders in the Company.  As such, holders of Notes will not be entitled to 
vote, receive dividends or exercise any of the rights of the Company’s members for any purpose.  Thus, 
actions that affect the holders of Notes may be taken without the approval of such holders.   

Exercise of Rights and Remedies under the Notes and Security Agreement Need Action by 
a Required Majority.  The rights and remedies available to holders of Notes upon the occurrence and 
during the continuance of a default under the Notes and Security Agreement may only be exercised 
upon written instruction by holders of Notes representing more than 50% of the then-outstanding 
principal under all Notes (“Required Majority”).  As such, a Required Majority may, on behalf of all 
holders of Notes, waive any provision under the Notes or the Security Agreement, including the 
enforcement of the affirmative and negative covenants under the Security Agreement.  In addition, the 
holders of Notes (and in their capacities as Secured Parties under the Security Agreement) will act by a 
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Required Majority with respect to the enforcement and exercise of rights upon the occurrence and 
during the continuance of an event of default under the Notes and/or the Security Agreement.  In 
addition, the Security Agreement may be amended or a provision thereof waived only in a writing 
signed by the Company and a Required Majority.  In this regard, a Required Majority will have the 
right and power to diminish or eliminate all rights of the holders of Notes.  

RISKS RELATED TO THE COMPANY AND ITS BUSINESS 

The Company may require additional capital in addition to the capital needs detailed in 
its Business Plan.  The future business opportunities for the Company will necessitate a further capital 
raising for the Company, and there can be no assurance that the Company will be able to secure 
additional capital on favorable terms, or at all.  The Company may seek additional financing through 
public or additional private debt or equity offerings.  Providers of additional financing may require 
repayment, interest, fees or other payments which may significantly reduce revenues and/or profits 
generated by the Company. 

Dependence Upon Key Individuals of MFS.  The future success of the Company is dependent 
upon the activities of its officers and managers, which are the officers and directors of MFS. Growth in 
the business of the Company and MFS is dependent, to a large degree, on MFS’ ability to retain and 
attract such employees.  MFS can make no assurance that its current programs and other incentives will 
allow it to retain key employees or hire new employees. 

The Company is Essentially an Underwriter of Receivables and Does Not have Any 
Operations.  The Company is underwriting receivables and does not have any operations.  It is 
completely dependent Company’s ability to succeed in the future is dependent on its ability to build or 
acquire the necessary operational and organizational infrastructure, manage risk and recruit experienced 
employees.  In addition, the Company operates in a highly regulated industry, and its future business 
may be adversely affected by the legal and regulatory environment the Company faces, which may 
change at any time and which is outside the Company’s control. 

Competition in the Consumer Receivables Financing Industry.  The consumer receivables 
financing industry is highly competitive.  The success or failure of the Company’s business will 
depend, in part, upon its ability to purchase consumer receivables of sufficient quality at discounts and 
upon the terms stated herein, so that the Company may earn a return sufficient to pay interest and 
principal on the Notes.  The Company’s ability to invest and reinvest the funds a sufficient number of 
times during the year is a factor which will determine the Company’s profitability and its ultimate 
ability to pay the principal and interest on the Notes. 

Misrepresentations or Fraud by Sellers of Consumer Receivables.  A misrepresentation or 
fraudulent act by a person selling consumer receivables to the Company could cause particular 
consumer receivables to be uncollectible.  In such case, Company could suffer losses and a holder of 
Notes could lose his, her or its investment in part or in whole. 

Unsecured Consumer Receivables.  Generally, the obligations of obligors on consumer 
receivables will be unsecured to the extent that tangible or intangible personal property was financed 
through such consumer receivables.  In such situations, the Company will be relying on the 
creditworthiness of the obligor for repayment of the consumer receivable.  Widespread increases in 
non-payments are likely to occur if the country or a region experiences an economic downturn, such as 
a recession.  If an obligor fails to pay his consumer receivable, if collection efforts are unsuccessful and 
if the amounts of any such uncollectible consumer receivables exceeded Company’s financial ability to 
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pay amounts due on the Notes, a holder of Notes could lose his, her or its investment in part or in 
whole. 

Risks With Respect to Preexisting Liens.  Company will undertake a lien search with respect 
to sellers of consumer receivables.  However, at times, due to human error, inaccuracies, or 
misidentification of the seller or for other reasons, such lien search may be inaccurate in whole or in 
part.  In such a case, the Company may only be able to collect from an obligor on such consumer 
receivable to the extent the amount of such consumer receivable exceeds the amounts owed by the 
seller in excess of the amounts owed to a preexisting and unidentified lienholder. 

No Opportunity to Evaluate All Assets.  Company has not yet selected specific consumer 
receivables to be purchased in the future.  Accordingly, holders of Notes will not have the opportunity 
to evaluate the reinvestments of proceeds of this offering or the merit or creditworthiness of any 
particular debtor with respect to such consumer receivables to be purchased in the future.  Each investor 
must rely on the ability of Company based upon the criteria set forth herein to select consumer 
receivables and to manage and operate its business. 

Consumer Protection Laws.  Numerous federal and state consumer protection laws and 
related regulations impose substantial requirements upon lenders and servicers involved in consumer 
finance.  These laws include the Truth-in-Lending Act, the Equal Credit Opportunity Act, the Federal 
Trade Commission Act, the Community Reinvestment Act, the Fair Credit Reporting Act, the Fair Debt 
Collection Procedures Act, the Magnuson-Moss Warranty Act, the Federal Reserve Board’s 
Regulations B and Z, the Soldiers’ and Sailors’ Civil Relief Act of 1940, state adoptions of the National 
Consumer Act and of the Uniform Consumer Credit Code and state and sales finance and other similar 
laws.  Also, state laws impose finance charge ceilings and other restrictions on consumer transactions 
and require contract disclosures in addition to those required under federal law.  These requirements 
impose specific statutory liabilities upon creditors who fail to comply with their provisions.  In some 
cases, this liability could affect the Company’s ability to enforce consumer finance contracts such as the 
receivables.  The so-called “Holder-in-Due-Course” Rule of the Federal Trade Commission (the “FTC 
Rule”), the provisions of which are generally duplicated by the Uniform Commercial Code, other state 
statutes or the common law, has the effect of subjecting a seller in a consumer credit transaction (and 
certain related creditors and their assignees) to all claims and defenses which the obligor in the 
transaction could assert against the seller.  Liability under the FTC Rule is limited to the amounts paid 
by the obligor under the contract and the holder of the contract may also be unable to collect the 
balance remaining due thereunder from the obligor.  To the extent that any of the receivables will be 
subject to the requirements of the FTC Rule, the Company, as the holder of the related receivables, may 
be subject to any claims or defenses that the obligor on the receivable may assert against seller.  Such 
claims are usually limited to a maximum liability equal to the amounts paid by the obligor on the 
receivable.  If this occurs the amount of the receivable will be unavailable as a source of repayment of 
the Notes and if the amount of any such uncollectible receivable exceeded Company’s financial ability 
to pay amounts due on the Notes, a holder of Notes could lose his, her or its investment in part or in 
whole. 

Other Limitations.  Laws limiting or prohibiting deficiency judgments, numerous other 
statutory provisions, including federal bankruptcy laws and related state laws, may interfere with or 
affect the ability of the Company to collect upon a secured consumer receivable or to realize upon 
collateral or to enforce a deficiency judgment against the obligor.  In a filing under any chapter of the 
federal bankruptcy laws, an obligor on a receivable may receive a complete discharge from his 
obligation to pay the receivable and the Company may recover nothing or may only share generally in a 
bankrupt obligor’s assets available for distribution to unsecured creditors.  In any situation of an 
obligor’s bankruptcy, the automatic stay would delay the timing of payments to the Company.  State or 
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federal exemptions may include part or all of the collateral pledged for a secured receivable which 
would prevent the Company from realizing upon such collateral or obtaining the value thereof in a 
bankruptcy or insolvency situation involving an obligor on a receivable.  Also, under the federal 
bankruptcy law, a court may prevent a creditor from repossessing any collateral, and, as a part of the 
rehabilitation plan, reduce the amount of the secured indebtedness to the market value of the collateral 
at the time of the bankruptcy leaving the creditor as a general unsecured creditor for the remainder of 
the indebtedness.  A bankruptcy court may also reduce the monthly payments due under a contract or 
change the rate of finance charge and time of repayment of the indebtedness.  It is also possible that any 
or all of the collateral securing a receivable could be lost, damaged or destroyed without adequate 
insurance in which case, if the obligor does not pay the receivable.  In any of the foregoing situations, if 
the amount of any uncollectible receivable exceeds the Company’s financial ability to pay amounts due 
on the Notes, a holder of Notes could lose his, her, or its investment in whole or in part. 

The Company is a Financing Vehicle with no Operations.  The Company has been formed 
as a financing vehicle to purchase receivables and other consumer debt not otherwise able to be 
purchased by MFS.  The Company has no operations and will contract all of its servicing and collection 
duties to MFS.  The Company has no control over the performance of its portfolio and is dependent on 
MFS’ ability to successfully service and collect on the debt.  MFS’ inability to collect on the debt will 
adversely affect the Company’s ability to repay the Notes.  In addition, any default by MFS with regard 
to any account, consumer or otherwise any violation of any applicable law with regard to the servicing 
of consumer debt will directly impact MFS’ ability to service the Company’s portfolio and, as such, the 
Company’s ability to satisfy its obligations under the Notes.   

Certain members of the Board of Managers and/or officers of the Company may have 
interests that compete with those of the Company.  The principals of the Company may provide 
services for other entities with objectives similar to the Company.  If a business opportunity is deemed 
suitable for both the Company and one or more of such additional entities, the principals of the 
Company will attempt to determine the entity for which the business opportunity is most appropriate.  
However, the principals of the Company and its subsidiaries are not required to allow the Company to 
participate in any such opportunities.  Furthermore, the Company’s founders, officers and members of 
the Board of Managers directly and indirectly own a significant percentage of the outstanding capital 
units of the Company and, accordingly, have the ability to control the Company and direct its affairs 
and business both as members of the Board of Managers/officers and as members of the Company.  
These members of the Board of Managers and officers owe fiduciary duties to the Company but have 
also made equity investments in the Company.  In addition, these members of the Board of Managers 
and officers may choose to purchase Notes on the same terms and conditions as other purchasers.  This 
creates the potential that, in making decisions for the Company, the Company’s officers and members 
of the Board of Managers will be influenced by (i) their equity position in the Company and (ii) the 
Notes (if any) they purchase.   

The Board of Managers has broad discretion in use of proceeds.  Although the Company’s 
management anticipates utilizing the proceeds of the sale of Notes to purchase consumer receivables 
not otherwise available for purchase by MFS under its current credit facility, all as more specifically 
described in the Sections above entitled “Summary of Terms” and the “Business Summary,” the 
Company and its management will retain broad discretion to allocate the proceeds of this offering as 
well as the timing of its expenditures.  Investors will not have the opportunity to evaluate the economic, 
financial or other information that the Company may use to determine how it uses these proceeds.  
Management’s failure to apply these funds effectively could have a material adverse effect on the 
Company’s business and its ability to satisfy its obligations under the Notes. 
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Issuances of additional debt or equity may adversely impact the Company’s financial 
condition and may dilute your Notes.  The Company’s capital requirements depend on numerous 
factors, including costs of accounts and consumer receivables, closing costs, servicing and collection 
fees to MFS, ongoing annual accounting, legal and other expenses and other working capital needs.  
The Company cannot accurately predict the timing and amount of its capital requirements.  In addition, 
in the future the Company intends to expand the Financing, offer additional series of notes and/or offer 
equity interests in the Company; provided, further that any such securities shall be subject to the 
security interest priorities among the Class A-1 Notes and the Class B-1 Notes.  Subject to the 
foregoing, the securities may be on terms senior to or on parity with the Notes.  While the sale of such 
securities will increase the pool of collateral securing the Company’s securities, it will also result in the 
Company being more leveraged, resulting in increased risk of default on its obligations thereunder.   

MFS may not be able to purchase consumer receivables at favorable terms or at all.  The 
Company’s ability to execute its business strategy depends upon the continued availability of consumer 
receivable portfolios that meet its purchasing criteria and MFS’ ability to identify and finance the 
purchases of such assets.  The availability of consumer receivable portfolios at favorable prices and on 
terms acceptable to the Company depends on a number of factors outside of its control, including: the 
continuation of the current growth trend in debt; the continued volume of consumer receivable 
portfolios available for sale; competitive factors affecting potential purchasers and sellers of consumer 
receivable portfolios; and fluctuations in interest rates.  The market for acquiring consumer receivable 
portfolios is becoming more competitive, thereby possibly diminishing the Company’s ability to 
acquire such portfolios at attractive prices in future periods.  The growth in debt may also be affected 
by: a continued slowdown in the economy; continued reductions in consumer spending; changes in laws 
and regulations governing lending and bankruptcy; and fluctuation in interest rates. 

MFS may not be able to recover sufficient amounts from its portfolio to recover the costs 
associated with the purchase and servicing of those assets.  The Company acquires receivables and 
outsources the servicing and collection of the same to MFS for a fee.  In order to be profitable over the 
long term, the Company must continually purchase and MFS must continuously collect on a sufficient 
volume of receivables to generate revenue that exceeds costs.  The Company’s inability to realize value 
from receivable portfolios in excess of the purchase price paid for such receivables and its expenses 
may compromise its ability to remain as a going concern.  The originators or interim owners of the 
receivables generally have: made numerous attempts to collect on these obligations, often using both 
their in-house collection staff and third-party collection agencies; subsequently deemed these 
obligations as uncollectible; and charged-off these obligations.  The receivable portfolios are purchased 
at significant discounts to the actual amounts the obligors owe.  These receivables are difficult to collect 
and actual recoveries may vary and be less than the amount expected.  In addition, collections may 
worsen in a weak economic cycle, such as the cycle it is currently experiencing in the United States. In 
addition, as the unemployment rate increases, MFS and the Company may experience lower recovery 
rates.  As a result, the Company may not recover amounts in excess of its acquisition and servicing 
costs.  For the reasons set forth herein and elsewhere in this Investor Package, the Company cannot 
estimate what percentage of the current face amount of consumer receivables it will actually collect. 

Collections may decrease if bankruptcy filings increase.  During times of economic 
recession, the amount of defaulted consumer receivables generally increases, which contributes to an 
increase in the amount of personal bankruptcy filings.  Under certain bankruptcy filings an obligor’s 
assets are sold to repay credit originators, but since certain of the receivables purchased are unsecured, 
the Company often would not be able to collect on those receivables.  There are no assurances being 
made that MFS’ collection experience would not decline with an increase in bankruptcy filings.  If 
actual collection experience with respect to unsecured receivable portfolios is significantly lower than 
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projected when the portfolio was purchased, realization on those assets may decline and its earnings 
could be negatively affected. 

The consumer finance industry is highly regulated under state laws and changes in state 
laws could negatively affect the Company’s business.  The consumer receivable financing business is 
regulated under numerous state laws and regulations, which are subject to change and which may 
impose significant costs or limitations on the way the Company conducts or expands its business model.  
Any adverse change in present laws or regulations, or their interpretation, in one or more such states 
could materially impact the Company and MFS.   
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SUMMARY OF TAX ISSUES 
             
 

TO COMPLY WITH U.S. TREASURY DEPARTMENT CIRCULAR 230, PROSPECTIVE 
INVESTORS ARE HEREBY NOTIFIED THAT: (A) ANY DISCUSSION OF U.S. FEDERAL TAX 
MATTERS CONTAINED OR REFERRED TO IN THIS OFFERING MEMORANDUM IS NOT 
INTENDED OR WRITTEN TO BE USED, AND CANNOT BE USED BY PROSPECTIVE 
INVESTORS, FOR THE PURPOSE OF AVOIDING PENALTIES THAT MAY BE IMPOSED 
UNDER THE INTERNAL REVENUE CODE OF 1986, AS AMENDED (THE “CODE”); (B) SUCH 
DISCUSSION IS BEING USED IN CONNECTION WITH THE PROMOTION OR MARKETING 
(WITHIN THE MEANING OF CIRCULAR 230) OF THE TRANSACTIONS OR MATTERS 
ADDRESSED HEREIN; AND (C) PROSPECTIVE INVESTORS SHOULD SEEK ADVICE BASED 
ON THEIR PARTICULAR CIRCUMSTANCES FROM AN INDEPENDENT TAX ADVISOR. 

The following discussion is a summary of certain material U.S. federal income tax 
consequences expected to result from the purchase, ownership and disposition of the Notes by Investors 
who acquire the notes at original issuance for their “issue price” within the meaning of section 1273 of 
the Code (the first price at which a substantial amount of the notes are sold to Investors for cash other 
than bond houses, brokers or similar persons or organizations acting in the capacity as underwriters, 
placement agents or wholesalers) and who hold the Notes as “capital assets” within the meaning of 
section 1221 of the Internal Revenue Code of 1986, as amended (the “Code”). This summary is based 
upon current provisions of the Code, applicable Treasury regulations, judicial authority and 
administrative interpretations and practice. Future legislation, Treasury regulations, administrative 
interpretations and practice and court decisions may affect the tax consequences described in this 
summary, possibly on a retroactive basis.  The Company has not requested, and does not plan to 
request, any rulings from the Internal Revenue Service (the “IRS”) concerning the tax consequences 
described in this summary, and the statements set forth herein are not binding on the IRS or a court.  
Thus, neither the Company nor MFS can provide any assurances that the tax consequences described in 
this summary will not be challenged by the IRS or sustained by a court if so challenged. 

The U.S. federal income tax treatment of a holder of a Note may vary depending upon such 
holder’s particular situation. Certain holders (including, but not limited to, banks and other financial 
institutions, real estate investment trusts, regulated investment companies, former citizens or permanent 
residents of the United States, controlled foreign corporations, passive foreign investment companies, 
individual retirement and other tax-deferred accounts, insurance companies, persons who mark-to-
market the Notes for U.S. federal income tax purposes, partnerships or other pass-through entities or 
investors therein, brokers, dealers in securities or currencies, traders in securities, governmental 
organizations, tax-exempt entities, U.S. holders (as defined below) that have a functional currency other 
than the U.S. dollar, holders subject to the alternative minimum tax, and persons holding notes as part 
of a “straddle,” “hedge,” “conversion transaction,” or other integrated transaction) may be subject to 
special tax rules not discussed below. This summary addresses only certain U.S. federal income tax 
consequences of the purchase, ownership and disposition of the Notes, and does not address any state, 
local or non-U.S. tax consequences, or any tax consequences under the estate, gift, or alternative 
minimum tax provisions of the Code. 

PROSPECTIVE INVESTORS SHOULD CONSULT THEIR TAX ADVISORS WITH 
REGARD TO THE PARTICULAR CONSEQUENCES TO THEM OF THE PURCHASE, 
OWNERSHIP AND DISPOSITION OF THE NOTES, INCLUDING THE APPLICATION AND 
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EFFECT OF ANY U.S. FEDERAL, STATE, LOCAL AND NON-U.S. TAX LAWS AND TAX 
TREATIES. 

As used herein, the term “U.S. holder” means a beneficial owner of a Note that is or is treated 
for U.S. federal income tax purposes as:  

 an individual citizen or resident of the United States; 

 a corporation created or organized in or under the laws of the United States, any state 
thereof or the District of Columbia;  

 an estate whose income is subject to U.S. federal income tax regardless of its source;  

 a trust if both (i) a court within the United States is able to exercise primary supervision 
over the administration of the trust and (ii) one or more U.S. persons (as defined in 
Code section 7701(a)(30)) have authority to control all substantial decisions of the 
trust; or a trust that was in existence on August 20, 1996, and treated as a U.S. person 
prior to such date, that elects to continue to be treated as a U.S. person.  

As used herein, the term “non-U.S. holder” means any beneficial owner of a Note (other than a 
partnership or other pass-through entity) that is not a U.S. holder. 

If any entity which is treated as a “partnership” for U.S. federal income tax purposes holds a 
Note, the tax treatment of any holders of equity interests in such partnership with respect to the Note 
generally will depend upon the status of each such equity holder and the activities of the partnership.  
Any prospective Investor in the Notes which is treated as a “partnership” for U.S. federal income tax 
purposes should consult its own tax advisor regarding the tax consequences of the partnership’s 
purchase, ownership and disposition of a Note. 

Characterization of the Notes for U.S. federal income tax purposes 

Although the Notes are denominated as debt issued by the Company (as opposed to equity), and 
although the Company intends to treat and report the Notes as debt for U.S. federal income tax 
purposes, there can be no assurances that the treatment of the Notes as debt for U.S. federal income tax 
purposes will be respected by the IRS or by a court if challenged by the IRS.  If challenged by the IRS, 
it is possible that the Notes may be characterized as equity in the Company (rather than as debt) for 
U.S. federal income tax purposes.  In such event, the general U.S. federal income tax consequences to 
holders (both U.S. holders and non-U.S. holders) of the Note would differ significantly from those 
described herein.  There is no objective, bright-line test for determining whether any particular 
instrument is more appropriately considered debt or equity in the issuing entity for U.S. federal income 
tax purposes.  Instead, the courts will analyze all facts and circumstances in making such determination.  
Although the Company intends to treat and characterize the Notes as debt for U.S. federal income tax 
purposes, and although the Company believes there is support in the tax law for such treatment, there 
can be no assurances that the IRS will not successfully challenge such treatment.  The balance of the 
discussion below assumes that the Notes will be properly characterized and treated for U.S. federal 
income tax purposes as debt  (rather than equity) issued by the Company.   
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U.S. Holders 

Taxation of Interest Income on the Notes 

Because of the fact that holders of Notes will be entitled to receive, in addition to fixed interest 
(i.e., 6% per annum in the case of Class A-1 Notes 7% per annum in the case of Class B-1 Notes and 
8% per annum in the case of Class A-2 Notes), payments of additional contingent interest based on 
certain portions of the Company’s EBITDA (not applicable to Class A-2 Notes), the Class A-1 Notes 
and Class B-1 Notes will be characterized for U.S. federal income tax purposes as contingent payment 
debt instruments (or “CPDIs”).  For CPDIs, U.S. holders are generally required to accrue and report for 
U.S. federal income tax purposes an amount of interest income during their holding period for such 
Notes based on a projected payment schedule that is derived from the issuer’s cost of capital for fixed 
rate non-contingent debt instruments. The primary method for such accrual is the non-contingent bond 
method. Under the non-contingent bond method, the issuer of a CPDI (i.e., the Company) is required to 
calculate the yield it would reasonably be expected to pay on a non-contingent fixed rate debt 
instrument and then construct a projected payment schedule of all contingent and non-contingent 
payments on the instrument that produces the comparable yield.  The projected payment schedule is 
then used to determine the amount of interest income that is required to be included by each U.S. holder 
of Notes in taxable income as interest accruing on such Notes during a tax year, as well as to make 
positive and negative adjustments to such amount in order to arrive at the interest income or ordinary 
loss to be included in the U.S. Holder’s income for the tax year. 

As noted, the projected payment schedule for the Notes is created by the Company and, under 
the applicable tax regulations, will generally be respected for tax purposes, and the holders of the Notes 
generally must follow such schedule, unless it is unreasonable.   

The amount of interest that accrues on a CPDI must be adjusted upward or downward to reflect 
differences between the actual and projected amounts of the contingent payments each year.  These 
periodic positive and negative adjustments determine the amount of interest income or, in general, 
ordinary loss to U.S. holders of CPDIs during a particular accrual period.  If the actual amount of a 
contingent payment is more than its projected amount, the difference is a positive adjustment on the 
date of the payment.  If the amount of a contingent payment is less than its projected amount, the 
difference is a negative adjustment on the date of the payment.  The U.S. holder accounts only for those 
adjustments that occur during a taxable year in which it holds a CPDI.  The amount, if any, by which 
total positive adjustments on a CPDI exceed the total negative adjustments in the taxable year is a net 
positive adjustment.  A net positive adjustment is generally treated as additional interest for the taxable 
year.  The amount, if any, by which total negative adjustments on a CPDI exceed the total positive 
adjustments in the taxable year is a net negative adjustment. A U.S. holder’s net negative adjustment on 
a CPDI for a taxable year is treated as follows:  (i) first, it reduces the amount of the U.S. holder’s 
interest income for the taxable year, then (ii) if the net negative adjustment exceeds the interest that 
would otherwise be taken into account, the excess is treated as an ordinary loss by the U.S. holder. 

However, the amount treated as ordinary loss is limited to the amount of interest income 
recognized by the U.S. Holder in prior taxable years reduced by the total amount of the net negative 
adjustments treated as ordinary loss on the CPDI in prior taxable years.  If the net negative adjustment 
exceeds the sum of the amounts treated as a reduction of interest and as ordinary loss on the CPDI for 
the taxable year, the excess is a negative adjustment carry forward. In general, a U.S. holder treats a 
negative adjustment carry forward for a taxable year as a negative adjustment on the CPDI on the first 
day of the succeeding taxable year.  However, if a Holder of a CPDI has a negative adjustment carry 
forward on the CPDI in a taxable year in which the CPDI is sold, exchanged, or retired, the negative 



 

A-63 
SDI-179754v19  

adjustment carry forward reduces the U.S. holder’s amount realized on the sale, exchange, or 
retirement. 

Sale, Exchange or Retirement of the Notes 

Any gain recognized by a U.S. holder on the sale, exchange, or retirement of a CPDI generally 
is treated for U.S. federal income tax purposes as ordinary income (as opposed to capital gains 
treatment for Class A-2 Notes).  Any loss so recognized by a U.S. holder is in general ordinary loss to 
the extent that the total interest inclusions on the CPDI exceed the total net negative adjustments the 
U.S. holder already accounted for as ordinary loss (as opposed to capital loss treatment for Class A-2 
notes, which may be limited under various provisions of the U.S federal income tax laws).  Any 
additional loss is treated as loss from the sale, exchange, or retirement of the CPDI.  If at the time of the 
sale, exchange, or retirement there are no remaining contingent payments due on the CPDI under the 
projected payment schedule, then any gain or loss recognized by the U.S. Holder is generally treated as 
gain or loss from the sale, exchange, or retirement of the CPDI. 

For purposes of determining the amount realized by a U.S. holder on the scheduled retirement 
of a CPDI, a U.S. holder is treated as receiving the projected amount of any contingent payment due at 
maturity.  If the amount received is different from the projected amount, the difference is treated as a 
positive or negative adjustment, as discussed above.  The amount realized by a U.S. holder on the 
retirement of a CPDI is reduced by any negative adjustment carry forward determined in the taxable 
year of the retirement.  An unscheduled retirement of a CPDI (or the receipt of a pro rata prepayment 
that is treated as a retirement of a portion of a CPDI) is treated as a repurchase of the CPDI by the issuer 
from the U.S. holder for the amount paid. 

Medicare surtax 

For taxable years beginning after December 31, 2012, certain U.S. holders who are individuals, 
estates, or trusts are subject to a 3.8% Medicare surtax on the lesser of (1) the U.S. holder’s “net 
investment income” for the relevant taxable year and (2) the excess of the U.S. holder’s modified gross 
income for the taxable year over a certain threshold (which in the case of individuals will be between 
$125,000 and $250,000, depending on the individual’s circumstances).  A U.S. holder’s net investment 
income will generally include its gross interest income, if any, and its net gains from the disposition of 
the Notes, unless such interest payments or net gains are derived in the ordinary course of the conduct 
of a trade or business (other than a trade or business that consists of certain passive or trading 
activities).  Prospective investors should consult their own tax advisors regarding the effect, if any, of 
this surtax on their investment in the Notes. 

Backup withholding and information reporting 

The Company is generally required to report to the IRS the amount of interest accruing on and 
the proceeds of the sale or other disposition of the Notes, the name and address of the recipient, and the 
amount, if any, of tax withheld.  These information reporting requirements apply even if no tax was 
required to be withheld, but they do not apply to U.S. holders that are exempt from the information 
reporting rules, such as corporations.  In general, backup withholding (currently at a rate of 28%) will 
apply to payments received by a U.S. holder with respect to the Notes unless the U.S. holder is (i) a 
corporation or other exempt recipient and, when required, establishes an exemption or (ii) provides its 
correct taxpayer identification number, certifies that it is not currently subject to backup withholding 
and otherwise complies with the applicable requirements of the backup withholding rules.  A U.S. 
holder that does not provide the Company with its correct taxpayer identification number may be 
subject to penalties imposed by the IRS.  Backup withholding is not an additional tax.  Amounts 
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withheld under the backup withholding rules from a payment to a U.S. holder may be refunded or 
credited against the U.S. holder’s U.S. federal income tax liability, provided that the required 
information is furnished to the IRS in a timely manner.  The Company will require all U.S. Investors to 
provide the requisite information then-required by the IRS to avoid withholding. 

Non-U.S. holders 

Interest on the Notes 

Subject to the discussion of backup withholding below, payments by the Company of fixed 
interest (i.e., the portions of the interest corresponding to the 6% per annum for Class A-1 Notes, 7% 
per annum for Class B-1 Notes and 8% per annum for Class A-2 Notes)  paid to a non-U.S. holder on 
any particular Notes will not be subject to United States federal income or withholding tax with respect 
to such amounts, provided that such amounts meet the requirements of the “portfolio interest” 
exemption in the Code.  In general, payments of contingent interest on the Notes (i.e., the amounts 
corresponding to the rights of the Note holders to receive certain portions of the Company’s EBIDTA 
each year) will not be eligible for the portfolio interest exemption, but the payments of such fixed 
interest (i.e., the portions of the interest corresponding to the 6% per annum for Class A-1 Notes, 7% 
per annum for Class B-1 Notes and 8% per annum for Class A-2 Notes) will be so eligible if: 

■  such interest is not effectively connected with a U.S. trade or business of the non-U.S. 
holder; 

■  such non-U.S. holder does not actually or constructively, own 10% or more of the total 
capital or profits interest in the Company; 

■  such non-U.S. holder is not a controlled foreign corporation (as defined in the Code) 
that is related to the Company through actual or constructive ownership and is not a 
bank that received such Notes on an extension of credit made pursuant to a loan 
agreement entered into in the ordinary course of its trade or business; and 

■  either (i) the non-U.S. holder certifies in a statement (generally an IRS form W-8BEN) 
provided to the Company, under penalties of perjury, that it is not a “United States 
person” within the meaning of the Code and provides its name and address, (ii) a 
securities clearing organization, bank or other financial institution that holds 
customers’ securities in the ordinary course of its trade or business and holds the Notes 
on behalf of the non-U.S. holder certifies to the Company under penalties of perjury 
that it, or the financial institution between it and the non-U.S. holder, has received from 
the non-U.S. holder a statement, under penalties of perjury, that such non-U.S. holder is 
not a “United States person” and provides the applicable withholding agent with a copy 
of such statement or (iii) the non-U.S. holder holds its Notes directly through a 
“qualified intermediary” and certain conditions are satisfied. 

If the above conditions are not met, payments of fixed interest (i.e., the portions of the interest 
corresponding to the 6% per annum for Class A-1 Notes, 7% per annum for Class B-1 Notes and 8% 
per annum for Class A-2 Notes) on the Notes which are made to a non-U.S. holder that are not 
effectively connected income will be subject to a U.S. federal withholding tax of 30% unless such non-
U.S. holder is entitled to a reduction in or an exemption from such withholding tax under a tax treaty 
between the United States and the non-U.S. holder’s country of residence.  In addition, payments of 
contingent interest (i.e., the amounts corresponding to the rights of the Note holders to receive certain 
portions of the Company’s EBIDTA each year, not applicable to Class A-2 Notes) will also be subject 
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to a U.S. federal withholding tax of 30% unless such interest is effectively connected with a U.S. trade 
or business of such non-U.S. holder or such non-U.S. holder is entitled to a reduction in or an 
exemption from such withholding tax under a tax treaty between the United States and the non-U.S. 
holder’s country of residence.  To claim such a reduction or exemption under a treaty, a non-U.S. 
holder must generally complete IRS Form W-8BEN and claim this exemption on the form.  Prospective 
investors should consult their tax advisors regarding the certification requirements for non-U.S. holders.   

A non-U.S. holder generally will be exempt from withholding tax on any interest paid on the 
Notes which is effectively connected with such non-U.S. holder’s conduct of a United States trade or 
business (as described below) if the non-U.S. holder provides the Company with a properly executed 
IRS Form W-8ECI. 

Sale, exchange, retirement or other taxable disposition of the Notes 

A non-U.S. holder generally will not be subject to U.S. federal income or withholding tax on 
any gain realized on the sale, exchange or other taxable disposition of a Note (other than any amounts 
representing accrued but unpaid interest) unless the gain is effectively connected with the conduct of a 
trade or business within the United States (and, if required by an applicable tax treaty, is attributable to 
a permanent establishment or fixed base within the United States maintained by the non-U.S. holder).   

Backup withholding and information reporting 

The Company will, when required, report to the IRS and to each non-U.S. holder the amount of 
any interest paid to, and any tax withheld with respect to, such non-U.S. holder on a Note, regardless of 
whether any tax was actually withheld on such payments.  Copies of these information returns may also 
be made available to the tax authorities of a country in which the non-U.S. holder resides under the 
provisions of a tax treaty or other agreement between the United States and such country.  Backup 
withholding (currently at a rate of 28%) and information reporting will not apply to payments of interest 
on the Notes or principal payments by the Company to a non-U.S. holder if the non-U.S. holder 
certifies (as described above) as to its non-U.S. holder status under penalty of perjury.  Payments of the 
proceeds of sales or exchanges of notes by a non-U.S. holder may be subject to information reporting, 
and may be subject to backup withholding unless the seller certifies its non-U.S. status (and certain 
requirements are met) or otherwise establishes an exemption.  Backup withholding is not an additional 
tax.  A non-U.S. holder may obtain a refund or credit against such non-U.S. holder’s U.S. federal 
income tax liability of any amounts withheld under the backup withholding rules, provided the required 
information is furnished to the IRS in a timely manner. 

Non-U.S. holders should consult their tax advisors regarding the application of the information 
reporting and backup withholding rules in light of their particular situations. 

Foreign Account Tax Compliance Act (“FATCA”) 

In addition to the foregoing, additional withholding may apply to payments made by the Company to 
certain non-U.S. holders of Notes pursuant to the Foreign Account Tax Compliance Act, or “FATCA.”  
Pursuant to FATCA, all foreign financial institutions (which term includes most foreign hedge funds, 
private equity funds, mutual funds, securitization vehicles and other investment vehicles) and certain 
other foreign entities must comply with certain new U.S. information reporting rules with respect to 
their U.S. account holders and investors or confront a new withholding tax on U.S.-source payments 
made to them (whether received as a beneficial owner or as an intermediary for another party).  More 
specifically, a foreign financial institution or other foreign entity that does not comply with the FATCA 
reporting requirements will generally be subject to a new 30% withholding tax with respect to any 
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“withholdable payments.”  For this purpose, withholdable payments include generally most types of 
U.S.-source payments (which may, under certain circumstances, include interest payments on any of the 
Notes) and may also include the entire gross proceeds from the sale or other taxable disposition of 
Notes, even if the payment would otherwise not be subject to U.S. nonresident withholding tax.  Final 
Treasury regulations and applicable IRS Notices defer these withholding obligations to future periods.  
Nonetheless, each non-U.S. holders of Notes should consult with their own tax advisors regarding any 
applicable requirements of FATCA and/or such non-U.S. holder’s obligations to comply with such 
requirements.  The Company will not pay any additional amounts to non-U.S. holders in respect of any 
amounts withheld pursuant to FATCA (in fact, pursuant to the terms of the Notes, any amounts required 
to be withheld by the Company pursuant to FATCA or otherwise with respect to any particular payment 
to a non-U.S. holder of a Note will be treated for all purposes as a payment made to such non-U.S. 
holder pursuant to the Note).  Under certain circumstances, a non-U.S. holder of a Note may be eligible 
for refunds or credits of any amounts so withheld under the FATCA requirements.  Non-U.S. holders 
are urged to consult with their own tax advisors regarding the effect, if any, of the FATCA provisions to 
them based on their particular circumstances. 

Potential Risk of Recharacterization. 

As noted above, the Company intends to characterize the Notes as debt for U.S. federal tax 
purposes, and believes that such characterization is supportable by applicable tax law.  However, as also 
noted above, there is no objective test for determining whether a particular security should be treated as 
“debt” or “equity” in the issuing entity for tax purposes; instead, such determination is based on an 
analysis of all surrounding facts and circumstances.  Should the IRS successfully assert that the Notes 
are more properly characterized as equity, rather than debt, in the Company for U.S. federal tax 
purposes, the Non-US holders of the Notes could be subject to U.S. withholding taxes with respect to 
their allocable shares of any interest or other income derived by the Company from the underlying 
receivables and other instruments in which the Company is or may be invested in from time to time.  
Again, although the Company believes that the IRS would be unsuccessful were it to  challenge the 
characterization of the Notes in this manner, there can be no assurances that this will be the case. 

Furthermore, even if the Notes are respected as “debt” (rather than equity) for tax purposes, 
Section 1.881-3 of the U.S. Treasury Regulations contains a set of rules which could, in the case of 
certain “back-to-back” loan arrangements, permit the IRS to recharacterize such transactions.  For 
example, since the holders of the Notes are “lenders” to the Company,  and the Company is a “lender” 
to various consumers with respect to certain receivables which are and will be purchased by the 
Company from time to time, it is possible that the IRS may seek to apply these rules to the holders of 
the Notes.  In such event, these rules could, in effect, result in the holders of the Notes being treated for 
tax purposes the same as if they held the underlying consumer receivables directly, in which case, a 
30% U.S. withholding tax could apply to such holders of such Notes.  The Company believes that if the 
IRS were to attempt to apply these particular rules to the holders of the Notes that the IRS should not be 
successful, as there are one or more potential exceptions to these rules which should apply in this case.  
Again, however, these rules are quite complex, and there can be no assurances that the IRS, or a court, 
would agree with the Company’s interpretation of these rules. 

As noted above, if the Notes were to be recharacterized by the IRS for tax purposes, including 
in the manner described above, the holders of the Notes could be subject to 30% U.S. withholding taxes 
on some or all of their income derived from such Notes.  Thus, in the event that the Company takes the 
position that such 30% U.S. withholding taxes do not apply, and the IRS were to successfully challenge 
that position after the fact, the Company could be held liable for such amounts, thereby potentially 
adversely affecting all investors in the Notes.  As a result, all potential investors in the Notes should 
consult with their own tax advisors regarding these and other risks associated with such investment.   
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ADDITIONAL INFORMATION 
             
 

Representatives of the Company will make themselves available to prospective investors and 
their representatives to answer questions about the terms and conditions of this Financing and the 
information set forth in this Confidential Private Placement Memorandum.  The Company will provide 
to prospective investors, or make available for their inspection or copying, at any reasonable time after 
prior notice, any additional documents or information in their possession or which can be acquired 
without unreasonable effort or expense relating to the Company, MFS, this Financing or any 
information set forth in this Confidential Private Placement Memorandum.  Such additional documents 
or information may include, without limitation:  

a. due diligence material; and  

b. additional information relating to the business affairs and activities of the 
Company and/or of MFS.  

Prospective investors and their representatives are invited to contact Chris Hughes, President of 
the Company and MFS, at 4095 Avenida De La Plata, Oceanside, California, 92056, telephone 
(760) 639-3527. 

EXCEPT AS CONTAINED IN THIS OFFERING MEMORANDUM, NO PERSON HAS 
BEEN AUTHORIZED TO PROVIDE OR FURNISH INFORMATION RELATING TO THIS 
OFFERING.  ANY INFORMATION OTHER THAN THAT CONTAINED IN THIS OFFERING 
MEMORANDUM MAY NOT BE RELIED UPON. 
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TAB B 
FORM OF CLASS A-1 NOTE 

 

 THE SECURITIES REPRESENTED HEREBY HAVE NOT BEEN REGISTERED UNDER 
THE SECURITIES ACT OF 1933, AS AMENDED (THE “ACT”), OR UNDER THE SECURITIES 
LAWS OF ANY STATE.  THESE SECURITIES MAY NOT BE OFFERED, SOLD OR 
OTHERWISE TRANSFERRED, PLEDGED OR HYPOTHECATED EXCEPT AS PERMITTED 
UNDER THE ACT AND APPLICABLE STATE SECURITIES LAWS PURSUANT TO 
REGISTRATION OR AN EXEMPTION THEREFROM.  THE ISSUER OF THESE SECURITIES 
MAY REQUIRE AN OPINION OF COUNSEL SATISFACTORY TO THE ISSUER THAT SUCH 
OFFER, SALE OR TRANSFER, PLEDGE OR HYPOTHECATION OTHERWISE COMPLIES 
WITH THE ACT AND APPLICABLE STATE SECURITIES LAWS 

 

CLASS A-1 
SECURED, NON-NEGOTIABLE PROMISSORY NOTE   

$_________           Oceanside, California   
___________ __, 201_   

For value received, Monterey Receivables Funding, LLC, a Delaware limited liability company 
(“Payor”), hereby promises to pay to ________________ or his, her or its assignee (“Payee”) the 
principal amount of __________ dollars ($_________), with interest on the outstanding principal 
amount at the rate of six percent (6%) simple interest per annum, cumulative but non-compounding.  
Interest shall be calculated based on a 365 day year, actual days elapsed.   

This Class A-1 Non-Negotiable Promissory Note (this “Note”) is issued as part of a series of notes 
issued pursuant to that certain confidential accredited investor package for Payor’s offering 
(“Financing”) of up to $50,000,000 in the aggregate of Class A-1 Notes, Class B-1 Notes and Class A-2 
Notes  (together, the “Notes”) dated on or about the date hereof (“Investor Package”).  The Company 
previously sold up to $5,000,000 in aggregate principal amount of Class A Notes and Class B Notes 
(the “Outstanding Notes”).  Each Class A-1 Note ranks on a pari passu basis in all respects (including 
payment) with all other Class A-1 Notes, Class A-2 Notes and the Class A Notes previously issued by 
the Company.    

Interest only on the outstanding principal shall be payable monthly in arrears commencing on the 15th 
day of each month with respect to the prior calendar month commencing on the 15th day of the calendar 
month following the first full calendar month after the date of this Note.  The entire principal balance 
and all accrued but unpaid interest shall be due and payable in full at the expiration of twelve (12) 
months from issuance of the Note (“Maturity Date”); provided, however that unless Payee provides at 
least ninety (90) days’ advance written notice of redemption prior to each Maturity Date, this Note will 
automatically renew and extend for an additional twelve (12) month period, without penalty or 
additional fees.  This Note may be prepaid in whole or in part by Payor at any time following the initial 
twelve (12) months following the date hereof. Investor will be entitled to retain all interest earned up 
until prepayment notice and entitled to their contingent interest payment up until the prepayment notice 
based on yearend financial statements. 



 

B-2 
SDI-179754v19  

In addition, Payee shall also be entitled to additional contingent interest equal to ten percent (10%) of 
the EBITDA (as defined below) for each fiscal calendar year, allocated among all participants in the 
Financing pro rata based upon their relative principal balances and the number of days invested in 
Notes during the applicable year (“Contingent Interest”).  The additional contingent interest shall be 
payable by February 15th of each year for sums due for the prior calendar year, if any.  For purposes of 
this Note, the term “EBITDA” shall mean earnings before  tax, depreciation and amortization, but after 
all base interest payments on the Notes. 

Payee may request Payor to redeem all or any portion of the outstanding principal balance of this Note 
at any time upon written request to Payor (“Repayment Option”); provided, however that, in connection 
with any such early redemption, Payee shall and hereby does automatically forfeit (i) if the early 
payment is within one (1) year from the date of this Note, all interest earned for the year and any 
additional Contingent Interest; and (ii) if the early payment is anytime thereafter, all interest for the 
current month and any additional Contingent Interest with respect to then-applicable year-end profits 
(in each case, the “Forfeited Amount”).  For the avoidance of any doubt, no interest shall accrue under 
this Note in the month of or months after the Payee has exercised his, her or its Repayment Option.  
Any such request shall be effective at the beginning of the calendar month in which the early 
redemption request is received in writing by the Payor.  Payee shall receive a redemption price equal to 
the then-outstanding principal amount under this Note plus any accrued and unpaid interest on this Note 
less the Forfeited Amount (the “Redemption Price”).  The Redemption Price shall be paid in 
immediately available funds within thirty (30) days following the date of Payee’s written request.  
Notwithstanding the foregoing, the maximum aggregate amount of outstanding principal to be repaid in 
connection with the exercise of Repayment Options shall not exceed in any calendar year twenty 
percent (20%) of the then aggregate total outstanding principal balance on all issued and outstanding 
Notes.   

Upon the occurrence of a Default (as defined below), all unpaid principal, accrued unpaid interest and 
other amounts owing hereunder shall, at the option of, and only upon written notice provided to the 
Payor exclusively by the Required Majority (as defined below), be immediately due, payable and 
collectible by Payor pursuant to applicable law without presentment, demand, protest, notice of any 
kind or notice of dishonor, all of which are hereby expressly waived.  If a Default occurs and is 
continuing, the Required Majority may pursue, on behalf of all Payees, any available remedy by 
proceeding at law or in equity to collect the payment of amounts due under the Notes or to enforce the 
performance of any provision of the Notes.  A delay or omission by the Required Majority in exercising 
any right or remedy accruing upon a Default shall not impair the right or remedy or constitute a waiver 
of or acquiescence in the Default.  A waiver on any one occasion shall not be construed as a bar to or 
waiver of any such right or remedy on any future occasion.  For purposes of the Security Agreement 
and this Note, a “Required Majority” shall mean Payees under Notes and Outstanding Notes holding at 
more than fifty percent (50%) of the aggregate principal amount of all such notes outstanding at such 
time.  Payee acknowledges that a Required Majority will have the right and power to diminish or 
eliminate all rights of Payee hereunder and under the Security Agreement. 

For purposes of this Note, Payor shall be in “Default” if Payor: (1) fails to make any payment of interest 
or principal hereunder, as it falls due and fails to cure such failure within twenty (20) days following 
receipt of written notice from Payee; (2) admits in writing its inability to pay its debts as they become 
due, or makes a general assignment for the benefit of creditors or files any petition or action for relief 
under any bankruptcy, reorganization, insolvency or moratorium law, or any other law or laws for the 
relief of, or relating to, debtors; or (3) an involuntary petition is filed against Payor under any 
bankruptcy, reorganization, insolvency or moratorium law, or any other law or laws for the relief of, or 
relating to, debtors unless such petition shall be dismissed or vacated within sixty (60) days of the date 
thereof. 
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The repayment in full of the Notes and the Outstanding Notes shall be and hereby is secured on a pari 
passu basis by a first position security interest in all of the assets of Payor, pursuant to the terms that 
certain Security Agreement, dated as of even date herewith (the “Security Agreement”), entered into by 
and among Payor, Payee and each other holder of such notes.  Payor shall not, directly or indirectly, 
without the written consent of a Required Majority, create, permit or suffer to exist any lien or 
encumbrance on the Collateral (as defined in the Security Agreement) and shall defend the Collateral 
against and take such other action as is necessary to remove, any liens on or in the Collateral, or in any 
portion thereof, except as permitted pursuant to the Security Agreement.  The holders of Notes (and in 
their capacities as Secured Parties under the Security Agreement) will act by a Required Majority with 
respect to the enforcement and exercise of rights upon the occurrence and during the continuance of an 
event of default under the Notes and/or the Security Agreement.  In addition, the Security Agreement 
may be amended or a provision thereof waived only in a writing signed by the Company and a Required 
Majority.   

Payor shall provide all Payee all information and materials, full access to any and all information and 
shall perform such other acts or actions as may be requested by Payee to enable Payee to act or take 
actions as a Required Majority. 

The Payor of this Note hereby waives diligence, presentment, protest and demand and also notice of 
protest, demand, dishonor and nonpayment of this Note.  

In the event that Payor reasonably determines that it is required to deduct and withhold from any 
amounts owing to Payee pursuant to this Note and to remit such amounts to any taxing authority in 
connection with any withholding or similar taxes imposed on such amounts, such amounts, as and when 
so deducted, withheld and remitted by Payor shall be deemed paid to Payee for all purposes.   

If Payee should institute collection efforts, of any nature whatsoever, to attempt to collect any and all 
amounts due hereunder upon the default of Payor, Payor shall be liable to pay to Payee immediately and 
without demand all reasonable costs and expenses of collection incurred by Payee, including without 
limitation reasonable attorney’s fees, whether or not suit or other action or proceeding be instituted and 
specifically including, but not limited to, collection efforts that may be made through a bankruptcy 
court. 

Notwithstanding any provision herein or in any instrument now or hereafter securing this Note, the total 
liability for payments in the nature of interest shall not exceed the limits imposed by the applicable 
usury laws of the State of California.  If, from any circumstances whatsoever, fulfillment of any 
provision hereof or of any other agreement, evidencing or securing the debt, at the time performance of 
such provisions shall be due, shall involve the payment of interest in excess of that authorized by law, 
the obligation to be fulfilled shall be reduced to the limit so authorized by law, and if from any 
circumstances, Payee shall ever receive as interest an amount which would exceed the highest lawful 
rate applicable to the Payor, such amount which would be excessive interest shall be applied to the 
reduction of the principal balance of the debt evidenced hereby and not to the payment of interest. 

The provisions of this Note are intended by Payor to be severable and divisible and the invalidity or 
unenforceability of a provision or term herein shall not invalidate or render unenforceable the remainder 
of this Note or any part thereof.  

Payee and other holders of Notes, in such capacity, are not and shall not have any rights as equity 
holders in Payor.  As such, neither Payee nor any other holder of Notes, in such capacity, will not be 
entitled to vote, receive dividends or exercise any of the rights of the members of Payee for any 
purpose.   
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Notwithstanding any provision herein, the Payee hereby agrees and acknowledges that this Note is non-
negotiable, and (subject to the rights of Payee’s individual heirs or legatees on the death of the Payee) 
may only be transferred, assigned or encumbered with the prior written consent of the Payor which 
consent the Payor may withhold in its sole discretion.  Upon any transfer of this Note approved by 
Payor, Payor may require, as a condition thereto, the payment of a sum sufficient to reimburse it for any 
transfer tax incidental thereto.  Any transfer shall also be subject to (i) the transferee’s agreement in 
writing to be subject to the applicable terms of this Note; (ii) compliance with all applicable state and 
federal securities laws (including the delivery of legal opinions reasonably satisfactory to Payor, if such 
are reasonably requested by Payor); and (iii) such additional documentation as is reasonably required by 
the Payor.  This Note shall be binding upon any successors or assigns of Payor. 

In addition to the foregoing, the Payor will maintain a book entry system upon which will be reflected 
the ownership of the Note by Payee and the unpaid obligations evidenced thereby, and, notwithstanding 
any other provision of this Note to the contrary, no transfer of any interest in any Note nor any right to 
receive payments of any amounts thereunder shall be effective unless (among other applicable 
requirements) such transfer is first registered in the book entry system established by the Payor.   

THE OFFERING OF SECURITIES IS MADE PURSUANT TO RULE 506(C) OF REGULATION D 
PROMULGATED UNDER THE ACT.  THE SECURITIES MAY BE SOLD ONLY TO 
“ACCREDITED INVESTORS,” WHICH FOR NATURAL PERSONS ARE INVESTORS WHO 
MEET CERTAIN MINIMUM ANNUAL INCOME OR NET WORTH THRESHOLDS.  THE 
SECURITIES ARE BEING OFFERED IN RELIANCE ON AN EXEMPTION FROM THE 
REGISTRATION REQUIREMENTS OF THE ACT, AND ARE NOT REQUIRED TO COMPLY 
WITH SPECIFIC DISCLOSURE REQUIREMENTS THAT APPLY TO REGISTRATION UNDER 
THE ACT.  THE U.S. SECURITIES AND EXCHANGE COMMISSION OR ANY EQUIVALENT 
STATE OR FOREIGN AGENCIES HAVE NOT PASSED UPON THE MERITS OF OR GIVEN ITS 
APPROVAL TO THE SECURITIES, THE TERMS OF THE OFFERING, OR THE ACCURACY OR 
COMPLETENESS OF ANY OFFERING MATERIALS.  THE SECURITIES ARE SUBJECT TO 
LEGAL RESTRICTIONS ON TRANSFER AND RESALE AND INVESTORS SHOULD NOT 
ASSUME THEY WILL BE ABLE TO RESELL THEIR SECURITIES.  INVESTING IN 
SECURITIES INVOLVES RISK, AND INVESTORS SHOULD BE ABLE TO BEAR THE LOSS OF 
THEIR INVESTMENT. INVESTMENT IN THE SECURITIES SHOULD BE CONSIDERED 
HIGHLY SPECULATIVE AND SUITABLE ONLY FOR PERSONS OF ADEQUATE FINANCIAL 
MEANS WHO HAVE NO NEED FOR LIQUIDITY WITH RESPECT TO THIS INVESTMENT.  
PURCHASERS OF THE SECURITIES SHOULD HAVE THE FINANCIAL ABILITY AND 
WILLINGNESS TO ACCEPT THE RISKS (INCLUDING, AMONG OTHER THINGS, THE RISK 
OF LOSS OF THEIR ENTIRE INVESTMENT AND THE LACK OF LIQUIDITY) AND SHOULD 
CONSULT THEIR FINANCIAL ADVISORS REGARDING THE APPROPRIATENESS OF 
MAKING AN INVESTMENT.  FURTHERMORE, THE SECURITIES OFFERED ARE NOT 
SUBJECT TO THE PROTECTIONS OF THE INVESTMENT COMPANY ACT OF 1940, AS 
AMENDED.  FURTHERMORE, THIS NOTE IS NON-NEGOTIABLE AND MAY BE SOLD OR 
OTHERWISE TRANSFERRED ONLY IN COMPLIANCE WITH CONDITIONS SPECIFIED IN A 
SUBSCRIPTION AGREEMENT, A COMPLETE AND CORRECT COPY OF WHICH IS 
AVAILABLE FOR INSPECTION AT THE PRINCIPAL OFFICE OF PAYOR AND WILL BE 
FURNISHED WITHOUT CHARGE TO THE HOLDER OF THIS NOTE UPON WRITTEN 
REQUEST. 

The Payee further agrees to execute and deliver such additional documents, agreements or instruments, 
and/or to take such additional actions, as shall be reasonably requested by the Payor in order to comply 
with any tax reporting or similar requirements relating to any payments pursuant to this Note.  The 
Payor may request from time to time such information as Payor may deem necessary to determine 
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Payor’s and/or Payee’s compliance with applicable regulatory requirements or tax status, and the Payee 
covenants and agrees to provide such information as reasonably may be requested.  Without limitation 
on any of the other provisions herein, the Payee covenants and agrees to provide (and to update 
periodically), upon request by the Payor, any information (or verification thereof) which the Payor 
deems necessary or appropriate in connection with any requirements of the U.S. Internal Revenue Code 
of 1986, as amended (the “Code”) and/or the Regulations promulgated thereunder, including Code 
Sections 1471-1474, and any forms, instructions or other guidance issued by any governmental 
authority thereunder.  The Payee agrees to waive any provision of any non-U.S. law that would, absent 
a waiver, prevent compliance with such requests.  Payee acknowledges that any failure to comply with 
any such requests from the Payor may result in various adverse consequences under the Code, 
including, potentially (and without limitation), imposition of a U.S. withholding obligation on any 
payments to the Payee pursuant to this Note.  Payee agrees to indemnify and hold the Payor harmless 
from and against any losses, damages, costs, expenses or liabilities incurred as a result of any failure to 
comply with any of the covenants or agreements set forth in this document.    
 
Any notice or other communication required or permitted hereunder shall be in writing and shall be 
deemed to have been given on the third business day after mailing within the United States, postage 
prepaid, by registered or certified mail, return receipt requested, addressed to the parties as set forth on 
the signature page hereto.  Each of the parties hereto shall be entitled to specify a different address by 
giving written notice to the other parties hereto in accordance with this paragraph. 
 
This Note shall be governed by and construed and interpreted in accordance with the internal laws of 
the State of California, without regard to choice of law principles.  The parties agree that any and all 
disputes, claims or controversies arising out of or relating to this Note or the Security Agreement that 
are not resolved by their mutual agreement shall only be brought in a court of competent jurisdiction in 
the County of San Diego, State of California.  This choice of venue is intended by the parties to be 
mandatory and not permissive in nature, and to preclude the possibility of litigation between the parties 
with respect to, or arising out of, this Agreement in any jurisdiction other than that specified in this 
Section.  Each party waives any right it may have to assert the doctrine of forum non conveniens or 
similar doctrine or to object to venue with respect to any proceeding brought in accordance with this 
Section. 
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IN WITNESS WHEREOF, the parties have caused this Note to be executed by a duly 
authorized signatory as of the first date set forth above. 

BORROWER: 
MONTEREY RECEIVABLES FUNDING, LLC 
 
 
By:        
 Shaun Lucas, President and CEO 
 4095 Avenida De La Plata 
 Oceanside, California 92056 

INVESTOR: 
Print Name of Holder:     
 
       

Signature 
 
Title (if applicable):      
Address:      
       
Email:        

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

[Signature Page to Class A-1 6% Note] 
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TAB C-1 
FORM OF CLASS B-1 NOTE 

 
THE SECURITIES REPRESENTED HEREBY HAVE NOT BEEN REGISTERED UNDER THE 
SECURITIES ACT OF 1933, AS AMENDED (THE “ACT”), OR UNDER THE SECURITIES LAWS 
OF ANY STATE.  THESE SECURITIES MAY NOT BE OFFERED, SOLD OR OTHERWISE 
TRANSFERRED, PLEDGED OR HYPOTHECATED EXCEPT AS PERMITTED UNDER THE ACT 
AND APPLICABLE STATE SECURITIES LAWS PURSUANT TO REGISTRATION OR AN 
EXEMPTION THEREFROM.  THE ISSUER OF THESE SECURITIES MAY REQUIRE AN 
OPINION OF COUNSEL SATISFACTORY TO THE ISSUER THAT SUCH OFFER, SALE OR 
TRANSFER, PLEDGE OR HYPOTHECATION OTHERWISE COMPLIES WITH THE ACT AND 
APPLICABLE STATE SECURITIES LAWS. 

CLASS B-1 
SECURED, NON-NEGOTIABLE PROMISSORY NOTE   

 
$_________           Oceanside, California   

___________ __, 201_   

For value received, Monterey Receivables Funding, LLC, a Delaware limited liability company 
(“Payor”), hereby promises to pay to ________________ or his, her or its assignee (“Payee”) the 
principal amount of __________ dollars ($_________), with interest on the outstanding principal 
amount at the rate of seven percent (7%) simple interest per annum, cumulative but non-compounding.  
Interest shall be calculated based on a 365 day year, actual days elapsed.   

This Class B-1 Non-Negotiable Promissory Note (this “Note”) is issued as part of a series of notes 
issued pursuant to that certain confidential accredited investor package for Payor’s offering 
(“Financing”)of up to $50,000,000 in the aggregate of Class A-1 Notes, Class B-1 Notes and Class A-2 
Notes (together, the “Notes”) dated on or about the date hereof (“Investor Package”).  The Company 
previously sold up to $5,000,000 in aggregate principal amount of Class A Notes and Class B Notes 
(the “Outstanding Notes”).  Each Class B-1 Note ranks on a pari passu basis in all respects (including 
payment) with all other Class B-1 Notes issued in the Financing, and the Class B Notes previously 
issued by the Company.   

Interest only on the outstanding principal shall be payable monthly in arrears commencing on the 15th 
day of each month with respect to the prior calendar month commencing on the 15th day of the calendar 
month following the first full calendar month after the date of this Note.  The entire principal balance 
and all accrued but unpaid interest shall be due and payable in full at the expiration of twelve (12) 
months from issuance of the Note (“Maturity Date”); provided, however that unless Payee provides at 
least ninety (90) days’ advance written notice of redemption prior to each Maturity Date, this Note will 
automatically renew and extend for an additional twelve (12) month period, without penalty or 
additional fees.  This Note may be prepaid in whole or in part by Payor at any time following the initial 
twelve (12) months following the date hereof. Investor will be entitled to retain all interest earned up 
until prepayment notice and entitled to their contingent interest payment up until the prepayment notice 
based on yearend financial statements. 

In addition, Payee shall also be entitled to additional contingent interest equal to ten percent (10%) of 
the EBITDA (as defined below) for each fiscal calendar year, allocated among all participants in the 
Financing pro rata based upon their relative principal balances and the number of days invested in 
Notes during the applicable year (“Contingent Interest”).  The additional contingent interest shall be 
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payable by February 15th of each year for sums due for the prior calendar year, if any.  For purposes of 
this Note, the term “EBITDA” shall mean earnings before  tax, depreciation and amortization, but after 
all base interest payments on the Notes. 

Payee may request Payor to redeem all or any portion of the outstanding principal balance of this Note 
at any time upon written request to Payor (“Repayment Option”); provided, however that, in connection 
with any such early redemption, Payee shall and hereby does automatically forfeit (i) if the early 
payment is within one (1) year from the date of this Note, all interest earned for the year and any 
additional Contingent Interest; and (ii) if the early payment is anytime thereafter, all interest for the 
current month and any additional Contingent Interest with respect to then-applicable year-end profits 
(in each case, the “Forfeited Amount”).  For the avoidance of any doubt, no interest shall accrue under 
this Note in the month of or months after  after the Payee has exercised his, her or its Repayment 
Option.  Any such request shall be effective at the beginning of the calendar month in which the early 
redemption request is received in writing by the Payor.  Payee shall receive a redemption price equal to 
the then-outstanding principal amount under this Note plus any accrued and unpaid interest on this Note 
less the Forfeited Amount (the “Redemption Price”).  The Redemption Price shall be paid in 
immediately available funds within thirty (30) days following the date of Payee’s written request.  
Notwithstanding the foregoing, the maximum aggregate amount of outstanding principal to be repaid in 
connection with the exercise of Repayment Options shall not exceed in any calendar year twenty 
percent (20%) of the then aggregate total outstanding principal balance on all issued and outstanding 
Notes.   

Upon the occurrence of a Default (as defined below), all unpaid principal, accrued unpaid interest and 
other amounts owing hereunder shall, at the option of, and only upon written notice provided to the 
Payor exclusively by the Required Majority (as defined below), be immediately due, payable and 
collectible by Payor pursuant to applicable law without presentment, demand, protest, notice of any 
kind or notice of dishonor, all of which are hereby expressly waived.  If a Default occurs and is 
continuing, the Required Majority may pursue, on behalf of all Payees, any available remedy by 
proceeding at law or in equity to collect the payment of amounts due under the Notes or to enforce the 
performance of any provision of the Notes.  A delay or omission by the Required Majority in exercising 
any right or remedy accruing upon a Default shall not impair the right or remedy or constitute a waiver 
of or acquiescence in the Default.  A waiver on any one occasion shall not be construed as a bar to or 
waiver of any such right or remedy on any future occasion.  For purposes of the Security Agreement 
and this Note, a “Required Majority” shall mean Payees under Notes and Outstanding Notes holding at 
more than fifty percent (50%) of the aggregate principal amount of all such Notes outstanding at such 
time.    Payee acknowledges that a Required Majority will have the right and power to diminish or 
eliminate all rights of Payee hereunder and under the Security Agreement. 

For purposes of this Note, Payor shall be in “Default” if Payor: (1) fails to make any payment of interest 
or principal hereunder, as it falls due and fails to cure such failure within twenty (20) days following 
receipt of written notice from Payee; (2) admits in writing its inability to pay its debts as they become 
due, or makes a general assignment for the benefit of creditors or files any petition or action for relief 
under any bankruptcy, reorganization, insolvency or moratorium law, or any other law or laws for the 
relief of, or relating to, debtors; or (3) an involuntary petition is filed against Payor under any 
bankruptcy, reorganization, insolvency or moratorium law, or any other law or laws for the relief of, or 
relating to, debtors unless such petition shall be dismissed or vacated within sixty (60) days of the date 
thereof. 

The repayment in full of the Notes and the Outstanding Notes shall be and hereby is secured on a pari 
passu basis by a first position security interest in all of the assets of Payor, pursuant to the terms that 
certain Security Agreement, dated as of even date herewith (the “Security Agreement”), entered into by 



 

C1-3 
SDI-179754v19  

and among Payor, Payee and each other Note holder of such notes.  Payor shall not, directly or 
indirectly, without the written consent of a Required Majority, create, permit or suffer to exist any lien 
or encumbrance on the Collateral (as defined in the Security Agreement) and shall defend the Collateral 
against and take such other action as is necessary to remove, any liens on or in the Collateral, or in any 
portion thereof, except as permitted pursuant to the Security Agreement.  The holders of Notes (and in 
their capacities as Secured Parties under the Security Agreement) will act by a Required Majority with 
respect to the enforcement and exercise of rights upon the occurrence and during the continuance of an 
event of default under the Notes and/or the Security Agreement.  In addition, the Security Agreement 
may be amended or a provision thereof waived only in a writing signed by the Company and a Required 
Majority.   

Payor shall provide all Payee all information and materials, full access to any and all information and 
shall perform such other acts or actions as may be requested by Payee to enable Payee to act or take 
actions as a Required Majority. 

THE PAYEE OF THIS NOTE HEREBY ACKNOWLEDGES THAT THE RIGHTS UNDER 
ALL CLASS B-1 NOTES ISSUED IN THE FINANCING, INCLUDING THIS NOTE, SHALL 
BE AND HEREBY IS SUBORDINATE AND JUNIOR IN RIGHT, PRIORITY AND ALL 
OTHER RESPECTS TO THE OBLIGATIONS UNDER THE CLASS A NOTES PREVIOUSLY 
ISSUED AND THE CLASS A-1 AND CLASS A-2 NOTES ISSUED IN THE FINANCING. AS 
SUCH, NO PAYMENTS SHALL BE MADE ON THE CLASS B-1 NOTES, INCLUDING THIS 
NOTE, UNLESS AND UNTIL ALL PAYMENTS THEN DUE AND OWING WITH RESPECT 
TO THE CLASS A NOTES PREVIOUSLY ISSUED, THE CLASS A-1 NOTES AND ANY 
SENIOR FUTURE NOTES HAVE BEEN PAID IN FULL.  PAYEE HEREBY AGREES TO 
EXECUTE AND DELIVERY ANY SUBORDINATION AGREEMENT THAT MAY BE 
REQUIRED BY ANY SUCH HOLDERS OF CLASS A NOTES, CLASS A-1 AND CLASS A-2 
NOTES TO EVIDENCE SUCH SUBORDINATION AND AS MAY BE REQUIRED BY THE 
COMPANY IN CONNECTION WITH ANY LIQUIDATION.    

The Payor of this Note hereby waives diligence, presentment, protest and demand and also notice of 
protest, demand, dishonor and nonpayment of this Note.  

In the event that Payor reasonably determines that it is required to deduct and withhold from any 
amounts owing to Payee pursuant to this Note and to remit such amounts to any taxing authority in 
connection with any withholding or similar taxes imposed on such amounts, such amounts, as and when 
so deducted, withheld and remitted by Payor shall be deemed paid to Payee for all purposes.   

If Payee should institute collection efforts, of any nature whatsoever, to attempt to collect any and all 
amounts due hereunder upon the default of Payor, Payor shall be liable to pay to Payee immediately and 
without demand all reasonable costs and expenses of collection incurred by Payee, including without 
limitation reasonable attorney’s fees, whether or not suit or other action or proceeding be instituted and 
specifically including, but not limited to, collection efforts that may be made through a bankruptcy 
court. 

Notwithstanding any provision herein or in any instrument now or hereafter securing this Note, the total 
liability for payments in the nature of interest shall not exceed the limits imposed by the applicable 
usury laws of the State of California.  If, from any circumstances whatsoever, fulfillment of any 
provision hereof or of any other agreement, evidencing or securing the debt, at the time performance of 
such provisions shall be due, shall involve the payment of interest in excess of that authorized by law, 
the obligation to be fulfilled shall be reduced to the limit so authorized by law, and if from any 
circumstances, Payee shall ever receive as interest an amount which would exceed the highest lawful 
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rate applicable to the Payor, such amount which would be excessive interest shall be applied to the 
reduction of the principal balance of the debt evidenced hereby and not to the payment of interest. 

The provisions of this Note are intended by Payor to be severable and divisible and the invalidity or 
unenforceability of a provision or term herein shall not invalidate or render unenforceable the remainder 
of this Note or any part thereof.  

Payee and other holders of Notes, in such capacity, are not and shall not have any rights as equity 
holders in Payor.  As such, neither Payee nor any other holder of Notes, in such capacity, will not be 
entitled to vote, receive dividends or exercise any of the rights of the members of Payee for any 
purpose. 

Notwithstanding any provision herein, the Payee hereby agrees and acknowledges that this Note is non-
negotiable, and (subject to the rights of Payee’s individual heirs or legatees on the death of the Payee) 
may only be transferred, assigned or encumbered with the prior written consent of the Payor which 
consent the Payor may withhold in its sole discretion.  Upon any transfer of this Note approved by 
Payor, Payor may require, as a condition thereto, the payment of a sum sufficient to reimburse it for any 
transfer tax incidental thereto.  Any transfer shall also be subject to (i) the transferee’s agreement in 
writing to be subject to the applicable terms of this Note; (ii) compliance with all applicable state and 
federal securities laws (including the delivery of legal opinions reasonably satisfactory to Payor, if such 
are reasonably requested by Payor); and (iii) such additional documentation as is reasonably required by 
the Payor.  This Note shall be binding upon any successors or assigns of Payor. 

In addition to the foregoing, the Payor will maintain a book entry system upon which will be reflected 
the ownership of the Note by Payee and the unpaid obligations evidenced thereby, and, notwithstanding 
any other provision of this Note to the contrary, no transfer of any interest in any Note nor any right to 
receive payments of any amounts thereunder shall be effective unless (among other applicable 
requirements) such transfer is first registered in the book entry system established by the Payor.   

THE OFFERING OF SECURITIES IS MADE PURSUANT TO RULE 506(C) OF REGULATION D 
PROMULGATED UNDER THE ACT.  THE SECURITIES MAY BE SOLD ONLY TO 
“ACCREDITED INVESTORS,” WHICH FOR NATURAL PERSONS ARE INVESTORS WHO 
MEET CERTAIN MINIMUM ANNUAL INCOME OR NET WORTH THRESHOLDS.  THE 
SECURITIES ARE BEING OFFERED IN RELIANCE ON AN EXEMPTION FROM THE 
REGISTRATION REQUIREMENTS OF THE ACT, AND ARE NOT REQUIRED TO COMPLY 
WITH SPECIFIC DISCLOSURE REQUIREMENTS THAT APPLY TO REGISTRATION UNDER 
THE ACT.  THE U.S. SECURITIES AND EXCHANGE COMMISSION OR ANY EQUIVALENT 
STATE OR FOREIGN AGENCIES HAVE NOT PASSED UPON THE MERITS OF OR GIVEN ITS 
APPROVAL TO THE SECURITIES, THE TERMS OF THE OFFERING, OR THE ACCURACY OR 
COMPLETENESS OF ANY OFFERING MATERIALS.  THE SECURITIES ARE SUBJECT TO 
LEGAL RESTRICTIONS ON TRANSFER AND RESALE AND INVESTORS SHOULD NOT 
ASSUME THEY WILL BE ABLE TO RESELL THEIR SECURITIES.  INVESTING IN 
SECURITIES INVOLVES RISK, AND INVESTORS SHOULD BE ABLE TO BEAR THE LOSS OF 
THEIR INVESTMENT. INVESTMENT IN THE SECURITIES SHOULD BE CONSIDERED 
HIGHLY SPECULATIVE AND SUITABLE ONLY FOR PERSONS OF ADEQUATE FINANCIAL 
MEANS WHO HAVE NO NEED FOR LIQUIDITY WITH RESPECT TO THIS INVESTMENT.  
PURCHASERS OF THE SECURITIES SHOULD HAVE THE FINANCIAL ABILITY AND 
WILLINGNESS TO ACCEPT THE RISKS (INCLUDING, AMONG OTHER THINGS, THE RISK 
OF LOSS OF THEIR ENTIRE INVESTMENT AND THE LACK OF LIQUIDITY) AND SHOULD 
CONSULT THEIR FINANCIAL ADVISORS REGARDING THE APPROPRIATENESS OF 
MAKING AN INVESTMENT.  FURTHERMORE, THE SECURITIES OFFERED ARE NOT 



 

C1-5 
SDI-179754v19  

SUBJECT TO THE PROTECTIONS OF THE INVESTMENT COMPANY ACT OF 1940, AS 
AMENDED.  FURTHERMORE, THIS NOTE IS NON-NEGOTIABLE AND MAY BE SOLD OR 
OTHERWISE TRANSFERRED ONLY IN COMPLIANCE WITH CONDITIONS SPECIFIED IN A 
SUBSCRIPTION AGREEMENT, A COMPLETE AND CORRECT COPY OF WHICH IS 
AVAILABLE FOR INSPECTION AT THE PRINCIPAL OFFICE OF PAYOR AND WILL BE 
FURNISHED WITHOUT CHARGE TO THE HOLDER OF THIS NOTE UPON WRITTEN 
REQUEST. 

The Payee further agrees to execute and deliver such additional documents, agreements or instruments, 
and/or to take such additional actions, as shall be reasonably requested by the Payor in order to comply 
with any tax reporting or similar requirements relating to any payments pursuant to this Note.  The 
Payor may request from time to time such information as Payor may deem necessary to determine 
Payor’s and/or Payee’s compliance with applicable regulatory requirements or tax status, and the Payee 
covenants and agrees to provide such information as reasonably may be requested.  Without limitation 
on any of the other provisions herein, the Payee covenants and agrees to provide (and to update 
periodically), upon request by the Payor, any information (or verification thereof) which the Payor 
deems necessary or appropriate in connection with any requirements of the U.S. Internal Revenue Code 
of 1986, as amended (the “Code”) and/or the Regulations promulgated thereunder, including Code 
Sections 1471-1474, and any forms, instructions or other guidance issued by any governmental 
authority thereunder.  The Payee agrees to waive any provision of any non-U.S. law that would, absent 
a waiver, prevent compliance with such requests.  Payee acknowledges that any failure to comply with 
any such requests from the Payor may result in various adverse consequences under the Code, 
including, potentially (and without limitation), imposition of a U.S. withholding obligation on any 
payments to the Payee pursuant to this Note.  Payee agrees to indemnify and hold the Payor harmless 
from and against any losses, damages, costs, expenses or liabilities incurred as a result of any failure to 
comply with any of the covenants or agreements set forth in this document.   
 
Any notice or other communication required or permitted hereunder shall be in writing and shall be 
deemed to have been given on the third business day after mailing within the United States, postage 
prepaid, by registered or certified mail, return receipt requested, addressed to the parties as set forth on 
the signature page hereto.  Each of the parties hereto shall be entitled to specify a different address by 
giving written notice to the other parties hereto in accordance with this paragraph. 

This Note shall be governed by and construed and interpreted in accordance with the internal laws of 
the State of California, without regard to choice of law principles.  The parties agree that any and all 
disputes, claims or controversies arising out of or relating to this Note or the Security Agreement that 
are not resolved by their mutual agreement shall only be brought in a court of competent jurisdiction in 
the County of San Diego, State of California.  This choice of venue is intended by the parties to be 
mandatory and not permissive in nature, and to preclude the possibility of litigation between the parties 
with respect to, or arising out of, this Agreement in any jurisdiction other than that specified in this 
Section.  Each party waives any right it may have to assert the doctrine of forum non conveniens or 
similar doctrine or to object to venue with respect to any proceeding brought in accordance with this 
Section. 
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IN WITNESS WHEREOF, the parties have caused this Note to be executed by a duly 
authorized signatory as of the first date set forth above. 

BORROWER: 
MONTEREY RECEIVABLES FUNDING, LLC 
 
 
By:        
 Shaun Lucas, President & CEO 
 4095 Avenida De La Plata 
 Oceanside, California 92056 

INVESTOR: 
Print Name of Holder:     
 
       

Signature 
 
Title (if applicable):      
Address:      
       
Email       

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 

[Signature Page to Class B-1 7% Note] 
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TAB C-2 

FORM OF CLASS A-2 NOTE 

THE SECURITIES REPRESENTED HEREBY HAVE NOT BEEN REGISTERED UNDER THE 
SECURITIES ACT OF 1933, AS AMENDED (THE “ACT”), OR UNDER THE SECURITIES LAWS 
OF ANY STATE.  THESE SECURITIES MAY NOT BE OFFERED, SOLD OR OTHERWISE 
TRANSFERRED, PLEDGED OR HYPOTHECATED EXCEPT AS PERMITTED UNDER THE ACT 
AND APPLICABLE STATE SECURITIES LAWS PURSUANT TO REGISTRATION OR AN 
EXEMPTION THEREFROM.  THE ISSUER OF THESE SECURITIES MAY REQUIRE AN 
OPINION OF COUNSEL SATISFACTORY TO THE ISSUER THAT SUCH OFFER, SALE OR 
TRANSFER, PLEDGE OR HYPOTHECATION OTHERWISE COMPLIES WITH THE ACT AND 
APPLICABLE STATE SECURITIES LAWS. 

CLASS A-2 
SECURED, NON-NEGOTIABLE PROMISSORY NOTE   

 
$_____________        Oceanside, California   

___________ ___, 201__   

For value received, Monterey Receivables Funding, LLC, a Delaware limited liability company 
(“Payor”), hereby promises to pay to ________________ or his, her or its assignee (“Payee”) the 
principal amount of ___________ dollars ($__________), with interest on the outstanding principal 
amount at the rate of eight percent (8%) simple interest per annum, cumulative but non-compounding.  
Interest shall be calculated based on a 365 day year, actual days elapsed.   

This Class A-2 Non-Negotiable Promissory Note (this “Note”) is issued as part of a series of notes 
issued pursuant to that certain Confidential Accredited Investor Package for Payor’s offering 
(“Financing”) of up to $50,000,000 in the aggregate of Class A-1 Notes, Class A-2 Notes and Class B-1 
Notes (together, the “Notes”) dated on or about the date hereof (“Investor Package”).  The Company 
previously sold up to $5,000,000 in aggregate principal amount of Class A Notes and Class B Notes 
(the “Outstanding Notes”).  Each Class A-2 Note ranks on a pari passu basis in all respects (including 
payment) with all other Class A-1 Notes and Class A-2 Notes issued in the Financing, as well as the 
Class A Notes previously issued by the Company.   

Interest only on the outstanding principal shall be payable monthly in arrears commencing on the 15th 
day of each month with respect to the prior calendar month commencing on the 15th day of the calendar 
month following the first full calendar month after the date of this Note.  The entire principal balance 
and all accrued but unpaid interest shall be due and payable in full at the expiration of twelve (12) 
months from issuance of the Note (“Maturity Date”); provided, however that unless Payee provides at 
least ninety (90) days’ advance written notice of redemption prior to each Maturity Date, this Note will 
automatically renew and extend for an additional twelve (12) month period, without penalty or 
additional fees.  This Note may be prepaid in whole or in part by Payor at any time following the initial 
twelve (12) months following the date hereof. Investor will be entitled to retain all interest earned up 
until prepayment. 

Payee may request Payor to redeem all or any portion of the outstanding principal balance of this Note 
at any time upon written request to Payor (“Repayment Option”); provided, however that, in connection 
with any such early redemption, Payee shall and hereby does automatically forfeit (i) if the early 
payment is within one (1) year from the date of this Note, all interest earned for the year; and (ii) if the 
early payment is anytime thereafter, all interest for the current month (in each case, the “Forfeited 
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Amount”).  For the avoidance of any doubt, no interest shall accrue under this Note in the month of or 
months after the Payee has exercised his, her or its Repayment Option.  Any such request shall be 
effective at the beginning of the calendar month in which the early redemption request is received in 
writing by the Payor.  Payee shall receive a redemption price equal to the then-outstanding principal 
amount under this Note plus any accrued and unpaid interest on this Note less the Forfeited Amount 
(the “Redemption Price”).  The Redemption Price shall be paid in immediately available funds within 
thirty (30) days following the date of Payee’s written request.  Notwithstanding the foregoing, the 
maximum aggregate amount of outstanding principal to be repaid in connection with the exercise of 
Repayment Options shall not exceed in any calendar year twenty percent (20%) of the then aggregate 
total outstanding principal balance on all issued and outstanding Notes.   

Upon the occurrence of a Default (as defined below), all unpaid principal, accrued unpaid interest and 
other amounts owing hereunder shall, at the option of, and only upon written notice provided to the 
Payor exclusively by the Required Majority (as defined below), be immediately due, payable and 
collectible by Payor pursuant to applicable law without presentment, demand, protest, notice of any 
kind or notice of dishonor, all of which are hereby expressly waived.  If a Default occurs and is 
continuing, the Required Majority may pursue, on behalf of all Payees, any available remedy by 
proceeding at law or in equity to collect the payment of amounts due under the Notes or to enforce the 
performance of any provision of the Notes.  A delay or omission by the Required Majority in exercising 
any right or remedy accruing upon a Default shall not impair the right or remedy or constitute a waiver 
of or acquiescence in the Default.  A waiver on any one occasion shall not be construed as a bar to or 
waiver of any such right or remedy on any future occasion.  For purposes of the Security Agreement 
and this Note, a “Required Majority” shall mean Payees under Notes and Outstanding Notes holding at 
more than fifty percent (50%) of the aggregate principal amount of all such Notes outstanding at such 
time.    Payee acknowledges that a Required Majority will have the right and power to diminish or 
eliminate all rights of Payee hereunder and under the Security Agreement. 

For purposes of this Note, Payor shall be in “Default” if Payor: (1) fails to make any payment of interest 
or principal hereunder, as it falls due and fails to cure such failure within twenty (20) days following 
receipt of written notice from Payee; (2) admits in writing its inability to pay its debts as they become 
due, or makes a general assignment for the benefit of creditors or files any petition or action for relief 
under any bankruptcy, reorganization, insolvency or moratorium law, or any other law or laws for the 
relief of, or relating to, debtors; or (3) an involuntary petition is filed against Payor under any 
bankruptcy, reorganization, insolvency or moratorium law, or any other law or laws for the relief of, or 
relating to, debtors unless such petition shall be dismissed or vacated within sixty (60) days of the date 
thereof. 

The repayment in full of the Notes and the Outstanding Notes shall be and hereby is secured on a pari 
passu basis by a first position security interest in all of the assets of Payor, pursuant to the terms that 
certain Security Agreement, dated as of even date herewith (the “Security Agreement”), entered into by 
and among Payor, Payee and each other Note holder of such notes.  Payor shall not, directly or 
indirectly, without the written consent of a Required Majority, create, permit or suffer to exist any lien 
or encumbrance on the Collateral (as defined in the Security Agreement) and shall defend the Collateral 
against and take such other action as is necessary to remove, any liens on or in the Collateral, or in any 
portion thereof, except as permitted pursuant to the Security Agreement.  The holders of Notes (and in 
their capacities as Secured Parties under the Security Agreement) will act by a Required Majority with 
respect to the enforcement and exercise of rights upon the occurrence and during the continuance of an 
event of default under the Notes and/or the Security Agreement.  In addition, the Security Agreement 
may be amended or a provision thereof waived only in a writing signed by the Company and a Required 
Majority.   
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Payor shall provide all Payee all information and materials, full access to any and all information and 
shall perform such other acts or actions as may be requested by Payee to enable Payee to act or take 
actions as a Required Majority. 

The Payor of this Note hereby waives diligence, presentment, protest and demand and also notice of 
protest, demand, dishonor and nonpayment of this Note.  

In the event that Payor reasonably determines that it is required to deduct and withhold from any 
amounts owing to Payee pursuant to this Note and to remit such amounts to any taxing authority in 
connection with any withholding or similar taxes imposed on such amounts, such amounts, as and when 
so deducted, withheld and remitted by Payor shall be deemed paid to Payee for all purposes.   

If Payee should institute collection efforts, of any nature whatsoever, to attempt to collect any and all 
amounts due hereunder upon the default of Payor, Payor shall be liable to pay to Payee immediately and 
without demand all reasonable costs and expenses of collection incurred by Payee, including without 
limitation reasonable attorney’s fees, whether or not suit or other action or proceeding be instituted and 
specifically including, but not limited to, collection efforts that may be made through a bankruptcy 
court. 

Notwithstanding any provision herein or in any instrument now or hereafter securing this Note, the total 
liability for payments in the nature of interest shall not exceed the limits imposed by the applicable 
usury laws of the State of California.  If, from any circumstances whatsoever, fulfillment of any 
provision hereof or of any other agreement, evidencing or securing the debt, at the time performance of 
such provisions shall be due, shall involve the payment of interest in excess of that authorized by law, 
the obligation to be fulfilled shall be reduced to the limit so authorized by law, and if from any 
circumstances, Payee shall ever receive as interest an amount which would exceed the highest lawful 
rate applicable to the Payor, such amount which would be excessive interest shall be applied to the 
reduction of the principal balance of the debt evidenced hereby and not to the payment of interest. 

The provisions of this Note are intended by Payor to be severable and divisible and the invalidity or 
unenforceability of a provision or term herein shall not invalidate or render unenforceable the remainder 
of this Note or any part thereof.  

Payee and other holders of Notes, in such capacity, are not and shall not have any rights as equity 
holders in Payor.  As such, neither Payee nor any other holder of Notes, in such capacity, will not be 
entitled to vote, receive dividends or exercise any of the rights of the members of Payee for any 
purpose. 

Notwithstanding any provision herein, the Payee hereby agrees and acknowledges that this Note is non-
negotiable, and (subject to the rights of Payee’s individual heirs or legatees on the death of the Payee) 
may only be transferred, assigned or encumbered with the prior written consent of the Payor which 
consent the Payor may withhold in its sole discretion.  Upon any transfer of this Note approved by 
Payor, Payor may require, as a condition thereto, the payment of a sum sufficient to reimburse it for any 
transfer tax incidental thereto.  Any transfer shall also be subject to (i) the transferee’s agreement in 
writing to be subject to the applicable terms of this Note; (ii) compliance with all applicable state and 
federal securities laws (including the delivery of legal opinions reasonably satisfactory to Payor, if such 
are reasonably requested by Payor); and (iii) such additional documentation as is reasonably required by 
the Payor.  This Note shall be binding upon any successors or assigns of Payor. 

In addition to the foregoing, the Payor will maintain a book entry system upon which will be reflected 
the ownership of the Note by Payee and the unpaid obligations evidenced thereby, and, notwithstanding 
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any other provision of this Note to the contrary, no transfer of any interest in any Note nor any right to 
receive payments of any amounts thereunder shall be effective unless (among other applicable 
requirements) such transfer is first registered in the book entry system established by the Payor.   

THE OFFERING OF SECURITIES IS MADE PURSUANT TO RULE 506(C) OF REGULATION D 
PROMULGATED UNDER THE ACT.  THE SECURITIES MAY BE SOLD ONLY TO 
“ACCREDITED INVESTORS,” WHICH FOR NATURAL PERSONS ARE INVESTORS WHO 
MEET CERTAIN MINIMUM ANNUAL INCOME OR NET WORTH THRESHOLDS.  THE 
SECURITIES ARE BEING OFFERED IN RELIANCE ON AN EXEMPTION FROM THE 
REGISTRATION REQUIREMENTS OF THE ACT, AND ARE NOT REQUIRED TO COMPLY 
WITH SPECIFIC DISCLOSURE REQUIREMENTS THAT APPLY TO REGISTRATION UNDER 
THE ACT.  THE U.S. SECURITIES AND EXCHANGE COMMISSION OR ANY EQUIVALENT 
STATE OR FOREIGN AGENCIES HAVE NOT PASSED UPON THE MERITS OF OR GIVEN ITS 
APPROVAL TO THE SECURITIES, THE TERMS OF THE OFFERING, OR THE ACCURACY OR 
COMPLETENESS OF ANY OFFERING MATERIALS.  THE SECURITIES ARE SUBJECT TO 
LEGAL RESTRICTIONS ON TRANSFER AND RESALE AND INVESTORS SHOULD NOT 
ASSUME THEY WILL BE ABLE TO RESELL THEIR SECURITIES.  INVESTING IN 
SECURITIES INVOLVES RISK, AND INVESTORS SHOULD BE ABLE TO BEAR THE LOSS OF 
THEIR INVESTMENT. INVESTMENT IN THE SECURITIES SHOULD BE CONSIDERED 
HIGHLY SPECULATIVE AND SUITABLE ONLY FOR PERSONS OF ADEQUATE FINANCIAL 
MEANS WHO HAVE NO NEED FOR LIQUIDITY WITH RESPECT TO THIS INVESTMENT.  
PURCHASERS OF THE SECURITIES SHOULD HAVE THE FINANCIAL ABILITY AND 
WILLINGNESS TO ACCEPT THE RISKS (INCLUDING, AMONG OTHER THINGS, THE RISK 
OF LOSS OF THEIR ENTIRE INVESTMENT AND THE LACK OF LIQUIDITY) AND SHOULD 
CONSULT THEIR FINANCIAL ADVISORS REGARDING THE APPROPRIATENESS OF 
MAKING AN INVESTMENT.  FURTHERMORE, THE SECURITIES OFFERED ARE NOT 
SUBJECT TO THE PROTECTIONS OF THE INVESTMENT COMPANY ACT OF 1940, AS 
AMENDED.  FURTHERMORE, THIS NOTE IS NON-NEGOTIABLE AND MAY BE SOLD OR 
OTHERWISE TRANSFERRED ONLY IN COMPLIANCE WITH CONDITIONS SPECIFIED IN A 
SUBSCRIPTION AGREEMENT, A COMPLETE AND CORRECT COPY OF WHICH IS 
AVAILABLE FOR INSPECTION AT THE PRINCIPAL OFFICE OF PAYOR AND WILL BE 
FURNISHED WITHOUT CHARGE TO THE HOLDER OF THIS NOTE UPON WRITTEN 
REQUEST. 

The Payee further agrees to execute and deliver such additional documents, agreements or instruments, 
and/or to take such additional actions, as shall be reasonably requested by the Payor in order to comply 
with any tax reporting or similar requirements relating to any payments pursuant to this Note.  The 
Payor may request from time to time such information as Payor may deem necessary to determine 
Payor’s and/or Payee’s compliance with applicable regulatory requirements or tax status, and the Payee 
covenants and agrees to provide such information as reasonably may be requested.  Without limitation 
on any of the other provisions herein, the Payee covenants and agrees to provide (and to update 
periodically), upon request by the Payor, any information (or verification thereof) which the Payor 
deems necessary or appropriate in connection with any requirements of the U.S. Internal Revenue Code 
of 1986, as amended (the “Code”) and/or the Regulations promulgated thereunder, including Code 
Sections 1471-1474, and any forms, instructions or other guidance issued by any governmental 
authority thereunder.  The Payee agrees to waive any provision of any non-U.S. law that would, absent 
a waiver, prevent compliance with such requests.  Payee acknowledges that any failure to comply with 
any such requests from the Payor may result in various adverse consequences under the Code, 
including, potentially (and without limitation), imposition of a U.S. withholding obligation on any 
payments to the Payee pursuant to this Note.  Payee agrees to indemnify and hold the Payor harmless 
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from and against any losses, damages, costs, expenses or liabilities incurred as a result of any failure to 
comply with any of the covenants or agreements set forth in this document.   
 
Any notice or other communication required or permitted hereunder shall be in writing and shall be 
deemed to have been given on the third business day after mailing within the United States, postage 
prepaid, by registered or certified mail, return receipt requested, addressed to the parties as set forth on 
the signature page hereto.  Each of the parties hereto shall be entitled to specify a different address by 
giving written notice to the other parties hereto in accordance with this paragraph. 

This Note shall be governed by and construed and interpreted in accordance with the internal laws of 
the State of California, without regard to choice of law principles.  The parties agree that any and all 
disputes, claims or controversies arising out of or relating to this Note or the Security Agreement that 
are not resolved by their mutual agreement shall only be brought in a court of competent jurisdiction in 
the County of San Diego, State of California.  This choice of venue is intended by the parties to be 
mandatory and not permissive in nature, and to preclude the possibility of litigation between the parties 
with respect to, or arising out of, this Agreement in any jurisdiction other than that specified in this 
Section.  Each party waives any right it may have to assert the doctrine of forum non conveniens or 
similar doctrine or to object to venue with respect to any proceeding brought in accordance with this 
Section. 
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IN WITNESS WHEREOF, the parties have caused this Note to be executed by a duly 
authorized signatory as of the first date set forth above. 

BORROWER: 
MONTEREY RECEIVABLES FUNDING, LLC 
 
By:        
 Shaun Lucas, President & CEO 
 4095 Avenida De La Plata 
 Oceanside, California 92056 

INVESTOR: 
Print Name of Holder:     
 
       

Signature 

Title (if applicable):      

Address:      
       
Email       

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

[Signature Page to Class A-2 8% Note] 
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TAB D-1 
FORM OF SECURITY AGREEMENT 

 

SECURITY AGREEMENT 
This Security Agreement (this “Agreement”) is made and entered into as of 

___________, 201_ (the “Effective Date”), by and among Monterey Receivables Funding, 
LLC, a Delaware limited liability company (the “Debtor”), on the one hand, and the purchasers 
of those certain Secured Non-Negotiable Class A Promissory Notes and/or Secured Non-
Negotiable Class B Promissory Notes issued by Debtor in connection with the Offering (as 
defined below) (together, the “Secured Party”), on the other hand. 

RECITALS 
WHEREAS, Debtor is currently offering for sale up to Fifty Million Dollars 

($50,000,000) in aggregate principal amount of Secured Non-Negotiable Class A Promissory 
Notes and Secured Non-Negotiable Class B Promissory Notes, as such amount may be 
increased and/or additional series of notes offered in the future upon approval of Debtor’s 
Board of Managers (the “Offering”).  Capitalized terms not otherwise defined herein shall have 
the meanings ascribed to such terms in the Notes; and 

WHEREAS, as further security for the payment and performance of all of Debtor’s 
Obligations (as defined below) to the Secured Party, it is the intent of Debtor to pledge and 
grant on a pari passu basis to each member of the Secured Party, representing all of the 
participants in the Offering, a first priority security interest in all of the assets of Debtor, as 
hereinafter provided, which first priority security interest shall be perfected immediately upon 
execution of this Agreement. 

AGREEMENT 
NOW, THEREFORE, in consideration of the above Recitals and for other good and 

valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the 
parties hereby agree as follows: 

1. Grant of Security Interest.  As security for full and timely payment, 
performance and satisfaction of all obligations of Debtor to the Secured Party, whether existing 
as of the Effective Date or incurred subsequent to the Effective Date, including, without 
limitation, the principal amount, any accrued and unpaid interest due under the Notes 
(collectively, the “Obligations”), Debtor hereby pledges and grants on a pari passu basis to 
each member of the Secured Party a first priority security interest in all of Debtor’s right, title 
and interest in and to all of Debtor’s assets, including, without limitation, those assets 
described in Exhibit A attached hereto (collectively, the “Collateral”). 

2. Maintenance of Security Interest.  Debtor agrees, at any time and from time to 
time, at the expense of Debtor, and upon request of the Secured Party (acting upon the written 
instruction and at the direction of the Required Majority), to promptly execute and deliver all 
further instruments and documents, and take all further action, that may be necessary or 
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desirable, in the Secured Party’s discretion (as directed by the Required Majority), in order to 
protect any security interest granted or purported to be granted hereby or to enable the Secured 
Party to exercise and enforce the Secured Party’s rights and remedies hereunder with respect to 
any Collateral, including, without limitation, transferring Collateral to the possession of the 
Secured Party (if a security interest in such Collateral can only be protected by possession).  If 
Debtor executes and delivers any document or instrument pursuant to this Section 2, such 
document or instrument shall be in form and substance reasonably satisfactory to the Secured 
Party (as directed by the Required Majority) and a copy thereof shall be provided by Debtor to 
the Secured Party; and if such Debtor takes any other action pursuant to this Section 2, such 
action shall be taken with the prior written consent of the Secured Party (acting upon the 
written instruction and at the direction of the Required Majority) and notice thereof shall be 
given by Debtor to the Secured Party. 

3. Debtor’s Attorney-in-Fact.  Debtor hereby irrevocably appoints the Secured 
Party, with full power of substitution, as its true and lawful attorney-in-fact with full 
irrevocable power and authority in the place and stead of Debtor and in the name of Debtor or 
in the Secured Party’s own name, from time to time in the discretion of the Secured Party (as 
directed by the Required Majority), for the purpose of carrying out the terms of this Agreement 
(but the Secured Party shall not be obligated to and shall incur no liability to Debtor or any 
third party for failure to do so), to take any and all appropriate action and to execute and 
deliver any and all documents and instruments which may be necessary or desirable to protect 
the security interest granted hereunder or to maintain the priority of the secured interest granted 
hereunder.  Without limiting the generality of the foregoing, Debtor hereby grants the Secured 
Party (acting as directed by the Required Majority) the power and right, on behalf of Debtor, 
upon prior written notice to Debtor, to do the following upon the occurrence and during the 
continuation of any Event of Default: (a) collect by legal proceedings or otherwise and 
endorse, receive and receipt for all dividends, interest, payments proceeds and other sums and 
property now or hereafter payable on or on account of the Collateral; (b) enter into any 
extension, reorganization, deposit, merger, consolidation or other agreement pertaining to, or 
deposit, surrender, accept, hold or apply other property in exchange for the Collateral; 
(c) insure, process and preserve the Collateral; (d) transfer the Collateral to its own or its 
nominee’s name; and (e) make any compromise or settlement, and take any action it deems 
advisable, with respect to the Collateral.  Debtor shall be responsible to reimburse the Secured 
Party upon demand for any costs and expenses, including, without limitation, reasonable 
attorney’s fees, the Secured Party may incur while acting as Debtor’s attorney-in-fact 
hereunder or otherwise in protecting the Collateral or the Secured Party’s rights therein, all of 
which costs and expenses are included in the Obligations secured hereby.  It is further agreed 
and understood between the parties hereto that such care as the Secured Party gives to the 
safekeeping of its own property of like kind shall constitute reasonable care of the Collateral 
when in the Secured Party’s possession; provided, however, that the Secured Party shall not be 
required to make any presentment, demand or protest, or give any notice and need not take any 
action to preserve any rights against any prior party or any other person in connection with the 
Obligations or with respect to the Collateral. 

4. Representations and Warranties.  Debtor hereby represents and warrants that: 
(a) Debtor is the owner of the Collateral (or, in the case of after-acquired Collateral, at the time 
Debtor acquires rights in the Collateral, will be the owner thereof) and that no other person 
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other than the Secured Party has (or, in the case of after-acquired Collateral, at the time Debtor 
acquires rights therein, will have) any right, title, claim or interest (by way of security interest 
or other lien or charge or otherwise) in, against or to the Collateral, except for subordinated 
indebtedness and any liens for taxes, assessments and other government charges not yet due 
and payable; (b) Debtor will not sell or offer to sell or otherwise transfer the Collateral or any 
interest therein without the prior written consent of the Secured Party (acting as directed by the 
Required Majority) other than in the ordinary course of business; and (c) all information 
heretofore, herein or hereafter supplied to the Secured Party by or on behalf of Debtor with 
respect to its Collateral is true and correct in all material respects. 

5. Affirmative Covenants of Debtor.  Debtor shall do all of the following: 

a. Government Compliance. 

Maintain Debtor’s legal existence and good standing in Debtor’s 
jurisdictions of formation and maintain qualification in each jurisdiction in which the failure to 
so qualify would reasonably be expected to have a material adverse effect on Debtor’s business 
or operations.  Debtor shall comply with all laws, ordinances and regulations to which it is 
subject, noncompliance with which could have a material adverse effect on Debtor’s business. 

Execute, deliver and cause to be filed any and all agreements, 
instruments, reports, or other documents (including, without limitation, a UCC-1 Financing 
Statement and any other documents required or deemed desirable or necessary to perfect the 
security interest in other jurisdictions) necessary to perfect the first priority security interest 
granted in the Collateral, either (i) concurrently with the execution of this Agreement, or (ii) as 
soon as reasonably practicable thereafter. 

b. Taxes.  Make timely payment of all foreign, federal, state, and local 
taxes or assessments and shall deliver to the Secured Party (acting as directed by the Required 
Majority), upon prior written request, appropriate certificates attesting to such payments; 

c. Insurance.  Keep its business and the Collateral insured for risks and in 
amounts standard for companies in Debtor’s industry and location and as the Secured Party 
(acting as directed by the Required Majority) may reasonably request.  Insurance policies shall 
be in a form, with companies, and in amounts that are satisfactory to the Secured Party (acting 
as directed by the Required Majority).  At the Secured Party’s request, Debtor shall deliver 
certified copies of policies and evidence of all premium payments.  Proceeds payable under 
any policy shall, at the Secured Party’s option (acting as directed by the Required Majority), be 
payable to the Secured Party on account of the Obligations.  If Debtor fails to obtain insurance 
as required under this Section 5(c) or to pay any amount or furnish any required proof of 
payment to third persons and the Secured Party, the Secured Party may (acting as directed by 
the Required Majority) make all or part of such payment or obtain such insurance policies 
required in this Section 5(c), and take any action under the policies the Secured Party (acting as 
directed by the Required Majority) deems prudent. 

d. Protection of Intellectual Property Rights.  Debtor shall: (a) protect, 
defend and maintain the validity and enforceability of its intellectual property; (b) promptly 
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advise the Secured Party in writing of material infringements of its intellectual property; and 
(c) not allow any intellectual property material to Debtor’s business to be abandoned, forfeited 
or dedicated to the public without the Secured Party’s written consent and shall cause each of 
its subsidiaries to do the same in respect of intellectual property to which any such subsidiary 
has any right, title or interest. 

e. Litigation Cooperation.  From the date hereof and continuing through 
the termination of this Agreement, make available to the Secured Party, without expense to the 
Secured Party, Debtor and its officers, employees and agents and Debtor’s books and records, 
to the extent that the Secured Party may deem them reasonably necessary to prosecute or 
defend any third-party suit or proceeding instituted by or against the Secured Party with respect 
to any Collateral or relating to Debtor. 

f. Provide Information and Access to Secured Party.  Provide information 
and materials to, full access to any and all information and to perform such other acts or 
actions as may be requested by any member of the Secured Party to enable such member or 
any other members of the Secured Party to act or take actions as a Required Majority.   

g. Further Assurances.  Execute any further instruments and take further 
action as the Secured Party (acting upon the written instruction and at the direction of the 
Required Majority) reasonably requests to (i) further perfect, protect or maintain the Secured 
Party’s first priority lien and security interest in the Collateral by, including, without limitation, 
(a) delivering and causing to be filed any financing or continuation statements (including “in 
lieu” continuation statements) under the Uniform Commercial Code with respect to the first 
priority security interest granted hereunder, (b) executing, delivering, and causing to be filed 
any and all agreements, instruments, reports, or other documents with the U.S. Patent and 
Trademark Office or Canadian Intellectual Property Office necessary to further perfect, protect 
and maintain the first priority security interest granted hereunder in respect of Debtor’s 
intellectual property; and (c) any other instrument, document, agreement, or other papers that 
may be necessary or desirable (in the reasonable direction of the Secured Party acting at the 
direction of the Required Majority) to perfect, maintain and validate the first priority security 
interest granted hereunder or to permit the Secured Party to exercise and enforce the rights of 
the Secured Party hereunder with respect to such first priority security interest; or (ii) to effect 
the purposes of this Agreement.    

6. Negative Covenants of Debtor.  Debtor shall not do any of the following 
without the Secured Party’s prior written consent (as such consent shall be provided upon the 
written instruction and at the direction of the Required Majority): 

h. Dispositions.  Convey, sell, lease, transfer or otherwise dispose of, all or 
any part of the Collateral, except for transfers (i) of inventory in the ordinary course of 
business; (ii) of worn out or obsolete equipment; and (iii) of certain licenses for the use of the 
property of Debtor in the ordinary course of business. 

i. Changes in Business Locations.  Debtor shall not, without prior written 
notice to the Secured Party: (1) change any of its jurisdictions of organization, (2) change its 
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organizational structures or types, (3) change its legal names, or (4) change any organizational 
numbers (if any) assigned by its jurisdictions of organization. 

j. Indebtedness.  Create, incur, assume, or be liable for any indebtedness 
other than subordinated indebtedness. 

k. Encumbrance.  Create, incur, allow, or suffer any lien on any of the 
Collateral, or enter into any agreement, document, instrument or other arrangement with any 
third party which directly or indirectly prohibits or has the effect of prohibiting Debtor from 
assigning, mortgaging, pledging, granting a security interest in or upon, or encumbering any of 
Debtor’s intellectual property, other than in respect of Senior Indebtedness or in the ordinary 
course of business. 

l. Compliance.  Become an “investment company” or a company 
controlled by an “investment company,” under the Investment Debtor Act of 1940 or undertake 
as one of its important activities extending credit to purchase or carry margin stock (as defined 
in Regulation U of the Board of Governors of the Federal Reserve System); fail to meet the 
minimum funding requirements of Employee Retirement Income Security Act of 1974 
(“ERISA”), permit a Reportable Event or Prohibited Transaction (as such terms are defined in 
ERISA) to occur; fail to comply with the Federal Fair Labor Standards Act or violate any other 
law or regulation, if the violation could reasonably be expected to have a material adverse 
effect on Debtor’s business; withdraw from participation in, permit partial or complete 
termination of, or permit the occurrence of any other event with respect to, any present 
pension, profit sharing and deferred compensation plan which could reasonably be expected to 
result in any liability of Debtor, including any liability to the Pension Benefit Guaranty 
Corporation or its successors or any other governmental agency. 

7. Events of Default.  The occurrence of any of the following shall be an “Event of 
Default:” (a) any “Event of Default” by Debtor under any of the Notes, which default is not 
cured within any grace period granted with respect to such default; (b) transfer or disposition of 
the Collateral, except as permitted by this Agreement; (c) attachment, execution or levy on the 
Collateral; or (d) any default hereunder, which default is not cured within thirty (30) days after 
written notification thereof. 

8. Remedies upon Event of Default.  Upon the occurrence and during the 
continuance of an Event of Default, the Secured Party exclusively (acting upon the written 
instruction and at the direction of the Required Majority) may exercise any one or more of the 
following rights and remedies: (a) declare all Obligations to be immediately due and payable, 
which shall then be immediately due and payable, without presentment or other notice or 
demand; (b) exercise and enforce any or all rights and remedies available upon default to a 
secured party under the Uniform Commercial Code, including, but not limited to, the right to 
take possession of the Collateral, proceeding without judicial process if permitted by law or by 
judicial process, and the right to sell, lease or otherwise dispose of the Collateral; or 
(c) exercise or enforce any or all other rights or remedies available to the Secured Party by law 
or agreement against the Collateral, including specifically the right to use the Collateral, 
against Debtor or against any other person or property.   
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9. Rights as to the Collateral.  As to the Collateral and notwithstanding anything to 
the contrary contained herein, the grant of the security interest herein by Debtor herein stated is 
intended to be a grant for security purposes and is not intended to divest Debtor of its 
ownership of the Collateral, except as otherwise provided herein and, so long as no Event of 
Default has occurred and is continuing, (i) Debtor shall retain title to and record ownership of 
the Collateral, and (ii) Debtor shall be entitled to receive any and all income or distributions 
made with respect to the Collateral, except as provided herein or in the Notes. 

10. Security Interest Absolute.  All rights of the Secured Party and the assignment 
and security interest hereunder, and all obligations of Debtor hereunder, shall remain in full 
force and effect and shall secure the Obligations, and shall be absolute and unconditional, 
irrespective of: (a) any change in the time, manner or place of payment of, or in any other term 
of, all or any of the Obligations or any other amendment or waiver of or any consent to any 
departure from the Notes or any other agreement evidencing the Obligations; (b) any taking, 
exchange, release or non-perfection of any other collateral, or any release or amendment or 
waiver of or consent to departure from any guaranty, for all or any of the Obligations; (c) any 
manner of application of any Collateral, or proceeds thereof, to all or any of the Obligations or 
any manner of sale or other disposition of any Collateral; or (d) any other circumstances other 
than releases, waivers and the like by the Secured Party that might otherwise constitute a 
defense available to, or a discharge of, any Debtor’s obligations hereunder or Secured Party’s 
security interest hereunder. 

11. Continuing Security Interest; Sale of Participations; Release of Collateral.  This 
Agreement shall create a continuing first priority security interest in the Collateral and shall 
(a) remain in full force and effect until the payment in full of the Obligations, (b) be binding 
upon Debtor, its successors and its assigns under the Notes, and (c) inure to the benefit of, and 
be enforceable by (subject to the terms hereof), the Secured Party and its successors and 
assigns (as the same may act upon the written instruction and at the direction of the Required 
Majority).  No sales of participations in, and no other sales, assignments, transfers or other 
dispositions of, any agreement governing or instrument evidencing the Obligations or any 
portion thereof or interest therein by the Secured Party shall in any manner affect the lien 
granted to the Secured Party hereunder.  Upon the payment in full of the Obligations, the 
security interest granted hereby shall terminate and all rights to the Collateral shall revert to 
Debtor.  Upon any such termination, the Secured Party will, at Debtor’s expense, execute and 
deliver to Debtor such documents as Debtor shall reasonably request to evidence such 
termination.  The Secured Party shall, at the request of Debtor, deliver any document 
reasonably necessary to release any lien granted hereunder with respect to the Collateral 
Debtor is transferring. 

12. Secured Party’s Duties.  The powers conferred on the Secured Party hereunder 
are solely to protect such Secured Party’s interest in the Collateral as a secured party and shall 
not impose any duty upon the Secured Party to exercise any such powers.  Except for the safe 
custody of the Collateral in the Secured Party’s possession and the accounting for money 
actually received by Secured Party hereunder, the Secured Party shall not have any duty as to 
the Collateral or as to the taking of any necessary steps to preserve any rights pertaining to the 
Collateral.  The Secured Party shall not have any responsibility or liability for the collection of 
any proceeds of the Collateral or by reason of any invalidity, lack of value or uncollectability 
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of the Collateral.  The Secured Party shall be deemed to have exercised reasonable care in the 
custody and preservation of the Collateral in the Secured Party’s possession if such Collateral 
is accorded treatment substantially equal to that which such Secured Party accords its own 
property. 

13. Expenses.  Debtor shall, upon demand, pay to the Secured Party the amount of 
any and all reasonable expenses, including the reasonable fees and expenses the Secured 
Party’s counsel and of any experts and agents, which the Secured Party may incur in 
connection with (a) the administration of this Agreement, (b) the custody or preservation of, or 
the sale of, collection from, or other realization upon, of the Collateral, (c) the exercise or 
enforcement of any of the rights of the Secured Party hereunder, or (d) the failure by Debtor to 
perform or observe any of the provisions hereof or under the Notes. 

14. Reinstatement.  This Agreement shall remain in full force and effect and 
continue to be effective should any petition be filed by or against Debtor for liquidation or 
reorganization, should Debtor become insolvent or make an assignment for the benefit of 
creditors or should a receiver or trustee be appointed for all or any significant part of Debtor’s 
property and assets, and shall continue to be effective or be reinstated, as the case may be, if at 
any time payment and performance of the Obligations, or any part thereof, is, pursuant to 
applicable law, rescinded or reduced in amount, or must otherwise be restored or returned by 
any obligee of the Obligations, whether as a “voidable preference,” “fraudulent conveyance,” 
or otherwise, all as though such payment or performance had not been made.  In the event that 
any payment, or any part thereof, is rescinded, reduced, restored or returned, the Obligations 
shall be reinstated and deemed reduced only by such amount paid and not so rescinded, 
reduced, restored or returned. 

15. Authority of Secured Party.  The Secured Party shall have and be entitled to 
exercise all such powers hereunder as are specifically delegated to the Secured Party by the 
terms hereof or under applicable law, together with such powers as are incidental thereto.  The 
Secured Party may execute any of its duties hereunder by or through agents or employees and 
shall be entitled to retain counsel and to act in reliance upon the advice of such counsel 
concerning all matters pertaining to its duties hereunder.  

16. Waiver of Hearing.  Debtor expressly waives any constitutional or other right to 
a judicial hearing before the Secured Party takes possession or disposes of the Collateral upon 
default as provided in each of the Notes and herein. 

17. Cumulative Rights.  The rights, powers and remedies of the Secured Party under 
this Agreement shall be in addition to all rights, powers and remedies given to the Secured 
Party by virtue of any statute or rule of law, the Notes, or any other agreement, all of which 
rights, powers and remedies shall be cumulative and may be exercised successively or 
concurrently without impairing the Secured Party’s security interest in the Collateral.   

18. Waiver.  Any forbearance or failure or delay by the Secured Party in exercising 
any right, power or remedy shall not preclude the further exercise thereof, and every right, 
power or remedy of the Secured Party shall continue in full force and effect until such right, 
power or remedy is specifically waived in a writing executed by the Secured Party or the 
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Required Majority.  Debtor waives any right to require the Secured Party to proceed against 
any person or to exhaust the Collateral or to pursue any remedy in the Secured Party’s power. 

19. Entire Agreement; Severability.  This Agreement, the Notes issued pursuant to 
the Offering and any additional agreements entered into by and among Debtor and Purchasers 
in connection with the Offering collectively contain the entire agreement among Debtor and 
the Purchasers with respect to the Offering and the subject matter contained herein.  This 
Agreement supersedes in its entirety any and all prior written and oral agreements and 
understandings between the parties with respect to the subject matter of this Agreement.  If any 
of the provisions of this Agreement shall be held invalid or unenforceable, this Agreement 
shall be construed as if not containing those provisions and the rights and obligations of the 
parties hereto shall be construed and enforced accordingly.   

20. References.  Singular references herein include the plural. 

21. Choice of Law.  This Agreement shall be construed and enforced in accordance 
with and governed by the laws of the State of California, except to the extent that the validity 
of any security interest created hereunder, or remedies hereunder, in respect of any item of the 
Collateral is governed by the laws of a jurisdiction other than the State of California under 
mandatory statutes.  Except for actions seeking injunctive relief (which may be brought in any 
appropriate jurisdiction) suit under this Agreement shall only be brought in a court of 
competent jurisdiction in San Diego County, California.  This choice of venue is intended by 
the parties to be mandatory and not permissive in nature, and to preclude the possibility of 
litigation between the parties with respect to, or arising out of, this Agreement in any 
jurisdiction other than that specified in this Section.  Each party waives any right it may have 
to assert the doctrine of forum non conveniens or similar doctrine or to object to venue with 
respect to any proceeding brought in accordance with this Section. 

22. Successors and Assigns.  This Agreement is for the benefit of the Secured Party 
and their respective successors and assigns, and in the event of an assignment of all or any of 
the Obligations, the rights hereunder, to the extent applicable to the indebtedness so assigned, 
may be transferred with such indebtedness.  This Agreement shall be binding on the Debtor 
and its respective successors and assigns. 

23. Waiver of Jury Trial.  TO THE EXTENT SUCH WAIVER IS PERMITTED 
UNDER APPLICABLE LAW, DEBTOR AND (BY ITS ACCEPTANCE OF THE NOTES) 
THE SECURED PARTY AND EACH OTHER PURCHASER WAIVES ITS RIGHT TO A 
TRIAL BY JURY OF ANY CLAIM OR CAUSE OF ACTION BASED UPON OR ARISING 
OUT OF OR RELATED TO THIS AGREEMENT OR THE TRANSACTIONS 
CONTEMPLATED HEREBY, IN ANY ACTION, PROCEEDING OR OTHER 
LITIGATION OF ANY TYPE BROUGHT BY ANY PARTY AGAINST ANY OTHER 
PARTY, WHETHER WITH RESPECT TO CONTRACT CLAIMS, TORT CLAIMS, OR 
OTHERWISE.  EACH OF DEBTOR, THE SECURED PARTY AND EACH OTHER 
PURCHASER AGREE THAT ANY SUCH CLAIM OR CAUSE OF ACTION SHALL BE 
TRIED BY A COURT TRIAL WITHOUT A JURY.  WITHOUT LIMITING THE 
FOREGOING, EACH OF DEBTOR, THE SECURED PARTY AND EACH OTHER 
PURCHASER FURTHER AGREE THAT ITS RIGHT TO A TRIAL BY JURY IS WAIVED 
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BY OPERATION OF THIS SECTION AS TO ANY ACTION, COUNTERCLAIM OR 
OTHER PROCEEDING WHICH SEEKS, IN WHOLE OR IN PART, TO CHALLENGE 
THE VALIDITY OR ENFORCEABILITY OF THIS AGREEMENT OR ANY PROVISION 
HEREOF.  THIS WAIVER SHALL APPLY TO ANY SUBSEQUENT AMENDMENTS, 
RENEWALS, SUPPLEMENTS OR MODIFICATIONS TO THIS AGREEMENT. 

24. Amendment or Waiver.  This Agreement may be amended or a provision hereof 
waived only in a writing signed by Debtor and a Required Majority.  A “Required Majority” 
shall mean the members of the Secured Party holding more than fifty percent (50%) of the 
principal amount of all Notes outstanding at the time of such amendment, waiver, or other 
action, decision or determination permitted or required under this Agreement.  Each member of 
the Secured Party acknowledges that a Required Majority will have the right and power to 
diminish or eliminate all rights of such member hereunder. 

25. Notices.  All notices, requests, demands and other communications hereunder 
shall be in writing to the parties at the addresses set forth on the signature pages hereto, or at 
such other address as shall be given in writing by a party to the other parties, and shall be 
deemed to have been duly given at the earlier of (i) the time of actual delivery, (ii) the next 
business day after deposit with a nationally recognized overnight courier specifying next day 
delivery, with written verification of receipt, (iii) when sent by facsimile if receipt is 
confirmed, or (iv) on the fifth (5th) business day following the date deposited with the United 
States Postal Service, postage prepaid, certified with return receipt requested. 

26. Counterparts; Facsimile Execution.  This Agreement may be executed in 
counterparts, each of which shall constitute an original.  A facsimile, PDF or other copy of any 
signature hereto transmitted by electronic means shall have the same force and effect as an 
original thereof. 

IN WITNESS WHEREOF, the parties caused this Security Agreement to have been 
duly executed and delivered as of the Effective Date. 
DEBTOR:    MONTEREY RECEIVABLES FUNDING, LLC.,  
     a Delaware limited liability company 

 
By:        

Shaun Lucas, CEO & President 
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IN WITNESS WHEREOF, the parties caused this Security Agreement to have been 

duly executed and delivered as of the Effective Date. 
 

SECURED PARTY:          
      [Print Legal Name of Secured Party] 

 
 
By:        
Print Name:      
Print Title (if applicable):    
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EXHIBIT A 
DESCRIPTION OF COLLATERAL 

The assets of Debtor shall include the following: 
 

a. Fixtures and Improvements -- All of Debtor’s fixtures and improvements to real 
property in all of its forms, including the following:  all buildings, structures, furnishings, 
and all heating, electrical, lighting, power and air conditioning equipment, and all 
antennas, transmitters, receivers and related equipment, and all other equipment that under 
applicable law constitutes a fixture, or improvements, and all parts thereof and all 
accessions, additions, attachments, improvements, substitutions and replacements thereto 
and therefor (any and all of the foregoing being collectively, the “Fixtures”); and 

 
b. Equipment (including Computer Hardware and Embedded Software) -- All of Debtor’s 
goods and equipment in all of its forms, including the following: all machinery, tools, 
motor vehicles, furniture and furnishings, and all antennas, transmitters, receivers and 
related equipment, all communications, telecommunications, switches and related 
equipment, and all computer and other electronic data processing hardware, integrated 
computer systems, central processing units, memory units, display terminals, printers, 
features, computer elements, video records, tape recorders and other recording devices, 
card readers, tape drives, hard and soft disk drives, cables, electrical supply hardware, 
generators, power equalizers, accessories and all peripheral devices and other related 
computer hardware, together with all software embedded therein, all source codes and 
object codes relating to such software, and all documentation manuals and materials with 
respect to such hardware and software, and all rights with respect to all of the foregoing, 
including any and all licenses, options, warranties, service contracts, program services, 
test rights, maintenance rights, support rights, improvement rights, renewal rights and 
indemnifications, and any model conversions of any of the foregoing, and all parts thereof 
and all accessions, additions, parts (including replacement parts), attachments, 
improvements, substitutions and replacements thereto and therefor (any and all of the 
foregoing being collectively the “Equipment”); and 

 
c. Inventory -- All of Debtor’s inventory in all of its forms, including the following:  (1) 
all raw materials and work in process therefor, finished goods thereof, and materials used 
or consumed in the preparation, manufacture, creation or production thereof, and (2) all 
goods in which Debtor has an interest in mass or a joint or other interest or right of any 
kind (including goods in which Debtor has an interest or right as consignee), and (3) all 
goods which are held by Debtor as lessor, or held for sale or lease, or furnished under a 
contract of service, and (4) all goods which are returned to or repossessed by Debtor, and 
in each instance all accessions thereto, products thereof and documents therefor (any and 
all of the foregoing being collectively the “Inventory”); and 

 
d. Receivables, Accounts, Contracts, Money, Instruments, Chattel Paper and Related 
Documents -- All of Debtor’s accounts, receivables, including intercompany debt or other 
obligations between or among any of the Debtors, credit card receivables, health care 
insurance receivables, cash collateral accounts, lock box accounts, other deposit accounts, 
security deposits, advance payments, contracts, contract rights, leases, of real and personal 
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property licenses, license fees, insurance policies, chattel paper, documents, letter-of-credit 
rights, instruments (whether or not negotiable), money, general intangibles and other 
obligations of any kind, and whether or not arising out of or in connection with the sale or 
lease of goods or the rendering of services (any and all of the foregoing being the 
“Contract Rights”), and all rights of Debtor in and to all agreements, security agreements, 
guaranties, leases and other contracts securing or otherwise relating to any such Contract 
Rights (any and all such security agreements, guaranties, leases and other contracts being 
the “Related Contracts”) and all of Debtor’s books and records relating to the foregoing; 
and 

 
e. Intellectual Property -- Without limiting any of the foregoing, all of Debtor’s 
intellectual and information related property, rights and assets, including the following 
(collectively, “Intellectual Property Collateral”): 

 
i. Computer Software and Data -- (a) All non-embedded software 
programs and data bases (including source code, object code and all related 
applications and data files) owned, licensed or leased by Debtor, and (b) all 
firmware associated therewith or with any of the Equipment, and (c) all 
documentation and materials (including all flow charts, logic diagrams, 
algorithms, manuals, guides, instructions, indices, abstracts and specifications) 
with respect to such software and firmware, and (d) all rights with respect to all 
of the foregoing, including any and all copyrights, trademarks, licenses, options, 
warranties, service contracts, program services, test rights, maintenance rights, 
support rights, improvement rights, renewal rights and indemnifications, and 
any substitutions, replacements, additions or model conversions of any of the 
foregoing (collectively, “Computer Software Collateral”), and 

 
ii. Copyrights -- All copyrights of Debtor in each work or authorship and 
derivative works thereof, whether published or unpublished and whether or not 
the same also constitutes a trade secret, whether statutory or common law, 
registered or unregistered, throughout the world, including all of Debtor's right, 
title and interest in and to all copyrights registered in the United States 
Copyright Office or anywhere else in the world, and all applications for 
registration thereof, whether pending or in preparation, and all copyright 
licenses, and further including the right to sue for past, present and future 
infringements of any thereof, all rights corresponding thereto throughout the 
world, and all goodwill associated therewith, all extensions, continuations and 
renewals of any thereof, and all proceeds of the foregoing, including licenses, 
fees, royalties, income, payments, claims, damages and proceeds of suit 
(collectively, “Copyright Collateral”), and 

 
iii. Patents -- All patents and like protections, including all improvements, 
divisions, continuations, renewals, reissues, extensions and continuations-in-
part of the same, and all applications for registration thereof, whether pending 
or in preparation, all patent licenses, the right to sue for past, present and future 
infringements of any thereof, all rights corresponding thereto throughout the 
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world, and all goodwill associated therewith, all extensions, continuations and 
renewals of any thereof, and all proceeds of the foregoing, including licenses, 
fees, royalties, income, payments, claims, damages and proceeds of suit 
(collectively, “Patent Collateral”), and 

 
iv. Trademarks -- (a) All trademarks, service marks, trade names, corporate 
names, company names, business names, operating names, domain names, 
fictitious business names, trade styles, certification marks, collective marks, call 
signs, logos, other source of business identifiers, prints, labels and goods on 
which any of the foregoing appear or have appeared, designs (including product 
designs) and general intangibles of a like nature (any and all of the foregoing 
being the “Trademarks”), anywhere in the world, whether registered or not and 
whether currently in use or not, all registrations and recordings thereof and all 
applications to register the same, whether pending or in preparation for filing, 
including registrations, recordings and applications in the United States Patent 
and Trademark Office or in any office or agency of the United States of America 
or any State thereof or any foreign country, and (b) all Trademark licenses, and 
(c) all reissues, extensions or renewals of any of the foregoing, and (d) all of the 
goodwill of the business connected with the use of, and symbolized by, the 
items described in the foregoing, and (e) all proceeds, fees, royalties, income or 
payments of, and rights associated with, the foregoing, including any claim by 
Debtor against third parties for past, present or future infringement or dilution of 
any Trademark, Trademark registration or Trademark license, or for any injury 
to the goodwill associated with the use of any such Trademark or for breach or 
enforcement of any Trademark license (collectively, “Trademark Collateral”), 
and 

 
v. Trade Secrets -- All common law and statutory trade secrets and all other 
confidential or proprietary or useful information and all know-how obtained by 
or used in or contemplated at any time for use in Debtor’s business (any and all 
of the foregoing being the “Trade Secrets”), whether or not such Trade Secret 
has been reduced to a writing or other tangible form, including all documents 
and things embodying, incorporating or referring in any way to such Trade 
Secrets, all Trade Secret licenses, and including the right to sue for and to enjoin 
and to collect damages for the actual or threatened misappropriation of any 
Trade Secret and for the breach or enforcement of any such Trade Secret license 
(collectively, “Trade Secret Collateral”); and 

 
f. Publication, Programming and Production-Related Property -- Without limiting any of 
the foregoing, all of Debtor’s right, title, interest and benefits in, to and under (a) all 
books, writings, journals, articles and publications, and (b) all customer, subscriber, 
prospect, inquiry, circulation, marketing, advertising, publicity, promotional and 
programming files, lists, records, documents, contracts and agreements, including all files, 
lists and records of active, expired, prospective, trial and conditional customers and 
subscribers, and all files, lists and records of current, former and prospective advertisers, 
and all internally generated, purchased and rented mailing lists (but only to the extent of 
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Debtor's rights therein), and all promotional letters, catalogues, flyers, reply cards, sales 
materials, promotional materials, sample mailing pieces, artwork, drawings, advertising 
materials, space advertising and any similar materials, and (c) all publication rights, 
programming rights, editorial rights, promotional rights, advertising rights, licensing 
rights, distribution and redistribution rights, and printing and reprinting rights (and any 
and all agreements, contracts, documents and materials in any way governing or relating 
to any of the foregoing rights), and (d) all editorial, publishing, programming, 
manufacturing, prepublication and post-publication, royalty, sales, pricing, cost and 
promotional files, lists, records and documents, and (e) all indices, abstracts, compilations, 
summaries, glossaries and archives of or for any of the foregoing items, and (f) all other 
information and property relating to, used or useful in connection with, evidencing, 
embodying, incorporating or referring to, any of the foregoing property identified in this 
clause or elsewhere in this Section and regardless of whether such property is embodied in 
a tangible or intangible medium; and 

 
g. Licenses and Authorizations -- Without limiting any of the foregoing, all of Debtor’s 
right, title, interest and benefits in, to and under all present and future licenses, 
authorizations and other rights for the construction, development, operation and ownership 
of its business and properties, and all proceeds of such licenses, authorizations and other 
rights, and all rights of Debtor in and to all agreements, security agreements, guaranties, 
leases and other contracts securing or otherwise relating to any such licenses, 
authorizations and other rights; and 

 
h. Other General Intangibles -- Without limiting any of the foregoing, all of Debtor's right, 
title, interest and benefits in, to and under all other general intangibles, wherever arising, 
including the following:  (a) all corporate, partnership, limited liability company and joint 
venture investments and other interests in and to any entity (including all ownership rights 
and interests in Debtor’s subsidiaries, whether or not such rights and interests are 
certificated), and the proceeds and general intangibles related thereto (including all 
dividends, distributions, capital accounts and proceeds thereof), and (b) all leasehold 
interests (whether as lessee or as lessor and whether of real or personal property)) and all 
related rights thereunder and proceeds thereof, and (c) all tax refunds and other refunds or 
rights to receive payment from U.S. federal, state, or local governments or from foreign 
governments, whether or not arising out of or in connection with the sale or lease of goods 
or the rendering of services, and (d) payment intangibles, including, but not limited to, all 
loans not evidenced by an instrument or chattel paper, and (e) all settlements, judgments 
and other awards (whether or not resulting from judicial or arbitration proceedings) and all 
tort and contract claims and causes of action,; and all rights of Debtor in and to all security 
agreements, guaranties, leases and other contracts securing or otherwise relating to any 
such general intangibles; and 

 
i. Securities and Investment Property -- Without limiting any of the foregoing, all of 
Debtor’s right, title, interest and benefits in, to and under all stocks, options, warrants, 
bonds, and other securities, security entitlements, securities accounts, commodity 
contracts, commodities accounts, financial assets and other investment property (including 
all such securities representing ownership in Debtor's subsidiaries), whether or not 
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evidenced by a certificate, and the proceeds and general intangibles related thereto 
(including all dividends and distributions); and 

 
j. Other General Property -- All of Debtor’s other property and rights of every kind and 
description and interests therein; and 

 
k. Products and Proceeds -- All products, offspring, rents, issues, profits, returns, refunds, 
income and proceeds of and from any and all of the foregoing Collateral, including the 
following:  all proceeds of the licenses and authorizations, all proceeds that constitute 
property of the types described in this Exhibit A, all proceeds deposited from time to time 
in any lock boxes of Debtor, and, to the extent not otherwise included, all payments, 
unearned premiums and cash or surrender value under insurance policies (whether or not 
Secured Party or any Purchaser is a loss payee or additional insured thereof), and any 
indemnity, warranty or guaranty payable by reason of loss or damage to or otherwise with 
respect to any of the foregoing Collateral; 

 
in each instance (whether or not expressly specified above), wherever located, and whether 
now existing, owned, leased or licensed or hereafter acquired , leased, licensed, arising, 
developed, generated, adopted or created for or by Debtor, and howsoever Debtor’s interest 
therein may arise or appear (whether by ownership, security interest, claim or otherwise).   
 
Notwithstanding any terms of this Agreement to the contrary, the collateral assignment of and 
security interest in Debtor’s interest in contracts, contract rights, licenses, leases and other 
agreements with unrelated third parties shall not apply to any contract, Contract Rights, 
license, lease or other agreement with an unrelated third party if Debtor has entered into such 
contract, Contract Rights, license, lease or other agreement prior to the date hereof, to the 
extent that it expressly prohibits the granting of a security interest in or the assignment or 
collateral assignment of Debtor’s interest therein, and such prohibition is legally enforceable 
under applicable law, or if such grant or assignment would cause an immediate termination 
thereof, provided, however, that the foregoing shall not prohibit security interests or collateral 
assignments created by this Agreement from extending to the proceeds arising from such 
contracts, Contract Rights, licenses, leases or other agreements or to the monetary value of the 
goodwill and other general intangibles of Debtor relating thereto.  Notwithstanding any terms 
of this Agreement to the contrary, the collateral assignment of and security interest in Debtor’s 
interest in fixtures and equipment shall not include fixtures and equipment to the extent a 
collateral assignment of or grant of a security interest in such fixtures or equipment would be 
prohibited by any contract relating to such fixtures and equipment. 
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TAB D-2 
OMNIBUS AMENDMENT 

 
 

OMNIBUS AMENDMENT  

 
This OMNIBUS AMENDMENT (this “Amendment”), dated as of August 14, 2013 (the 

“Effective Date”), by and among Monterey Receivables Funding, LLC, a Delaware limited liability 
company (the “Company”), on the one hand, and (i) those lenders who have purchased Secured Class A 
Notes and/or Secured Class B Notes (“Outstanding Notes”) pursuant to the terms of that offering by the 
Company of up to $5,000,000 in the aggregate of Secured Class A Notes and Secured Class B Notes as 
set forth in that certain Confidential Accredited Investor Package dated December 2012 (the “Financing 
Package”); and (ii) those Secured Parties who are parties to (or become parties to by virtue of their 
execution hereof) that certain Security Agreement, dated as of December 6, 2012 (“Security 
Agreement”).  This Amendment constitutes a first amendment to the Financing Documents (as defined 
below).  The Financing Package, the Outstanding Notes and the Security Agreement, each as amended 
hereby, are collectively referred to herein as the “Financing Documents”).  Capitalized terms used 
herein and not otherwise defined shall have the meanings ascribed to such term in the Financing 
Documents.  

RECITALS 

27. The Company has previously conducted a secured debt financing (the “Financing”) in 
which it issued and sold, in multiple closings, Five Million Dollars ($5,000,000) in principal amount of 
Outstanding Notes pursuant to the Financing Documents by and among the lenders thereunder (the 
“Existing Lenders”) and the Company.   

28. The obligations of the Company under the Outstanding Notes are secured by all of the 
assets of the Company pursuant to the terms and conditions of the Security Agreement.   

29. Pursuant to the terms of the Financing Documents, the Company has the right to 
expand the Financing and/or offer additional series of promissory notes in the future.  The Company’s 
Board of Managers (“Board”) has determined that it is in the best interest of the Company, its members 
and the Existing Lenders to offer up to $50,000,000 (“Maximum Amount”) in aggregate principal 
amount of an additional series of secured promissory notes classified as Secured Class A-1 Notes and 
Secured Class B-1 Notes (the “Additional Notes”) on the same terms as the Existing Notes except that 
the Additional Notes share in ten percent (10%) of the net profits of the Company (compared to the 
twenty percent (20%) shared by the Existing Notes).  The Class A Notes and the Class A-1 Notes shall 
be pari passu in all respects and the Class B Notes and Class B-1 Notes shall be pari passu in all 
respects.  The holders of the Additional Notes shall be permitted to renew and extend their indebtedness 
with the Company, subject to the Company’s approval from time to time for additional one (1) or two 
(2) year periods, on the same terms and conditions as presenting exist, including the twenty percent 
(20%) profit participation.  The twenty percent (20%) profit participation does not impact the Existing 
Lenders.  As a matter of priority, the Class A and Class A-1 Notes must be current in all respects with 
respect to interest and principal prior to any payment of interest and principal on the Class B and Class 
B-1 Notes.  The holders of the Additional Notes shall be referred to herein as the “Additional Note 
Holders.” 
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30. In connection with the issuance and sale of the Additional Notes, the Board has 
determined that it is in the best interest of the Company, its members and the Existing Lenders to (i) 
amend the Financing Documents to reflect the sale of the Additional Notes; (ii) authorize the issuance 
and sale of the Additional Notes; (iii) amend the Financing Documents to provide that: (a) the Class A 
Notes and the Class A-1 Notes shall be pari passu in all respects and that the Class B Notes and Class 
B-1 Notes shall be pari passu in all respects; (b) the obligations under the Additional Notes be secured 
by all of the assets of the Company; and (c) the Class A Notes and the Class A-1 Notes shall be senior 
in terms of payment to the Class B Notes and the Class B-1 Notes. 

31. Pursuant to terms of the Financing Documents, the amendments contemplated herein 
require the consent of an Existing Lenders holding more than fifty percent (50%) of the aggregate 
outstanding principal amount on all Existing Notes (a “Required Majority”), which consents are hereby 
provided.   

NOW, THEREFORE, the parties hereto hereby agree as follows: 

AGREEMENT 

m. Issuance of Additional Notes.  This Amendment shall be effective upon execution by 
the Company and the Required Majority.  The Financing Documents are hereby amended to authorize 
the issuance and sale of Additional Notes up to the Maximum Amount to occur at such time as the 
Company has received one or more commitments, in any amount, to purchase Additional Notes.  In 
addition, the Financing Documents shall be further amended to authorize the Company to increase the 
Maximum Amount of the Additional Notes and/or offer additional series of promissory notes (“Future 
Notes” and together with the Outstanding Notes and the Additional Notes, the “Notes”) on terms 
determined by the Board, in its discretion.  Upon the sale and issuance of any such Notes, the holders 
thereof shall be deemed Payees and Secured Parties for all purposes of the Financing Documents.  All 
Notes repaid on a pari passu basis with the Outstanding Notes in accordance with their terms.  
Specifically, for purposes of the Additional Notes, the Class A-1 Notes shall be pari passu with the 
Class A Notes and the Class B-1 Notes shall be pari passu with the Class B Notes.  Following the 
initial closing of the sale of any Notes, all references in the Financing Documents to the term “Notes” 
shall mean and include the Outstanding Notes, the Additional Notes and the Future Notes, as 
applicable.  Additionally, all references in the Financing Documents to the term “Obligations” shall 
mean and include the obligations under all Notes.  Furthermore, all references in the Financing 
Documents to the term “Lenders,” “Secured Party” and “Payees” shall mean and refer to the holders of 
any Notes offered by the Company that are subject to the terms thereof.  

n. Repayment of Notes.  The Financing Documents are hereby amended to provide that 
the Class B Notes and the Class B-1 Notes shall be subordinated to the Class A Notes and the Class A-1 
Notes.  As such, no payment shall be made on the Class B Notes or the Class B-1 Notes unless and until 
all payments then due and owing with respect to the Class A Notes and the Class A-1 Notes have been 
paid in full.  In addition, to the extent the Company sells any Future Notes, the Financing Documents 
shall be and hereby are amended to provide for the repayment of any such Future Notes in accordance 
with their terms.  

o. Additional Note Required Majority.  The Financing Documents are hereby amended to 
provide that a “Required Majority” for all purposes thereunder shall mean holders of any Notes 
representing more than fifty percent (50%) of the aggregate principal amount of all Notes then 
outstanding.   

p. Security Interest.  The Financing Documents are hereby amended to provide that the 
full and timely payment, performance and satisfaction of all obligations of the Company under all Notes 
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shall be secured by a first priority security interest in all of the assets of the Company granted to each 
holder of Notes on a pari passu basis vis–à–vis each other.  In connection therewith, the Security 
Agreement is hereby amended to provide that all references in the Security Agreement to the term 
“Secured Parties” shall mean and refer to the holders of any Notes.  The Company is hereby authorized 
to file a UCC-3 amendment to the UCC-1 filed in connection with the issuance and sale of any Notes to 
evidence the security interest granted in connection therewith.   

q. Representations and Warranties.  Each holder of Outstanding Notes hereby, severally 
and not jointly, represents and warrants to the Company that the representations and warranties of the 
lenders set forth in the Financing Documents are true and correct as of the Effective Date.  The new 
purchasers of Notes hereby acknowledges receipt of a copy of the Financing Documents and hereby 
represents and warrants that he/she/it has carefully read the Financing Documents and, by his/her/its 
execution of this Amendment, hereby agrees that he/she/it shall become a party thereto and to be bound 
by the terms thereof.  Each such new lender hereby makes all of the representations and warranties of 
the Lenders, Investors, Payees, and Secured Parties, as applicable, set forth in the Financing Documents 
as of the Effective Date and further represents and warrants that all of such representations and 
warranties are true and correct as of the Effective Date.   

r. Full Force and Effect.  Except as expressly set forth herein, the terms and conditions of 
the Financing Documents, as amended hereby, shall remain in full force and effect. 

s. Miscellaneous. 

Financing Documents Amended.  This Amendment shall be deemed to be an 
amendment to the Financing Documents and shall, upon execution of the Amendment by the Company 
and a Required Majority, be binding on all holders of Notes.  All references to any of the Financing 
Documents in any other document, instrument, agreement or writing hereafter shall be deemed to refer 
to such document as amended hereby. 

Successors and Assigns.  This Amendment shall be binding upon and inure to the 
benefit of the Company and each holder of Notes and their respective successors and assigns. 

Governing Law.  This Amendment and the rights and obligations of the parties 
hereunder shall be construed in accordance with and governed by the laws of the State of California, 
without regard to conflict of laws principles. 

Counterparts.  This Amendment may be executed in multiple counterparts, each of 
which shall be deemed an original and together shall constitute one document.  This Amendment may 
be executed and transmitted via facsimile or electronic transmission in PDF form with the same 
validity as if it were an ink-signed document. 

 IN WITNESS WHEREOF, the Company has executed this Amendment as of the Effective 
Date. 

 
“Company”     MONTEREY RECEIVABLES FUNDING, LLC   
      a Delaware limited liability company 
 
 
      By:       
       Shaun Lucas, President & CEO 
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 IN WITNESS WHEREOF, the undersigned Existing Lenders representing a Required Majority 
have executed this Amendment as of the Effective Date. 

 
 

Aggregate Principal Amount of Existing 
Notes Subscribed for:  $    

       
Print Name of Existing Lender 
 
       
Signature 
 
       
Print Title, if applicable 
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 IN WITNESS WHEREOF, the parties caused this Omnibus Amendment to have been duly 
executed and delivered as of the Effective Date. 

 
SECURED PARTY:          

      [Print Legal Name of Secured Party] 
 
 
By:        
Print Name:      
Print Title (if applicable):    

 

 

 

 

 
[ADDITIONAL LENDER COUNTERPART SIGNATURE PAGE TO OMNIBUS AMENDMENT] 
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TAB E 

FORM OF LOAN SERVICING/MANAGEMENT AGREEMENT 
 

LOAN SERVICING / MANAGEMENT AGREEMENT 
 This Loan Servicing Agreement (hereinafter “Agreement”) is made effective as of 
November 15, 2012 (the “Effective Date”), by and between Monterey Receivables Funding, 
LLC, a Delaware limited liability company with its principal place of business located at 4095 
Avenida de la Plata, Oceanside, California 92056 (hereinafter “Principal”), and MONTEREY 
FINANCIAL SERVICES, INC., a California corporation with its principal place of business 
located at 4095 Avenida de la Plata, Oceanside, California  92056 (hereinafter “Agent”). 
 

RECITALS 

A. In connection with Principal’s business of providing goods and/or 
services to various individuals (each, a “Customer” and collectively, the “Customers”), 
Principal originates accounts receivable, each of which is evidenced by a retail installment 
contract, promissory note or other documentation (each a “Contract or Electronic transaction,” 
and collectively, the “Contract or Electronic transaction”) which is further described on 
Schedule ”A” attached hereto and incorporated herein by this reference (each, an “Account” 
and collectively, the “Accounts”). 

B. Agent is in the business of servicing receivables such as the Accounts. 

C. Principal and Agent desire to enter into this Agreement to provide for, 
among other things, the collection by Agent of the Accounts for the benefit of Principal and to 
provide for the remittance of the proceeds from the Accounts by Agent to Principal. 

NOW, THEREFORE, in consideration of the foregoing promises, which are 
incorporated herein by this reference, and the mutual covenants set forth in this Agreement, the 
parties hereby agree as follows: 

AGREEMENT 

32. AGENT FOR COLLECTION SERVICES:  Principal hereby appoints 
Agent on an exclusive basis as its collection agent to service and collect the Accounts on 
behalf of Principal. 

33. TERM; TERMINATION:  This Agreement shall be effective from the 
Effective Date and continue for an initial term of one (1) year, unless earlier terminated as 
provided herein (the “Initial Term”).  At the end of the Initial Term, this Agreement shall 
automatically renew for successive one (1) year terms, without any further action by either 
party, unless either party gives the other at least ninety (90) days written notice prior to the 
expiration of the then current term of its intent not to renew this Agreement.  The Initial Term 
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and any renewal term shall be referred to, collectively, as the “Term.”  Principal hereby 
acknowledges and agrees that this Agreement shall survive and shall remain in full force and 
effect upon (i) any expiration or termination of any agreement between Principal, Agent and/or 
one or more Lenders (as defined in Section 8 below); and/or (ii) the payment by Principal, 
Agent, Customer(s), as the case may be, of any and all payment obligations owed to and 
outstanding with Lenders.  This Agreement may be terminated earlier upon the occurrence of 
any one or more of the following events:  

(a) immediately upon the occurrence of an Insolvency Event (as 
defined below) with respect to either party or if either party becomes inactive, dormant, goes 
out of business or is otherwise unreachable by or unresponsive to the other party for a period of 
sixty (60) days. For purposes of this Agreement, the term “Insolvency Event” shall mean, with 
respect to any person or entity, (1) dissolution, liquid or failure to operate as a going concern; 
(2) voluntarily or involuntarily filing bankruptcy, making an assignment, arrangement or 
composition with or for the benefit of creditors, appointment of a receiver; (3) it shall become 
insolvent or unable to pay its debts as they become duel or (4) it shall seek or become subject 
to the appointment of an administrator, provisional liquidator, conservator, receiver, trustee, 
custodian or other similar official for it or for all or substantially all its property; (5) it shall 
have a secured party take possession of all or substantially all its property or have a distress, 
execution, attachment, sequestration or other legal process levied or enforced against all or 
substantially all its property and such secured party shall maintain possession, or any such 
process is not dismissed, discharged, stayed or restrained, in each case within thirty (30) days 
thereafter; 

(b) the mutual written agreement of the parties hereto in accordance 
with the terms of such agreement;  

(c) immediately by Agent if it determines in good faith, that there 
has been a Material Adverse Change in Financial Condition (as defined below) or the business 
of Principal or that the prospect of Principal’s performance pursuant to the terms of this 
Agreement has been impaired for any reason. For purposes of this Agreement, the term 
“Material Adverse Change in Financial Condition” shall mean a (1) material adverse change in 
the balance sheet or profit and loss statements or other financial condition or prospects of 
Principal or a Customer from time to time, as determined by Agent in its sole discretion; (2) 
change in the corporate structure or any material change the ownership or capitalization of the 
Principal or any Customer, as determined by Agent in its sole discretion, or, as to a Customer, 
the death or incapacity of the Customer; or (3) an Insolvency Event relating to the Principal or 
any Customer; or 

(d) by Agent upon written notice to Principal in the event of a 
default by Principal or by Agent for any reason upon not less than thirty (30) days prior written 
notice to Principal. 
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34. SERVICING FEE:  Agent shall be paid a servicing fee (the “Servicing 
Fee”) with respect to each Account, as set forth on Schedule “A” attached hereto and 
incorporated herein by this reference, which is paid by Principal to Agent as compensation for 
Agent’s administration and servicing of the Accounts. 

35. DUTIES OF AGENT:  Throughout the term of this Agreement, Agent 
shall, to the best of its skill and ability: 

(a) inform each Customer of the billing arrangements; send a 
welcome letter and a monthly billing statement or coupon book to each Customer; proceed to 
collect all payments due on the Accounts; and post and deposit all payments or like monies 
received on the Accounts within forty-eight (48) hours of receipt; 

(b) re-deposit checks, drafts and other items of payment returned to 
Agent for reasons of “Return to Maker” or “Non-sufficient funds” or words of similar effect 
according to Agent’s standard collection procedures; 

(c) hold all post-dated checks, drafts or other items of payment and 
deposit them on the date appearing on the check, draft or other item of payment; 

(d) use its own funds, personnel, tools, supplies and equipment in the 
performance of its services hereunder; 

(e) maintain books and records of all Accounts in accordance with 
generally accepted accounting principles including, without limitation records concerning 
principal, interest, late charges, and pre-payments received through pre-authorized debits, 
checks, drafts or other items of payment and, upon Principal’s written request, give access 
thereto to Principal; 

 
(f) provide Principal monthly with a full and complete accounting in 

respect of each Account; By electronic form only. Agent will also provide Principal with full 
and complete reporting with respect to month and year end financial statements along with any 
other day to day accounting functions that may be necessary.   

(g) service Delinquent Accounts with as many telephone calls as 
Agent deems reasonably necessary.  For purposes of this Agreement, “Delinquent Account(s)” 
shall mean an Account which has a past due amount outstanding for a period in excess of thirty 
(30) days; 

(h) notify Principal of any Account serviced hereunder that becomes 
a Delinquent Account; 
 

(i) remit to Principal, on the timing basis set forth on Schedule “A,” 
the Collected Funds (as defined below) less (A) the Servicing Fee, unless the Servicing Fee is 
to be billed monthly to principal as evidenced by a separate agreement in writing to that effect 
signed by Agent, in its sole discretion, and, in such case, if the Servicing Fee is not paid within 
thirty (30) days of date of invoice, then the Agent  shall have the right to add 1.5% interest per 
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month on the outstanding balance commencing on the date of the said invoice until paid in full, 
and/or (B) the amount of any funds which Agent is required to return to a Customer for any 
reason including, without limitation, the Customer’s bankruptcy and/or an erroneous payment. 
Then, in consideration for the administrative burden of closing out all files, reports, Contracts, 
Customers and other matters relating to this Agreement, MFS shall be entitled to a close out 
fee in the amount equal to all collected funds, except as may be limited by applicable 
bankruptcy, insolvency, reorganization or other laws of general application relating to or 
affecting the enforcement of creditors’ rights generally. 
 

(j) perform such other duties as are reasonable and customary for 
account servicing agents in California and comply with applicable laws and regulations. 
Provide principal with all loan processing and fund management to and from other outside 
dealers. 

 
(k) allow Principal to have online access to its Accounts through 

Agent’s web site; at www.montereyfinancial.com; and 
 

36. DUTIES OF PRINCIPAL:  Throughout the Term of this Agreement, 
Principal shall perform the following duties: 

(a) submit to Agent in a timely manner, each of its Accounts, 
including the credit statement, contract, supporting documentation, current balance and date of 
next payment in order to enable Agent to arrange for the periodic servicing and collection of 
the Account; 

 
(b) comply with all of Principal’s representations, warranties and 

other statutory and contractual obligations to the Customer and otherwise cooperate with Agent 
in connection with its administration and servicing of the Contracts or electronic transaction 
and Accounts; 

(c) not amend, change, settle, or compromise any Account or amend, 
modify or waive any term or condition of any related Contracts or electronic transaction; or 
extend the maturity of any of the foregoing without providing prior written notice to Agent; 

(d) in the event Principal receives any payment on an Account, 
Principal shall notify Agent in writing within one (1) calendar day of its receipt of any such 
payment and shall forward such payment to Agent within three (3) calendar days of its receipt 
thereof or earlier upon demand of Agent.  Principal hereby irrevocably appoints Agent as its 
attorney-in-fact to act in its name and stead in regard of the Accounts, including without 
limitation, the right to endorse or sign Principal’s name on all checks, collections, receipts or 
other documents with regard to the Accounts, as Agent deems necessary or appropriate, in its 
discretion, in the performance of its duties hereunder; 

(e) give Agent prompt written notice of any fact, event, occurrence 
or other information it becomes aware of which might adversely affect any Account, the 
Customer’s ability to pay such Account as an when due, the ability of Agent to collect the 
Account or otherwise may adversely affect Agent’s rights hereunder; 
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(f) conduct its business in accordance with sound business practices 

and standards and perform and fulfill all obligations to Customers under Accounts and related 
marketing materials, brochures and/or agreements delivered to Customers;  

(g) maintain all licenses and authorizations required by all applicable 
regulatory authorities; 

(h) at its expense, timely and fully perform and comply in all 
material respects with all material provisions, covenants and other promises required to be 
observed by it under the Contracts or Electronic transactions related to the Accounts; and 

(i) not sell, pledge, assign (by operation of law or otherwise) or 
otherwise dispose of any or all of its right, title or interest in, to or under the Contracts or 
Accounts, or permit any liens, security interest or other encumbrances of any kind to be placed 
on the Contracts or Accounts without the prior written consent of Agent, which will not be 
unreasonably withheld. 

(j) notify the Agent within five (5) calendar days of its execution of 
any agreement with a third party lender pursuant to which such third party lender purchases or 
receives a security interest in certain outstanding Accounts from Principal and shall require any 
such lender to execute and deliver to Agent, within five (5) calendar days of the execution of 
any such agreement, the Lender’s Addendum (as defined below) attached hereto as Schedule 
B; and 

(k) notify Agent in writing of any change of ownership and/or 
change in capitalization 

37. REPRESENTATIONS AND WARRANTIES:  Principal hereby 
represents and warrants to Agent as follows: 

(a) If a corporation, partnership or limited liability company, 
Principal is duly organized and validly existing and in good standing in the state of its 
incorporation or formation, as applicable, and has full power to carry on its business as it is 
presently conducted including, without limitation, to enter into this Agreement and to carry out 
the transactions contemplated hereby; 

(b) The execution, delivery and performance by Principal of this 
Agreement (i) are within Principal’s corporate powers and constitute a legal, valid and binding 
obligation or Principal enforceable in accordance with its terms, (ii) have been duly authorized 
by all necessary corporate and governmental action and the individual executing this 
Agreement on behalf of Principal has all the requisite power and authority to do so, (iii) do not 
contravene or result in a default under or conflict with Principal’s charter or by-laws or any 
law, statute, rule,  regulation or decree of any court, administrative agency or governmental 
body applicable to Principal or to which Principal is or may be subject; and (iv) do not 
contravene or result in a default under or conflict with any contractual obligation of Principal.   
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(c) No authorization or approval or other action by, and no notice to 
or filing with any or other person is required for the due execution, delivery and performance 
by Principal of this Agreement. All of Principal’s business operations are duly licensed and 
permitted under all federal, state and local laws, rules and regulations of any governmental 
authority. 

(d) Principal is the legal and beneficial owner of the Contracts or 
Electronic transactions and the Accounts free and clear of any liens, security interests or other 
encumbrance or any other type of right or claim. 

(e) It is in possession of the original note(s) or such other 
documentation that evidences each Consumer’s Account, Contract, Electronic transaction and 
other such legal obligations to be serviced by Agent hereunder.  There are and will be no 
agreement between Principal or its agents and any Customer in connection with any Contract, 
Electronic transaction, or Accounts to be serviced hereunder and no express or implied 
warranties have been or will be made by Principal or its agents to such Customer, except, in 
each case, as expressly set forth in the Contract. 

 
(f) Principal (i) will only use the personal information it receives 

from a Customer (the “Personal Information”) solely in connection with the origination; 
administration and servicing of the Customer’s Contract or Electronic transactions; and (ii) will 
not disclose all or any portion of such Personal Information to any third party, except to Agent, 
or as otherwise may be permitted under applicable privacy law.  Principal has read the Privacy 
Policy attached hereto as Schedule B and hereby represents and warrants that the terms and 
conditions contained therein are accurate in all respects with regard to Principal’s privacy 
policies and procedures in effect as of the date hereof.   

(g) All exhibits, financial statements, documents, books, records, 
other information or reports furnished or to be furnished at any time by or on behalf of 
Principal to Agent in connection with this Agreement are or will be accurate in all material 
respects as of their respective dates or as of the date so furnished, and no such item contains or 
will contain any untrue statement of a material fact or omits or will omit to state a material fact 
necessary in order to make the statements contained therein, in the light of the circumstances 
under which they were made, not misleading, except to the extent that any such statement or 
omission that was untrue or misleading at the time made or that subsequently became untrue or 
misleading has been superseded or corrected by information provided to Agent prior to the date 
of this Agreement. 

(h) Principal had delivered to Customer all products and services 
required to be delivered and/or performed in accordance with the Contract or Electronic 
transactions; 

(i) No false, fraudulent or misleading representations were made nor 
were unfair or deceptive trade practices engaged in by Principal with respect to the Customer 
or the Contract or Electronic transactions and no statements, promised or representations about 
the payment terms under the Contract or Electronic transactions, except as stated in writing in 
the Contract or Electronic transactions; 



 

E-7 
SDI-179754v19  

 
(j) Principal is not insolvent, nor does the Principal anticipate any 

pending Insolvency Event; 

(k) Each Contract or Electronic transactions has been serviced by 
Principal in conformity with all applicable laws, rules and regulations and in conformity with 
Principal’s policies and procedures that are consistent with customary and prudent industry 
standards; and 

(l) In the event of any (a) transfer of control of Principal, including, 
without limitation, any merger, consolidation or reorganization of Principal with or into any 
person, firm or entity, where Principal is not the surviving entity in such merger, consolidation 
or reorganization (a “Change of Control Event”), (b) sale, lease conveyance, exchange, transfer 
or other disposition of all, or substantially all, the assets or Principal shall (x) give Agent 
written notice of the date of such event and, in the event of a Change of Control Event or an 
Asset Sale, the identity of the surviving or acquiring corporation, as the case may be, to assume 
Principal’s obligations hereunder, including, without limitation, providing and ongoing 
services described under the Contracts or Electronic transactions and hereunder, subject to 
executing such documents as Agent may reasonable request. 

38. DEFAULT AND REMEDIES:  Upon the occurrence of a Default (as 
defined below) by or with respect to Principal, Agent may exercise any or all of the following 
remedies in addition to any other remedies available to Agent under applicable law;  (a) declare 
all amounts payable hereunder to Agent (including amounts incurred by Agent and its affiliates 
and agents in connection with collection and remedial efforts relating to any Default (including 
without limitation, travel costs) to be immediately due and payable and withdraw and offset 
such amount from and against the Collected Funds and/or any other amounts due to Principal 
hereunder; (b) require the repurchase of any or all of the servicing Contracts or Electronic 
transactions that may have be purchased by Agent, if any; (c) terminate this Agreement; (d) 
substitute other new Contracts or Electronic transactions delivered by Principal for service for 
the defaulted Contract or Electronic transactions, in like amount, automatically without the 
prior written  consent of Principal, provided that Agent shall give Principal written notice of 
such substitution; and/or (e) charge interest on any all amounts owed by Principal to Agent at 
the rate of one and one half (1.5%) per month from the date Agent notifies Principal of such 
obligation until paid in full. For purposes of this Agreement, the term “Default” shall mean (i) 
a breach by Principal, which has not been cured during any applicable cure period, of any 
representation, warranty, covenant, term or condition of this Agreement or of any other 
agreements to which Principal is obligated or by which it is bound in connection with a 
Contract or Electronic transactions or Account, (ii) a default by Principal under any other 
agreement by and between Principal or any affiliate thereof and Agent and any affiliate thereof 
which has not been cured during any applicable cure period, or (iii) a Material Adverse Change 
in Financial Condition or business of Principal. 

39. INDEMNIFICATION:   

t. Principal and Agent each hereby agree to defend, indemnify and 
hold harmless each other, and the other party’s affiliates, subsidiaries, employees, officers, 
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directors, shareholders, attorneys and agents (the “Affiliates”), from and against any and all 
losses, claims, liabilities, demands and expenses whatsoever, including, without limitation, 
reasonable attorneys’ fees and costs (the “Losses”) arising out of or in connection with any 
breach by the indemnifying party of its representations, warranties, covenants or obligations 
hereunder.   

u. In addition to the foregoing, Principal shall defend, indemnify 
and hold harmless Agent and its Affiliates, from and against any and all Losses, in any way 
arising out of or relating to (i) Principal’s origination, maintenance, collection or enforcement 
of any Contract or Electronic transactions or Account; (ii) the selection, manufacture, purchase, 
acceptance or rejection by a Customer of any of the products or services, as applicable, relating 
to any Contract and Electronic transactions or Account, and the performance, delivery, 
possession, maintenance, use, condition, return or operation of any of such products or 
services, as applicable, (including, without limitation, latent and other defects in any product, 
whether or not discoverable by Agent or the Customer).  Each party, as applicable, shall, upon 
request by the other party, immediately defend any and all actions based on, or arising out of, 
any of the foregoing.  All indemnities and obligations contained herein shall survive the 
expiration or termination of the Agreement and the expiration or termination of any Account. 

v. To the extent that Principal elects to utilize in its operations, 
including but not limited to, in its individual transactions and dealings with Customers, any 
form contract, notice, or other written instrument (collectively, “Written Instruments”) which 
Agent may volunteer, supply, or provide to Principal from time to time, Agent makes no 
representation or warranty as to the fitness of said Written Instruments and Principal expressly 
agrees to hold Agent harmless for the same.  Pursuant to Section 6(k) of the Agreement, 
Principal represents and warrants that any and all contracts or Written Instruments underlying 
each Account is fully compliant with all applicable law, and is legally binding and fully 
enforceable. 

40. RIGHT TO WITHDRAWAL:  Agent may, at any time and for any 
reason and in its sole discretion, withdraw from administering and servicing any or all of the 
Contracts and Electronic transactions and/or Accounts upon written notice to Principal. 

41. THIRD-PARTY LENDERS:  If Principal enters into an agreement with 
one or more third party lenders (each a “Lender,” and collectively, the “Lenders”), Principal 
shall cause each such Lender to execute the Lender Addendum attached hereto as Schedule C 
(the “Lender’s Addendum”) or such other similar agreement as may be mutually agreed to by 
Principal, Agent and Lender.  Principal and Agent hereby acknowledge and agree that if 
Principal enters into an agreement with one or more Lenders with respect to any Account, such 
Lender may require Agent to execute and deliver certain agreements or other instruments 
relating to Agent’s servicing of such Accounts (the “Lender Documents”).  Agent, in good 
faith and as an accommodation to Principal, will execute Lender Documents, subject to prior 
approval of the Lender Documents by Agent and Agent’s counsel.  Notwithstanding the 
foregoing, the terms of this Agreement shall remain in full force and effect, and Agent’s 
execution and delivery of any Lender Document shall not terminate this Agreement, nor shall 
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any Lender Document supersede or otherwise modify this Agreement in any way whatsoever, 
except as expressly provided in a Lender Document. 

42. MISCELLANEOUS: 

w. Principal may not assign its rights and obligations hereunder 
without the prior written consent of Agent, which consent will not be unreasonably withheld.  
Principal further acknowledges and agrees that an assignment, transfer or sale to a third party 
in one or a series of related transactions of a fifty percent fully-diluted ownership interest in the 
company and/or a controlling voting interest in Principal shall be deemed to be an assignment 
under this Agreement, which shall require the consent of Agent. Principal further 
acknowledges and agrees that Agent may condition any consent to an assignment on both 
Principal and the proposed assignee continuing to be jointly and severally bound by all 
obligations of Principal hereunder.  In addition, Agent may withhold its consent to such 
assignment, in its sole and absolute discretion, in light of Principal’s unique ability to provide 
services and/or products to its Customers who enter into Contracts and Electronic transactions 
purchased hereunder.  Agent may assign this Agreement, all or a portion of its rights and/or 
delegate its obligations hereunder at any time upon written notice to Principal. 

x. The provisions of this Agreement and the representations, rights 
and obligations of the parties hereto shall survive the execution and delivery hereof and shall 
survive the termination of this Agreement and the expiration or termination of any Account. 

y. Any notice required to be given hereunder shall be delivered 
personally, shall be sent by first class mail, return receipt requested, by overnight courier, by 
facsimile or electronic mail, to the respective parties at the addresses given in the preamble of 
this Agreement, which addresses may be changed by the parties by written notice conforming 
to the requirements of this Agreement. Any such notice deposited in the mail shall be 
conclusively deemed delivered to and received by the addressee four (4) days after deposit in 
the mail, if all of the foregoing conditions of notice shall have been satisfied.  All facsimile 
communications shall be deemed delivered and received on the date of the facsimile, if (1) the 
transmittal form showing a successful transmittal is retained by the sender, and (b) the 
facsimile communication is followed by mailing a copy thereof to the addressee of the 
facsimile in accordance with this paragraph. 

z. The parties agree that this Agreement has been executed and 
delivered in, and shall be construed in accordance with the internal laws of the State of 
California as applied to contracts between California residents entered into and to be performed 
wholly within California.  Principal hereby consents to the jurisdiction of any local, state or 
federal court located within the County of San Diego, State of California; provided, however, 
nothing contained herein shall preclude Agent from commencing any action hereunder in any 
Court having jurisdiction thereof.  EACH PARTY HEREBY IRREVOCABLY WAIVES 
ANY RIGHT IT MAY HAVE, AND AGREES NOT TO REQUEST, A JURY TRAIL FOR 
THE ADJUDICATION OF ANY DISPUTE HEREUNDER OR IN CONNECTION 
HEREWITH OR ARISING OUT OF THIS AGREEMENT OR ANY TRANSACTION 
CONTEMPLATED HEREBY. 
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aa. If at any time any provision of this Agreement shall be held by 
any court of competent jurisdiction to be illegal, void or unenforceable, such provision shall be 
of no force and effect, but the illegality or unenforceability of such provision shall have no 
effect upon and shall not impair the enforceability of any other provision of this Agreement. 

bb. This Agreement together with all schedules and exhibits attached 
hereto, constitutes the entire agreement between the parties concerning the subject matter 
hereof and incorporates all representations made in connection with negotiation of the same.   
All prior or contemporaneous agreements, understandings, representation, warranties and 
statements, oral or written, relating to the subject matter hereof are superseded and are null and 
void.  The terms hereof may not be terminated, amended, supplemented or modified orally, but 
only by an instrument duly executed by each of the parties hereto.  The recitals set forth above 
are incorporated herein by this reference. 

cc. This Agreement and any amendments hereto shall be binding on 
and inure to the benefit of the parties hereto and their respective permitted successors and 
assigns. 

dd. In the event there is any conflict between this Agreement and any 
ancillary agreements with respect to any Account, the terms and conditions of this Agreement 
shall control. 

ee. Agent can rely on copies of the Contracts or Electronic 
transactions or any other documents delivered by Principal as if they were the original 
evidence of the Customer’s obligations.  

ff. If Principal requests Agent to return servicing Contracts or 
Electronic transactions due to unusually large write-offs, sale or assignment to another party, 
then Principal will allow Agent to keep a reasonable portion of the final payout of proceeds to 
cover any NSF,  returned checks, chargebacks or any other items that may arise for a 60 day 
period.   

gg. Agent and Principal agree to sign such further documents and 
take such further action as may reasonably be necessary to effectuate the intent of this 
Agreement. 

hh. If either party commences legal proceedings for any relief 
against the other party arising out this Agreement, the losing party shall pay the prevailing 
parties legal costs and expenses, including without limitation, reasonable attorney’s fees. 

ii. This Agreement may be executed in one or more identical 
counterparts, all of which shall together constitute one and the same instrument when each 
party has signed one counterpart.  To them as much extent permitted by applicable law, in the 
event that any signature to this Agreement or any amendment hereto is delivered by facsimile 
transmission or by email delivery of a “.PDF” format data file, such signature shall create a 
valid and binding obligation of the party executing (or on whose behalf such signature is 
executed) with the same force and effect as if such facsimile or “.PDF” signature page were an 
original thereof. 
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SCHEDULE A 
 

to that LOAN SERVICING AGREEMENT 
dated November __, 2012 

by and between 
 

MONTEREY FINANCIAL SERVICES, INC. 
and 

MONTEREY RECEIVABLES FUNDING, LLC 
 

 
I. DESCRIPTION OF ACCOUNTS 
 

Individual retail installment contracts, membership agreements or finance accounts 
related to the consumer’s financing of any product or services. 

 
II. SERVICING FEE 

 
Principal agrees that Agent shall be entitled to the following fees, all of which, 
collectively, shall constitute the Servicing Fee: 
 
a. A flat rate of three dollars ($3.25) per month will be charged to Principal for each 

Account serviced by Agent; 
 

b. Agent shall be entitled to a credit card chargeback fee of five dollars ($5.00) for each 
credit card payment chargeback or reversal due to Customer disputes. 

 
c. Should the Accounts be of the type and nature that require Principal to provide 

Customers with an IRS Form 1098, and should Principal request that Agent send 
said Form 1098 to Customers, Agent shall charge Principal a fee of one dollars 
$1.00 for each Form 1098 sent.   

 
Please note that the correct tax payer identification number (TIN) or social security 
number (SS#) must be included for each Form 1098 filed with the IRS.  To the 
extent that there is a missing or incorrect TIN or SS# associated with the Account 
placed by Principal, the IRS may impose a per account fee or penalty.  To the extent 
that Agent incurs any penalties, fees, costs, or expenses associated with an incorrect 
or missing TIN or SS#, Principal shall indemnify Agent for the same.  
 
Please also note that Agent shall not issue any Form 1098’s for consumers residing 
outside of the United States of America. 
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SCHEDULE B 
PRIVACY POLICY 

 
Monterey Receivables Funding, LLC  

PRIVACY POLICY 
 
This Privacy Policy describes the personal customer information that Monterey Receivables Funding, 
LLC collects, whom we share such information with and the circumstances under which we share it, 
and how we protect such information. 
 
Please read this Privacy Policy carefully.  This Privacy Policy applies to all personally identifiable 
financial and other information about you that we now have in our possession or that we obtain in the 
future.  It will continue to apply to you even if you are no longer our customer.  We hope that this 
Privacy Policy will help you understand how we keep your personal information private and secure 
while using it to serve you better. 
 
I. Personal Information Collected 
 
In order to provide you with the consistent quality financial services that you desire and to manage our 
business, it is important that we collect and maintain accurate personal information about you.  We 
obtain this information from (1) applications and other forms you fill out and submit to us, 
(2) consumer credit bureaus, and/or (3) a retailer or a party who originally provided you with credit if 
we purchased your account from such retailer or other party.  For example, we may obtain the 
following information from the applications and other forms that you have filled out and submitted to 
us or to a retailer or other party who originally provided you with credit if we purchased your account 
from such retailer or other party: your name, date of birth, address, social security number, marital 
status and income.  As another example, in evaluating whether to extend credit to you we may have 
requested consumer credit bureaus to provide us with information regarding the balances of your loans 
and your payment history with other lenders. 
 
II. Sharing of Personal Information 
 
We do not share your personal information with others except (1) as necessary to service and update 
your account, (2) with consumer credit bureaus as permitted by federal law, such as the reporting of 
account activity, and (3) as otherwise permitted or required by law, such as to protect against fraud or to 
respond to a subpoena. 
 
III. Protection of Personal Information 

 
We control access to your personal information by restricting access to our employees who need it in 
order to perform their duties for us and who are trained in the proper handling of such information.  We 
maintain physical, electronic and procedural safeguards to protect your personal information. 
 
Sincerely, 
 
Monterey Receivables Funding, LLC 
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SCHEDULE C 

LENDER’S ADDENDUM 
 

This Lender’s Addendum is attached to and made a part of that certain Servicing Agreement 
dated as of     by and between the Agent and Principal (the “Agreement”).  
Capitalized terms not otherwise defined herein shall have the meanings ascribed to them under 
the Agreement. 
 
Principal and ________________ (“Lender”) have entered into one or more agreements 
pursuant to which Lender purchases or receives a security interest in certain outstanding 
Accounts from Principal.  In connection with Lender’s loan to Principal or its purchase of one 
or more Accounts, Lender hereby understands, acknowledges and agrees that Agent is the 
servicer of each such Account and further understands, acknowledges and agrees that Agent 
shall remain the servicer of such Accounts pursuant to the terms and conditions of that 
Agreement despite: (i), any termination or expiration of any agreement(s) by and among 
Lender and Principal and/or any other business relationship between the same; or (ii) the 
payment by Principal, Agent or Customer, as the case may be, of any and all payment 
obligations owed to and outstanding with Lender. 
 
This Lender’s Addendum may be executed and delivered via facsimile with the same validity 
as if it were an ink-signed document. 
 
With the execution of this Lender’s Addendum, Lender hereby acknowledges and agrees 
with the recitation set forth above, and acknowledges that Agent shall rely on the same. 
 
LENDER: 
 
_______________________________________________________________ 
 
 
By: _________________________________________________________ 
 
Print: _________________________________________________________ 
 
Title: _________________________________________________________ 
 
Date: _________________________________________________________ 
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TAB F 

SUBSCRIPTION DOCUMENTS 
 
 
 
 
 
 
             
  

MONTEREY RECEIVABLES FUNDING, LLC 

 
Offering of up to $50,000,000 in the aggregate of 

Secured Class A-1 6% Participating Notes, Secured Class B-1 7% Participating Notes  
and Secured Class A-2 8% Notes 

 
(Minimum Purchase:     $50,000) 
(Maximum Purchase $1,000,000) 

May 2019 

             
 
 

SUBSCRIPTION DOCUMENTS 
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SUBSCRIPTION AGREEMENT and signature INSTRUCTIONS 
 

1.  Complete the Investor Questionnaire in Part A, page F-4 and sign page F-5. 
2.  Provide verification of “Accredited Investor” status by means of one of the 

choices listed on Pages F-6 and F-7. 
3.  Complete and sign the Rule 506(D) representations, if applicable, in Part B 

on Pages F-8 and F-9. 
4.  For Individuals – complete and sign page F-17. 
5.  For Entities (e.g., Trusts) – complete and sign page F-18. 
6.  Complete and sign page F-19, if applicable 
7.  Complete and sign page F-20 
8.  Complete and sign page F-21 
9.  Complete and sign page F-22, Class A-1 6% Note, if applicable 
10.  Complete and sign page F-23, Class B-1 7% Note, if applicable 
11.  Complete and sign page F-24, Class A-2 8% Note, if applicable 
12.  Complete the appropriate tax form beginning at F-25 (W-9 if US citizen, 

otherwise W-8BEN or W-8BEN-E)  
 

OFFERED TO ACCREDITED INVESTORS ONLY 

Attached are the documents (the “Subscription Documents”) relating to the purchase of the 
Notes in the Company.  As set forth more particularly in the Investor Package to which these materials 
are attached, up to $50,000,000 in Notes are being offered by the Company.  Capitalized terms utilized 
and not otherwise defined herein shall have the meanings ascribed to such terms in the Investor 
Package. 

THIS OFFERING OF NOTES (“SECURITIES”) IS MADE PURSUANT TO RULE 506(C) 
OF REGULATION D PROMULGATED UNDER THE SECURITIES ACT OF 1933, AS AMENDED 
(THE “SECURITIES ACT”).  THE SECURITIES MAY BE SOLD ONLY TO “ACCREDITED 
INVESTORS,” WHICH FOR NATURAL PERSONS ARE INVESTORS WHO MEET CERTAIN 
MINIMUM ANNUAL INCOME OR NET WORTH THRESHOLDS.  THE SECURITIES ARE 
BEING OFFERED IN RELIANCE ON AN EXEMPTION FROM THE REGISTRATION 
REQUIREMENTS OF THE SECURITIES ACT, AND ARE NOT REQUIRED TO COMPLY WITH 
SPECIFIC DISCLOSURE REQUIREMENTS THAT APPLY TO REGISTRATION UNDER THE 
SECURITIES ACT.  THE U.S. SECURITIES AND EXCHANGE COMMISSION OR ANY 
EQUIVALENT STATE OR FOREIGN AGENCIES HAVE NOT PASSED UPON THE MERITS OF 
OR GIVEN ITS APPROVAL TO THE SECURITIES, THE TERMS OF THE OFFERING, OR THE 
ACCURACY OR COMPLETENESS OF ANY OFFERING MATERIALS.  THE SECURITIES ARE 
SUBJECT TO LEGAL RESTRICTIONS ON TRANSFER AND RESALE AND INVESTORS 
SHOULD NOT ASSUME THEY WILL BE ABLE TO RESELL THEIR SECURITIES.  INVESTING 
IN SECURITIES INVOLVES RISK, AND INVESTORS SHOULD BE ABLE TO BEAR THE LOSS 
OF THEIR INVESTMENT. INVESTMENT IN THE SECURITIES SHOULD BE CONSIDERED 
HIGHLY SPECULATIVE AND SUITABLE ONLY FOR PERSONS OF ADEQUATE FINANCIAL 
MEANS WHO HAVE NO NEED FOR LIQUIDITY WITH RESPECT TO THIS INVESTMENT.  
PURCHASERS OF THE SECURITIES SHOULD HAVE THE FINANCIAL ABILITY AND 
WILLINGNESS TO ACCEPT THE RISKS (INCLUDING, AMONG OTHER THINGS, THE RISK 
OF LOSS OF THEIR ENTIRE INVESTMENT AND THE LACK OF LIQUIDITY) AND SHOULD 
CONSULT THEIR FINANCIAL ADVISORS REGARDING THE APPROPRIATENESS OF 
MAKING AN INVESTMENT.  FURTHERMORE, THE SECURITIES OFFERED ARE NOT 
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SUBJECT TO THE PROTECTIONS OF THE INVESTMENT COMPANY ACT OF 1940, AS 
AMENDED. 

EACH INVESTOR SHOULD CAREFULLY REVIEW THE ENTIRE CONTENTS OF THE 
CONFIDENTIAL ACCREDITED INVESTOR PACKAGE BEFORE COMPLETING THESE 
SUBSCRIPTION DOCUMENTS. 

EACH INVESTOR SHOULD CONSULT HIS OR HER ATTORNEY, ACCOUNTANT OR 
OTHER ADVISORS AS TO ANY LEGAL, TAX AND RELATED MATTERS CONCERNING THIS 
INVESTMENT AND ITS SUITABILITY FOR THE INVESTOR. 

PLEASE COMPLETE AND EXECUTE ALL DOCUMENTS IN ACCORDANCE WITH 
THE INSTRUCTIONS BELOW.  EXCEPT AS OTHERWISE SPECIFICALLY INDICATED, ALL 
QUESTIONS MUST BE ANSWERED COMPLETELY.  IF THE ANSWER TO ANY QUESTION IS 
“NO,” “NONE” OR “NOT APPLICABLE,” PLEASE SO STATE.  PLEASE TYPE OR PRINT ALL 
INFORMATION IN INK. 
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PART A 

INVESTOR QUESTIONNAIRE 

The undersigned represents and warrants to Monterey Receivables Funding, LLC that he, she 
or it is described by one or more of the following (Please check all that apply): 

___ A natural person whose individual net worth, or joint net worth with that person’s spouse, at the 
time of this purchase exceeds $1,000,000.  The term “net worth” means the sum of all cash, checking 
accounts, savings, cash value of life insurance, retirement accounts, real estate, home investments, 
personal property and other assets less the sum of mortgage balances, credit cards, loans and other 
liabilities, excluding (i) the undersigned’s primary residence and (ii) indebtedness that is secured by the 
undersigned’s primary residence up to the estimated fair market value of the primary residence as of the 
date hereof (except that if the amount of such indebtedness outstanding as of the date hereof exceeds 
the amount outstanding sixty (60) days before the date hereof, other than as a result of the acquisition of 
the primary residence, the amount of such excess shall be included as a liability); 
 
___ A natural person who had an individual income in excess of $200,000 in each of the two most 
recent years or joint income with that person’s spouse in excess of $300,000 in each of those years and 
has a reasonable expectation of reaching the same income level in the current year; 
 
___ A bank as defined in Section 3(a)(2) of the Securities Act, or a savings and loan association or 
other institution as defined in Section 3(a)(5)(A) of the Securities Act, whether acting in its individual 
or fiduciary capacity; any broker or dealer registered pursuant to Section 15 of the Securities Exchange 
Act of 1934; an insurance company as defined in Section 2(13) of the Securities Act; an investment 
company registered under the Investment Company Act of 1940 or a business development company as 
defined in Section 2(a)(48) of that Act; a small business investment company licensed by the U.S. 
Small Business Administration under Section 301(c) or (d) of the Small Business Investment Act of 
1958; a plan established and maintained by a state or its political subdivisions for the benefit of its 
employee benefit plan within the meaning of the Employee Retirement Income Security Act of 1974 if 
the investment decision is made by a plan fiduciary, as defined in Section 3(21) of such Act, which is 
either a bank, savings and loan association, insurance company, or registered investment advisor, or if 
the employee benefit plan has total assets in excess of $5,000,000 or, if it is a self-directed plan, with 
investment decisions made solely by persons that are accredited investors. 
 
___ A private business development company as defined in Section 202(a)(22) of the 1940 
Investment Advisors Act. 
 
___ A not-for-profit organization described in Section 501(c)(3) of the Internal Revenue Code, or 
any Massachusetts or similar business trust or partnership not formed for the specific purpose of 
acquiring the securities offered, with total assets in excess of $5,000,000; 
 
___ A director, executive officer, or general partner of the issuer of the securities being offered or 
sold, or any director, executive officer, or general partner of a general partner that is an issuer; 
 
___ A trust, with total assets in excess of $5,000,000 not formed for the specific purpose of 
acquiring the securities offered, whose purchase is directed by a sophisticated person as described in 
Rule 506(b)(2)(ii) of Reg. D; 
 
___ An entity in which all of the equity owners are accredited investors. 
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Date: _______________ ___, 201__ 

Individual Investor: 
      
Print Name:     
Signature:    
 __________________________ 
Additional Signature (if applicable)    
________________________________          
Address:      
      
(ALSO COMPLETE PAGE F-17 FOR 
INDIVIDUALS) 
                

 Entity/Trust Investor: 
       
(Name of Entity) 
       
Signature:     
 ________________________________ 
Additional Signature (if applicable)__________ 
______________________________________ 
Address:       
       
_______________________________________   
(ALSO COMPLETE PAGE F-18 FOR 
ENTITIES/TRUSTS) 
 

 
 
 
 
 
Wiring Instructions: 
 
Please contact us for instructions. 
  

   
   
  

 
 
 
 
Or mail check with signature pages to: 
 
Monterey Receivables Funding, LLC 
Attn:  Shaun Lucas 
4095 Avenida De La Plata 
Oceanside, CA 92056 

 

 

 
 
 

[SIGNATURE PAGE TO INVESTOR QUESTIONNAIRE] 
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Verification of Accredited Investor Status 

 Potential investors who wish to subscribe to the Offering will first be required to fill out an 
accredited investor questionnaire and submit additional information to verify accredited investor status 
in accordance with Rule 506(c).  Specifically, the Company will require potential investors to provide 
one or more of the following information to verify that a natural person who purchases securities in 
such offering is an accredited investor:  

(1) Accredited investors who wish to qualify based on the income test4 may be required to 
submit an Internal Revenue Service form that reports the purchaser’s income for the 
two most recent years (including, but not limited to, Form W-2, Form 1099, Schedule 
K-1 to Form 1065, and Form 1040) and provide a written representation that he or she 
has a reasonable expectation of reaching the income level necessary to qualify as an 
accredited investor during the current year; 

(2) Accredited investors who wish to qualify based on the net worth test5 may be required 
to submit one or more of the following types of documentation dated within the prior 
three months and obtain a written representation from the purchaser that all liabilities 
necessary to make a determination of net worth have been disclosed: 

  (A)  With respect to assets: bank statements, brokerage statements and other 
statements of securities holdings, certificates of deposit, tax assessments, and appraisal 
reports issued by independent third parties; and 

  (B)  With respect to liabilities: a consumer report from at least one of the 
nationwide consumer reporting agencies;  

 In order to comply with the net worth verification method provided under Rule 506(c), 
the relevant documentation must be dated within the prior three months of the sale of 
securities.  If the documentation is older than three months, the Company may not rely 
on the net worth verification method, but may instead determine whether it has taken 
reasonable steps to verify the purchaser’s accredited investor status under a principles-
based method of verification. 

(3) The Company may also consider and request written confirmation6 from one of the 
following persons or entities that the potential investor has taken reasonable steps to 
verify that it is an accredited investor within the prior three months and has determined 
that such potential investor is an accredited investor: 

  (A)  A registered broker-dealer; 

  (B)  An investment adviser registered with the Securities and Exchange 
Commission (“SEC”); 

                                                 
4 An accredited investor who meets the income test has had an individual income in excess of $200,000 in each of the two (2) most recent 

calendar years or joint income with that person’s spouse in excess of $300,000 in each of those years and has a reasonable expectation of 
reaching the same income level in the current calendar year. 

5 An accredited investor who meets the net worth test is a natural person who has individual net worth, or joint net worth with the person’s 
spouse, that exceeds $1 million at the time of the purchase, excluding the value of the primary residence of such person. 

6 The Company may consider written confirmations from an attorney or certified public accountant who is licensed or duly registered, as the 
case may be, in good standing in a foreign jurisdiction. 
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  (C)  A licensed attorney who is in good standing under the laws of the 
jurisdictions in which he or she is admitted to practice law; or 

  (D) A certified public accountant who is duly registered and in good 
standing under the laws of the place of his or her residence or principal office. 
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Only complete and sign this from if you are a “Covered Person” as defined below: 
 

PART B 

RULE 506(D) REPRESENTATIONS 

In connection with Monterey Receivables Funding, LLC’s (the “Company”) reliance on the 
general solicitation exemption set forth under Rule 506(c) of Regulation D (“Exemption”), the SEC 
adopted “bad actor” rules that would disqualify securities offerings from the Exemption if the Company 
or other “Covered Persons” have been convicted of, or are subject to court or administrative sanctions 
for, securities fraud or other violations of specified laws.  Please review and sign the below 
questionnaire if you are a “Covered Person”, defined as: any affiliated issuer; any director, executive 
officer, other officer participating in the offering, general partner or managing member of the issuer; 
any beneficial owner of 20% or more of the issuer’s outstanding voting equity securities, calculated on 
the basis of voting power; any promoter connected with the issuer in any capacity at the time of such 
sale; any investment manager of an issuer that is a pooled investment fund; any person that has been or 
will be paid (directly or indirectly) remuneration for solicitation of purchasers in connection with such 
sale of securities; any general partner or managing member of any such investment manager or 
solicitor; or any director, executive officer or other officer participating in the offering of any such 
investment manager or solicitor or general partner or managing member of such investment manager or 
solicitor. 

The undersigned represents and warrants to Monterey Receivables Funding, LLC that he, she 
or it is described by one or more of the following (Please check all that apply): 

1. In the past five years there was no criminal conviction (a) in connection with the purchase or sale of 
any security, (b) in connection with making a false filing with the SEC or (c) arising out of the 
conduct of the business of an underwriter, broker, dealer, municipal securities dealer, investment 
adviser or paid solicitor of purchasers of securities (“Securities Business”). 

 
2. In the past five years there was no court injunction or restraining order entered related to (a) the 

purchase or sale of any security, (b) making a false filing with the SEC or (c) arising out of the 
conduct of a Securities Business. 

 
3. There was no final order of a state regulator of securities, insurance, banking, savings associations 

or credit unions; a federal banking agency; the U.S. Commodity Futures Trading Commission or 
the National Credit Union Administration (1) entered in the past five years that bars a Covered 
Person from (a) associating with a regulated entity or (b) engaging in the business of securities, 
insurance or banking or credit union activities, or (2) entered in the past ten years based on 
fraudulent, manipulative or deceptive conduct.  

 
4. There is in effect no SEC disciplinary order relating to a Securities Business or its associated 

persons. 
 

5. In the past five years there was no SEC cease-and-desist order. 
 

6. There was no suspension or expulsion from membership in, or suspension or bar from associating 
with a member of, a securities self-regulatory organization. 
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7. In the past five years there was no SEC refusal order, stop order or order suspending a 
Regulation A exemption, and there is no pending proceeding to determine whether such an 
order should be issued.  

 
8. In the past five years there was no U.S. Postal Service false representation order, and there is in 

effect no temporary restraining order or preliminary injunction with respect to conduct alleged to 
have violated the false representation statute that applies to U.S. mail. 

 
 

 
Date: _______________ ___, 201_ 
 

Individual Investor: 
      
Print Name:     
Signature:    
Additional Signature (if applicable)____ 
________________________________ 
Address:      
      
(ALSO COMPLETE PAGE “F17” FOR 
INDIVIDUALS) 
                

 Entity/Trust Investor: 
       
(Name of Entity) 
Signature:__________________________________
______________________________________ 
Additional Signature (if applicable):  
    ____________ 
Address:       
         
(ALSO COMPLETE PAGE “F18” FOR 
ENTITIES/TRUSTS) 
 

[SIGNATURE PAGE TO RULE 506(D) REPRESENTATIONS] 
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PART C 

SUBSCRIPTION AGREEMENT   

 
MONTEREY RECEIVABLES FUNDING, LLC 
4095 Avenida De La Plata 
Oceanside, California 92056 
Attention:  Chris Hughes  
 
Dear Sirs: 
 

Subject to the terms and conditions hereof, the undersigned (“Lender”) hereby irrevocably 
subscribes to purchase secured, non-negotiable Class A-1 6% Notes, Class B-1 7% Notes and/or Class 
A-2 8% Notes (the “Notes”) in the total principal amount as set forth on the signature page hereto in 
connection with offering by Monterey Receivables Funding, LLC (the “Company”) of up to 
$50,000,000 in such Notes (the “Financing”).   

In consideration for the acceptance by the Company of this Subscription Agreement (the 
“Subscription Agreement”), the Lender hereby agrees, represents and warrants as follows: 

Payment of Purchase Price.  The Lender shall pay the total purchase price for the Notes 
subscribed for hereunder in immediately available funds by check or wire funds (contact us for 
instructions).Or mail check with signature pages to: 
 

Monterey Receivables Funding, LLC 
Attn:  Shaun Lucas 
4095 Avenida De La Plata 
Oceanside, CA 92056 

 
2. Acceptance or Rejection of Subscription.  The Company shall have the right, in its sole 
judgment and discretion, to accept or reject this subscription in whole or in part.  If rejected, the 
Company shall give written notice of rejection accompanied by the return of any funds 
deposited by the Lender, without interest and without reduction for any costs or expenses, along 
with the Lender's documents.  In the event the Company elects to accept the subscription of a 
Lender, then the Company will retain the Subscription Documents of such Lender and deliver 
to such Lender a Class A-1 Note, Class B-1 Note and/or a Class A-2 Note, as applicable, in the 
principal amount subscribed for by such Lender.   

3. Closing.  The initial closing of the Financing (the “Initial Closing”) shall occur at such time 
as the Company shall determine and will continue on a rolling basis in the Company’s 
discretion.  At the Initial Closing, the Company shall deliver to each Lender the Notes to be 
purchased by such Lender hereunder against payment of the purchase price therefor by check or 
wire transfer payable to the Company.  If the Company has not sold Notes in the aggregate 
amount of up to  Fifty Million Dollars ($50,000,000) (the “Maximum Offering Amount”) at the 
Initial Closing, the Company may offer, subsequent to the Initial Closing, the opportunity to 
purchase Notes to additional potential Lenders (each, a “Subsequent Lender”); provided, 
however, that the maximum principal amount of Notes to be sold pursuant to the Financing 
shall not exceed the Maximum Offering Amount.  Subsequent Lenders shall execute this 
Subscription Agreement and shall be Lenders for purposes hereof.  Any subsequent purchase of 
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Notes shall take place at a “Subsequent Closing.”  At each Subsequent Closing, the Company 
shall deliver to any Lenders participating therein the Notes to be purchased by such Lenders 
hereunder against payment of the purchase price therefor by check or wire transfer payable to 
the Company.   

4. Use of Proceeds.  As set forth in the Investor Package, the Company will use the net 
proceeds from the sale of the Notes hereunder to purchase receivables and for closing costs, 
servicing fees to Monterey Financial Services, Inc., personal loans based on adequate collateral, 
ongoing annual accounting, legal and other similar expenses, and other working capital needs.   

5. Receipt of Documentation.  Lender hereby acknowledges receipt of a copy of the Investor 
Package and all attachments thereto, including the Risk Factors contained therein and further 
acknowledges and agrees that he, she or it has carefully reviewed the same.  In addition to the 
Investor Package, additional documents or information relating to the Company are available 
from the Board of Managers upon request by any Lender.  BY THE EXECUTION OF THIS 
SUBSCRIPTION AGREEMENT, THE UNDERSIGNED ACKNOWLEDGES THAT THE 
UNDERSIGNED HAS READ, UNDERSTOOD AND AGREED TO THE PROVISIONS 
CONTAINED HEREIN, INCLUDING WITHOUT LIMITATION (i) SPECIMEN NOTES, (ii) 
RISK FACTORS, AND (iii) DESCRIPTION OF THE BUSINESS. THE UNDERSIGNED IS 
AWARE THAT HIS, HER OR ITS INVESTMENT IN THE NOTES IS A SPECULATIVE 
INVESTMENT THAT HAS LIMITED LIQUIDITY AND IS SUBJECT TO THE RISK OF 
COMPLETE LOSS. 

6. Agreement to Indemnify.  The Lender hereby agrees to indemnify and hold harmless the 
Company and all of its members (the “Members”), and its affiliates from any and all damages, 
losses, costs and expenses (including reasonable attorney’s fees) which they may incur (i) by 
reason of the Lender's failure to fulfill any of the terms and conditions of this Subscription 
Agreement, (ii) by reason of the Lender's breach of any of the Lender's representations, 
warranties or agreements contained herein or in the Investor Questionnaire, and (iii) with 
respect to any and all claims made by or involving any person, other than the Lender claiming 
any interest, right, title, power or authority regarding the Lender's purchase of Notes.  The 
Lender further agrees and acknowledges that the provisions of this Section shall survive any 
sale or transfer or attempted sale or transfer, of any portion of the Lender's Notes, the Lender’s 
sale or redemption of the Notes, and/or the Lender's death. 

7. Acknowledgments.  The Lender hereby acknowledges and understands that: 

a. This subscription may be accepted or rejected in whole or in part in the sole and 
absolute discretion of the Company. 

b. This subscription is and shall be irrevocable by the Lender and by the Lender's 
successors or assigns (including any executor, trustee and conservator), except that the 
Lender shall have no obligations hereunder in the event that this subscription is for any 
reason rejected or the Financing is for any reason cancelled. 

c. No federal or state agency has made any finding or determination as to the fairness of 
the Financing for investment, or made any recommendation or endorsement of an 
investment in the Company. 

d. Neither the Company nor any of its agents or representatives has made any 
representation or warranty to any prospective investor in the Notes regarding the tax 
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consequences arising to such prospective investor as a result of any investment in the 
Notes.   

e. At no time has any of the following ever been represented, guaranteed or warranted to 
the Lender by the Board of Managers or any other person, expressly or by implication:  (i) 
The percentage of profit and/or amount of or type of consideration, profit or loss to be 
realized, if any, as a result of any investment in the Notes, or (ii) That the past performance 
or experience on the part of the Company or its affiliates will in any way indicate the 
predictable results of the ownership of any Notes or of the overall Company venture. 

8. Representations, Warranties and Covenants.  The Lender hereby represents, warrants and 
covenants that: 

a. The Lender is acquiring the Notes for the Lender's own account, solely for investment 
and not with a view to or for sale in connection with any distribution of the Notes.  The 
undersigned is acquiring such Notes without a view to, and not for resale in connection 
with, a distribution of the Notes within the meaning of the Securities Act of 1933, as 
amended (“1933 Act”).  The undersigned hereby covenants and agrees that the undersigned 
shall not sell any of the Notes in violation of the 1933 Act. 

b. The Lender has adequate net worth and means of providing for the Lender's current 
needs and possible personal contingencies to sustain a complete loss of this investment and 
has no need for liquidity of this investment.  The Lender's total commitment to investments, 
which are not readily marketable, is not disproportionate to the Lender's net worth and will 
not become disproportionate as a result of the Lender's investment in the Notes.  The 
Lender has such knowledge and experience in financial and business matters that the 
Lender is capable of evaluating the merits and risks of investment in the Financing and the 
Company, and the Lender is able to bear the economic risk of the Lender's investment in 
the Financing and at the present time the Lender could afford a complete loss of the 
Lender's investment. 

c. The Lender is not, unless otherwise disclosed below, an employee benefit plan or 
individual retirement account, and is an “accredited investor” as that term is defined in Rule 
501(a) of Regulation D, as amended, promulgated by the Securities and Exchange 
Commission (“Regulation D”).  Lender acknowledges and agrees that the sale of the Notes 
is being made in reliance upon the general solicitation exemption set forth in Rule 506(c) of 
Regulation D, and hereby consents to provide all documents and information necessary for 
the Company and its advisors (including, without limitation, MFN CAPITAL, INC., an 
affiliate of Metis Financial Network, Inc.) to verify that the Lender is an “accredited 
investor” pursuant to Regulation D.  

d. The Lender is acquiring his, her or its Notes without having been furnished any 
offering literature or prospectus other than the Investor Package and LLC Agreement and 
all exhibits thereto and any amendments thereto and other documents specifically 
authorized by the Board of Managers. 

e. The Lender has carefully read the Investor Package and the Company has made 
available to the Lender all documents that the Lender has requested relating to an 
investment in the Company and has provided answers to all of the Lender's questions 
concerning the Financing.  In evaluating the suitability of an investment in the Company, 
the Lender has not relied upon any representations or other information (whether oral or 
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written) other than as set forth in the Investor Package and LLC Agreement (including all 
exhibits and any amendments thereto) or as contained in any documents or answers to 
questions so furnished to the Lender by the Company.  In addition, the Lender has had an 
opportunity to discuss this investment with representatives of the Company and ask 
questions of them. 

f. The undersigned understands that the Notes will not be registered or qualified under 
any Federal or state securities laws in reliance upon exemptions therefrom.  The 
undersigned acknowledges and agrees that in order to ensure that the offer and sale of the 
Notes are exempt from registration or qualification, the Company will rely on the 
representations and warranties which the undersigned has made in this Subscription 
Agreement and accompanying documents.  Accordingly, the undersigned makes the 
representations and warranties found in this Subscription Agreement for the purposes of 
inducing the Company to permit the undersigned to acquire the Notes for which the 
undersigned hereby subscribes.   

g. The Lender recognizes that participating in the Financing involves substantial risks, 
including a risk of total loss of the Lender's purchase, and the Lender is aware of and 
understands all of the risk factors related to the Lender's purchase of Notes including, but 
not limited to, those set forth under the caption “RISK FACTORS” in the Investor 
Package. 

h. The address set forth in the Lender's Investor Questionnaire is the Lender's true and 
correct residence and the Lender has no present intention of becoming a resident of any 
other state or jurisdiction. 

i. All of the information provided to the Company or its agents or representatives 
concerning the Lender's suitability to participate in the Financing, including the Lender's 
Investor Questionnaire, is complete, true and correct as of the date hereof.  The Lender 
understands that the Lender's answers will be treated as confidential but agrees that the 
Company or its agents may present the Investor Questionnaire or the information contained 
therein to any potential surety or letter of credit issuer and to such parties as they deem 
appropriate if called upon to establish the availability of an exemption from registration 
under the Securities Act, or the private placement of the Notes or for other Company 
purposes.  The Lender further understands that the Company is relying on the statements 
contained herein to establish an exemption from registration under Federal and state 
securities laws. 

j. If applicable, the undersigned representative (“Authorized Representative”) is duly 
authorized and empowered legally to represent and bind the principal, person, trust, 
partnership, corporation or other entity (the “Principal”), if any, named as Lender in Notes 
and to execute this Subscription Agreement and such Subscription Documents and all other 
instruments in connection with the purchase of the Notes, and said Principal has full power 
and authority to invest in the Company. 

k. If this Subscription Agreement is executed by or on behalf of a corporation, 
partnership, association, Joint Stock Company, trust or other entity, such organization or 
entity was not formed for the purpose of acquiring Notes. 
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l. The undersigned acknowledges that the Company may offer and sell Notes containing 
different terms (including, without limitation, different interest rates and varying terms until 
maturity). 

m. The undersigned has the knowledge and experience in financial and business matters so 
as to enable the undersigned to evaluate the merits and risks of the investment represented 
by the Notes and to protect his or her own interests in connection with the investment.   

n. The undersigned understands that the Notes are not being registered under the 1933 Act 
or qualified under any state securities laws.  The undersigned agrees not to transfer any of 
such securities unless such transfer has been registered under the Act and qualified under 
applicable state securities laws or unless, in the opinion of counsel, such a transaction is 
exempt from registration under the Act and qualification under any applicable state 
securities laws. 

o. Notwithstanding any provisions herein, the undersigned hereby agrees and 
acknowledges that any and all Notes subscribed for are non-negotiable, and (subject to the 
rights of the undersigned’s individual heirs or legatees on the death of the undersigned) 
may only be transferred, assigned or encumbered with the consent of the Company which 
consent of the Company may withhold in its sole discretion. 

p. The undersigned understands that there is no public market for resale of the Notes.  The 
undersigned understands that it is unlikely that a market will ever develop.  As a 
consequence, the undersigned understands that the undersigned may not be able to liquidate 
the undersigned’s investment in the Notes, even in the event that the undersigned may 
suffer financial or other emergency, except to the limited extent, if any, described in this 
Subscription Agreement.  The undersigned also understands that, for the foregoing reasons, 
the Notes may not be readily accepted as collateral for a loan. 

q. The undersigned acknowledges and is aware that the Company has only a limited 
financial and operating history and that the Notes are speculative investments which 
involve a risk of loss by the undersigned of the undersigned’s entire investment in the 
Company and that the Company will use the proceeds from the sale of Notes to purchase 
selected accounts receivable and similar instruments generated by entities who make loans 
or sales to consumers. 

r. It has never been guaranteed or warranted to the undersigned by the Company, its 
officers or directors or by any other person, expressly or by implication, that the past 
performance or experience on the part of the Company or its affiliates, any director, officer 
or any affiliate, will in any way indicate or predict the results of the ownership of Notes or 
of the overall success of the Company. 

s. At the request of the Company, the undersigned will promptly execute such other 
instruments or documents as may be reasonably required in connection with the purchase of 
the Notes.  The undersigned hereby agrees that the representations and warranties set forth 
in this Subscription Agreement shall survive the acceptance hereof by the Company, shall 
be binding upon the heirs, executors, administrators, successors, and assigns to the 
undersigned, but this subscription is not voluntarily transferable or assignable by the 
undersigned.  This Subscription Agreement shall be governed by and construed in 
accordance with the laws of the State of California, as applied to contracts between 
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California residents entered into and to be performed wholly within California, regardless 
of principles of conflicts of law.  

t. The undersigned acknowledges that Notes can be prepaid without penalty or additional 
fees at any time by the Company beginning twelve (12) months after issuance 

u. In the event that the undersigned’s subscription for Notes is accepted by the Company, 
the undersigned further agrees to execute and deliver such additional documents, 
agreements or instruments, and/or to take such additional actions, as shall be reasonably 
requested by the Company in order to comply with any tax reporting or similar 
requirements relating to any payments pursuant to the Note.  The Company may request 
from the undersigned such additional information as it may deem necessary to evaluate the 
eligibility of the undersigned to acquire and/or hold the Note, and, in the event that the 
Notes are ultimately issued to the undersigned at any time hereafter, may request from time 
to time such information as it may deem necessary to determine the eligibility of the 
undersigned to hold Note or to enable the Company to determine its compliance with 
applicable regulatory requirements or tax status, and the undersigned covenants and agrees 
to provide such information as reasonably may be requested.  Without limitation on any of 
the other provisions herein, the undersigned covenants and agrees to provide (and to update 
periodically), upon request by the Company, any information (or verification thereof) 
which the Company deems necessary or appropriate in connection with any requirements 
of the U.S. Internal Revenue Code of 1986, as amended (the “Code”) and/or the 
Regulations promulgated thereunder, including Code Sections 1471-1474, and any forms, 
instructions or other guidance issued by any governmental authority thereunder.  The 
undersigned agrees to waive any provision of any non-U.S. law that would, absent a 
waiver, prevent compliance with such requests.  The undersigned acknowledges that any 
failure to comply with any such requests from the Company may result in various adverse 
consequences under the Code, including, potentially (and without limitation), imposition of 
a U.S. withholding tax obligation on the payments under the Note.  The undersigned agrees 
to indemnify and hold the Company harmless from and against any losses, damages, costs, 
expenses or liabilities incurred as a result of any failure to comply with any of the 
covenants or agreements set forth in this document.  The undersigned agrees to notify the 
Company promptly if there is any change with respect to any information previously 
provided to the Company regarding the undersigned.   

The foregoing representations, warranties and covenants and all other information which 
the Lender has provided to the Company concerning the Lender and the Lender's financial 
condition (or concerning the entity or organization which the Lender represents and its 
financial condition) are true and accurate as of the date hereof and shall be true and 
accurate as of the applicable closing date.  If in any respect such representations, 
warranties, covenants or information shall not be true and accurate at any time prior to the 
applicable closing date, the Lender will give written notice of such fact to the Company 
specifying which representations, warranties, covenants or information are not true and 
accurate and the reasons therefore. 

9. Subscription Agreement Binding on Heirs, Etc.  This Subscription Agreement shall be 
binding upon the Lender's heirs, successors, estate, legal representatives and assigns, and shall 
be construed in accordance with the laws of the State of California. 

10. Binding Obligation.  This Subscription Agreement, when executed by the Lender, will 
constitute a legal, valid and binding obligation of the Lender, enforceable against the Lender in 
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accordance with its terms, except where such enforcement is limited by equitable principles, 
bankruptcy, insolvency and other similar laws affecting such enforcement. 

11. Arbitration.  Any controversy or claim arising out of or relating to this Subscription 
Agreement including, without limitation, claims under applicable Federal or state securities 
laws, shall be settled by arbitration in accordance with the rules of the American Arbitration 
Association and judgment upon the award rendered by the arbitrator(s) may be entered in any 
court having jurisdiction thereof.  Any proceeding hereunder shall be held in San Diego 
County, California, and the arbitrator(s), in rendering his, her or their decision as to any state 
law claims, shall apply the laws of the State of California without regard to the application of 
principles of conflicts of law.  The arbitrator(s) shall assess all expenses of arbitration, 
including arbitration fees, costs and reasonable attorney's fees against the losing party. 

12. Consent of Spouse.  The spouse of any Lender shall be required to execute and deliver to 
the Company a “Consent of Spouse” substantially in the form attached hereto on page B-19. 
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IN WITNESS WHEREOF, I (we) have executed this Subscription Agreement this ________ 
day of _____________, 201__, and I am (we are) taking legal title to my (our) investment in the 
Company as follows: 

$_______________ in Principal Amount of Class A-1 6% Notes to be purchased.  
$_______________ in Principal Amount of Class B-1 7% Notes to be purchased. 
$_______________ in Principal Amount of Class A-2 8% Notes to be purchased. 
 

FOR MARRIED INDIVIDUALS who are legally domiciled or residents in the State of 

California: (Check One) 

 

____ Purchasing as Community Property  ____ Purchasing as Separate Property*     

(sign below)                                                                        (sign below)             

     ____  _________________________________           

Type or Print Name(s) of Lender(s) /Investor(s)                 Type or Print Name of Lender/Investor 

 

     ____  _________________________________  

Signature of Lender/Investor #1                                             Signature of Lender/Investor                

 

     ____  _________________________________                         

Signature of Lender/Investor #2                                           Signature of Lender/Investor's Spouse* 

* If separate property is being used to purchase the Notes, the spouse of the Lender must sign 
above with the following acknowledgment: 

I hereby acknowledge that my spouse is making this investment in the Company with (his) (her) 
separate property and funds.       

 
FOR INDIVIDUALS other than those who have signed above: (Check One) 
 

   Purchasing Individually      Purchasing as Joint Tenants with                           
                                                                    right of Survivorship  (each owner must sign)                          

    Purchasing as Tenants in                               Purchasing as Tenants by the Entity 
    Common (each investor must sign)                       (each investor must sign) 
 
             __________ 
Type or Print Name of Lender/Investor #1                  Type or Print Name of Lender/Investor #2 

    
             __________ 
Signature of Lender/Investor #1                                   Signature of Lender/Investor #2 
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WITNESS WHEREOF, I (we) have executed this Subscription Agreement this ________ day 
of _____________, 201__, and I am (we are) taking legal title to my (our) investment in the Company 
as follows: 

$_______________ in Principal Amount of Class A-1 6% Notes to be purchased.  
$_______________ in Principal Amount of Class B-1 7% Notes to be purchased. 
$_______________ in Principal Amount of Class A-2 8% Notes to be purchased. 
 

FOR ENTITIES/TRUSTS: 

(Check One) 

 

 
  Purchasing as agent, Custodian or trustee for entity 
   
 
Type or Print Name of Entity or Trust:  ___________________________________________________ 
 
Type or Print Name of Authorized Representative(s):  _______________________________________ 
 
Signature of Authorized Representative #1:  _______________________________________________
       
Signature of Authorized Representative #2:  _______________________________________________ 
 
 
 
 
 
  Purchasing as a Partnership, Corporation or Joint Venture 
   
 
Type or Print Name of Entity:  _________________________________________________________ 
 
Type or Print Name of Authorized Representative(s):  _______________________________________ 
 
Title of Authorized Representative(s):  ___________________________________________________ 
 
Signature of Authorized Representative #1:  _______________________________________________
       
Signature of Authorized Representative #2:  _______________________________________________ 
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CONSENT OF SPOUSE 

 
I,    , spouse of     , do hereby certify, 

acknowledge and agree as follows: 

(a) I have read and approve each and every provision set forth in the foregoing 
Subscription Agreement.   

(b) I accept and agree to be bound by the Subscription Agreement in all respects and in lieu 
of each other interest I may have in MONTEREY RECEIVABLES FUNDING, LLC (the “Company”), 
whether that interest may be community property or quasi-community property under the laws of the 
State of California or other laws relating to marital property in effect in the state of our residence as of 
the date of the signing of the foregoing Agreement. 

(c) I hereby appoint my spouse as my attorney-in-fact with respect to the exercise of any 
rights under the Agreement. 

(d) I hereby consent to any amendments or modifications to the Subscription Agreement 
that are consented to, executed by or otherwise binding upon my spouse. 

 
 
 
Dated:     ___, 20___ 
 
 
 
       
(Signature) 

       
(Please Print Your Name) 
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IN WITNESS WHEREOF, the parties caused this Security Agreement to have been 

duly executed and delivered as of the Effective Date. 
 

SECURED PARTY:          
      [Print Legal Name of Secured Party/Investor] 

 
 
Signature:     ______ 
Print Name:      
Print Title (if applicable):    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

[SIGNATURE PAGE TO SECURITY AGREEMENT]
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Monterey Receivables Funding, LLC 
 
ACH Payment Instructions for Monthly Interest Payments: 
 

As a convenience for you, Monterey Receivables Funding, LLC, is setting up ACH payments to 
automatically deposit your monthly interest checks to your bank account.   Please provide the 
following information so we can complete direct deposits to your bank account: 

 
 
Name (title) on bank account: _________________________________________________________ 
 
Bank account number: _______________________________________________________________ 
 
Bank name: ________________________________________________________________________ 
 
Routing (ABA) number: _______________________________________________________________ 
 
E-mail address: _____________________________________________________________________ 
 
Phone Number(s): ___________________________________________________________________ 
 
You can obtain your bank account and routing numbers from the bottom of your checks, deposit 
slips or you may want to call your bank for ACH instructions.  Please return this form with your 
subscription package. 
 
 
 

Signature: ___________________________________ 
 

Date: ______________________ 
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IN WITNESS WHEREOF, the parties have caused this Note to be executed by a duly authorized 
signatory as of the first date set forth above. 

BORROWER: 
MONTEREY RECEIVABLES FUNDING, LLC 
 
 
By:        
 Shaun Lucas, President & CEO 
             4095 Avenida De La Plata 
 Oceanside, California 92056 

INVESTOR: 
Print Name of Lender/Investor:    
 
 ________________________________ 
 
       

Signature 
 
Title (if applicable):      
Address:      
       
Email:        

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

 
[Signature Page to Class A-1 6% Note] 
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IN WITNESS WHEREOF, the parties have caused this Note to be executed by a duly authorized 
signatory as of the first date set forth above. 

BORROWER: 
MONTEREY RECEIVABLES FUNDING, LLC 
 
 
By:        
 Shaun Lucas, President & CEO 
             4095 Avenida De La Plata 
 Oceanside, California 92056 

INVESTOR: 
Print Name of Lender/Investor:    
 
 ________________________________ 
 
       

Signature 
 
Title (if applicable):      
Address:      
       
Email:        

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

[Signature Page to Class B-1 7% Note] 
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IN WITNESS WHEREOF, the parties have caused this Note to be executed by a duly 
authorized signatory as of the first date set forth above. 

BORROWER: 
MONTEREY RECEIVABLES FUNDING, LLC 
 
By:        
 Shaun Lucas, President & CEO 
 4095 Avenida De La Plata 
 Oceanside, California 92056 

INVESTOR: 
Print Name of Lender/Investor:    
 
 ________________________________ 
 
       

Signature 
Title (if applicable):      
Address:      
       
Email       

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

[Signature Page to Class A-2 8% Note] 



 

F-25 
SDI-179754v19  

 

 

 



 

F-26 
SDI-179754v19  

 
 
 
 



 

F-27 
SDI-179754v19  

 
 
 
 



 

F-28 
SDI-179754v19  

 
 
 
 



 

F-29 
SDI-179754v19  

 
 
 
 



 

F-30 
SDI-179754v19  

 
 
 
 



 

F-31 
SDI-179754v19  

 
 
 
 



 

F-32 
SDI-179754v19  

 
 
 
 



 

F-33 
SDI-179754v19  

 
 
 
 



 

F-34 
SDI-179754v19  

 
 

 


	TERMS OF SALE; COMPANY’S RIGHT TO REJECT OFFERS
	FORWARD-LOOKING STATEMENTS
	Tab A
	CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM OFFERED TO ACCREDITED INVESTORS ONLY
	Offering of up to $50,000,000 in the aggregate of Secured Class A-1 6% Participating Notes, Secured Class B-1 7% Participating Notes and Secured Class A-2 8% Non-Participating Notes
	(Minimum Purchase:        $50,000)
	(Maximum Purchase:  $1,000,000)

	MONTEREY RECEIVABLES FUNDING, LLC
	SUMMARY OF TERMS
	THE OFFERING
	THE BUSINESS SUMMARY
	Overview
	Description of the Company
	Description of MFS
	Debt Recovery
	Collection Agreement
	DESCRIPTION OF THE COMPANY AND ITS MANAGEMENT
	HISTORICAL FINANCIAL INFORMATION
	CAPITALIZATION
	RELATED PARTY TRANSACTIONS AND CONFLICTS OF INTEREST
	RISK FACTORS
	Risks Related to the Financing
	Risks Related to the Company and its Business

	SUMMARY OF TAX ISSUES
	ADDITIONAL INFORMATION
	a. due diligence material; and
	b. additional information relating to the business affairs and activities of the Company and/or of MFS.

	TAB B FORM OF CLASS A-1 NOTE
	TAB C-1 FORM OF CLASS B-1 NOTE
	[Signature Page to Class B-1 7% Note]
	Tab D-1 FORM OF SECURITY AGREEMENT
	SECURITY AGREEMENT
	RECITALS
	AGREEMENT

	1. Grant of Security Interest.  As security for full and timely payment, performance and satisfaction of all obligations of Debtor to the Secured Party, whether existing as of the Effective Date or incurred subsequent to the Effective Date, including,...
	2. Maintenance of Security Interest.  Debtor agrees, at any time and from time to time, at the expense of Debtor, and upon request of the Secured Party (acting upon the written instruction and at the direction of the Required Majority), to promptly ex...
	3. Debtor’s Attorney-in-Fact.  Debtor hereby irrevocably appoints the Secured Party, with full power of substitution, as its true and lawful attorney-in-fact with full irrevocable power and authority in the place and stead of Debtor and in the name of...
	4. Representations and Warranties.  Debtor hereby represents and warrants that: (a) Debtor is the owner of the Collateral (or, in the case of after-acquired Collateral, at the time Debtor acquires rights in the Collateral, will be the owner thereof) a...
	5. Affirmative Covenants of Debtor.  Debtor shall do all of the following:
	a. Government Compliance.
	Maintain Debtor’s legal existence and good standing in Debtor’s jurisdictions of formation and maintain qualification in each jurisdiction in which the failure to so qualify would reasonably be expected to have a material adverse effect on Debtor’s bu...
	Execute, deliver and cause to be filed any and all agreements, instruments, reports, or other documents (including, without limitation, a UCC-1 Financing Statement and any other documents required or deemed desirable or necessary to perfect the securi...

	b. Taxes.  Make timely payment of all foreign, federal, state, and local taxes or assessments and shall deliver to the Secured Party (acting as directed by the Required Majority), upon prior written request, appropriate certificates attesting to such ...
	c. Insurance.  Keep its business and the Collateral insured for risks and in amounts standard for companies in Debtor’s industry and location and as the Secured Party (acting as directed by the Required Majority) may reasonably request.  Insurance pol...
	d. Protection of Intellectual Property Rights.  Debtor shall: (a) protect, defend and maintain the validity and enforceability of its intellectual property; (b) promptly advise the Secured Party in writing of material infringements of its intellectual...
	e. Litigation Cooperation.  From the date hereof and continuing through the termination of this Agreement, make available to the Secured Party, without expense to the Secured Party, Debtor and its officers, employees and agents and Debtor’s books and ...
	f. Provide Information and Access to Secured Party.  Provide information and materials to, full access to any and all information and to perform such other acts or actions as may be requested by any member of the Secured Party to enable such member or...
	g. Further Assurances.  Execute any further instruments and take further action as the Secured Party (acting upon the written instruction and at the direction of the Required Majority) reasonably requests to (i) further perfect, protect or maintain th...

	6. Negative Covenants of Debtor.  Debtor shall not do any of the following without the Secured Party’s prior written consent (as such consent shall be provided upon the written instruction and at the direction of the Required Majority):
	h. Dispositions.  Convey, sell, lease, transfer or otherwise dispose of, all or any part of the Collateral, except for transfers (i) of inventory in the ordinary course of business; (ii) of worn out or obsolete equipment; and (iii) of certain licenses...
	i. Changes in Business Locations.  Debtor shall not, without prior written notice to the Secured Party: (1) change any of its jurisdictions of organization, (2) change its organizational structures or types, (3) change its legal names, or (4) change a...
	j. Indebtedness.  Create, incur, assume, or be liable for any indebtedness other than subordinated indebtedness.
	k. Encumbrance.  Create, incur, allow, or suffer any lien on any of the Collateral, or enter into any agreement, document, instrument or other arrangement with any third party which directly or indirectly prohibits or has the effect of prohibiting Deb...
	l. Compliance.  Become an “investment company” or a company controlled by an “investment company,” under the Investment Debtor Act of 1940 or undertake as one of its important activities extending credit to purchase or carry margin stock (as defined i...

	7. Events of Default.  The occurrence of any of the following shall be an “Event of Default:” (a) any “Event of Default” by Debtor under any of the Notes, which default is not cured within any grace period granted with respect to such default; (b) tra...
	8. Remedies upon Event of Default.  Upon the occurrence and during the continuance of an Event of Default, the Secured Party exclusively (acting upon the written instruction and at the direction of the Required Majority) may exercise any one or more o...
	9. Rights as to the Collateral.  As to the Collateral and notwithstanding anything to the contrary contained herein, the grant of the security interest herein by Debtor herein stated is intended to be a grant for security purposes and is not intended ...
	10. Security Interest Absolute.  All rights of the Secured Party and the assignment and security interest hereunder, and all obligations of Debtor hereunder, shall remain in full force and effect and shall secure the Obligations, and shall be absolute...
	11. Continuing Security Interest; Sale of Participations; Release of Collateral.  This Agreement shall create a continuing first priority security interest in the Collateral and shall (a) remain in full force and effect until the payment in full of th...
	12. Secured Party’s Duties.  The powers conferred on the Secured Party hereunder are solely to protect such Secured Party’s interest in the Collateral as a secured party and shall not impose any duty upon the Secured Party to exercise any such powers....
	13. Expenses.  Debtor shall, upon demand, pay to the Secured Party the amount of any and all reasonable expenses, including the reasonable fees and expenses the Secured Party’s counsel and of any experts and agents, which the Secured Party may incur i...
	14. Reinstatement.  This Agreement shall remain in full force and effect and continue to be effective should any petition be filed by or against Debtor for liquidation or reorganization, should Debtor become insolvent or make an assignment for the ben...
	15. Authority of Secured Party.  The Secured Party shall have and be entitled to exercise all such powers hereunder as are specifically delegated to the Secured Party by the terms hereof or under applicable law, together with such powers as are incide...
	16. Waiver of Hearing.  Debtor expressly waives any constitutional or other right to a judicial hearing before the Secured Party takes possession or disposes of the Collateral upon default as provided in each of the Notes and herein.
	17. Cumulative Rights.  The rights, powers and remedies of the Secured Party under this Agreement shall be in addition to all rights, powers and remedies given to the Secured Party by virtue of any statute or rule of law, the Notes, or any other agree...
	18. Waiver.  Any forbearance or failure or delay by the Secured Party in exercising any right, power or remedy shall not preclude the further exercise thereof, and every right, power or remedy of the Secured Party shall continue in full force and effe...
	19. Entire Agreement; Severability.  This Agreement, the Notes issued pursuant to the Offering and any additional agreements entered into by and among Debtor and Purchasers in connection with the Offering collectively contain the entire agreement amon...
	20. References.  Singular references herein include the plural.
	21. Choice of Law.  This Agreement shall be construed and enforced in accordance with and governed by the laws of the State of California, except to the extent that the validity of any security interest created hereunder, or remedies hereunder, in res...
	22. Successors and Assigns.  This Agreement is for the benefit of the Secured Party and their respective successors and assigns, and in the event of an assignment of all or any of the Obligations, the rights hereunder, to the extent applicable to the ...
	23. Waiver of Jury Trial.  TO THE EXTENT SUCH WAIVER IS PERMITTED UNDER APPLICABLE LAW, DEBTOR AND (BY ITS ACCEPTANCE OF THE NOTES) THE SECURED PARTY AND EACH OTHER PURCHASER WAIVES ITS RIGHT TO A TRIAL BY JURY OF ANY CLAIM OR CAUSE OF ACTION BASED UP...
	24. Amendment or Waiver.  This Agreement may be amended or a provision hereof waived only in a writing signed by Debtor and a Required Majority.  A “Required Majority” shall mean the members of the Secured Party holding more than fifty percent (50%) o...
	25. Notices.  All notices, requests, demands and other communications hereunder shall be in writing to the parties at the addresses set forth on the signature pages hereto, or at such other address as shall be given in writing by a party to the other ...
	26. Counterparts; Facsimile Execution.  This Agreement may be executed in counterparts, each of which shall constitute an original.  A facsimile, PDF or other copy of any signature hereto transmitted by electronic means shall have the same force and e...
	Exhibit A DESCRIPTION OF COLLATERAL
	Tab D-2 OMNIBUS AMENDMENT
	OMNIBUS AMENDMENT
	27. The Company has previously conducted a secured debt financing (the “Financing”) in which it issued and sold, in multiple closings, Five Million Dollars ($5,000,000) in principal amount of Outstanding Notes pursuant to the Financing Documents by an...
	28. The obligations of the Company under the Outstanding Notes are secured by all of the assets of the Company pursuant to the terms and conditions of the Security Agreement.
	29. Pursuant to the terms of the Financing Documents, the Company has the right to expand the Financing and/or offer additional series of promissory notes in the future.  The Company’s Board of Managers (“Board”) has determined that it is in the best ...
	30. In connection with the issuance and sale of the Additional Notes, the Board has determined that it is in the best interest of the Company, its members and the Existing Lenders to (i) amend the Financing Documents to reflect the sale of the Additio...
	31. Pursuant to terms of the Financing Documents, the amendments contemplated herein require the consent of an Existing Lenders holding more than fifty percent (50%) of the aggregate outstanding principal amount on all Existing Notes (a “Required Majo...
	m. Issuance of Additional Notes.  This Amendment shall be effective upon execution by the Company and the Required Majority.  The Financing Documents are hereby amended to authorize the issuance and sale of Additional Notes up to the Maximum Amount to...
	n. Repayment of Notes.  The Financing Documents are hereby amended to provide that the Class B Notes and the Class B-1 Notes shall be subordinated to the Class A Notes and the Class A-1 Notes.  As such, no payment shall be made on the Class B Notes or...
	o. Additional Note Required Majority.  The Financing Documents are hereby amended to provide that a “Required Majority” for all purposes thereunder shall mean holders of any Notes representing more than fifty percent (50%) of the aggregate principal a...
	p. Security Interest.  The Financing Documents are hereby amended to provide that the full and timely payment, performance and satisfaction of all obligations of the Company under all Notes shall be secured by a first priority security interest in all...
	q. Representations and Warranties.  Each holder of Outstanding Notes hereby, severally and not jointly, represents and warrants to the Company that the representations and warranties of the lenders set forth in the Financing Documents are true and cor...
	r. Full Force and Effect.  Except as expressly set forth herein, the terms and conditions of the Financing Documents, as amended hereby, shall remain in full force and effect.
	s. Miscellaneous.
	Financing Documents Amended.  This Amendment shall be deemed to be an amendment to the Financing Documents and shall, upon execution of the Amendment by the Company and a Required Majority, be binding on all holders of Notes.  All references to any of...
	Successors and Assigns.  This Amendment shall be binding upon and inure to the benefit of the Company and each holder of Notes and their respective successors and assigns.
	Governing Law.  This Amendment and the rights and obligations of the parties hereunder shall be construed in accordance with and governed by the laws of the State of California, without regard to conflict of laws principles.
	Counterparts.  This Amendment may be executed in multiple counterparts, each of which shall be deemed an original and together shall constitute one document.  This Amendment may be executed and transmitted via facsimile or electronic transmission in P...


	Tab E
	FORM OF LOAN SERVICING/MANAGEMENT AGREEMENT
	LOAN SERVICING / Management AGREEMENT
	RECITALS
	AGREEMENT

	32. AGENT FOR COLLECTION SERVICES:  Principal hereby appoints Agent on an exclusive basis as its collection agent to service and collect the Accounts on behalf of Principal.
	33. TERM; TERMINATION:  This Agreement shall be effective from the Effective Date and continue for an initial term of one (1) year, unless earlier terminated as provided herein (the “Initial Term”).  At the end of the Initial Term, this Agreement shal...
	(a) immediately upon the occurrence of an Insolvency Event (as defined below) with respect to either party or if either party becomes inactive, dormant, goes out of business or is otherwise unreachable by or unresponsive to the other party for a perio...
	(b) the mutual written agreement of the parties hereto in accordance with the terms of such agreement;
	(c) immediately by Agent if it determines in good faith, that there has been a Material Adverse Change in Financial Condition (as defined below) or the business of Principal or that the prospect of Principal’s performance pursuant to the terms of this...
	(d) by Agent upon written notice to Principal in the event of a default by Principal or by Agent for any reason upon not less than thirty (30) days prior written notice to Principal.

	34. SERVICING FEE:  Agent shall be paid a servicing fee (the “Servicing Fee”) with respect to each Account, as set forth on Schedule “A” attached hereto and incorporated herein by this reference, which is paid by Principal to Agent as compensation for...
	35. DUTIES OF AGENT:  Throughout the term of this Agreement, Agent shall, to the best of its skill and ability:
	(a) inform each Customer of the billing arrangements; send a welcome letter and a monthly billing statement or coupon book to each Customer; proceed to collect all payments due on the Accounts; and post and deposit all payments or like monies received...
	(b) re-deposit checks, drafts and other items of payment returned to Agent for reasons of “Return to Maker” or “Non-sufficient funds” or words of similar effect according to Agent’s standard collection procedures;
	(c) hold all post-dated checks, drafts or other items of payment and deposit them on the date appearing on the check, draft or other item of payment;
	(d) use its own funds, personnel, tools, supplies and equipment in the performance of its services hereunder;
	(f) provide Principal monthly with a full and complete accounting in respect of each Account; By electronic form only. Agent will also provide Principal with full and complete reporting with respect to month and year end financial statements along wit...
	(g) service Delinquent Accounts with as many telephone calls as Agent deems reasonably necessary.  For purposes of this Agreement, “Delinquent Account(s)” shall mean an Account which has a past due amount outstanding for a period in excess of thirty (...

	36. DUTIES OF PRINCIPAL:  Throughout the Term of this Agreement, Principal shall perform the following duties:
	(b) comply with all of Principal’s representations, warranties and other statutory and contractual obligations to the Customer and otherwise cooperate with Agent in connection with its administration and servicing of the Contracts or electronic transa...
	(c) not amend, change, settle, or compromise any Account or amend, modify or waive any term or condition of any related Contracts or electronic transaction; or extend the maturity of any of the foregoing without providing prior written notice to Agent;
	(d) in the event Principal receives any payment on an Account, Principal shall notify Agent in writing within one (1) calendar day of its receipt of any such payment and shall forward such payment to Agent within three (3) calendar days of its receipt...
	(f) conduct its business in accordance with sound business practices and standards and perform and fulfill all obligations to Customers under Accounts and related marketing materials, brochures and/or agreements delivered to Customers;
	(g) maintain all licenses and authorizations required by all applicable regulatory authorities;
	(h) at its expense, timely and fully perform and comply in all material respects with all material provisions, covenants and other promises required to be observed by it under the Contracts or Electronic transactions related to the Accounts; and
	(i) not sell, pledge, assign (by operation of law or otherwise) or otherwise dispose of any or all of its right, title or interest in, to or under the Contracts or Accounts, or permit any liens, security interest or other encumbrances of any kind to b...
	(j) notify the Agent within five (5) calendar days of its execution of any agreement with a third party lender pursuant to which such third party lender purchases or receives a security interest in certain outstanding Accounts from Principal and shall...
	(k) notify Agent in writing of any change of ownership and/or change in capitalization

	37. REPRESENTATIONS AND WARRANTIES:  Principal hereby represents and warrants to Agent as follows:
	(a) If a corporation, partnership or limited liability company, Principal is duly organized and validly existing and in good standing in the state of its incorporation or formation, as applicable, and has full power to carry on its business as it is p...
	(b) The execution, delivery and performance by Principal of this Agreement (i) are within Principal’s corporate powers and constitute a legal, valid and binding obligation or Principal enforceable in accordance with its terms, (ii) have been duly auth...
	(c) No authorization or approval or other action by, and no notice to or filing with any or other person is required for the due execution, delivery and performance by Principal of this Agreement. All of Principal’s business operations are duly licens...
	(d) Principal is the legal and beneficial owner of the Contracts or Electronic transactions and the Accounts free and clear of any liens, security interests or other encumbrance or any other type of right or claim.
	(f) Principal (i) will only use the personal information it receives from a Customer (the “Personal Information”) solely in connection with the origination; administration and servicing of the Customer’s Contract or Electronic transactions; and (ii) w...
	(g) All exhibits, financial statements, documents, books, records, other information or reports furnished or to be furnished at any time by or on behalf of Principal to Agent in connection with this Agreement are or will be accurate in all material re...
	(h) Principal had delivered to Customer all products and services required to be delivered and/or performed in accordance with the Contract or Electronic transactions;
	(j) Principal is not insolvent, nor does the Principal anticipate any pending Insolvency Event;
	(k) Each Contract or Electronic transactions has been serviced by Principal in conformity with all applicable laws, rules and regulations and in conformity with Principal’s policies and procedures that are consistent with customary and prudent industr...

	38. DEFAULT AND REMEDIES:  Upon the occurrence of a Default (as defined below) by or with respect to Principal, Agent may exercise any or all of the following remedies in addition to any other remedies available to Agent under applicable law;  (a) dec...
	39. INDEMNIFICATION:
	t. Principal and Agent each hereby agree to defend, indemnify and hold harmless each other, and the other party’s affiliates, subsidiaries, employees, officers, directors, shareholders, attorneys and agents (the “Affiliates”), from and against any and...
	u. In addition to the foregoing, Principal shall defend, indemnify and hold harmless Agent and its Affiliates, from and against any and all Losses, in any way arising out of or relating to (i) Principal’s origination, maintenance, collection or enforc...
	v. To the extent that Principal elects to utilize in its operations, including but not limited to, in its individual transactions and dealings with Customers, any form contract, notice, or other written instrument (collectively, “Written Instruments”)...

	40. RIGHT TO WITHDRAWAL:  Agent may, at any time and for any reason and in its sole discretion, withdraw from administering and servicing any or all of the Contracts and Electronic transactions and/or Accounts upon written notice to Principal.
	41. THIRD-PARTY LENDERS:  If Principal enters into an agreement with one or more third party lenders (each a “Lender,” and collectively, the “Lenders”), Principal shall cause each such Lender to execute the Lender Addendum attached hereto as Schedule ...
	42. MISCELLANEOUS:
	w. Principal may not assign its rights and obligations hereunder without the prior written consent of Agent, which consent will not be unreasonably withheld.  Principal further acknowledges and agrees that an assignment, transfer or sale to a third pa...
	x. The provisions of this Agreement and the representations, rights and obligations of the parties hereto shall survive the execution and delivery hereof and shall survive the termination of this Agreement and the expiration or termination of any Acco...
	y. Any notice required to be given hereunder shall be delivered personally, shall be sent by first class mail, return receipt requested, by overnight courier, by facsimile or electronic mail, to the respective parties at the addresses given in the pre...
	z. The parties agree that this Agreement has been executed and delivered in, and shall be construed in accordance with the internal laws of the State of California as applied to contracts between California residents entered into and to be performed w...
	aa. If at any time any provision of this Agreement shall be held by any court of competent jurisdiction to be illegal, void or unenforceable, such provision shall be of no force and effect, but the illegality or unenforceability of such provision shal...
	bb. This Agreement together with all schedules and exhibits attached hereto, constitutes the entire agreement between the parties concerning the subject matter hereof and incorporates all representations made in connection with negotiation of the same...
	cc. This Agreement and any amendments hereto shall be binding on and inure to the benefit of the parties hereto and their respective permitted successors and assigns.
	dd. In the event there is any conflict between this Agreement and any ancillary agreements with respect to any Account, the terms and conditions of this Agreement shall control.
	ee. Agent can rely on copies of the Contracts or Electronic transactions or any other documents delivered by Principal as if they were the original evidence of the Customer’s obligations.
	ff. If Principal requests Agent to return servicing Contracts or Electronic transactions due to unusually large write-offs, sale or assignment to another party, then Principal will allow Agent to keep a reasonable portion of the final payout of procee...
	gg. Agent and Principal agree to sign such further documents and take such further action as may reasonably be necessary to effectuate the intent of this Agreement.
	hh. If either party commences legal proceedings for any relief against the other party arising out this Agreement, the losing party shall pay the prevailing parties legal costs and expenses, including without limitation, reasonable attorney’s fees.
	ii. This Agreement may be executed in one or more identical counterparts, all of which shall together constitute one and the same instrument when each party has signed one counterpart.  To them as much extent permitted by applicable law, in the event ...

	Tab F
	SUBSCRIPTION DOCUMENTS
	SUBSCRIPTION AGREEMENT and signature INSTRUCTIONS
	2. Acceptance or Rejection of Subscription.  The Company shall have the right, in its sole judgment and discretion, to accept or reject this subscription in whole or in part.  If rejected, the Company shall give written notice of rejection accompanied...
	3. Closing.  The initial closing of the Financing (the “Initial Closing”) shall occur at such time as the Company shall determine and will continue on a rolling basis in the Company’s discretion.  At the Initial Closing, the Company shall deliver to e...
	4. Use of Proceeds.  As set forth in the Investor Package, the Company will use the net proceeds from the sale of the Notes hereunder to purchase receivables and for closing costs, servicing fees to Monterey Financial Services, Inc., personal loans ba...
	5. Receipt of Documentation.  Lender hereby acknowledges receipt of a copy of the Investor Package and all attachments thereto, including the Risk Factors contained therein and further acknowledges and agrees that he, she or it has carefully reviewed ...
	6. Agreement to Indemnify.  The Lender hereby agrees to indemnify and hold harmless the Company and all of its members (the “Members”), and its affiliates from any and all damages, losses, costs and expenses (including reasonable attorney’s fees) whic...
	7. Acknowledgments.  The Lender hereby acknowledges and understands that:
	a. This subscription may be accepted or rejected in whole or in part in the sole and absolute discretion of the Company.
	b. This subscription is and shall be irrevocable by the Lender and by the Lender's successors or assigns (including any executor, trustee and conservator), except that the Lender shall have no obligations hereunder in the event that this subscription ...
	c. No federal or state agency has made any finding or determination as to the fairness of the Financing for investment, or made any recommendation or endorsement of an investment in the Company.
	d. Neither the Company nor any of its agents or representatives has made any representation or warranty to any prospective investor in the Notes regarding the tax consequences arising to such prospective investor as a result of any investment in the N...
	e. At no time has any of the following ever been represented, guaranteed or warranted to the Lender by the Board of Managers or any other person, expressly or by implication:  (i) The percentage of profit and/or amount of or type of consideration, pro...

	8. Representations, Warranties and Covenants.  The Lender hereby represents, warrants and covenants that:
	a. The Lender is acquiring the Notes for the Lender's own account, solely for investment and not with a view to or for sale in connection with any distribution of the Notes.  The undersigned is acquiring such Notes without a view to, and not for resal...
	b. The Lender has adequate net worth and means of providing for the Lender's current needs and possible personal contingencies to sustain a complete loss of this investment and has no need for liquidity of this investment.  The Lender's total commitme...
	c. The Lender is not, unless otherwise disclosed below, an employee benefit plan or individual retirement account, and is an “accredited investor” as that term is defined in Rule 501(a) of Regulation D, as amended, promulgated by the Securities and Ex...
	d. The Lender is acquiring his, her or its Notes without having been furnished any offering literature or prospectus other than the Investor Package and LLC Agreement and all exhibits thereto and any amendments thereto and other documents specifically...
	e. The Lender has carefully read the Investor Package and the Company has made available to the Lender all documents that the Lender has requested relating to an investment in the Company and has provided answers to all of the Lender's questions conce...
	f. The undersigned understands that the Notes will not be registered or qualified under any Federal or state securities laws in reliance upon exemptions therefrom.  The undersigned acknowledges and agrees that in order to ensure that the offer and sal...
	g. The Lender recognizes that participating in the Financing involves substantial risks, including a risk of total loss of the Lender's purchase, and the Lender is aware of and understands all of the risk factors related to the Lender's purchase of No...
	h. The address set forth in the Lender's Investor Questionnaire is the Lender's true and correct residence and the Lender has no present intention of becoming a resident of any other state or jurisdiction.
	i. All of the information provided to the Company or its agents or representatives concerning the Lender's suitability to participate in the Financing, including the Lender's Investor Questionnaire, is complete, true and correct as of the date hereof....
	j. If applicable, the undersigned representative (“Authorized Representative”) is duly authorized and empowered legally to represent and bind the principal, person, trust, partnership, corporation or other entity (the “Principal”), if any, named as Le...
	k. If this Subscription Agreement is executed by or on behalf of a corporation, partnership, association, Joint Stock Company, trust or other entity, such organization or entity was not formed for the purpose of acquiring Notes.
	l. The undersigned acknowledges that the Company may offer and sell Notes containing different terms (including, without limitation, different interest rates and varying terms until maturity).
	m. The undersigned has the knowledge and experience in financial and business matters so as to enable the undersigned to evaluate the merits and risks of the investment represented by the Notes and to protect his or her own interests in connection wit...
	n. The undersigned understands that the Notes are not being registered under the 1933 Act or qualified under any state securities laws.  The undersigned agrees not to transfer any of such securities unless such transfer has been registered under the A...
	o. Notwithstanding any provisions herein, the undersigned hereby agrees and acknowledges that any and all Notes subscribed for are non-negotiable, and (subject to the rights of the undersigned’s individual heirs or legatees on the death of the undersi...
	p. The undersigned understands that there is no public market for resale of the Notes.  The undersigned understands that it is unlikely that a market will ever develop.  As a consequence, the undersigned understands that the undersigned may not be abl...
	q. The undersigned acknowledges and is aware that the Company has only a limited financial and operating history and that the Notes are speculative investments which involve a risk of loss by the undersigned of the undersigned’s entire investment in t...
	r. It has never been guaranteed or warranted to the undersigned by the Company, its officers or directors or by any other person, expressly or by implication, that the past performance or experience on the part of the Company or its affiliates, any di...
	s. At the request of the Company, the undersigned will promptly execute such other instruments or documents as may be reasonably required in connection with the purchase of the Notes.  The undersigned hereby agrees that the representations and warrant...
	t. The undersigned acknowledges that Notes can be prepaid without penalty or additional fees at any time by the Company beginning twelve (12) months after issuance
	u. In the event that the undersigned’s subscription for Notes is accepted by the Company, the undersigned further agrees to execute and deliver such additional documents, agreements or instruments, and/or to take such additional actions, as shall be r...
	The foregoing representations, warranties and covenants and all other information which the Lender has provided to the Company concerning the Lender and the Lender's financial condition (or concerning the entity or organization which the Lender repres...

	9. Subscription Agreement Binding on Heirs, Etc.  This Subscription Agreement shall be binding upon the Lender's heirs, successors, estate, legal representatives and assigns, and shall be construed in accordance with the laws of the State of California.
	10. Binding Obligation.  This Subscription Agreement, when executed by the Lender, will constitute a legal, valid and binding obligation of the Lender, enforceable against the Lender in accordance with its terms, except where such enforcement is limit...
	11. Arbitration.  Any controversy or claim arising out of or relating to this Subscription Agreement including, without limitation, claims under applicable Federal or state securities laws, shall be settled by arbitration in accordance with the rules ...
	12. Consent of Spouse.  The spouse of any Lender shall be required to execute and deliver to the Company a “Consent of Spouse” substantially in the form attached hereto on page B-19.

