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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholders and Board of Directors
International Monetary Systems, Ltd. and Subsidiaries

We have audited the accompanying consolidated balance sheets of International Monetary Systems, Ltd. 
and Subsidiaries as of December 31, 2008 and December 31, 2007, and the related consolidated state-
ments of operations and comprehensive income (loss), changes in stockholder equity, and cash fl ows for 
the years then ended. These fi nancial statements are the responsibility of the Company’s management. 
Our responsibility is to express an opinion on these fi nancial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). Those standards require that we plan and perform the audits to obtain reasonable 
assurance about whether the fi nancial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the fi nancial statements. 
An audit also includes assessing the accounting principles used and signifi cant estimates made by man-
agement, as well as evaluating the overall fi nancial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion.

In our opinion, the consolidated fi nancial statements referred to above present fairly, in all material 
respects, the consolidated fi nancial position of International Monetary Systems, Ltd. and Subsidiaries at 
December 31, 2008 and December 31, 2007, and the results of its operations and comprehensive income 
(loss),  and cash fl ows for the years then ended in conformity with accounting principles generally ac-
cepted in the United States of America.

Boynton Beach, Florida      WEBB & COMPANY, P. A.

March 21, 2009, except for Note 14,

To which the date is April 4, 2009



INTERNATIONAL MONETARY SYSTEMS, LTD. AND SUBSIDIARIES   New Berlin, Wisconsin

2

The accompanying notes are an integral part of the audited consolidated fi nancial statements.

CONSOLIDATED BALANCE SHEETS
December 31

                                                                                                                          2008                              2007  

ASSETS  (restated) 
Current assets
 
     Cash   $ 279,227  $ 812,365  

     Restricted cash 495,803  483,443 

     Marketable securities 84,808 118,380  

     Accounts receivable, net of allowance for doubtful     
      accounts of $796,261 in 2008 and $739,540 in 2007   1,401,383 1,516,938 

     Refundable income taxes 48,500   - 

     Earned trade account   6,991 314,928  

     Prepaid expenses   109,710    112,233

     Inventory   33,839  33,839 

               Total current assets   2,460,261     3,392,126

Property and equipment, net  1,056,526    1,269,263 

   

Other assets   

     Membership lists, net  9,577,257  9,962,154 

     Goodwill   3,435,479 3,435,479 

     Deferred tax asset 75,000  - 

     Covenant not to compete, net  -     14,883 

     Purchase option   -      112,500 

     Assets held for investment   99,298     99,298 

     Investment in real estate   26,000   28,695  

     Cash surrender value   43,125      37,056 

               Total other assets   13,256,159     13,690,065 

               Total assets $ 16,772,946  $ 18,351,454
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                                                                                                                                          2008   2007   

LIABILITIES AND STOCKHOLDER EQUITY  (restated)
Current liabilities 
 Accounts payable $     245,579  $        324,808   
 Accrued compensation   298,317    377,515 
 Accrued payroll taxes   103,150 99,602
 Accrued sales taxes  33,702    51,807 
 Accrued income taxes  8,150    149,000  
 Trade payable  321,476       -  
 Credit lines  340,736  -
 Current portion of notes payable    838,992       785,460 
 Current portion of convertible notes payable  175,466  1,195,277  
 Current portion of common stock subject to guarantees 1,268,500  995,000
   Total current liabilities    3,634,068      3,978,469 
Long-term liabilities  
 Notes payable, less current portion  154,334  716,037 
 Convertible notes payable, less current portion  1,306,813 - 
 Common stock subject to guarantees, less current portion 1,359,500  1,890,000 
 Deferred compensation  260,000   136,000  
 Deferred income taxes   2,039,000    2,550,000 
   Total long-term liabilities   5,119,647     5,292,037    
   Total liabilities   8,753,715      9,270,506  
 
COMMITMENTS AND CONTINGENCIES  -    -    

STOCKHOLDER EQUITY   
 Preferred stock, $.0001 par value; 20,000,000 shares  
  authorized, none outstanding  -     -   
 Common stock, $.0001 par value; 280,000,000 shares   
  authorized, 61,625,436 and 60,565,436 shares   
  issued and outstanding, respectively   6,163 6,057 
 Paid in capital  11,697,038  10,901,944  
 Treasury stock, 2,322,542 and 1,276,542 shares   
  outstanding, respectively (1,403,216)      (547,241) 
 Subscription receivable - (31,196)
 Deferred compensation (25,467) -
 Accumulated other comprehensive income (50,840)     15,310 
 Accumulated defi cit (2,204,447) (1,263,926)
   Total stockholder equity    8,019,231          9,080,948
 
   Total liabilities and stockholder equity                         $  16,772,946         $  18,351,454

The accompanying notes are an integral part of the audited consolidated fi nancial statements.

CONSOLIDATED BALANCE SHEETS
December 31
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CONSOLIDATED STATEMENTS OF OPERATIONS AND 
COMPREHENSIVE INCOME
For the Years Ended December 31
       2008       2007
    
 
Revenue  $ 14,203,550  $ 14,772,045 

Operating expenses
 Payroll, related taxes and employee benefi ts   9,483,364   9,228,485 
 General and administrative    2,014,856  2,319,680 
 Occupancy   1,078,288  969,243 
 Selling    840,926  687,079 
 Depreciation and amortization   1,643,534  1,465,367 
 Impairment of membership list   209,605  36,676 
 Provision for bad debts   177,513  239,215
 Total operating expenses   15,448,086  14,945,745 
   
Net loss from operations (1,244,536) (173,700) 

Other income (expense)
 Interest income  8,910  47,496 
 Loss on disposal of fi xed assets (23,786) - 
 Interest expense (275,332) (342,855)
 Total other income (expense) (290,208) (295,359)

Loss before income taxes (1,534,744) (469,059)

Income tax expense (benefi t) (594,222) (54,769) 

Net loss   $ (940,521) $ (414,290) 

Basic earnings per common share $ (0.02)  $  (0.01) 

Diluted earnings per common share $ (0.02) $ (0.01) 

Weighted average shares outstanding, basic 59,560,197 57,061,451 

Weighted average shares outstanding, diluted 59,560,197 57,061,451

Comprehensive (loss)                                                                                                    2008                           2007

Net loss  $ (940,521) $ (414,290)

Comprehensive income:     

     Foreign currency translation loss  (24,046)  12,863

     Unrealized loss on available for sale investments  (42,104)  2,447

Comprehensive loss $ (1,006,671) $ (398,980)

The accompanying notes are an integral part of the audited consolidated fi nancial statements.



INTERNATIONAL MONETARY SYSTEMS, LTD. AND SUBSIDIARIES   New Berlin, Wisconsin

5

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDER EQUITY          
For the Years Ended December 31
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   2008        2007
CASH FLOWS FROM OPERATING ACTIVITIES   
Net loss  $    (940,521)   $    (414,290)
Adjustments to reconcile net loss to net cash
 provided by operating activities
  Depreciation and amortization                                                                1,643,534    1,465,263
      Impairment loss  209,605    36,676
       Provision for bad debts  177,513  239,215 
       Stock issued for services  60,233  98,250 
       Loss on disposal of fi xed assets  23,786  4,216 
       Accretion of discount on notes payable  4,723  37,097 
  Deferred compensation  124,000  15,000 
  Amortization of deferred compensation                                                      26,196                       - 
  
Changes in operating assets and liabilities:   
       Accounts receivable (30,957)  48,418
       Refundable income taxes (48,500)  -
       Earned trade account  257,937  (761,228)
       Prepaid expense    2,523           115,602
       Deferred tax asset  (75,000)  - 
       Accounts payable  (79,229)  16,637  
        Accrued compensation  (79,198)  58,550  
       Accrued payroll taxes  3,548  47,464  
       Accrued sales taxes  (18,105)  4,241
       Accrued income taxes   (140,850)    99,000 
       Deferred income taxes                                                                                  (511,000)                   (165,000)
Net cash provided by operating activities  610,238  945,111  
   
CASH FLOWS FROM INVESTING ACTIVITIES   
(Increase) decrease in restricted cash                                                                   (12,360)          (483,443) 
(Increase) decrease in marketable securities (8,531)  (9,000) 
Capital expenditures (89,985) (768,588)
Cash received in business acquisitions  -  498,453   
Cash payments for business acquisitions (495,000)  -
Proceeds from sale of real estate  2,695  5,000
Increase in cash surrender value (6,069) (5,600)

Net cash used in investing activities (609,250) (763,178)

CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31

The accompanying notes are an integral part of the audited consolidated fi nancial statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31   
     2008    2007
CASH FLOWS FROM FINANCING ACTIVITIES   
Proceeds from notes payable to related parties  25,000    (110,024)   
Proceeds from credit lines  480,000    -
Proceeds from convertible notes payable 300,000 -
Payments on notes payable to related parties  (25,000) -
Payments on credit lines  (139,264) -
Payments on notes payable  (956,095) (655,689)
Payments on convertible notes payable   (17,721) -
Purchase of treasury stock  (484,499) -
Proceeds from subscription receivable 5,000 10,820
Proceeds from issuance of stock  302,500  441,500 
Net cash used in fi nancing activities (510,079) (313,393)

Eff ect of exchange rate changes (24,047)  12,863

Net decrease in cash  (533,138) (118,597)

Cash at beginning of year  812,365  930,962

Cash at end of year $ 279,227 $ 812,365 
   
SUPPLEMENTAL DISCLOSURES 
Cash paid for interest $ 280,107 $ 332,891
Cash paid for income taxes $ 181,128 $ 11,231
   
NON CASH FINANCING AND INVESTING ACTIVITIES   
Acquisitions:   
Fair value of assets acquired $ 1,155,424 $ 4,095,000 
Less: liabilities assumed  -  (130,000)
Stock issued    (150,000) (2,850,000)
Purchase option (112,500) - 
Issuance of long-term debt (397,924) -
Deferred tax liability  - (650,000)
Net cash paid for acquisitions $ 495,000 $ 465,000

Stock issued for services $ 60,233 $ 98,250
Treasury stock redeemed for fi xed assets $ - $ 50,000
Unrealized net gain (loss) on equity investments $ (42,103) $ 2,447
Stock guarantees on acquisitions $ 300,000 $ 2,500,000
Stock guarantees released $ 557,000        $ -
Payment of long-term debt with stock $ -   $ 1,030,000
Treasury stock acquired with trade payable $ 321,476  $ -

The accompanying notes are an integral part of the audited consolidated fi nancial statements.
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A. ORGANIZATION

   International Monetary Systems, Ltd. (IMS - the Company) is a Wisconsin holding company located in New 
Berlin, Wisconsin, with three wholly-owned operating subsidiaries: Continental Trade Exchange, Ltd (CTE) and 
National Trade Association, both of which operate a barter (trade) exchange in the United States, and INLM CN 
Inc., which operates a barter (trade) exchange in Canada.

B. LIQUIDITY AND OTHER MATTERS

  At December 31, 2008, the Company had a working capital defi cit of $1,173,807 and a net loss of $940,521. The 
loss resulted in part from $1,643,534 in depreciation and amortization expenses and an impairment charge of 
$209,605. As a result of recent cuts in personnel and salaries, management believes that cash fl ows from oper-
ations will increase by approximately $1,300,000.  We also anticipate $100,000 in new fi nancing, and an exten-
sion of a $100,000 note payable currently due in 2009. Accordingly, management has mitigated the working 
capital defi ciency and does not believe that substantial doubt exists about the Company’s ability to continue 
as a going concern.

C. OPERATIONS OF BARTER EXCHANGES

  A barter (trade) exchange is a business network, a membership organization comprised of businesses that buy 
and sell among the network without using cash. It is a small, private economy with a unique currency called a 
barter dollar or trade dollar. It is a third-party record keeper which provides an alternative payment system.

  Member businesses do not actually engage in direct barter. Rather, they sell products or services to other 
members, accepting payment in trade dollars which they then use to buy the products or services of other 
members of the network. Transactions are recorded through manual and electronic data transmission using a 
24-hour telephone and Internet authorization system. Some members consign their products to the barter ex-
change to hold as saleable inventory. Others sell gift certifi cates or tickets that are redeemable for their goods 
or services.

  The barter exchange maintains the accounting records for all sales and purchases, provides monthly state-
ments, fi les annual tax forms 1099B, enrolls businesses to the network, proactively markets member products 
and services, maintains a member web site, facilitates transactions, and provides personal customer support 
services to members and clients.

D. CASH EQUIVALENTS

  For purposes of the statement of cash fl ows, the Company considers all highly liquid debt instruments pur-
chased with a maturity of three months or less to be cash equivalents to the extent the funds are not held for 
investment purposes.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - INFORMATION ABOUT THE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
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E. RESTRICTED CASH

  As a condition to issuing the guarantee on the purchase of certain exchanges, IMS agreed to deposit a month-
ly amount into an escrow account for the repurchase of common stock under guaranteed transactions. As of 
December 31, 2008 the Company has made all required deposits into the escrow account.

F. FAIR VALUE OF FINANCIAL INSTRUMENTS

  The carrying amounts of the Company’s cash and cash equivalents, accounts receivable, restricted cash, pre-
paid expense and other assets, accounts payable, accrued liabilities, notes payable and deferred compensa-
tion approximate their fair value due as of December 31, 2008 because of their short-term natures.

 Fair Value Measurements

  Eff ective January 1, 2008, the Company adopted Statement of Financial Accounting Standards (“SFAS”) No. 
157, Fair Value Measurements (“SFAS 157”). SFAS 157 defi nes fair value, establishes a framework for measuring 
fair value and enhances disclosures about fair value measurements. 

  SFAS 157 defi nes fair value as the exchange price that would be received for an asset or paid to transfer a 
liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly trans-
action between market participants on the measurement date. SFAS 157 also establishes a fair value hierar-
chy which requires an entity to maximize the use of observable inputs and minimize the use of unobservable 
inputs when measuring fair value. The standard describes three levels of inputs that may be used to measure 
fair value: 

  Level 1: Observable inputs such as quoted prices (unadjusted) in active markets for identical assets or 
liabilities. 

  Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or indi-
rectly. These include quoted prices for similar assets or liabilities in active markets; quoted prices for identical 
or similar assets or liabilities that are not active; and model-driven valuations whose inputs are observable or 
whose signifi cant value drivers are observable. Valuations may be obtained from, or corroborated by, third-
party pricing services.

  Level 3: Unobservable inputs to measure fair value of assets and liabilities for which there is little, if any market 
activity at the measurement date, using reasonable inputs and assumptions based upon the best information 
at the time, to the extent that inputs are available without undue cost and eff ort. 

  In February 2008, the Financial Accounting Standards Board (“FASB”) issued FASB Staff  Position (“FSP”) No. FAS 
157-2, Eff ective Date of FASB Statement No. 157. This FSP delays the eff ective date of FAS 157 for all nonfi nancial 
assets and nonfi nancial liabilities, except those that are recognized or disclosed at fair value on a recurring ba-
sis (at least annually) to fi scal years beginning after November 15, 2008. The impact of adoption had no eff ect 
on the Company. 

  In October 2008, the FASB issued FASB Staff  Position No. 157-3, Determining the Fair Value of a Financial Asset 
When the Market for That Asset Is Not Active. This FASB Staff  Position clarifi es the application of SFAS 157, in de-
termining the fair value of a fi nancial asset when the market for that fi nancial asset is not active. This FASB Staff  
Position was eff ective upon issuance. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

 Securities Available for Sale

  Where quoted prices are available in an active market, securities are classifi ed within level 1 of the valuation hi-
erarchy. Level 1 securities include highly liquid government bonds, certain mortgage products and exchange-
traded equities.

G. REVENUE SOURCES AND REVENUE RECOGNITION

  The Company and its subsidiaries earn revenues in both traditional dollars (cash income) and in trade dol-
lars. Cash income is earned through fees assessed when a member joins, through transaction fees generated 
when clients earn or spend trade dollars, through monthly maintenance fees, fi nance charges on delinquent 
accounts receivable, event fees, and inventory sales.

  Trade revenue is similarly generated through initial membership fees, monthly maintenance fees, transaction 
fees, event fees, and inventory sales. Occasionally the Company will accept a favorable trade ratio in lieu of a 
cash fee. The Company uses earned trade dollars to purchase various goods and services required in its opera-
tions. All barter transactions are reported at the estimated fair value of the products or services received.

  Revenues are recognized when persuasive evidence of an arrangement exists, delivery has occurred or ser-
vices have been rendered, the price is fi xed or determinable, and collectability is reasonably assured.

  Transaction fees are recognized upon receipt of transactional information accumulated by our systems or re-
ported by our clients. Membership fees, monthly maintenance fees, fi nance charges, and other fees are billed 
monthly to members’ accounts, and are recognized in the month the revenue is earned.

H. PRINCIPLES OF CONSOLIDATION

  The consolidated fi nancial statements for 2008 and 2007 include the accounts of the Company and its wholly 
owned subsidiaries Continental Trade Exchange, Ltd., National Trade Association, Inc., and INLM CN, Inc. (from 
the acquisition date of February 1, 2007 through December 31, 2008). Signifi cant inter-company accounts and 
transactions have been eliminated in consolidation.

I. USE OF ESTIMATES

  The preparation of fi nancial statements in conformity with generally accepted accounting principles requires 
management to make estimates and assumptions that aff ect the amounts reported in the fi nancial statements 
and accompanying notes. Actual results may diff er from those estimates.

J. MARKETABLE SECURITIES

  Marketable equity securities are classifi ed into three categories: (1) held-to-maturity securities report-
ed at amortized cost, (2) trading securities reported at fair value with unrealized gains and losses in-
cluded in earnings, and (3) available-for-sale securities reported at fair value with unrealized gains and 
losses reported in other comprehensive income (loss). Costs are determined by the specifi c identifi cation 
method.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

K. RECEIVABLES AND ALLOWANCE FOR DOUBTFUL ACCOUNTS

  Accounts receivable are stated at face value, net of the allowance for bad debts. Finance charges on receiv-
ables are calculated using the simple interest method on the amount outstanding.

  The allowance for bad debts is maintained at a level that is management’s best estimate of probable bad debts 
incurred as of the balance sheet date. Management’s determination of the adequacy of the allowance is based 
on an evaluation of the accounts receivable, past collection experience, current economic conditions, volume, 
growth and composition of the accounts receivable, and other relevant factors. Actual results may diff er from 
these estimates. The allowance is increased by provisions for bad debts charged against income.

L. INVENTORY

  Inventory consists primarily of jewelry and other merchandise held for sale by the Company. Inventory is car-
ried at the lower of actual cost or fair market value.

M. EARNED TRADE ACCOUNT

  As part of the operations of the subsidiaries, the Company earns trade dollars which are used to purchase 
goods and services required in operations. This account is increased principally for service, membership and 
transaction fees, and is decreased by the Company’s purchase of goods and services. An impairment loss is 
recognized if it becomes apparent that the fair value of the trade dollars in the account is less than the carry-
ing amount, or if it is probable that the Company will not use all of the balance.

N. PROPERTY AND EQUIPMENT

  Property and equipment are stated at cost less accumulated depreciation. Depreciation is computed using 
straight line methods over the estimated useful lives of fi ve to thirty-nine years.

O. GOODWILL AND MEMBERSHIP LISTS

  Goodwill and membership lists are stated at cost and arise when additional exchanges are purchased. Mem-
bership lists are amortized over the estimated life of ten years.

  In 2002, the Company adopted Statement of Financial Accounting Standards (SFAS) No. 142, “Goodwill and 
Other Intangibles,” which requires that goodwill and intangible assets with indefi nite lives be tested annually 
for impairment. In 2008, the Company recorded an impairment loss of $209,605 on membership lists related 
to its Modesto, CA, Chattanooga, TN, Las Vegas, NV, and Louisville, KY operations. In 2007, the Company re-
corded an impairment loss of $36,676 on membership lists related to its Virginia, Memphis, TN and Indiana 
operations.

P. ASSETS HELD FOR INVESTMENT

  Assets held for investment consist of various works of art which are valued at the lower of cost or fair 
market value.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Q. INVESTMENT IN REAL ESTATE

  Investment in real estate includes two parcels of undeveloped land valued at $26,000. Both are valued at the 
lower of cost or fair market value.

R. INCOME TAXES

  The Company accounts for income taxes under the Statement of Financial Accounting Standards No. 109, 
“Accounting for Income Taxes” (“SFAS 109”).  Under SFAS 109, deferred tax assets and liabilities are recognized 
for the future tax consequences attributable to diff erences between the fi nancial statement carrying amounts 
of existing assets and liabilities and their respective tax bases.  Deferred tax assets and liabilities are measured 
using enacted tax rates expected to apply to taxable income in the years in which those temporary diff er-
ences are expected to be recovered or settled.  Under SFAS 109, the eff ect on deferred tax assets and liabilities 
of a change in tax rates is recognized in income in the period that includes the enactment date.

S. CONCENTRATIONS OF CREDIT RISK

 Cash

  Cash includes deposits at fi nancial institutions with maturities of three months or less. The Company at times 
has cash in banks in excess of FDIC insurance limits and places its temporary cash investments with high credit 
quality fi nancial institutions. At December 31, 2008 and 2007, respectively, the Company had approximately 
$198,000 and $835,000 in cash balances at fi nancial institutions which were in excess of the FDIC insured 
limits. The FDIC insured limits at December 31, 2008 and 2007, respectively, were $250,000 and $100,000.

 Accounts Receivable

  The Company grants credit to its customers, all of whom are members of Continental Trade Exchange, Na-
tional Trade Association and INLM CN. Customers are principally located throughout California, Colorado, Con-
necticut, Illinois, Indiana, Kansas, Kentucky, Louisiana, Maryland, Massachusetts, Michigan, Nevada, New York, 
Ohio, Tennessee, Virginia, Washington DC, Wisconsin, and Toronto, Canada. The Company routinely assesses 
the fi nancial strength of its customers and, therefore, believes that its accounts receivable credit risk exposure 
is limited.

T. SEGMENT REPORTING

 The Company operates in one segment and, therefore, segment information is not presented.

U. ADVERTISING

  Advertising costs, which are principally included in selling expenses, are expensed as incurred. Advertising 
expense was $503,997 and $334,028 for the years ended December 31, 2008 and 2007, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

V. COMPREHENSIVE INCOME

  FAS No. 130, Reporting Comprehensive Income (SFAS 130) establishes rules for reporting and displaying 
comprehensive income and its components. Comprehensive income is the sum of net loss as reported in the 
consolidated statements of operations and other comprehensive income transactions as reported in the con-
solidated statement of changes in stockholders’ equity. Other comprehensive income transactions that cur-
rently apply to the Company result from unrealized gains or losses on equity investments and from changes in 
exchange rates used in translating the fi nancial statements of its wholly owned subsidiary INLM CN, Inc. 
of Canada.

W. FOREIGN CURRENCY TRANSLATION

  The fi nancial statements of the Company’s foreign subsidiary have been translated into U.S. dollars in accor-
dance with SFAS No. 52, Foreign Currency Translation (SFAS 52). All balance sheet accounts have been translat-
ed using the exchange rate in eff ect at the balance sheet date. Income statement amounts have been trans-
lated using an appropriately weighted average exchange rate for the year. The translation gains and losses of 
$(24,046) and $12,863 resulting from the changes in exchange rates during 2008 and 2007, respectively, have 
been reported in accumulated other comprehensive income, except for gains and losses resulting from the 
translation of intercompany receivables and payables, which are included in earnings for the period.

X. LOSS PER SHARE

  Basic and diluted net loss per common share is computed based upon the weighted average common 
shares outstanding as defi ned by Financial Accounting Standards No. 128, “Earnings Per Share.” As of Decem-
ber 31, 2008 and 2007 there were 7,301,161 and 6,477,528 common share equivalents outstanding which 
consisted of:

   2008  2007 
Shares issuable upon the
    conversion of notes payable 4,441,161 2,907,528
Shares issuable upon the
    exercise of warrants 2,200,000 2,750,000 
Shares issuable upon the
    conversion of stock options 660,000 820,000 
  7,301,161 6,477,528

  These shares were not included in the computations of loss per share because their eff ect was anti dilutive.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Y. RECENT ACCOUNTING PRONOUNCEMENTS

  In December 2007, the Financial Accounting Standards Board (FASB) issued SFAS No. 160, “Noncontrolling In-
terests in Consolidated Financial Statements – an amendment of ARB No. 51”. This statement improves the rele-
vance, comparability, and transparency of the fi nancial information that a reporting entity provides in its con-
solidated fi nancial statements by establishing accounting and reporting standards that require: the ownership 
interests in subsidiaries held by parties other than the parent and the amount of consolidated net income 
attributable to the parent and to the noncontrolling interest be clearly identifi ed and presented on the face 
of the consolidated statement of income; changes in a parent’s ownership interest while the parent retains its 
controlling fi nancial interest in its subsidiary be accounted for consistently; when a subsidiary is deconsolidat-
ed, any retained noncontrolling equity investment in the former subsidiary be initially measured at fair value; 
entities provide suffi  cient disclosures that clearly identify and distinguish between the interests of the parent 
and the interests of the noncontrolling owners. SFAS No. 160 aff ects those entities that have an outstanding 
noncontrolling interest in one or more subsidiaries or that deconsolidate a subsidiary. SFAS No. 160 is eff ective 
for fi scal years, and interim periods within those fi scal years, beginning on or after December 15, 2008. Early 
adoption is prohibited. The adoption of this statement is not expected to have a material eff ect on the Com-
pany’s fi nancial statements. 

  In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activi-
ties, an amendment of FASB Statement No. 133” (SFAS 161). This statement is intended to improve transpar-
ency in fi nancial reporting by requiring enhanced disclosures of an entity’s derivative instruments and hedg-
ing activities and their eff ects on the entity’s fi nancial position, fi nancial performance, and cash fl ows. SFAS 
161 applies to all derivative instruments within the scope of SFAS 133, “Accounting for Derivative Instruments 
and Hedging Activities” (SFAS 133), as well as related hedged items, bifurcated derivatives, and nonderivative 
instruments that are designated and qualify as hedging instruments. Entities with instruments subject to SFAS 
161 must provide more robust qualitative disclosures and expanded quantitative disclosures. SFAS 161 is ef-
fective prospectively for fi nancial statements issued for fi scal years and interim periods beginning after No-
vember 15, 2008, with early application permitted. We are currently evaluating the disclosure implications of 
this statement.

  In May 2008, the FASB issued FASB Staff  Position APB 14-1 (FSP APB 14-1), “Accounting for Convertible Debt In-
struments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement)”, which applies to 
all convertible debt instruments that have a “net settlement feature”, which means that such convertible debt 
instruments, by their terms, may be settled either wholly or partially in cash upon conversion. FSP APB 14-1 re-
quires issuers of convertible debt instruments that may be settled wholly or partially in cash upon conversion 
to separately account for the liability and equity components in a manner refl ective of the issuers’ nonconvert-
ible debt borrowing rate. FSP APB 14-1 is eff ective for fi nancial statements issued for fi scal years beginning 
after December 15, 2008 and interim periods within those fi scal years. Early adoption is not permitted and 
retroactive application to all periods presented is required. We continue to evaluate the application of FSP APB 
14-1 on our fi nancial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

  In May 2008, the FASB issued SFAS No. 162, “The Hierarchy of Generally Accepted Accounting Principles.” SFAS 
No. 162 identifi es the sources of accounting principles and provides entities with a framework for selecting 
the principles used in preparation of fi nancial statements that are presented in conformity with GAAP. The 
current GAAP hierarchy has been criticized because it is directed to the auditor rather than the entity, it is 
complex, and it ranks FASB Statements of Financial Accounting Concepts, which are subject to the same level 
of due process as FASB Statements of Financial Accounting Standards, below industry practices that are wide-
ly recognized as generally accepted but that are not subject to due process. The Board believes the GAAP hi-
erarchy should be directed to entities because it is the entity (not its auditors) that is responsible for selecting 
accounting principles for fi nancial statements that are presented in conformity with GAAP. SFAS 162 is eff ec-
tive 60 days following the SEC’s approval of PCAOB Auditing Standard No. 6, Evaluating Consistency of Finan-
cial Statements (AS/6). The adoption of FASB 162 is not expected to have a material impact on the Company’s 
fi nancial position.

  In May, 2008, FASB issued SFAS No. 163, “Accounting for Financial Guarantee Insurance Contracts-an inter-
pretation of FASB Statement No. 60” (“SFAS 163”). SFAS 163 requires that an insurance enterprise recognize a 
claim liability prior to an event of default (insured event) when there is evidence that credit deterioration has 
occurred in an insured fi nancial obligation. SFAS 163 also clarifi es how Statement 60 applies to fi nancial guar-
antee insurance contracts, including the recognition and measurement to be used to account for premium 
revenue and claim liabilities. SFAS 163 is eff ective for fi nancial statements issued for fi scal years beginning 
after December 15, 2008, and interim periods within those fi scal years. The Company does not expect the 
proposed guidance will have an impact on its consolidated fi nancial statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2 - MARKETABLE SECURITIES

  SFAS No. 115 “Accounting for Certain Investments in Debt and Equity Securities,” requires that all ap-
plicable investments be classifi ed as trading securities, available-for-sale securities or held-to-matu-
rity securities. The Company has classifi ed certain of its investments as trading securities which are 
reported at fair value, which is defi ned as the last closing price for the listed securities. The unrealized 
gains and losses which the Company recognizes from its trading securities are included in earnings. 
The Company also has investments classifi ed as available-for-sale, which are also required to be re-
ported at fair value, with unrealized gains and losses excluded from earnings and reported as a sepa-
rate component of stockholders’ equity (net of the eff ect of income taxes). Fair value is also defi ned 
as the last closing price for the listed security. Due to the size of certain of the Company’s invest-
ments and their limited trading volume, there can be no assurance that the Company will realize the 
value which is required to be used by SFAS No. 115.

  The amortized cost of equity securities as shown in the accompanying balance sheet and their esti-
mated market value at December 31, 2008 and 2007 are as follows:

      2008                          2007
Available for sale securities:
Cost  $ 98,966 $ 90,434 
Unrealized gain or (loss)  (14,158)  27,946

        Marketable equity securities
                     classifi ed as current $ 84,808 $ 118,380

 

The change in unrealized gains (losses) from available-for-sale securities included as a component of 
equity for the years ended December 31, 2008 and 2007 were as follows:

             2008                          2007
               Unrealized gain (loss) $ (42,104) $ 2,447 

The investment in marketable equity securities has been pledged to secure the liability for deferred 
compensation (Note 8).
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NOTE 3 - ACQUISITIONS

A.   On February 1, 2007, the Company entered into a Share-Exchange agreement for the acquisition 
of all outstanding shares of Alliance Barter, Inc., a New York corporation with offi  ces in Rochester, 
NY and Toronto, Canada, for $2,500,000. IMS issued 3,333,333 shares of common stock guaran-
teed at $2,500,000 ($.75 per share).

  Purchase price  $ 2,500,000 
  Cash  $ 498,452  
  Accounts receivable   116,972
  Furniture and equipment  87,235 
  Member lists  1,927,341
  Goodwill  650,000
  Liabilities assumed  (130,000)
  Deferred tax liability  (650,000)
  Net assets acquired  $ 2,500,000
       
B.   On September 1, 2007, the Company purchased selected assets of Barter Partners of St. Joseph, 

Michigan for $50,000. IMS issued 50,000 shares of common stock guaranteed at $50,000 ($1.00 
per share).

  Purchase price  $  50,000
  Accounts receivable  $ 4,400
  Member list  45,600
  Total assets acquired  $  50,000

C.    On September 30, 2007, the Company purchased selected assets of Kansas Trade Exchange of 
Wichita, Kansas for $600,000. Terms of the acquisition included a note payable for $300,000 
with 36 monthly payments of $9,126, and 300,000 shares of IMS common stock guaranteed at 
$300,000 ($1.00 per share). The shares will be issued in three annual installments starting in 
January 2008.

  Purchase price  $ 600,000
  Accounts receivable  $  27,400
  Furniture and equipment  8,000
  Member list  564,600
  Total assets acquired  $  600,000

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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D.   On September 30, 2007, the Company purchased selected assets of Synergy Trade Exchange of 
Louisville, Kentucky for $165,000. Terms of the acquisition included a down payment of $10,000 
and a note payable for $155,000 with 15 monthly payments of $10,751.

  Purchase price $  165,000
  Accounts receivable $  11,500
  Furniture and equipment  5,000
  Member list  148,500
  Total assets acquired $  165,000

E.   On April 4, 2008, IMS exercised its option to purchase specifi c assets from New York Commerce 
Group (NYCG) pursuant to an agreement from September 2006, for $405,424. IMS paid NYCG 
$100,000 on April 8, 2008. Payments made prior to this date totaled $132,500. The balance due of 
$172,924 is payable over the next 8 months with interest at 6% per annum.

  Purchase price $  405,424
  Accounts receivable (net) $  4,501
  Furniture and equipment  5,000
  Membership list  395,923
  Total assets acquired $  405,424

F.   On May 2, 2008, IMS acquired the assets of Business Network, Inc. of Hauppauge, New York for 
$400,000. Terms include a down payment of $200,000 and a $100,000 note to the seller, payable 
over 18 months with interest at 6% per annum, starting June 10, 2008. In addition IMS issued 
133,333 shares of common stock guaranteed to a value of $100,000 ($.75 per share).

  Purchase price $  400,000
  Accounts receivable (net) $  12,600
  Furniture and equipment  6,000
  Membership list  381,400
  Total assets acquired $  400,000

G.   On July 31, 2008, IMS completed its acquisition of the assets of Bartermax of Norwood, Massachu-
setts for $400,000. Terms include a cash down payment of $175,000, $50,000 in IMS trade dollars, 
and a $125,000 note to the seller, payable over 24 months with interest at 6% per annum, starting 
September 20, 2008. In addition IMS issued 66,667 shares of IMS common stock guaranteed to a 
value of $50,000 ($.75 per share).

  Purchase price $  400,000
  Accounts receivable (net) $  13,900
  Furniture and equipment  8,500
  Member list  377,600
  Total assets acquired $  400,000

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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  The table below summarizes the unaudited pro forma information of the results of operations 
as though the acquisitions had been completed as of January 1, 2008 and January 2007, 
respectively:

    2008 2007
  Gross revenue  $ 14,631,508  $ 15,341,572
  Total expenses  (16,084,089)  (15,361,959)
  Net income (loss) before taxes $  (1,452,581) $  (20,387)
  Earnings per share $  (0.02)  $ 0.00 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Intangible assets consist of membership lists, goodwill and a covenant not to compete, and for the 
years ended December 31, 2008 and 2007 are as follows:

 2008 2007
 Membership lists $ 13,635,423 $ 12,517,176
 Impairment  (209,605)  (36,676)
 Accumulated amortization  (3,848,561)  (2,518,346)
  Net $  9,577,257 $  9,962,154

 Covenant not to compete $  89,300 $  89,300
 Accumulated amortization  (89,300)  (74,417)
  Net $  - $  14,883

 Goodwill $  3,448,602 $  3,448,602
 Accumulated amortization  (13,123)  (13,123)
  Net $  3,435,479 $  3,435,479

NOTE 4 - INTANGIBLE ASSETS



INTERNATIONAL MONETARY SYSTEMS, LTD. AND SUBSIDIARIES   New Berlin, Wisconsin

20

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Aggregate amortization expense was $1,345,098 and $1,222,041 for the years ended December 
31, 2008 and 2007, respectively. In 2008, the Company recorded an impairment loss of $209,605 on 
membership lists related to its California, Kentucky, Nevada and Tennessee operations. In 2007, the 
Company recorded an impairment loss of $36,676 on membership lists related to its Virginia, Mem-
phis, Tennessee and Indiana operations. Estimated future amortization expense is as follows:

 2009 $ 1,343,793 
 2010  1,343,793 
 2011  1,329,266 
 2012  1,285,742 
 2013  1,195,046 
 thereafter  3,079,617 

  $  9,577,257

Property and equipment consist of the following as of December 31, 2008 and 2007:

 
  2008  2007 
 Offi  ce furniture, equipment,    
      computers and software  $  1,753,839   $  1,724,643
 Leasehold improvements  211,202  211,202
         1,965,041   1,935,845 
 Accumulated depreciation  (908,515)  (666,582)
        $ 1,056,526  $ 1,269,263

  Depreciation expense during the years ended December 31, 2008 and 2007 was $298,436 and 
$243,326, respectively.

NOTE 5 - PROPERTY AND EQUIPMENT

 CREDIT LINES:

  CTE has a revolving credit line of $500,000 with a fi nancial institution, with no maturity date 
and an interest rate of Prime plus 1%. The note is secured by the assets of the Company. As of 
December 31, 2008 the balance of the note is $248,658 and as of December 31, 2007 it was $0.

  CTE has an unsecured business credit line of $122,000 with a fi nancial institution, with no matu-
rity date and an interest rate of prime plus 6%. As of December 31, 2008 the balance of the note 
is $92,078 and as of December 31, 2007 it was $0.

NOTE 6 - CREDIT LINES, NOTES AND CONVERTIBLE NOTES PAYABLE
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NOTES PAYABLE:

In connection with the purchase of Barternet in 2003, the Company assumed an unsecured note 
payable to an individual with maturity in February 2010 and monthly payments of $2,500. The face 
value of the original note was $207,500, discounted at 7.5% to $161,510. The balance as of Decem-
ber 31, 2008 is $35,000, discounted to $33,412, and $65,000, discounted to $59,821 as of Decem-
ber 31, 2007. The discount is being amortized over the life of the promissory notes as additional 
interest expense. During the years ended December 31, 2008 and 2007, the Company recorded 
interest expense from the discounts of $3,591 and $5,493, respectively.

 In connection with the acquisition of Barter Business Unlimited, Inc., CTE issued an unsecured note 
payable to the former owner, with maturity in June 2008 and monthly payments of $9,722. The 
face value of the original note was $350,000, discounted at 7.5% to $312,500. The balance as of 
December 31, 2008 is $0, and as of December 31, 2007 was $58,333, discounted to $57,076. The 
discount was amortized over the life of the note as additional interest expense. During the years 
ended December 31, 2008 and 2007, the Company recorded interest expense from the discount of 
$1,257 and $8,728, respectively.

In connection with the acquisition of Barter Business Unlimited, Inc., CTE issued an unsecured 
note payable for a covenant not to compete with maturity in June 2008 and monthly payments 
of $2,778. The face value of the original note was $100,000, discounted at 7.5% to $89,300. The 
balance as of December 31, 2008 is $0, and as of December 31, 2007 was $16,667, discounted to 
$16,308. The discount was amortized over the life of the note as additional interest expense. Dur-
ing the years ended December 31, 2008 and 2007, the Company recorded interest expense from 
the discount of $359 and $2,490, respectively.

In 2006, IMS issued an unsecured note payable to a private investor in the amount of $1,465,000 
with a maturity date of December 2009, monthly payments of $45,000, and interest at 10%. The 
balance outstanding was $475,702 and $943,370 as of December 31, 2008 and 2007, respectively.

In 2007 in connection with the acquisition of Kansas Trade Exchange, CTE issued an unsecured note 
payable for $300,000 to the former owners. Terms include thirty-six monthly payments of $9,267 
including interest at 6% beginning January 10, 2008. The balance outstanding was $205,922 and 
$300,000 as of December 31, 2008 and 2007, respectively.

In 2007 in connection with the acquisition of Synergy Trade Exchange, CTE issued an unsecured 
note payable for $155,000 to the former owners. Terms include fi fteen monthly payments of $10,751 
including interest at 6% beginning October 20, 2007. The balance outstanding was $124,921 as of 
December 31, 2007. The balance was paid in full as of December 31, 2008.

In 2008 in connection with the acquisition of New York Commerce Group, CTE issued an unsecured 
note payable for $172,924 to the former owner. Terms included monthly payments ranging from 
$10,000 to $15,000 per month plus interest of 6% beginning May 5, 2008. The balance outstanding 
was $72,924 as of December 31, 2008.
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In 2008 in connection with the acquisition of BNI of Long Island, CTE issued an unsecured note 
payable for $100,000 to the former owner. Terms include eighteen monthly payments of $5,823 
including interest at 6% beginning June 10, 2008. The balance outstanding was $62,174 as of De-
cember 31, 2008.

In 2008 in connection with the acquisition of Bartermax, CTE issued an unsecured note payable 
for $125,000 to the former owner. Terms include twenty four monthly payments of $5,540 includ-
ing interest at 6% beginning September 20, 2008. The balance outstanding was $105,192 as of 
December 31, 2008.

In 2008, CTE issued two unsecured notes payable for $25,000 each in exchange shares of IMS 
stock issued and guaranteed for the purchase of Barter Partners of Michigan. Terms include seven 
monthly payments of $3,000 each and a fi nal payment of $4,000, plus interest at 6% beginning 
November 10, 2008. The balance outstanding of each note was $19,000 (total of $38,000) as of 
December 31, 2008.

CONVERTIBLE NOTES PAYABLE:

In 2005, two private investors loaned $1,050,000 to IMS. Due dates of the notes ranged from 
March to November 2007, with quarterly interest payments of 10%. The notes were convertible 
to 3,500,000 shares of IMS stock at $.30 per share at the holder’s option. The value of the convert-
ible feature on the notes was calculated to be $84,333 and treated as a discount and amortized 
over the life of the notes. During 2007, all of the notes were converted to 3,500,000 shares of IMS 
common stock at $.30 per share. As of December 31, 2008 and 2007 the discounted balance of the 
notes was $0.

In 2006, a private investor loaned $1,200,000 to IMS. The due dates of the notes range from March to 
September 2008, with quarterly interest payments of 10%. The notes are convertible to 1,883,334 
shares of IMS stock at $.30 per share, and 1,024,194 shares of IMS stock at $.62 per share, at the op-
tion of the holder. The value of the convertible feature on the notes was calculated to be $39,833 
and treated as a discount which is being amortized over the life of the note. As of December 31, 
2007, the discounted balance of the notes is $1,195,277. 

In September 2008, the notes in the previous paragraph were converted to an amortized note in 
the amount of $1,200,000, with 60 monthly payments of $15,858 including interest of 10%, and 
a balloon payment of $746,367 due September 2013. The investor has the option to convert the 
principle balance to shares of IMS commons stock at $.31 per share. As of December 31, 2008 the 
balance of the note is $1,182,279.

In 2008, a private investor loaned $100,000 and $200,000 to IMS. The due dates of the notes are July 
2009 to April 2010, with quarterly interest payments of 10%. The notes are convertible to 250,000 
shares of IMS stock at $.40 per share, and 377,358 shares of IMS stock at $.53 per share, at the op-
tion of the holder. As of December 31, 2008 the outstanding balance of the notes was $300,000.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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A summary of the Company’s credit lines, notes and convertible notes payable is as follows:

                                                                           Balance as of        Current        Long-term
                                                                            December 31, 2008        Portion          Portion
 Financial institutions credit lines $ 340,736  $ 340,736   $ -  
 Individual – note payable   475,702     475,702     -  
 Individual – note payable  205,922   99,881    106,041 
 Individual – note payable  105,192   61,852    43,340 
 Individual – note payable  72,924     72,924    - 
 Individual – note payable  62,174  62,174  -
 Individual – note payable   33,412  28,459    4,953  
 Individuals – notes payable  38,000   38,000   - 
 Individuals – convertible notes  1,482,279  175,466   1,306,813 
   2,816,341  1,355,194  1,461,147
 Discounts  -  -  -
  $  2,816,341 $  1,355,194 $  1,461,147
 

The aggregate amount of maturities of long-term debt for each of the next fi ve years is as follows:

 2009   $   1,355,194 
 2010 437,702 
 2011 92,098 
 2012 101,742
 2013 829,605  
   $   2,816,341

Interest expense for the years ended December 31, 2008 and 2007 was $275,332 and $342,855, 
respectively.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 7 - NOTES PAYABLE, RELATED PARTY

From time to time offi  cers and stockholders of the Company have loaned funds to IMS. 

                      2008                                 2007 
 Balance January 1  $ -  $ 110,024  
 New loans during the year   25,000    -   
 Repayments during the year   (25,000)   (110,024) 
 Balance December 31  $ -  $ -   

These loans were paid in full during the year ended December 31, 2008.
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NOTE 8 - DEFERRED COMPENSATION

As part of the acquisition of Tradecard, Inc., the Company assumed a deferred compensation li-
ability of $2,500 per month for 120 months, payable to a key employee after her retirement.

The value, of future payments required under the agreement, is being charged to operations over 
the period of active employment until the employee reaches her retirement date in approximately 
four years.

Assets intended to fund this liability include an investment in marketable securities (Note 2) with 
a balance of $84,808 and $118,380 as of December 31, 2008 and 2007, respectively, and a life in-
surance policy with a $300,000 death benefi t and a cash surrender value as of December 31, 2008 
and 2007, of $43,125 and $37,056, respectively. All incidents of ownership accrue to the Company, 
which is the designated benefi ciary. There are no loans outstanding on the insurance policy, but 
the cash surrender value has been pledged by the Company to secure the liability for deferred 
compensation.

NOTE 9 - INCOME TAXES

Income tax expense for the years ended December 31, 2008 and 2007 refl ect a higher or lower 
eff ective tax rate due to certain expenses that are not deductible for tax purposes, such as the 
impairment loss of the membership list and 50% of meals and entertainment. The diff erence be-
tween actual and expected tax liability also includes the eff ects of timing diff erences in deducting 
certain expenses such as charitable contributions and depreciation, as well as the permanent ef-
fects of diff erent fi nancial accounting and tax bases of certain assets.

Income tax expense consists of the following components:

               Years Ended December 31   
             2008             2007  
  Currently payable - state $ 8,150   $ 27,000   
  Currently payable - Federal   -    122,000  
   Currently refundable - Federal (48,500)  -
      Deferred tax assets   (75,000)  -
  Deferred - state    (100,250)  (36,669)
  Deferred - Federal   (378,622)    (167,100)
       $  (594,222) $  (54,769)
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The following table reconciles the reported income taxes and the income taxes that would be 
computed by applying the Company’s normal tax rate to income before taxes for the periods end-
ed December 31:

               Years Ended December 31  
            2008            2007  
  Federal income tax  $  (522,000)  $ (170,650) 
  State income tax     (92,100)    (32,850)
   Tax eff ects of:
   Nondeductible impairment loss  83,800      15,050
   Disallowed meals    9,700      10,300
   Change in allowance
      for doubtbul accounts  22,700      - 
  Charitable contributions carryover   900  (1,800)
  Depreciation and amortization
   variances due to tax basis 
   and useful life diff erences  (97,222)   142,581
  Net operating loss carryover  -    (17,400)
       $ (594,222)   $  (54,769) 

The tax eff ects of temporary diff erences that give rise to signifi cant portions of deferred tax assets 
and liabilities are as follows:

            2008            2007   
                   Deferred income tax asset:           
   Net operating loss
      carryover to future periods $ 75,000 $ -
  Deferred income tax liabilities: 
   Diff erence in tax basis of 
      membership lists and goodwill $  2,039,000 $  2,550,000

NOTE 10 - STOCKHOLDER EQUITY

In 2007, 3,683,333 shares of common stock were issued as part of the purchase of three trade exchanges. 
The fair value of the shares was $2,850,000.

On March 20, 2007, 750,000 warrants were exercised for IMS common stock. IMS received cash in the 
amount of $412,500 ($.55 per share).

In 2007, $1,030,000 of convertible notes payable was converted to 3,433,334 shares of IMS common 
stock, at $.30 per share.
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In 2007, 25,000 shares of common stock were issued to investor relation fi rms. 50,000 shares of 
common stock were issued to the outside members of the Board of Directors. Total fair value was 
$48,250.

On December 18, 2007, 25,000 shares of treasury stock were issued for options that were exercised 
in 2004, but remained unissued until 2007. 

In 2007, 190,000 options were exercised for shares of IMS treasury stock. IMS received $29,000 in 
cash.

On August 2, 2007, IMS issued 75,000 shares of IMS treasury stock to acquire the source code for 
our proprietary software, at a fair value of $50,000. 

Cash received on the subscription receivable in 2007 was $10,821.

The stock guarantee liability was reduced by $120,000 during 2007 pursuant to the release from an 
owner of guaranteed stock. The liability increased by $2,850,000 for three acquisitions in 2007. The 
liability was increased by $150,000 in 2008.

In 2007, marketable securities had an unrealized gain of $4,049 and the cash surrender value had 
an unrealized loss of $1,602, resulting in other comprehensive income of $2,447.

The eff ect of the exchange rate on the currency conversion between our U.S. and Canadian offi  ces 
resulted in an equity adjustment increase of $12,863 for 2007. 

In 2008, 200,000 shares of common stock were issued as part of the purchase of two trade ex-
changes. The fair value of the shares was $150,000.

On April 14, 2008, 550,000 warrants were exercised for IMS common stock. IMS received cash in the 
amount of $302,500 ($.55 per share).

In 2008, 250,000 shares of common stock were issued to investor relation fi rms. 60,000 shares of 
common stock were issued to the outside members of the Board of Directors. Total fair value was 
$60,233.

On December 9, 2008, IMS paid $321,476 in trade dollars for 350,000 shares of common stock, 
which were placed into treasury stock.

In 2008, the balance due of $26,196 on the subscription receivable was written off  as a bad debt.

The stock guarantee liability was reduced by $557,000 during 2008 pursuant to the release from 
owners of guaranteed stock. The liability increased by $150,000 for two acquisitions in 2008, and 
an additional $150,000 for the settlement of a prior years’ dispute. The net decrease was $257,000.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
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In 2008, marketable securities had an unrealized loss of $42,572 and the cash surrender value had an 
unrealized gain of $468, resulting in other comprehensive loss of $42,104.

The eff ect of the exchange rate on the currency conversion between our U.S. and Canadian offi  ces re-
sulted in an equity adjustment decrease of $24,046 for 2008. 

Eff ective January 1, 2006 the Company adopted SFAS No. 123R, “Share-Based Payment” (“SFAS 123R”), 
a revision to SFAS No. 123 “Accounting for Stock-Based Compensation” (“SFAS 123”). The Company has 
adopted the provisions of SFAS 123R and related interpretations as provided by SAB 107.  As such, com-
pensation cost is measured on the date of grant at their fair value.  Such compensation amounts, if any, 
are amortized over the respective vesting periods of the option grant.  

Common stock, stock options and common stock warrants issued to other than employees or directors 
are recorded on the basis of their fair value, as required by SFAS No. 123(R), which is measured as of the 
date required by EITF Issue 96-18, “Accounting for Equity Instruments That Are Issued to Other Than Em-
ployees for Acquiring, or in Conjunction with Selling, Goods or Services.” In accordance with EITF 96-18, 
the stock options or common stock warrants are valued using the Black-Scholes option pricing model 
on the basis of the market price of the underlying common stock on the “valuation date,” which for op-
tions and warrants related to contracts that have substantial disincentives to non-performance is the 
date of the contract, and for all other contracts is the vesting date. Expense related to the options and 
warrants is recognized on a straight-line basis over the shorter of the period over which services are to 
be received or the vesting period. Where expense must be recognized prior to a valuation date, the ex-
pense is computed under the Black-Scholes option pricing model on the basis of the market price of the 
underlying common stock at the end of the period, and any subsequent changes in the market price of 
the underlying common stock up through the valuation date is refl ected in the expense recorded in the 
subsequent period in which that change occurs.

A summary of the status of Company’s fi xed stock option plan as of December 31, 2008 and 2007, and 
the changes during the years then ended is presented below:

 December 31, 2008  December 31, 2007
 Weighted Average  Weighted Average
 Fixed Options  Shares   Exercise Price  Shares  Exercise Price
 Outstanding at
     beginning of period  820,000  $  0.16  1,050,000  $  0.16
 Granted - $  - - $  -
 Purchased - $  - (190,000) $  0.15
 Forfeited - $  - - $  -
 Expired (160,000) $  0.15 (40,000) $  0.13
 Outstanding at end of period 660,000 $  0.16 820,000 $  0.16
 
Options exercisable at
  period end 660,000
 
Weighted average fair value
  of options granted to
  employees during the year $  -

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS



INTERNATIONAL MONETARY SYSTEMS, LTD. AND SUBSIDIARIES   New Berlin, Wisconsin

28

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

As of December 31, 2008, there were 660,000 options outstanding and exercisable, with a weight-
ed average remaining contractual life of .07 years, and a weighted average exercise price of $.16.

As of December 31, 2007, there were 820,000 options outstanding and exercisable, with a weight-
ed average remaining contractual life of 1.07 years, and a weighted average exercise price of $.16.

Warrants 

In May 2006, the Company issued 3,500,000 fully vested warrants with an option price of $.55, 
which expire in May, 2011. 550,000 warrants were exercised in March 2008 with proceeds of 
$302,500. 750,000 warrants were exercised in 2007 with proceeds of $412,500. The remaining bal-
ance as of December 31, 2008 is 2,200,000.

  The Company leases its executive offi  ces and principal operating facilities in New Berlin, Wis-
consin from Glendale Investments, LLC, a Wisconsin limited liability company which is owned by 
offi  cers and stockholders of the Company. The original lease commenced October 1, 2002 and 
extends through September 30, 2010. Lease payments are $7,500 monthly plus certain operating 
costs, including sales and use taxes, insurance, utilities, maintenance, and non structural repairs. 
Total payments in 2008 and 2007 were $90,000 and $90,000, respectively.

 From time to time offi  cers and stockholders of the Company have loaned funds to IMS. 

                   2008            2007
 Balance January 1 $ - $ 110,024   
 New loans during the year  25,000   - 
 Repayments during the year  (25,000)  (110,024)
 Balance December 31 $ -  $ - 

 These loans were paid in full in the year ended December 31, 2008.

  On August 3, 2007, the company issued 75,000 shares to Danny W. Weibling, Chief Financial Offi  -
cer of IMS, in exchange for a copy of the source code of the software package called TradeWorks  
which he developed. The cost of the source code was $50,000. Shares were issued from the com-
pany’s treasury stock.

  On July 11, 2008, 60,000 of shares of IMS common stock were issued to the six outside members 
of the board of directors (10,000 shares each), as annual compensation with a fair value of $21,000 
($3,500 each).

  In 2008 and 2007, the Company paid $500 and $480, respectively, to Corporate Secretary Patricia 
Katisch to produce and distribute the corporate minutes.

NOTE 11 - RELATED PARTY TRANSACTIONS
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 Employment Agreements

  The Company has employment agreements with key employees, including the chief executive of-
fi cer, the chief fi nancial offi  cer, and the senior vice presidents, pursuant to which these employees 
will receive base salaries in 2009 of $230,000, $190,000, $175,000 and $165,000, plus commissions 
and bonuses at the discretion of the chief executive offi  cer. Each contract is for a term of three 
years, and will be automatically extended for additional one-year periods thereafter, unless termi-
nated by the Company or by the employee. On March 31, 2009, each of the above offi  cers agreed 
to a 10% reduction in salary.

  The agreements also provide for the issuance of stock options at the chief executive offi  cer’s dis-
cretion. All agreements contain a change of control provision. In the event of a merger, acquisition 
of the Company or sale of substantially all of its assets, the chief executive offi  cer’s contract pro-
vides for compensation equal to two years’ salary plus a lump sum payment of $400,000. The chief 
fi nancial offi  cer and senior vice presidents will receive compensation equal to one year’s salary 
plus lump sum payments of $200,000 each.

 Leases

The Company has various leases for offi  ce facilities and vehicles which are classifi ed as operating 
leases, and which expire at various times through 2014. Total rent expense for all operating leases 
for 2008 and 2007 is summarized as follows:

         2008         2007

 Related party lease   $ 90,000   $ 90,000 
 Offi  ce leases   768,405    668,122 
 Vehicle leases   18,157     16,548 
                                     $ 876,562  $ 774,670 

Minimum future lease commitments as of December 31, 2008, are summarized as follows:

           Offi  ce
 Year ending December 31      Facilities        Vehicles 
 2009 $ 687,672  $ 8,921
 2010  554,123    5,310 
 2011  157,422   -  
 2012  82,835    - 
 thereafter  147,265  -
   $ 1,629,317  $ 14,231 

NOTE 12 - COMMITMENTS AND CONTINGENCIES
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NOTE 14 - SUBSEQUENT EVENTS

On January 2, 2009, IMS repurchased 600,000 shares of common stock at $.75 per share using re-
stricted cash of $450,000, thereby releasing $450,000 of the common stock guarantee.

On January 15, 2009, IMS issued notes payable totaling $300,000 in exchange for release of the 
stock guarantee on, and the return of 300,000 shares of IMS stock. The notes are interest only 
at 4.5% per annum, and annual principal payments begin January 21, 2009. Principal payments 
range from $0 to $120,000 at the discretion of the note holders. 

On March 16, 2009, IMS issued 300,000 shares of IMS stock to an investor relations fi rm. The fair 
value of the stock was $24,000.

On March 31, 2009, IMS issued two interest only notes payable totaling $100,000 in exchange for 
cash. The notes are $50,000 each, issued to a board member and an offi  cer of the Company. Inter-
est is 8% per annum paid quarterly for two years. 

On March 31, 2009, an interest only note payable to a private investor with an original due date of 
July 2009, was extended for 2 years, to July 2011.

NOTE 13 – RESTATED FINANCIAL STATEMENTS (RESTATED)

On April 1, 2008, the Company restated the December 31, 2007 fi nancial statements to reclas-
sify the current and long-tem portions of common stock subject to guarantees. This reclassifi ca-
tion had no eff ect on net loss, loss per share, cash fl ows or stockholder equity. A summary of the 
changes is as follows:

 Balance Sheet    As Reported   As Restated

LIABILITIES
 Current liabilities 
  Current portion of common stock 
   subject to guarantees  652,664  995,000
    Total current liabilities  3,636,133  3,978,469

 Long-term liabilities
 Common stock subject to guarantees, 
   less current portion   2,232,336  1,890,000
 Total long term liabilities  5,634,373  5,292,037
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