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PART I

GENERAL AND BUSINESS DEVELOPMENT

SHC Corp. (the "Company"),

f/k/a VictorMaxx Technologies, Inc. ("VictorMaxx"),

was incorporated as an Illinois corporation on March 22, 1994. Prior to the
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Company's initial public offering (the "Public Offering"), the Company financed
its operations primarily through the private sales of equity securities, which
raised net proceeds of $663,732; borrowings from its stockholders, which raised
net proceeds of $93,900; bridge loan financings, which raised net proceeds of
$3,051,763; and the issuance of short term debt, which raised an aggregate of
$300,000. The Company completed its Public Offering on August 10, 1995, which
raised net proceeds of approximately $14,839,708. On September 29, 1995, the
underwriter exercised a portion of its over-allotment option, which raised net
proceeds of approximately $81,619.

VictorMaxx initially designed, developed and sold virtual reality products for
home use. These efforts focused on hardware products but were expanded in
September 1995 to include development of a virtual reality software system and
applications. VictorMaxx achieved only limited revenues since its inception.
After marketing efforts failed to stimulate sales, the Company's management
ceased marketing virtual reality hardware products and subsequently liquidated
its remaining inventory. On October 31, 1996, VictorMaxx vacated its office
facilities and suspended its operations indefinitely. From that date through
December 1997, management conducted its business from a variety of their
personal residences. VictorMaxx did not generate any revenues for the year ended
December 31, 1997.

On January 8, 1998, VictorMaxx closed on an Agreement and Plan of Reorganization
(the "Reorganization Agreement") to acquire all of the outstanding capital stock
of Sonoma Holding Corporation, a diversified holding company ("Sonoma"). At the
time of the Reorganization Agreement, Sonoma was a diversified holding company
whose wholly-owned subsidiaries included U.S. Dell, Inc., Brighton Hill
Enterprises, Inc., Northstar Petroleum, Inc., Randall Road Corp., Sonoma
Management Co. and an eighty percent (80%) equity interest in Payday Check
Advance, Inc. Subsequent to the Reorganization Agreement, the Company
established new offices in West Dundee and Schaumburg, Illinois, and changed its
name to SHC Corp. The transaction has been accounted for as a reverse
acquisition ("Acquisition") of VictorMaxx by Sonoma using the purchase method of
accounting. No goodwill was recognized in connection with the acquisition. In
connection with the Acquisition, the Company issued 12,108,558 shares of
VictorMaxx common stock and 100,000 shares of its convertible preferred stock
("Preferred Stock") to the shareholders of Sonoma. Each share of Preferred Stock
was convertible into 300 shares of common stock. In June 1998, 70,000 shares of
Preferred Stock were converted into 21,000,000 shares of common stock. In July
1998, 30,000 shares of Preferred Stock were converted into 9,000,000 shares of
common stock. Additionally, the Company has issued 1,550,000 shares of its
common stock to certain creditors of the Company, which include certain former
executive officers and a director of the Company. In addition, the Company
issued 615,000 shares of its common stock to a group of individuals as a
settlement of various employment claims and as compensation for assisting in the
consummation of the transaction.

On June 18, 1998, the Company sold all of its interest in its wholly-owned
subsidiaries, U.S. Dell, Inc., Brighton Hill Enterprises, Inc., Northstar
Petroleum, Inc., Randall Road Corp., and Sonoma Management Co. ("Sold
Subsidiaries") to Fleetmax Corporation and a related party, who is a
shareholder, officer, and director. Consideration paid by the purchaser was 5.5
million shares of the Company's common stock and debt assumption of $353,867.
Concurrently with the surrender of the 5,500,000 shares, such shareholder,
officer and director of the Company was granted a warrant to purchase up to
5,500,000 shares of the Company's common stock at $.21 per share. Included in
the warrant is the right of such shareholder, officer and director to vote all
of the underlying shares with respect to all matters presented to the
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All parties to the settlement agreed to release all other parties from any and
all claims related to this matter.

Following the Agreement of Purchase and Sale with Fleetmax, the Company retained
its eighty percent (80%) equity interest in Payday Check Advance, Inc., d/b/a

Payday Express ("Payday"). The remaining 20% was held by Argent Enterprises,
Inc., an Illinois corporation ("Argent"). In January 1999, Sonoma and Payday

received notice from a third party that such third party was a 20% shareholder
of Payday based on a transaction with Argent whereby it acquired such interest.
SEE ITEM 3 - LEGAL PROCEEDINGS.

Management intends to focus its efforts and resources on growing the Payday
business and on developing payday lending franchise opportunities. SEE BELOW
—-STATUS OF ANY PUBLICLY ANNOUNCED NEW PRODUCT OR SERVICE. The first Payday
location opened for business in August 1997. The Company currently expects
its future revenues, if any, to be derived from interest earned on short-term
loans offered by Payday to its customers and franchise fees and royalties
from its recently announced franchise program. As of early 2000, there were
approximately 44 Payday locations conducting business in Illinois and 5
stores in Indiana. Since then, the Board of Directors has elected to close
certain unprofitable stores and following such closings, as of December 31,
2000, there were 19 Payday locations conducting business in Illinois and 3
locations operating in Indiana under the name "Money Market." In addition to
its equity interests in Payday and Money Market, the Company has five
wholly-owned subsidiaries: Money Market Payday Express Franchising Inc.,
which will be responsible for the employment and promotion of the Company's
franchising efforts; Millenium Funding, LLC, which was formed with the intent
of seeking opportunities to leverage the Company's customer base and, which
to date, has not commenced doing business; E Star Systems, Inc., which
performs collections functions on delinquent loans; Sonoma Financial
Corporation, which is and has been a non-operating entity; and Payday Express
of America, Inc, which was intended to operate as the Company's operating
entity in Wisconsin and, which to date, has not commenced doing business.

In May 1999, the Company entered into an agreement to purchase all of the issued
and outstanding shares of Money Market, Inc., an Indiana corporation ("Money
Market") engaged in the payday lending business through two separate locations.
Following a short period during which the shares were held in escrow by the
Company's counsel, title to the shares transferred to the Company upon issuance
of a payday lending license by the State of Indiana. In consideration of the
shares of the Money Market, the Company issued to the sellers: (i) $60,000 in
cash; (ii) promissory notes with an aggregate principal balance of $55,000; and
(iii) 167,000 shares of the Company's common stock in the aggregate. Management
has been operating Money Market as a wholly-owned subsidiary.

In June 1999, the Company, through Money Market, entered into an Asset Purchase
Agreement with Easy Money of Indiana, Inc., an Indiana corporation engaged in
the payday lending business. Pursuant to the Asset Purchase Agreement, the
Company purchased certain assets relating to a payday lending store in Indiana
for cash consideration of approximately $28,000.

2

PRINCIPAL PRODUCTS AND SERVICES

The Company 1is primarily engaged in the small consumer loan business, offering
short-term loans to individuals, which are commonly referred to as payday loans.
The Company's management believes that a market exists for prospective customers
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that may have limited access to other sources of consumer credit. Payday is a
licensed provider of small consumer loans in Illinois and Money Market is a
licensed provider of small consumer loans in Indiana. Where permitted by law,
Payday and Money Market offer a standardized, single installment loan ranging
from $50 to $500 through its post-dated check process. Through this process,
Payday and Money Market permit customers to receive a cash advance for a finance
charge and a signed loan agreement, secured by a post-dated personal check. Such
loans generally have terms of one to two weeks. Small consumer loans are offered
in a highly structured regulatory environment. Payday and Money Market stores
are licensed under their respective state laws where their business is
transacted, which establish allowable interest rates, fees and other charges on
small loans made to consumers.

STORE OPERATIONS

The Company's objective is to locate its stores in highly visible and accessible
locations and to operate them during convenient hours. The Company attempts to
locate stores on high traffic streets or intersections, in many cases, in or
near destination shopping centers. On average, a typical store occupies 1,200
square feet and is located in a strip shopping center or a free standing
building. All of Company's store locations are individually leased. Company
management and personnel supervise the construction and decoration of new
stores. Consistent signage and decorations are used at each store in order to
maintain and increase the market's awareness of the Company. Typically, business
hours at Company's store locations are from 10 a.m. to 7 p.m., Monday through
Friday, 9 a.m. to 1 p.m. on Saturday and closed on Sunday.

The cost of opening a new store is dependent on the size and location of the
store. Typical costs include, among other things, store lease, leasehold
improvements, furniture and fixtures, computer equipment, and start-up capital.
According to current management estimates, the average cost to open a new store
with a turnkey operation ranges from $20,000 to $25,000. The establishment of a
new store location takes approximately 2 to 3 months to complete before becoming
fully operational. During 1999, the Company opened 24 and during 2000, acquired
one store in Indiana and closed or discontinued operating at 27 stores and never
opened 5 stores, for which leases were signed. There can be no assurance that
the Company's stores will continue to generate the same growth level as in the
past.

MARKETING, SALES AND DISTRIBUTION OF PRODUCTS AND SERVICES

Management believes that its most effective marketing takes place through
in-store programs. Store personnel are trained to provide courteous and
efficient service and to develop and maintain strong relationships with the
Company's customers. In addition, the Company attempts to create a consistency
of appearance at each store through consistent signage and decoration. The
Company is currently in the process of developing a comprehensive marketing
program.

STATUS OF ANY PUBLICLY ANNOUNCED NEW PRODUCT OR SERVICE

FRANCHISE OPPORTUNITIES - During the first quarter of 2001, the Company,
through its wholly-owned subsidiary, Money Market Payday Express Franchising,
Inc. ("Franchise Co.") received approval from the State of Illinois to begin
selling payday loan franchises in Illinois. As of March 30, 2001, the Company
has sold one franchise in Illinois. In addition, the Company has registered
in two other states, Wisconsin and Michigan, and is authorized to do business
in approximately 30 other states and the District of Columbia. Of these,
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management believes 20 states are "payday friendly" and offer attractive
franchise opportunities.

COMPETITIVE BUSINESS CONDITIONS AND THE COMPANY'S COMPETITIVE POSITION IN THE
INDUSTRY AND METHODS OF COMPETITION

Due to the relatively recent development of the payday lending industry, there
exists a lack of substantial literature and information regarding the industry
as a whole. However, management believes that the payday lending industry is
characterized by intense and increasing competition. Management believes major
competitive factors are location, finance charges, internal operating controls
and customer service. Management believes that certain of its competitors have
substantially greater number of locations, larger customer bases and stronger
financial capabilities than the Company. In addition, management believes some
of Payday's competitors may offer a broader range of financial services than
Payday currently provides, which may include such items as check cashing and car
title services. It is also the belief of the Company that the industry is also
characterized by low entry barriers and is highly fractionalized. Management
estimates that in Illinois, where Payday currently conducts all of its
operations, there are at least 25 persons or entities engaged in the payday
lending business. Management estimates that in Indiana, where Money Market
currently conducts all of its operations, there are at least 15 persons or
entities engaged in the payday lending business. Management also believes that
based on number of operating stores, Payday is one of the largest providers of
payday loans in the Chicago metropolitan area. It is impossible to predict what
the effect, if any, certain potential initiatives will have on the industry's
competitive business conditions or the Company's competitive position within the
industry. See below - "Government Regulation." There can be no assurance that
the Company will be able to successfully compete in the future.

DEPENDENCE ON ONE OR A FEW MAJOR CUSTOMERS
The Company has no major customers on which it depends.
GOVERNMENT REGULATION

The Company is licensed to provide payday lending services in Illinois and
Indiana. In addition, the Company has received approval or is authorized to sell
payday lending franchises in approximately 33 states, including Illinois,
Wisconsin, Michigan, New Jersey, Arkansas and New Mexico, and the District of
Columbia.

Primary responsibility for regulating financial institutions rests at the state
level. Management of the Company believes that at least 21 states now permit
payday lending. With the exception of the Company's three Money Market stores in
Indiana, all of the Company's Payday stores are located and conduct their
business within the state of Illinois, which permits payday lending. Following
the decision of the Illinois General Assembly in 1981 to abolish the previously
existing usury law, Illinois has no restrictions on the rate of interest or the
amount of fees which may be charged by payday lenders. It is

the expectation of management that efforts to expand the Company's geographic
area of business of operations and franchises will focus on states currently
permitting payday lending or on states where management believes there may be a
reasonable likelihood that payday lending will soon be permitted. However,
management's plans for expansion may be adversely affected by restrictive
regulation by the various states or potential future regulation or control of
the payday lending industry.
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Certain consumer rights groups have indicated their desire to promote
initiatives designed to more strictly regulate the payday lending industry.
Management perceives the focus of these efforts to be limits on interest charged
and caps on fees associated with loans made to customers. It is impossible for
management to predict the outcome of any such initiatives or their possible
effect on the Company and its operations. However, there can be no assurances
that any such initiatives will not ultimately have a material adverse effect on
the Company and its operations.

RESEARCH AND DEVELOPMENT

The Company incurred no research and development costs in 2000 or 1999 and does
not anticipate to incur any material research and development costs going
forward. However, this belief is dependent on management's current plans for the
Company and could change in the event of a change in such plans.

COSTS AND EFFECTS OF COMPLIANCE WITH ENVIRONMENTAL LAWS

Based on the nature of its current and past business operations, the Company has
not incurred and does not expect to incur going forward any material costs or
adverse effects with respect to compliance with any applicable environmental
laws.

EMPLOYEES

The Company currently employs approximately 40 people. Of these employees, 32
are full-time employees and 8 are part time employees. The Company's
relationship with its employees is not governed by any collective bargaining
agreements and the Company has never experienced any organized work stoppage.
The Company believes its relationship with its employees to be good. The Company
also offers certain employees a group health insurance program.

REPORTS TO SECURITY HOLDERS

The Company 1is required to file quarterly reports with the Securities and
Exchange Commission. The public may read and copy any materials filed by the
Company with the SEC at the SEC's Public Reference Room at 450 Fifth Street,
N.W., Washington, D.C. 20549. The public may also obtain information on the
operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The
SEC maintains an Internet site that contains reports, proxy and information
statements, and other information regarding issuers that file electronically
with the SEC at HTTP://WWW.SEC.GOV.

ITEM 2. PROPERTIES

Currently, the Company's executive offices are leased at 40 Skokie Boulevard,
Suite 450, Northbrook, Illinois 60062. The lease is set to expire in 2004. The
Company owns no real estate.

In addition to its administrative and executive offices, the Company conducts
business through its Payday and Money Market subsidiaries, at various
locations, which stores are leased by the Company from the property owners.
Store leases are typically for three year terms, and contain Payday and

Money Market options for one or two additional three year terms. The leases
provide for rental payments at prevailing market rates. Most of the stores are
located in strip malls.
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ITEM 3. LEGAL PROCEEDINGS

Except as set forth below, the Company is not party to any material legal
proceedings.

In May 1998, the Company and certain of its officers entered into a settlement
agreement with a former president, CEO and director of the Company to settle all
claims and issues between the parties. The terms of the agreement provided for
certain payments to be made by or on behalf of the Company to the former
president, CEO and director in exchange for the delivery and release to an
escrow agent and voting trust of 12,632,568 shares of Company stock held by the
former president, CEO and director. A third party ultimately delivered $650,000
representing the Company's obligation to the escrow agent, and in exchange for
such funds was assigned the Company's rights in and to certain of the escrowed
shares. In November 1999, the former president, CEO and director filed a motion
in the United States District Court for the Eastern District of Illinois, case
number 98 C 1697, seeking to compel distribution of the remaining escrowed
shares and alleging that he may be entitled to certain additional shares of the
Company's stock based on alleged anti-dilution provisions contained in the
Settlement Agreement. In the fourth quarter of 2000, the Company and the former
president, CEO and director and the Company entered into a subsequent settlement
agreement that provides for: (i) distribution of the shares which remained in
escrow and (ii) the issuance of approximately 1,300,000 shares of the Company's
common stock in exchange for a dismissal of the litigation and complete and
mutual release of any and all claims between the parties. The shares were issued
in February 2001 and the case has been dismissed.

In a related matter, during the second quarter of 2000, the Company negotiated a
settlement agreement with its prior counsel (and escrow agent under the
aforementioned settlement agreement) pursuant to which such prior counsel
resigned as escrow agent and returned 1,000,000 shares of the Company's stock to
the Company which had been previously issued to such counsel in exchange for a
execution of a mutual general release of claims and payment of $20,000 for fees
incurred in acting as escrow agent in the above matter.

The Company owns 80% of the outstanding capital stock of Payday. Prior to
January 1999, the remaining 20% was held by Argent Enterprises, Inc., an
Illinois corporation ("Argent"). Sonoma and Argent are parties to an
agreement restricting transfer of the Payday stock. Such agreement grants
each party the right of first refusal to purchase any stock of Payday before
any such stock may be transferred by a shareholder to any third party. In
January 1999, Sonoma and Payday received notice from a third party that such
third party was a 20% shareholder of Payday based on a transaction with
Argent whereby it acquired such interest. The Company and Payday are
currently in the process of investigating such purported transaction in order
to determine whether such third party is a shareholder of Payday and whether
such purported transaction violated the terms of the shareholders' agreement.

In May 1998, Payday entered into an agreement with a third party which allegedly
owned 20% of 1825 Corp., a former Payday subsidiary which owned and operated
several Payday stores. Pursuant to the agreement, such third party was to sell
and assign all of its 20% interest to Payday in consideration of certain
payments by Payday consisting of cash and stock of the Company. Part of the
consideration was delivered to and accepted by such third party and part of the
consideration was rejected. The parties were in dispute as to whether the
contract was breached and by whom. The third party commenced litigation in the
Circuit Court of Will County, Illinois, case number 99 L 596. On September 20,
2000, the third party and the Company entered into a settlement agreement
pursuant to which the third party released its claims in exchange for the
issuance of 450,000 shares of the Company's stock and the payment of an
aggregate
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of $125,000 on an installment basis plus its attorney fees of $6,000. The
agreement further provides that a default in payments will accelerate all
amounts due.

On November 4, 1998, an investor in the Company filed a lawsuit in the
Circuit Court of Kane County, Illinois, case number LKA 98 580, seeking
$250,000 in damages. The plaintiff asserts that he exercised a "put" option
with respect to 1,000,000 shares owned by plaintiff, which would allegedly
entitle him to "put" such shares to the Company in exchange for $250,000. The
plaintiff claimed that the Company breached an agreement between the parties
by failing to honor the put and pay $250,000 to plaintiff and received a
judgment to such effect in May 2000. The parties entered into a settlement
agreement pursuant to which the Company agreed to deliver to such party, in
exchange for a release of all claims, $100,000 and 1,500,000 shares of the
Company's common stock. The Company performed its obligations under the
settlement agreement and the case has been dismissed.

Payday was a defendant in a number of federal class action cases asserting
various violations of the Truth in Lending Act, 15 U.S.C. Section 1601, ET
SEQ. ("TILA"), Fair Debt Collection Practices Act ("FDCPA"), state consumer
fraud claims and unconscionability claims. Sandra Brown et al. v. Payday
Check Advance, Incorporated, et al., United States District Court Case No. 99
C 2074, 7th Circuit Case No. 99-3110; Marguerite Mitchem v. Payday Check
Advance, Inc. et al., United States District Court Case No. 99 C 1869, 7th
Circuit Case No. 99-3110; Earl Terry v. Payday Check Advance, Inc., et al.,
Case No. 99 C 2486; Lizabeth Maccagno, et al. v. Payday Check Advance, LLC,
et al., Case No. 99 C 2579; Latanda Allen, et al. v. Payday Check Advance,
Inc. Case No. 99 C 7656. The cases have all been dismissed or settled during
the year 2000 for an aggregate of $21,600.

Two of these cases, consolidated for appeal purposes, were dismissed by the
respective federal district court judges before whom they were pending. The
Court of Appeals for the Seventh Circuit affirmed the dismissals. The
Plaintiffs filed an appeal with the United States Supreme Court, which appeal
was denied.

In April 1999, the Company entered into a settlement agreement with a
judgment creditor of the Company, Circuit Court of Cook County, Illinois,
Case No. 99 CH 00625, pursuant to which the Company was obligated to make
installment payments in the aggregate amount of $100,000 to the creditor,
with all remaining sums due on or before October 15, 1999. In addition, the
Company issued 10,000 shares of common stock to the creditor as part of the
settlement. On May 12, 2000 the parties entered into a second settlement
agreement pursuant to which the Company issued 990,000 shares of the
Company's common stock in exchange for a full release of claims (including
the judgment) and the return of the 10,000 shares previously delivered to the
judgment creditor. These 10,000 shares were subsequently cancelled by the
Company .

The Company filed, and subsequently withdrew, a lien suit against a former
director seeking the return of 3 million shares of the Company's common stock
which the Company alleged was issued in error to such former director as part
of a comprehensive buyout of such director's shares. The former director
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claims the shares were not issued in error. The parties have commenced a
dialogue to determine whether any such shares should be returned to the
Company. To date, the Company agrees that 500,000 shares were properly
issued, leaving 2.5 million shares in dispute. In the event that the parties
cannot reach resolution of this matter, the Company may reinstitute the
lawsuit.

During 2000 and 2001, the Company received funds totaling $400,000 from a
shareholder. The Company and the shareholder never reached an agreement as to
the nature, terms and documentation of the funding. On April 10, 2001, the
shareholder made demands on the Company in connection with the funding based on
alleged defaults. It is unclear from the demands what the nature of the alleged
defaults are or the remedies sought. Management is currently investigating this
matter to determine whether a default has occurred and cannot predict with any
certainty the outcome of the demands made by the shareholder.

In the first quarter of 2001, a creditor of the Company, on behalf of itself
and a group of related creditors, made a demand for payment of certain
promissory notes issued by the Company aggregating approximately $250,000
plus accrued interest. The Company is attempting to negotiate a repayment
plan or an extension of the maturity of the notes. Management cannot say
whether they will successfully negotiate an acceptable repayment plan or an
extension of the maturity of the notes.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

In January 2001, the Company conducted an annual meeting of its shareholders.
At the meeting, the shareholders elected directors to the Company's Board of
Directors, authorized the grant of certain stock options to Terrence L.
Donati, an officer and director of the Company, and authorized the Company to
amend its

Articles of Incorporation to increase the number of common shares issuable by
the Company from 100,000,000 to 250,000,000 and the number of preferred shares
issuable by the Company from 1,000,000 to 20,000,000.

PART II
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED SHAREHOLDER MATTERS

The Company's common stock commenced trading on the NASDAQ Small-Cap Market
("NASDAQ") on August 10, 1995 under the symbol "VMAX" and commencing on
April 17, 2000, under the symbol "VMAXE." On September 20, 2000, the symbol
changed to "SONM."

On October 23, 1996, the Company received notification from the NASDAQ Listing
Qualifications Panel that because the Company did not meet the maintenance
criteria for continued listing of its securities on NASDAQ, the Company's
Securities would be delisted from NASDAQ effective at the close of business on
October 24, 1996. Subsequent to that date, the Securities of the Company have
been quoted on the OTC Bulletin Board. The following table sets forth the high
and low closing sales price for each quarterly period since January 1, 1999 for
the common stock, as reported on the OTC Bulletin Board.

10
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As of December 31, 2000, there were approximately 520 shareholders of record of
the Company's common stock.

As part of the sale of certain subsidiaries to Fleetmax, a shareholder, officer
and director of the Company was granted a warrant to purchase up to 5,500,000
shares of the Company's common stock at $.21 per share. Included in the warrant
is the right of such shareholder, officer and director to vote all of the
underlying shares with respect to all matters presented to the shareholders for
a vote. SEE ITEM I - GENERAL AND BUSINESS DEVELOPMENT.

To date, the Company has not paid any dividends on its common stock. The payment
of dividends, if any, in the future is within the discretion of the Company's
board of directors and will depend upon the Company's ability to generate
earnings, its capital requirements, and financial condition and other relevant
factors. The Company does not intend to declare any dividends in the foreseeable
future.

The Company has issued a significant number of shares in satisfaction or
settlement of various liabilities and claims, and to certain related parties
in reimbursement and compensation for services rendered on behalf of the
Company. See Item 3 - Legal Proceedings and Item 12 - Certain Relationships
and Related Transactions. In addition, in 1999, the Company engaged in an
exempt offering of its common stock pursuant to section 504 of Regulation D
under the Securities Act of 1933, as amended, pursuant to which it issued
8,965,067 shares for $1,000,435 in cash, which cash was used for general
working capital purposes.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

11
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GENERAL

The following discussion and analysis should be read in conjunction with the
Company's consolidated financial statements and the notes thereto contained
elsewhere in this report. The discussion of these results should not be
construed to imply any conclusion that any condition or circumstance discussed
herein will necessarily continue in the future. When used in this report, the
words "believes," "anticipates," "expects," and similar expressions are intended
to identify forward-looking statements. Those statements are subject to certain
risks and uncertainties that could cause actual results to differ materially
from those that are modified by such statements. Readers are cautioned not to
place undue reliance on these forward-looking statements, which speak only as of
the date hereof. The Company undertakes no obligation to publicly release the
results of any revisions to these forward-looking statements that may be made to
reflect events or circumstances after the date of this report, or to reflect the
occurrence of unanticipated events.

The Company's independent accountants have included an explanatory paragraph in
their audit reports making reference to the Company's Notes to Consolidated
Financial Statements (Note 1), which discusses the fact that the Company's
consolidated financial statements for the years ended December 31, 2000 and 1999
have been prepared assuming that the Company will continue as a going concern.
As it has in the past, the Company will need to rely upon debt and equity
capital to sustain operations in the future. If such funding is not obtained,
the Company will be required to scale back operations and/or to seek a financial
re—-structure.

RESULTS OF OPERATIONS
YEAR ENDED DECEMBER 31, 2000 COMPARED TO YEAR ENDED DECEMBER 31, 1999

NET REVENUES. The Company had revenues for the year ending December 31, 2000 of
$2,852,504 compared to revenues of $3,055,856 for the year ending December 31,
1999. This decrease of 6.7% was due to the Company's election to close stores.
The number of stores operating at the end of 2000 was 22, compared to 48 at the
end of 1999.

COST OF STORE OPERATIONS. For the year ended December 31, 2000 and 1999, the
Company had expenses related to store operations of $1,823,529 and $2,459,691,
respectively. This decrease of 26% was due to the reduction in the number of
stores during 2000.

GROSS PROFIT. Gross profit increased 73% from $596,165 for the year ended in
December 1999 to $1,028,975 for the same period in fiscal 2000. This was due to
reductions in certain operating expenses, as poor performing stores were closed,
while the loan base declined at a slower rate.

SELLING, GENERAL, AND ADMINISTRATIVE EXPENSE. These expenses increased 27% in
the year ended December 31, 2000 from the year ended December 31, 1999. The
amounts for 2000 and 1999 were $3,729,497 and $2,625,209 respectively. The
increase was due primarily to higher expenses associated with professional
and consulting services incurred.

PROVISION FOR STORE CLOSINGS. The Company recorded a provision for stores closed
during the year. This was necessitated by the Company's lack of funds, after its
accelerated growth in 1998 and 1999 had stretched the Company beyond its funding

capabilities.
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INTEREST EXPENSE. Interest expense in fiscal 2000 was $544,430, and in fiscal
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1999 was $173,427. This increase of 214% was due to increased bank borrowings
and other notes payable and higher interest rates during the year and an
adjustment to record the beneficial conversion feature of notes payable based
upon the excess of the estimated fair market value of the common stock over
the conversion price.

NET LOSS. The net loss in fiscal 2000 increased to $3,794,952 from a net loss of
$2,202,471 in fiscal 1999. This was due to the reasons stated above.

NET OPERATING LOSS CARRYFORWARDS

As of December 31, 2000, the Company had net operating loss carryforwards for
income tax purposes of approximately $10.1 million to offset future taxable
income, if any. Under Section 382 of the Internal Revenue Code of 1986, as
amended, the utilization of net operating loss carryforwards is limited after
an ownership change, as defined in such Section 382, to an annual amount
equal to the value of the corporation's outstanding common stock immediately
before the date of the ownership change multiplied by the federal long-term
tax-exempt rate in effect during the month the ownership change occurred. Due
to the ownership change in connection with the initial public offering, the
Company is subject to an annual limitation on the use of its net operating
losses. Therefore, in the event the Company achieves profitability, such
limitation would have the effect of increasing the Company's tax liability
and reducing the net income and available cash resources of the Company in
the future.

INFLATION

The Company does not believe that inflation has had a material effect on its
results of operations. However, there can be no assurance that inflation will
not affect the Company's business in the future.

IMPACT OF THE ADOPTION OF RECENTLY ISSUED ACCOUNTING STANDARDS

NEW ACCOUNTING STANDARDS -- In June 1998, the FASB issued SFAS No. 133,
"Accounting for Derivative Instruments and Hedging Activities" ("SFAS 133").
SFAS 133 establishes new accounting and reporting standards for companies to
report information about derivative instruments, including certain derivative
instruments embedded in other contracts (collectively referred to as
derivatives), and for hedging activities. This statement, as extended by SFAS
No. 137, is effective for financial statements issued for all fiscal quarters
of fiscal years beginning after June 15, 2000. The Company does not expect
this statement to have a material impact on the Company's results of
operations, financial position or liquidity.

On December 3, 1999, the Securities and Exchange Commission issued Staff
Accounting Bulletin No. 101, "Revenue Recognition in Financial Statements."
This bulletin requires the application of specific criteria in determination
of the timing of revenue recognition in financial statements and is effective
for all fiscal years beginning after December 16, 1999. The Company's
accounting policies conform to the requirements of this bulletin and the
adoption of this bulletin had no material effect upon the Company's results
of operations, financial position or liquidity.

In March 2000, the FASB issued Interpretation No. 44, "Accounting for Certain
Transactions Involving Stock Compensation, an Interpretation of APB Opinion
No. 25." Interpretation No. 44 provides definitive guidance regarding
accounting for stock-based compensation to non-employee directors.
Interpretation 44 allows non-employee directors to be treated as "employees"
for purposes of applying APB Opinion No. 25. The Company has applied this
interpretation to all issuances to non-employee directors during 1999 and
thereafter.
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LIQUIDITY

The Company had a negative working capital position of $2,876,135 and $2,192,610

at December 31, 2000 and December 31, 1999, respectively. The Company has been
able to fund its operations via receipts from issuances of common stock and
notes payable.

The Company realizes it needs to strengthen its working capital position and
over—all financial condition. It has closed 27 stores and was not able to
open 5 other stores as it attempted to reduce its losses and improve its cash
position. It is in talks with several groups regarding cash infusions via
equity or debt capital. If the discussions are not successful, the Company
will need to examine various options, such as, closing additional stores,
selling stores and/or financial restructuring.

In an effort to reduce debt, the Company has negotiated with three
noteholders to exchange their notes for common stock in fiscal 2001. The
amount of these notes is approximately $165,000.

It is management's intention to continue to offer a conversion option of
debt-for-stock to certain noteholders and to other creditors. Management does
not know how many noteholders, if any, will agree to convert any or all of the
amount owed, but believes there will be some conversions.

LITIGATION

The Company and its subsidiaries are defendants in various business-related
litigation matters. While these litigation matters involve wide ranges of
potential liability, management does not believe the eventual outcome of
these matters will have a material adverse effect on the Company's financial
statements. In addition, a creditor of the Company has made, on behalf of
himself and certain related parties, demand for payment of certain promissory
notes issued by the Company in the aggregate amount of approximately
$250,000, including principal and interest. In addition, a shareholder who
has loaned $400,000 to the Company has made certain demands on the Company in
connection with the funds. The Company is currently in discussions with both
of these parties to negotiate an acceptable repayment plan and identify the
nature of the demands, respectively. See Note 9 of the Consolidated

Financial Statements.
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[LETTER HEAD]

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders of SHC Corp.:

We have audited the consolidated balance sheets of SHC Corp. and Subsidiaries as
of December 31, 2000 and 1999, and the related consolidated statements of
operations, stockholders' deficit and cash flows for the years then ended. These
financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based on
our audits.

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

In our opinion, the consolidated financial statements referred to above present

in all material respects, the financial position of SHC Corp. and

Subsidiaries as of December 31, 2000 and 1999, and the results of its operations
and its cash flows for the years then ended in conformity with generally
accepted accounting principles.

The accompanying consolidated financial statements have been prepared assuming
that the Company will continue as a going concern. As discussed in Note 1 to the
consolidated financial statements, the Company has suffered substantial losses
since inception. Those conditions raise substantial doubt about its ability to
continue as a going concern. Management's plans regarding those matters are also
described in Note 1. The consolidated financial statements do not include any
adjustments that might result from the outcome of this uncertainty.

HANSEN, BARNETT & MAXWELL
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Salt Lake City, Utah
April 13, 2001
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SHC CORP.
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2000 AND 1999

ASSETS
2000
CURRENT ASSETS
Cash S 102,547
Accounts receivable, net of allowance for
doubtful accounts of $175,000 and $1,245,238 675,722
Notes receivable 4,196
Prepaid expenses 37,816
TOTAL CURRENT ASSETS 820,281
FIXED ASSETS
Property and equipment 419,073
Less: accumulated depreciation (223,246)
TOTAL FIXED ASSETS, NET 195,827
OTHER ASSETS
Security Deposits 37,861
TOTAL ASSETS $ 1,053,969
LIABILITIES AND STOCKHOLDERS' DEFICIT
CURRENT LIABILITIES
Accounts payable and accrued liabilities S 1,427,307
Current portion of notes payable 2,269,109
TOTAL CURRENT LIABILITIES 3,696,416
LONG-TERM PORTION OF NOTES PAYABLE 350,685
TOTAL LIABILITIES 4,047,101

REDEEMABLE COMMON STOCK
Common Stock - Class A, $.001 par value; 400,000 shares
redeemable at $0.50 per share -
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STOCKHOLDERS' DEFICIT

Preferred stock, par value $.001; 20,000,000 shares
authorized; none issued

Common stock, par value $.001; 250,000,000
shares authorized; 97,032,287 and 75,073,908
shares issued and outstanding, respectively

Additional paid-in capital

Accumulated deficit

TOTAL STOCKHOLDERS' DEFICIT

TOTAL LIABILITIES AND STOCKHOLDERS' DEFICIT

The accompanying notes are an integral part of these consolidated

financial statements.
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SHC CORP.
CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2000 AND 1999

NET SALES

COST OF STORE OPERATIONS

Gross profit
OPERATING EXPENSES
Selling, general and administrative
Provision for store closings
Loss from operations
OTHER EXPENSES
Interest expense

NET LOSS

LOSS PER SHARE DATA

Basic and diluted

97,032
4,632,319
(7,722,483)

$ 2,852,504

1,823,529

1,028,975

3,729,497
550,000

(3,250,522)

544,430
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WEIGHTED AVERAGE SHARES

Basic and diluted 85,134,553

The accompanying notes are an integral part of these consolidated
financial statements
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SHC CORP.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' DEFICIT
FOR THE YEARS ENDED DECEMBER 31, 2000 AND 1999

COMMON STOCK ADDITIONAL

——————————————————————— PAID-IN ACCUMUL

SHARES AMOUNT CAPITAL DEFIC

BALANCE AT DECEMBER 31, 1998 64,017,500 64,018 680,599 (1,725
Stock issued for cash 8,965,067 8,965 991,470
Stock issued for services 1,924,341 1,924 294,067

Stock issued to acquire interests

in Indiana stores 167,000 167 24,833

Net loss —— —— —— (2,202

BALANCE AT DECEMBER 31, 1999 75,073,908 75,074 1,990,969 (3,927
Stock issued for cash 7,760,556 7,761 647,794
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Stock issued for payments to creditors

by shareholders 771,343 771
Stock and options issued for services 9,021,947 9,022
Stock issued for conversion of

notes payable 3,844,069 3,844
Stock issued to creditors 2,020,464 2,020
Stock issued to redeem shares 450,000 450
Beneficial conversion feature of

notes payable - -
Shares cancelled (1,910,000) (1,910)
Net loss — _—
BALANCE AT DECEMBER 31, 2000 97,032,287 $ 97,032

76,364

959,921

275,222

164,849

203,290

312,000

1,910

$ 4,632,319 S(7,722

The accompanying notes are an integral p