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eResource Capital Group, Inc. and Subsidiaries
Condensed Consolidated Balance Sheets (Unaudited)
(In thousands, except share amounts)

March 31, June
2003 2
ASSETS
Cash and cash eguUivalent s it ettt ittt ettt ettt eeeeeesanaeeeeeeeennnns S 2,980 S 1
Accounts receivable, net of allowance of doubtful accounts of $171
and $258, respPeChIvVe Ly v i ittt ittt e e ettt et e 2,775 3
8 0 VY o i Y 873
I 0 VY o (11D o = 523
PrePald ERPEM S e S v ittt ittt e e e e e e e et e 2,016 2
Total CUrrent aSSEeL S i it ittt ittt ettt ettt e et et e eaeeneean 9,167 8
Deferred costs and other assets . ... ..ttt ittt eeeeeeeeeeanns 402
Property and equipment, Net . ...ttt ittt it ettt e e e 1,525 1
[ 7 2x N o 1 21,429 18
I it T A = $ 32,523 S 28
LIABILITIES AND SHAREHOLDERS' EQUITY
Notes payvable — CUrrent POTLION v i ittt ittt ittt ettt et eseeeeeenaeaeseeens S 3,257 S
Notes and amounts due to affiliates, nNet ...ttt ittt eneeneennns 293
Accounts payable and acCrued EXPENSES v vt vttt eeeeeennneeeeeeeaneeeeenns 7,985 6
UNEarnNed 1N COME .t v v vt ittt ettt e et e s e eeteeeeeeeeeeeeeeeeeeeeaeeeeeeeneeaeeens 3,215 3
Total current liabilities ...ttt ittt ittt e 14,750 10
NOtes PAYAD e ottt e i e e e e e e e e e e e e e e e e e et e e 2,751 2
Total liabilitdes v it ii ittt ittt ittt et teeeeeanaaes 17,501 12
DI a Rl A e I o o = 1,135
Shareholders' equity:
Common stock, $.04 par value, 200,000,000 shares authorized,

12,648,160 and 12,381,463 issued, respectively ........iiiiiieee... 506
Additional paid—in capital ...ttt it e e e e e ettt 114,056 114
Accumulated deficCit i ittt et e e e e e e e e et e e e e et e e e e e (99,849) (97
Accumulated other comprehensive 10SS ..ttt iii ittt eeeeeeeenns (194)

Treasury stock at cost (131,214 and 92,643 shares, respectively) .... (632)
Total shareholders' equUity ...ttt ittt it ie et eeaeenns 13,887 15
Total liabilities and shareholders' equity ......eeeieneo... $ 32,523 S 28
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The accompanying notes are an integral part of these condensed consolidat
financial statements.

eResource Capital Group, Inc. and Subsidiaries
Condensed Consolidated Statements of Operations (Unaudited)
(In thousands, except share amounts)
Three Months

2003
Revenue:
LTS a7 == S 15,892
ProdUCE SAlES ittt it ittt ettt ettt ettt et e e e 2,759
Total FeVENUE & it ittt ittt ettt e eeeeeneeaeeeneenens 18,651
Cost of revenue:
P TS U o Pt 14,887
ProdUCE SAlES i ittt ittt ittt ettt et ettt e e e e 2,291
Total cost Of FeVEeNUE ... ittt ittt it tteteeeeneenenn 17,178
Gross Profit ..t e e e e e 1,473
Selling, general and administrative expenses - compensation
related to issuance of stock options and warrants ....... 468
Selling, general and administrative expenses - other ........ 2,404
Provision for bad debts ...... ittt e e 38
Depreciation and amortization ..........c.iiiiiiiiiinnnnnnnsn 113
Operating costs and eXPensesS ...ttt eennenneeeens 3,023
Operating L1oOSS v ui ittt ittt et e e e e e e (1,550)
Interest eXPEensSe, Netl ittt ittt ittt eeeeeeeeeeannns 119
(Gain) loss on investments, Net . ... ...ttt eneennenns (8)
Loss (gain) on disposal of assets ......iiiiiiiiiiinnnnennnnn 36
Ot her (INCOME) i ittt it e et et e e et et et et ettt ettt et ettt teeeaennn (23)
Minority dnterest ...ttt ittt e e e e e e e e (280)
Loss from continuing operations ..........c...cii..... (1,394)
Gain on disposal of discontinued operations ................. -

ed

Ended March 31,
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Loss before cumulative effect of change in accounting
PrincCiple ..ot e e e e e e e e e e (1,394) (182)
Cumulative effect of change in accounting principle ......... - -

L= S X == T S (1,394) S (182)

Basic and diluted net loss per share:
Loss from continuing operations ..........iiiiiineeeeennn S (0.11) S (0.02)
Gain on disposal of discontinued operations ............. $ - $ -
Cumulative effect of change in accounting principle ..... - -

L= S ¥ == T S (0.11) S (0.02)
Weighted average shares outstanding ...........c.c.cciieieeennn.. 12,540,438 11,866,094
Weighted average shares outstanding, assuming dilution ...... 12,540,438 11,866,094

The accompanying notes are an integral part of these condensed consolidated
financial statements.

eResource Capital Group, Inc. and Subsidiaries
Condensed Consolidated Statements of Cash Flows (Unaudited)
(In thousands)
Nine months ended

March 31,
2003 2002
Cash flows from operating activities:
Loss from continuUing OpPerations ...ttt i it e et eeeeeeeennneeeennenenns $(2,075) $(3,341)
Adjustments to reconcile net loss to net cash used in operations:
Depreciation and amortization .........iiiitt it eennnnn 348 285
Bad debt eXPeNSE ittt it e e e e e e e e e e e e e e e 44 86
Common stock issued foOr SErviCes ...ttt ittt teneeeneneens - 36
Stock purchase warrants received for services ..........c.c.ccco... - (279)
Affiliate balance converted on sale of home technology franchise - (80)
Unrealized loss on stock purchase warrants ...........ooeeeenn.. 50 191
(Gain) on sale of dnvestments . ...ttt ittt eteeeeneenns (412) -
Loss (gain) on disposal O0f assets ..t iiiii it tnenenennens 66 (171)
Compensation expense related to stock options and warrants ..... 532 19
Deferred debt cost amortization ........c.c..iiiiitimeneneeennnnn 50 -
Minority dnterest ...ttt it e et e e e e (443) -
Changes in operating assets and liabilities:
Accounts and notes receivables . ...ttt e e e 716 (60)
0 0 Y o w3 Y (10) (145)
Prepaild EXPENSES vttt ittt ettt e e et 847 (602)
Deferred costs and other asSset S i it ittt ittt ittt eeeeeeeens (46) (472)
Accounts payable and accrued EXPENSES . vttt ennneeeeeennnnn (42) 933
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Due to affiliates ..ttt ittt et ettt et 37 7
Unearned dnCOmME v it it ittt et ettt e e et et e ettt (114) 326
Cash used in continuing operations ..........iiiiiiinnnnn.. (452) (3,267)
Discontinued operations, Net .. ...ttt it i ittt eeeeeeeeeeannens - 150
Net cash used in operating activities ......... ... ... (452) (3,117)

Cash flows from investing activities:

Purchase of property, plant and equipment ...............ccue... (291) (225)
Sale Of INVeSsSTmMENt S .. i ittt ittt e et ettt e e e 439 189
Sale Of ASSeE S ittt it it e e e e e e e e e e e e e e e e e e e e e e e e e 221 (53)
Cash (paid) in connection with business acquisitions, net ...... (414) (263)

Net cash used in investing activities ......... ... .. ... (45) (352)

Cash flows from financing activities:

Notes payable pProCeeds ..ttt ittt ittt ettt ee et 1,055 2,553
Principal debt repayments . ...ttt iim ettt eeeeeeeeeeaeean (352) (30)
Capital contribution by shareholder .......... .. .00t iiiiiieee... - 50

Cash raised through LFSI transaction ...........ieiiiiinennnnnenn 274 -

LFSI private placement sale of common stock ............oo. 870 -
Sale of RCG common STOCK i ittt ittt ittt et ettt iiiieeeeeenn 119 801
Net cash provided by financing activities .................. 1,966 3,374
Net increase (decrease) in cash and cash equivalents .................. 1,469 (95)
Cash and cash equivalents at beginning of period ...................... 1,511 1,286
Cash and cash equivalents at end of period .........iiiiiiiieeennnnn. $ 2,980 $ 1,191

The accompanying notes are an integral part of these condensed consolidated
financial statements.

eResource Capital Group, Inc. and Subsidiaries
Notes to the Condensed Consolidated Financial Statements (Unaudited)

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PRESENTATION

These financial statements include the operations of eResource Capital Group,
Inc. ("RCG") and its subsidiaries (collectively the "Company"). At March 31,
2003, the Company operated businesses in the aviation travel services, home
technology, technology solutions and telecommunications call center segments in
the United States. In October 2001, the Company changed its name from
flightserv.com, Inc. to eResource Capital Group, Inc. to better reflect its plan
to acquire substantial interests in, operate and enhance the value of expansion
phase companies operating in the travel, entertainment and technology services
sectors. Prior to that time, the Company was engaged in the development of its
private aviation business and limited commercial real estate activities.
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The Company's consolidated financial statements include the assets and
liabilities and results of operations of RCG and each business acquired by RCG
from the date of its acquisition through March 31, 2003. All significant
intercompany balances and transactions have been eliminated. Certain information
and footnote disclosures normally included in financial statements prepared in
accordance with generally accepted accounting principles have been omitted
pursuant to the rules of the Securities and Exchange Commission (the "SEC").
Certain prior period amounts have been reclassified to conform to the current
period presentation. In the opinion of management, all adjustments considered
necessary for a fair presentation of the financial position of the Company as of
March 31, 2003 and of the results of operations for the periods presented have
been included. The financial data at June 30, 2002 is derived from audited
financial statements which are included in the Company's Annual Report on Form
10-KSB for the year ended June 30, 2002 and should be read in conjunction with
the audited financial statements and notes thereto. Interim results are not
necessarily indicative of results for the full year.

The Company experienced net losses in recent fiscal years and a net loss of
$2,075,000 during the nine months ended March 31, 2003. The Company used cash of
$452,000 in operations, had net purchases of property, plant and equipment of
$291,000 and made principal debt repayments of $352,000 during the nine months
ended March 31, 2003. In addition, as more fully described in Note 2 below, LFSI
completed its acquisition of FutureSmart. The raising of debt and equity
financing and the sales of investments, as well as the sale of its subsidiary
LST, Inc., as more fully described below, offset this cash loss. At March 31,
2003, the Company had cash and cash equivalents of $2,980,000 and investments of
$523,000.

The Company's significant working capital deficit is due primarily to $3,257,000
of current debt, of which approximately $1.8 million is due in the quarter ended
September 30, 2003, $720,000 is due on demand and $250,000 is due on demand any
time after July 27, 2003. As of March 31, 2003, the Company had a commitment for
$535,000 of additional funding from a private investor upon mutually acceptable
terms to draw upon throughout the remainder of its fiscal 2003, however, this
availability and expected operating cash flows is not sufficient to meet
obligations currently due in the next 12 months. During the quarter ended March
31, 2003 the Company secured a loan in the amount of $250,000. In January 31,
2003 the Company contracted with one accredited investor to sell up to 196,641
shares of restricted LFSI stock at $2.00 per share. The agreement noted the
closing may occur in traunches but shall be no later than March 31, 2003, unless
extended upon mutual written consent. This transaction was not closed and has
been terminated. In April, 2003 Michael D. Pruitt, President and CEO of the
Company, purchased 500,000 shares of restricted Common Stock at a price of $0.25
per share, or $125,000.

The Company is currently exploring additional sources of liquidity, including
debt and equity financing alternatives and potential sales of additional shares
of LFSI, a portion of which may or may not be sold from time to time depending
on market conditions and the effectiveness of a LFSI registration statement, to
provide additional cash to support operations, working capital and capital
expenditure requirements for the next 12 months and to meet the scheduled debt
repayments in August 2003 totaling approximately $1.8 million. Additionally, the
Company plans on negotiating with its debt holders to extend or convert into
stock some or all of this debt. If (i) we are unable to grow our business or
improve our operating cash flows as expected, (ii) we suffer significant losses
on our investments, (iii) we are unable to realize adequate proceeds from
investments, including our holdings of LFSI restricted stock, (iv) the private
investor is not able to meet its $535,000 funding obligation to the Company, or
(v) we are unsuccessful in extending a substantial portion of the debt
repayments scheduled for August 2003, then we will need to secure alternative



Edgar Filing: ERESOURCE CAPITAL GROUP INC - Form 10QSB

debt or equity financing to provide us with additional working capital. There

can be no assurance that additional financing will be available when needed or,
if available, that it will be on terms favorable to the Company and its
stockholders. If the Company is not successful in generating sufficient cash
flow from operations, or in raising additional capital when required in
sufficient amounts and on terms acceptable to the Company, these failures would
have a material adverse effect on the Company's business, results of operations
and financial condition. If additional funds are raised through the issuance of
equity securities, the percentage ownership of the current stockholders will be
diluted.

On September 5, 2002 the Company closed the sale (the "LFSI Transaction") of its
subsidiary LST, Inc. ("LST") to Lifestyle Innovations, Inc. ("LFSI"). LFSI is a
fully reporting company whose common stock is publicly traded on the over the
counter market. The Company's condensed consolidated financial statements should
be read in conjunction with all publicly available information of LFSI. Pursuant
to this transaction, LST became a wholly-owned subsidiary of LFSI and the
Company received 16,000,000 shares of LFSI restricted common stock, which
represented approximately 79% of the outstanding stock of LFSI at the closing
date. LFSI agreed to complete a registration statement within 90 days of closing
(the "Triggering Date") to register the shares of LFSI common stock received by
the Company in the LFSI Transaction. LFSI issued an option to the Company for
1,000,000 shares of LFSI common stock at 20% of the last bid price for the LFSI
common stock on the Triggering Date. Such option was exercisable only if the
registration statement was not filed by the Triggering Date. As a result of the
acquisition of FutureSmart Systems, Inc. ("FutureSmart") by LFSI (See Note 2),
the Company and LFSI agreed to extend the deadline for the registration
statement to May 31, 2003, or a later date consistent with any registration
rights associated with the acquisition of FutureSmart or otherwise, or as the
parties mutually agree. The registration statement has not been completed and
therefore the LFSI common stock held by the Company remains restricted. The LFSI
Transaction added approximately $320,000 of cash, $50,000 of which was received
in fiscal 2002, and $65,000 of other assets to the existing assets of LST.
Additionally, in September 2002 and subsequent to the closing of the LFSI
Transaction, LFSI received approximately an additional $870,000 in equity
funding from its private placements.

In connection with LFSI's acquisition of FutureSmart as discussed in Note 2
below, the Company agreed that for a period equal to the lesser of (i) March 3,
2005, and (ii) one (1) year from the registration of the shares of common stock
of the FutureSmart shareholders, in the event that the Company proposes to
transfer fifteen percent (15%) or more of the shares of LFSI's capital stock
owned by the Company (other than registered offerings, sales to certain
investors, and related party sales), then certain of the FutureSmart
shareholders shall have the right to participate in such transfer of stock on
the same terms and conditions, and the number of shares of LFSI stock that the
Company may sell in the transaction shall be correspondingly reduced; provided,
however, that the aggregate number of shares that the FutureSmart shareholders
may sell in any proposed sale transaction may not exceed twenty-five percent
(25%) of the total number of shares to be sold by the Company.

LFSI completed its acquisition of FutureSmart effective March 7, 2003 after
which date the results of operations of FutureSmart are included in the results
of LFSI. The acquisition is discussed in Note 2 below.

Minority interest represents the minority shareholders' share of income or
losses of LFSI, a consolidated subsidiary. The minority interest in the
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consolidated balance sheet reflect the original investment by these minority
shareholders in this consolidated subsidiary, along with their proportional
share of the losses of the subsidiary. Minority interest also reflects LFSI's
subsequent sales of LFSI common stock, issuance of common stock warrants and
preferred stock, and the Company's cost basis in LFSI stock sold.

The Company's aviation travel services business owns 50% of Flightfuel, Inc.
("Flightfuel"), which was created in November 2002 to perform fuel management
services to a select group of clients. Flightfuel negotiates directly with
suppliers and other providers of aviation fuel on behalf of their clients and
arranges for fueling of the clients charter aircraft at both domestic and
international destinations. Flightfuel charges a per gallon agency fee for their
services. Flightfuel purchases the fuel on behalf of the client, coordinates
with ground fueling agents, remits funds to the suppliers and ground handlers
and invoices the client. Currently, Flightfuel clients include the Company's
aviation travel services business and Southeast Airlines. The Company's
investment in Flightfuel is accounted for using the equity method of accounting.
The Company records its investment in Flightfuel on the condensed consolidated
balance sheet in "Deferred costs and other assets" and its share of Flightfuel's
earnings, net of taxes, as "Other (income)" on the condensed consolidated
statements of operations. The Company's investment in Flightfuel at March 31,
2003 was $22,000. The Company's share of Flightfuel's earnings for the quarter
and nine months ended March 31, 2003 was $17,000 and $18,000, respectively.

CASH AND CASH EQUIVALENTS

The Company classifies as cash equivalents any investments that can be readily
converted to cash and have an original maturity of less than three months. The
Company also classifies as cash equivalents deposits received from customers of
its aviation travel services business for travel not yet taken. Such deposits
are generally received two weeks prior to the scheduled departure. At times cash
and cash equivalent balances at a limited number of banks and financial
institutions may exceed insurable amounts. The Company believes it mitigates its
risks by depositing cash or investing in cash equivalents in major financial
institutions.

CONCENTRATION OF CREDIT RISK

Financial instruments that potentially subject the Company to concentrations of
credit risk consist principally of cash, accounts receivable, investments, and
notes payable. The Company places its temporary cash with high credit quality
financial institutions. The Company performs periodic credit evaluations of its
customers' financial condition and generally does not require collateral.
Although due dates of receivables vary based on contract terms, credit losses
have been within management's estimates in determining the level of allowance
for doubtful accounts. Overall financial strategies are reviewed periodically.

The Company in estimating its fair value disclosures for financial instruments
used the following methods and assumptions:

o Cash and cash equivalents: The carrying amount reported in the balance
sheet for cash and cash equivalents approximates its fair value.
o Accounts receivable and accounts payable: Due to their short term nature,

the carrying amounts reported in the balance sheet for accounts receivable



Edgar Filing: ERESOURCE CAPITAL GROUP INC - Form 10QSB

and accounts payable approximate their fair value. The Company provides for
any estimated losses through its allowance for doubtful accounts.

o Investments: The fair values for available-for-sale equity securities are
based on quoted market prices.
o Notes payable: The carrying amount of the Company's notes payable

approximate their fair value.

During the three months ended March 31, 2003, sales to Vacation Express Inc.
("Vacation Express") and Suntrips, Inc. ("Suntrips"), both subsidiaries of
MyTravel Group, plc ("MyTravel Group"), customers of the Company's aviation
travel services business, represented 71% of the Company's consolidated revenue.
For the nine-months then ended, sales to these customers represented 70% of the
Company's consolidated revenue. The Vacation Express and Suntrips programs are
three year programs with termination dates of December 30, 2004 and June 30,
2005, respectively. The Vactaion Express contract allows for a three year
extension based on the mutual consent of both parties and the Suntrips contract
allows for two consecutive one year renewals at the option of Suntrips. For the
three months ended March 31, 2002, sales to Vacation Express represented 66% of
the Company's consolidated revenue. For the nine-months then ended, sales to
Vacation Express and Aviation Network Services, also a customer of the Company's
aviation travel services business, represented 50% and 13%, respectively, of the
Company's consolidated revenue.

INVENTORY

Inventory consists mainly of materials, labor and overhead costs as well as
purchased components used in the Company's home technology business. Inventory
is recorded at the lower of cost or market with cost being determined on a
first-in, first-out basis.

INVESTMENTS

Investments, including certificates of deposit with maturities of greater than
three months, not readily marketable equity securities and other marketable
securities are classified as available for sale. Investment securities that are
not readily marketable include securities (a) for which there is no market on a
securities exchange or no independent publicly quoted market, (b) that cannot be
publicly offered or sold unless registration has been effected under the
Securities Act of 1933, or (c) that cannot be offered or sold because of other
arrangements, restrictions, or conditions applicable to the securities or the
Company. Certificates of deposit are recorded at cost plus accrued interest.
Marketable equity securities are recorded at estimated values based on quoted
market values for marketable securities of the issuer discounted for trading
restrictions. If there is no quoted market value, the recorded values are based
on the most recent transactions in the securities discounted for lack of
marketability. Investment securities transactions are recorded on a trade date
basis. The difference between cost and fair value is recorded as unrealized gain
or loss on available for sale securities as a component of comprehensive income.

Investments also include stock purchase warrants, which the Company periodically
receives as part of its compensation for services. Stock purchase warrants from
companies with publicly traded common stock are considered derivatives in
accordance with Statement of Financial Accounting Standards ("FAS") No. 133
"Accounting for Derivative Investments and Hedging Activities". The Company
recognizes revenue at the fair value of such stock purchase warrants when earned
based on the Black - Scholes valuation model. The Company recognizes unrealized
gains or losses in the statement of operations based on the changes in value in
the stock purchase warrants as determined by the Black - Scholes valuation model
subsequent to the date received. Unrealized gains and (losses) for the three

10
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months and nine months ended March 31, 2003 aggregated $17,000 and $(50,000),
respectively, versus unrealized gains and (losses) of $166,000 and $(191,000),
respectively, in the three and nine months ended March 31, 2002.

PREPAID EXPENSES

Prepaid expenses include insurance, deferred costs, certain taxes, and charter
flight costs. Depending upon the volume and timing of charter flight activity,
the amount of prepaid charter flight costs can fluctuate significantly.

PROPERTY AND EQUIPMENT

Property and equipment are stated at cost, less accumulated depreciation.
Depreciation is computed on the straight-line basis over the assets' estimated
useful lives. Expenditures for maintenance and repairs are expensed as incurred.
Expenditures for improvements, which extend the useful life or add value to the
asset are capitalized and then expensed over that asset's remaining useful life.

Sales and disposals of assets are recorded by removing the related cost and
accumulated depreciation amounts with any resulting gain or loss reflected in
the statement of operations.

The carrying value of property and equipment is reviewed for impairment whenever
events or changes in circumstances indicate that such amounts may not be
recoverable. If such an event occurred, the Company would prepare projections of
future results of operations for the remaining useful lives of such assets. If
such projections indicated that the expected future net cash flows (undiscounted
and without interest) are less than the carrying amounts of the property and
equipment and the predevelopment costs, the Company would record an impairment
loss in the period such determination is made.

In October 2001, the FASB issued FAS No. 144, "Accounting for the Impairment or
Disposal of Long-Lived Assets", which addresses financial accounting and
reporting for the impairment or disposal of long-lived assets. This standard
harmonizes the accounting for impaired assets and resolves some of the
implementation issues of FAS No. 121, "Accounting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to Be Disposed Of". It retains the
fundamental provisions of FAS No. 121 for (a) recognition and measurement of the
impairment of long-lived assets to be held and used and (b) measurement of
long-lived assets to be disposed of by sale. It also retains the basic
provisions for presenting discontinued operations in the income statement but
broadens the scope to include a component of an entity rather than a segment of
a business. The Company adopted this standard effective July 1, 2002. This
pronouncement did not have a material impact on the Company's financial
position, results of operations or cash flows.

GOODWILL AND INTANGIBLE ASSETS

The Company records goodwill and intangible assets arising from business
combinations in accordance with FAS No. 141 "Business Combinations" which
requires that the purchase method of accounting be used for all business
combinations initiated after June 30, 2001. FAS No. 141 also specifies the
criteria applicable to intangible assets acquired in a purchase method business
combination to be recognized and reported apart from goodwill.

The Company accounts for goodwill and intangible assets in accordance with FAS
No. 142 "Goodwill and Other Intangible Assets" ("FAS 142"). The Company adopted
FAS 142 effective July 1, 2001. In completing the adoption of FAS 142, the
Company has allocated its previously existing goodwill as of July 1, 2001 to its
reporting units, as defined in FAS 142, and performed an initial test for
impairment as of that date.

11
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In accordance with FAS 142, the Company no longer amortizes goodwill. FAS 142
requires that goodwill and intangible assets with indefinite useful lives no
longer be amortized, but instead be tested at least annually for impairment. FAS
142 also requires that intangible assets with definite useful lives be amortized
over their respective estimated useful lives to their estimated residual values,
and be reviewed for impairment.

In September 2002, the Company acquired the assets of eGolf.com, an internet web
site specializing in the retail sales of golf equipment, which resulted in the
recording of $75,000 in goodwill.

As more fully described in Note 2, in March 2003, the Company acquired
FutureSmart, which resulted in the recording of $2,864,000 in goodwill.

REVENUE RECOGNITION
Charter Travel Aviation

Revenue related to the Company's aviation travel services consists of fees for
charter flights and is recognized upon completion of the related flight. Amounts
received in advance for future flights are reflected in unearned income.

Home Technology

The Company's home technology services work is completed in three phases -
pre-wiring, trim-out and hardware installation. The Company invoices its
customers and records revenue as work 1s completed on each project. For alarm
monitoring service contracts sold by the Company, revenue is recognized only
when the contracts are sold to third party finance companies or as billed if the
Company holds and services the contract.

Sales of franchise licenses are recognized as revenue when the Company's
obligations under the franchise agreement are "substantially complete". The
Company generally defines "substantially complete" as the completion of training
by the franchisee's General Manager and the approval by the Company of the
franchise location plan.

Royalties are based on a percentage of the sales recorded by franchisees and are
recorded as earned. Procurement fees charged to franchisees are recorded in the
month that the related product is shipped to the franchisee.

Revenues related to FutureSmart product sales are typically recognized at the
time the product is shipped. Generally, FutureSmart transfers the risks and
rewards of the products, including title, at this time. FutureSmart records
reserves for sales returns and uncollectible accounts, at the time the product
is shipped.

Technology Solutions

Revenue from website development projects is recognized on a percentage of
completion basis for fixed fee contracts, based on the ratio of costs incurred
to total estimated costs for individual projects. Revenue is recognized as
services are performed for time and material contracts at the applicable billing
rates.

Unbilled revenue represents revenue earned under contracts in advance of

billings. Such amounts are normally converted to accounts receivable within 90
days. Unearned income represents amounts billed or cash received in advance of
services performed or cost incurred under contracts. Any anticipated losses on

12
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contracts are charged to earnings when identified.

The Company provides e-commerce marketing and business development services to
clients pursuant to contracts with varying terms. The contracts generally
provide for monthly payments and, in some cases, advance deposits. Revenue is
recognized over the respective contract period as services are provided.

Revenue from e-commerce sales or sales of hardware and software is recognized
upon passage of title of the related goods to the customer.

10

NET LOSS PER SHARE

The Company computes net loss per share in accordance with FAS No. 128,
"Earnings per Share" which requires dual presentations of basic and diluted
earnings per share.

Basic earnings per share is computed using the weighted average number of common
shares outstanding during the period. Diluted earnings per share is computed
using the weighted average number of common shares outstanding and potentially
dilutive shares outstanding during the period. Options and warrants to purchase
4,391,310 and 3,647,720 shares of Common Stock were outstanding at March 31,
2003 and 2002, respectively. Such outstanding options and warrants could
potentially dilute earnings per share in the future but have not been included
in the computation of diluted net loss per share for the three and nine months
ended March 31, 2003 and 2002 as the impact would have been anti-dilutive.

ADVERTISING

The Company expenses advertising costs as incurred. Advertising expense
aggregated $141,000 and $39,000 for the three months ended March 31, 2003 and
2002, respectively, and $294,000 and $220,000 for the nine months ended March
31, 2003 and 2002, respectively.

INCOME TAXES

The Company accounts for income taxes in accordance with the liability method as
provided under FAS No. 109, "Accounting for Income Taxes." Accordingly, deferred
income taxes are recognized for the tax consequences of differences between the
financial statement carrying amounts and the tax bases of existing assets and
liabilities. The measurement of deferred tax assets is reduced, if necessary, by
the amount of any benefits that, based on available evidence, are not expected
to be realized.

ACCOUNTING FOR STOCK-BASED COMPENSATION

The Company accounts for stock option grants using the intrinsic value method in
accordance with APB Opinion No. 25, "Accounting For Stock Issued To Employees"
and options and warrants issued to non-employees under FAS No. 123, "Accounting
For Stock Based Compensation". For the options and warrants issued to
non-employees, the fair value of each award has been calculated using the
Black-Scholes Model in accordance with FAS No. 123.

FAS No. 148, "Accounting for Stock-Based Compensation" requires the disclosure
of pro forma information regarding net loss required by FAS No. 123, which also

13
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requires that the information be determined as if the Company had accounted for
its employee stock options granted subsequent to July 1, 1996 under the fair
value method of that statement. The fair value for the Company's options was
estimated at the date of grant using the Black-Scholes Model with the following
weighted average assumptions for fiscal 2002; risk-free interest rate range of
3.62% to 4.76%; no dividend yield; volatility factor of the expected market
price of the Company's Common Stock of .974; and an expected life of the option
of 3 to 5 years. The weighted average grant date fair value of options granted
in 2002 was $0.24 per share. For fiscal 2003 grants, the fair value of these
options was estimated at the date of grant using the Black-Scholes Model with
the following assumptions, risk-free interest rate of 2.72%, no dividend yield,
volatility factor of the expected market price of the Company's Common Stock of
..820, and an expected life of the option of 5 years.

The Black-Scholes option valuation model was developed for use in estimating the
fair value of traded options, which have no vesting restrictions and are fully
transferable. In addition, option valuation models require the input of highly
subjective assumptions including the expected stock price volatility. Because
the Company's employee stock options have characteristics significantly
different from those of traded options and because changes in the subjective
input assumptions can naturally affect the fair value estimate, in management's
opinion, the existing models do not necessarily provide a reliable single
measure of the fair value of the Company's employee stock options.

The following pro forma amounts also include the Company's proportionate share
of LFSI's stock-based compensation that would have been reported under FAS 123
as disclosed in LFSI's consolidated financial statements.

11

The Company's pro forma net loss and net loss per share assuming compensation
cost was determined under FAS No. 123 for all options would have been the
following:

Three months Ended March 31,

2003 2002
Net 10SsS as reported ...ttt ettt e eneeeeeeeeeennnns $(1,394) S (182)
Basic and diluted net loss per share as reported ..... $ (0.11) S (0.02)
Stock-based compensation included in net loss as
ey Yo s it =Y O S 468 S 7
Stock-based compensation that would have been reported
under FAS 123 ittt ittt ettt ettt et $(1,450) S (235)
Pro forma net loss as if stock-based compensation had
been reported under FAS 123 ...t iiiiiiieeeeeeeennnnns $(2,376) S (410)

Nine month

$(2,075)

S (0.17)

$ 532

$(2,164)

$(3,707)

14
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Pro forma basic and diluted net loss per share as if
stock-based compensation had been reported under FAS 123 $ (0.19) S (0.03) S (0.30)

USE OF ESTIMATES

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

RECENT ACCOUNTING PRONOUNCEMENTS

In June 2002, the Financial Accounting Standards Board issued FAS No. 146,
"Accounting for Costs Associated with Exit or Disposal Activities" ("FAS 146").
FAS 146 addresses the financial accounting and reporting for costs associated
with exit or disposal activities and nullifies EITF Issue No. 94-3, "Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring)". FAS 146
requires that a liability for a cost associated with an exit or disposal
activity be recognized when it is incurred and measured initially as fair value.
The new guidance will impact the timing of recognition and the initial
measurement of the amount of liabilities the Company recognizes in connection
with exit or disposal activities initiated after December 31, 2002, the
effective date of FAS 146.

12

NOTE 2. GROUP BUSINESSES AND ACQUISITIONS
AVIATION TRAVEL SERVICES

The Company's aviation travel services business provides tour operators,
corporate travel departments, sports teams and casinos cost effective and
reliable charter air transportation. The Company acts as a program manager for
these customers by providing turnkey aircraft services including ground support
and aircraft fueling, passenger service and support, and real-time flight
tracking.

As discussed above, during the quarter ended December 31, 2002, the Company's
aviation travel services business invested in Flightfuel as a 50% owner.

HOME TECHNOLOGY

On April 3, 2001, the Company acquired LST in exchange for 1,153,525 shares of
Common Stock pursuant to certain stock purchase agreements. Including direct
acquisitions costs, the total purchase price aggregated $7,695,586 and the
transaction was recorded using the purchase method of accounting. The excess
value of the purchase price over the fair value of Lifestyle's net assets on the
acquisition date aggregating $8,069,669 was allocated to goodwill.

The Company's home technology business is a full service home technology
integration company providing builders, homeowners, and commercial customers

15



Edgar Filing: ERESOURCE CAPITAL GROUP INC - Form 10QSB

with complete installation and equipment for structured wiring, security,
personal computer networking, audio, video, home theater, central vacuum and
accent lighting. The home technology business has also secured relationships
with product manufacturers, distributors and service providers (cable, Internet
service, broadband and security). The Company launched a national franchising
program in the fourth quarter of fiscal 2001 and sold 14 franchises in fiscal
2002. The Company has sold one franchise during fiscal 2003. The Company also
owns and operates locations in the Charlotte, NC and Atlanta, GA markets.

Michael D. Pruitt, President and CEO of the Company, was a 3.2% shareholder of
LST prior to the acquisition by the Company. Avenel Ventures, Inc., then a
subsidiary of the Company, was a 3.5% shareholder of LST to the acquisition by
the Company.

On July 10, 2001, the Company acquired certain net assets and the business of a
home technology company in Atlanta, GA, now operated as Lifestyle Technologies
Atlanta, Inc. ("LSTA") for $1,255,000 which was paid in cash ($275,000), Common
Stock (139,365 shares) and a four - year term note ($250,000). Including direct
acquisition costs, the total purchase price aggregated $1,259,857 and the
transaction was accounted for using the purchase method of accounting. The
excess value of the purchase price over the fair value of the net assets on the
acquisition date aggregated $1,207,669 which was allocated to goodwill.

On March 7, 2003 LFSI completed its acquisition on FutureSmart, a manufacturer
and distributor of structured wiring and home networking distribution panels.

The consolidated financial statements include the results of FutureSmart from

the date of acquisition.
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The purchase price of $801,910 consisted of the issuance of 1,000,000 shares of
LFSI's $.10 par value preferred stock, a bridge loan by LFSI to FutureSmart of
$224,830 and $477,080 in direct transaction costs.

The acquisition of FutureSmart was accounted for as a purchase in accordance
with SFAS No. 141, and the Company has accordingly allocated the purchase price
of FutureSmart based upon the fair values of the net assets acquired and
liabilities assumed. The excess value of the purchase price over the fair value
of the net assets on the acquisition date aggregated $2,864,000, which was
allocated to goodwill. The allocation of the purchase price has not been
finalized; however, the Company does not expect material changes.

Pursuant to the acquisition agreement, the shareholders of FutureSmart could
receive "Earn out Consideration" of up to 1,200,000 LFSI common shares if
FutureSmart achieves certain "Performance Milestones."

The following table is prepared on a pro forma basis for the three and nine
month periods ended March 31, 2003 and 2002 as though FutureSmart had been
acquired as of the beginning of the period presented (unaudited: in thousands
except per share amounts):

Three Months Ended March 31, Nine Months Ended March
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2003 2002 2003
REVENUES t vttt ettt e eneeeeneenn $ 19,330 $ 11,724 $ 57,390
Net 10SS tvvvetenreeeeeenneennns (1,853) (758) (3,796)
Basic and diluted loss per share $  (0.15) $ (0.06) $  (0.30)

The pro forma results are not necessarily indicative of what would have occurred

if the acquisition had been in effect for the periods presented. In addition,
they are not intended to be a projection of future results and do not reflect
any synergies that might be achieved from combining the operations.

TECHNOLOGY SOLUTIONS

The Company's technology solutions business is the result of the acquisitions of

Avenel Alliance, Inc. ("Avenel Alliance") in February 2001 and Logisoft Corp.
(f/k/a Logisoft Computer Products Corp.), and its wholly-owned subsidiary
eStorefronts.net Corp. (together with Logisoft Corp., "Logisoft") in June 2001.
Avenel Alliance was a wholly-owned subsidiary of Avenel Ventures, Inc. ("Avenel
Ventures"), which was also acquired by the Company in February 2001.

The Company's technology solutions business provides integrated products and
services to assist customers in meeting their strategic technology initiatives.
The Company's products and services include distribution of third-party
published software titles to the educational market and corporate customers,
full service Internet development, Internet site hosting and Internet business
development services encompassing partner site management and marketing. In its
Internet business development and marketing services, the Company generally
participates in the development and implementation of the business plan in
exchange for revenue-sharing.

On February 13, 2001, the Company acquired all of the common stock of Avenel
Ventures in exchange for 957,143 shares of Common Stock pursuant to a share
exchange purchase agreement dated as of November 8, 2000. The total purchase
price aggregated $6,834,000 and the transaction was accounted for using the
purchase method of accounting. The excess value of the purchase price over the
fair value of Avenel Ventures' net assets on the acquisition date aggregating
$5,610,144 was allocated to goodwill. The Avenel Ventures business forms the
core of the Company's current corporate staff, which incorporates its business

advisory activities. Michael D. Pruitt, the Company's current President and CEO,

was an officer, director, and 4.9% shareholder of Avenel Ventures prior to the
acquisition. Melinda Morris Zanoni, the Company's Executive Vice President, was
an officer, director and 29.9% shareholder of Avenel Ventures at the time of
acquisition.

On June 19, 2001, the Company acquired Logisoft in exchange of 785,714 shares of

Common Stock pursuant to an Agreement and Plan of Merger. Also, during fiscal
2002, the Company issued an additional 32,738 shares of Common Stock in
connection with the acquisition because Logisoft met certain performance goals
from September 30, 2001 through June 30, 2002. Including direct acquisition
costs, the total purchase price aggregated $5,504,879 and the transaction was
accounted for using the purchase method of accounting. The excess value of the
purchase price over the fair value of Logisoft's net assets on the acquisition
date aggregating $4,146,489 was allocated to goodwill. The aggregate purchase
price and goodwill were both adjusted in fiscal 2002 by $42,000 to reflect the
issuance of the earn-out shares.
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TELECOMMUNICATIONS CALL CENTER

The Company operates a thirty-five (35) seat telecommunications call center
providing telemarketing, help desk and other services for companies. The call
center provides support to aviation travel services businesses as a reservations
and customer care center for airlines, tour operators and for internal programs
for which the Company takes reservations from travelers.

In December 2002, the Company's aviation travel services business assumed
operational responsibility of the call center operations located in Pensacola
FL. Investments have been made in new reservations software, related computer
equipment, and additional employees to support increased call volumes associated
with the Company's Interstate Jet programs. The Southeast Airlines "Club 59"
program has been discontinued due to reduced call volumes from Southeast and the
reservations center is now focusing on the Interstate Jet programs.

DISCONTINUED OPERATIONS

In August 2001, the Company completed the sale of all of the outstanding shares
of capital stock of the Company's subsidiary which owned a commercial real
estate business in exchange for cash ($312,500) and a 60-day note receivable

($62,500), which was collected in October 2001. The Company realized a gain of
approximately $576,000 on the sale in the quarter ended September 30, 2001.
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NOTE 3. INVESTMENTS

Investments consist of the following (in thousands) :

March 31, 2003 Ju
Net
Unrealized Fair
Cost (Loss) Value Cost
Equity securities S 640 S (194) $446 S 712
Certificates of deposit 26 - 26 52
$ 666 S (194) $472 S 764
Stock purchase warrants 51
$523

The Company's certificate of deposit at March 31, 2003 is pledged as collateral
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security for the Company's letter of credit for a trade credit line. As of March

31,

2003, $300,000 of the Company's equity securities relate to a privately held

company that provides high speed internet access to the hotel industry. The
executive vice president of the Company's aviation travel services business is a
director and shareholder of this company.

The net unrealized loss on equity securities included $0 and $45,000 of gross
unrealized accumulated gains at March 31, 2003 and June 30, 2002, respectively.

NOTE

4. PROPERTY AND EQUIPMENT

Property and equipment consist of the following (in thousands):

March 31, June 30,
2003 2002
Land, buildings and improvements 160 382
Furniture and fixtures 423 430
Computers and office equipment 1,495 1,155
Software 379 252
Showroom, trade booths (home technology) 185 102
Vehicles (home technology) 12 12
2,654 2,333
Accumulated depreciation (1,129) (861)
$ 1,525 $ 1,472
16
NOTE 5. NOTES PAYABLE

Notes payable consists of the following (in thousands) :

Convertible notes payable - due on demand after March 5, 2005 bearing interest at 7% (1) ........

Note payable - due on demand bearing interest at the prime rate plus 1.0% and secured by assets

pledged by an affiliate 0f the ComPany ...ttt ittt ittt et eee et eeaeeeeeeeeeaeeeeeneens
Note payable - due on demand bearing interest at 10% and secured by certain real estate .........
Note payable - due on demand bearing interest at 68 ...ttt ittt it ettt eeaneeeeeeens

Notes payable - unsecured and due oOn demand . ... vii i et eeeeeeenneeeeeeeaneeeeeseeaeeeeeneens

Note
Note
Note
Note
Note

payable - unsecured and due on demand after July 27, 2003 ...ttt ittt ittt eeeeeennneeens
payable - due October 1, 2003 bearing interest at 128 ...ttt ittt it ieeeeeenaaaeens

payables - due in August 2003 with interest imputed at 8% and unsecured (2) ......cceeeene...
payables - due in August 2003 with interest imputed at 8% and unsecured ...........cceeuee...

payable - due in August 2003 with interest at 10% and collateralized by certain home
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Note payables - due in August 2003 with interest at 12% and unsecured .........o.iiiiieeinnnnneennn
Note payable - due in August 2003 with interest at 10% and unsecured (2) ...ttt ennnneeennn
Note payable - due in August 2003 with interest at 12% and collateralized by certain home
technology accounts receivable and 1nventory (3) & i ittt ittt ettt ettt eeaeeeeeeeenneeeens
Note payable - due in monthly installments of $3,000 and a balloon payment in July 2005, interest
payvable at 8% and collateralized by home technology accounts receivable ......... it eenn.
Note payable - due in monthly installments of $6,500, interest payable at 10.75%, secured by
FutureSmart assets

Capital lease obligation at 12% due in monthly installments of $710 through September 2004 ......
Capital lease obligation at 8.5% due in monthly installments of $1,007 through November 2005
Capital lease obligations at 10.5%-21.4% due in monthly installments of $3,487 (4) ..............
Mortgage payable to a bank in monthly installments of $1,751, including interest at 7.96% and
collateralized by the assets of the internet/technology solutions bUSINESS ...t ieneeeneennnnn.
Note payable - $150,000 due December 31, 2003 and $600,000 due December 31, 2004

with interest at 12% and collateralized by certain aviation travel service Dbusiness assets,
less discount Of S47, 000 (5) v v vt ittt it e et e et e et ettt ettt e e ettt et ettt e et e e e e

Less current maturities, including demand NOLES ... ittt ittt ittt et ettt eeaeeeeeeeennaaeens

BT Y o X R o = o o T s e I 3 o L

(1) Interest 1is payable in advance by issuance of LFSI common stock as is
determined by dividing the amount of such interest by $2.50. These notes
are convertible into shares of LFSI common stock at a conversion price of
$2.75.

(2) The principal and accrued interest on this note payable are convertible to

shares of Common Stock at the greater of (i) $1.12 per share or (ii) a 20%
discount to the average <closing price of the Common Stock for the ten days
immediately preceeding the conversion date.

(3) At the option of the noteholder, this note can be converted into RCG's
Common Stock at a ratio of one (1) share of Common Stock for each $4.55 of
outstanding principal and interest.

(4) Lease terms range from through March 2006 to November 2006 and are secured
by certain assets of FutureSmart
(5) In connection with this note, the Company issued 71,429 shares of

restricted stock and 42,857 warrants to purchase its Common Stock at a
price of $2.45 and for a term of three vyears, Dboth as loan origination

fees. This note is convertible into the Company's Common Stock at the
option of the debt holder at a per share price of the lesser of $2.10 or a
25% discount. The Company can force the debt holder to convert to stock at

$7.00 per share under certain conditions.

The $100,000 note payable bearing interest at prime plus 1.0% is currently past
due. The Company is trying to extend the payment of this balance. There can be
no assurance that the Company will be successful in extending the balance due.

17

During the quarter March 31, 2003 the Company's technology solutions business
established a line of credit secured by the accounts receivable of a portion of
the technology solutions business. The line of credit is in the amount of $1
million and bears interest at a rate of prime plus 2%. The facility includes
other administrative costs. As of March 31, 2003 the Company was in violation on
certain financial covenants under this line of credit. The Company obtained a
waiver from the financial institution during May 2003. The Company had no
balances outstanding under this line of credit as of March 31, 2003.
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NOTE 6. INCOME TAXES

As of March 31, 2003, the Company had approximately $38 million of net operating
loss carry forwards ("NOLs") for federal income tax purposes, which expire
between 2019 through 2022. A deferred income tax asset valuation allowance has
been established against all deferred income tax assets as management is not
certain that the deferred income tax assets will be realized. In addition, due
to the substantial limitations placed on the utilization of net operating losses
following a change in control, utilization of such NOLs could be limited.

In fiscal 2001, the Company received a preliminary Internal Revenue Service
report on the Company's 1996 and 1997 tax returns and one of its subsidiary's
1994 and 1995 tax returns, which the Company has appealed. At March 31, 2003 and
June 30, 2002, the Company had recorded a federal tax liability of $305,830
related to such assessment.

NOTE 7. COMMON STOCK AND PAID IN CAPITAL

In the quarter ended March 31, 2003, the Company received into treasury 52,857
shares of Common Stock from Glenn Barrett in partial payment of balances owed by
Mr. Barrett to the Company. The shares were valued at $24,000. See related party
disclosures regarding Mr. Barrett in Note 10 below.

In the quarter ended December 31, 2002, the Company issued 89,554 shares of
restricted Common Stock in payment of certain services.

In the quarter ended December 31, 2002, the Company terminated an agreement with
a service provider. The Company had granted warrants to the service provider
that vested over a year resulting in additional paid-in capital of $98,000. Upon
the cancellation of the agreement, the Company reversed the unvested warrants
resulting in a reduction of additional paid-in capital of $45,000.

In the quarter ended September 30, 2002, the Company issued an aggregate of
177,143 shares of restricted Common Stock in connection with the Company's
private placement sale of Common Stock at $0.70 per share. In fiscal 2002 the
Company issued an aggregate of 1,251,429 shares of restricted Common Stock in
connection with this private placement at $0.70 per share. Through March 31,
2003, the total proceeds raised in this private placement were $977,500 net of
direct expenses.

In July 2002, the Company issued 14,286 shares of restricted Common Stock from
treasury stock with the termination of a contract with a service provider.
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NOTE 8. STOCK OPTIONS AND WARRANTS

The following table summarizes the outstanding options at March 31, 2003 and
June 30, 2002:
March 31, 2003 June 30,

Vesting
Exercise Term Period Exercise
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Shares

580, 000
350, 000
3,000
87,857
436,428
242,857
142,857
6,015
35,714
63,350
10,000
14,286
71,429
17,857
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Price

N
~J

O J o ool ol 0O O

N

.55
.75
.15
.26

to

.90
.25
.46
.88
.95
.65
.00
.08
.00

.96

(Years)

(Months)

12
48
48
48
12 to 48
12
18
36 to 42
12 to 38
12 to 46
46

Shares

87,857
479,286
328,571
142,857

8,328

35,714

96,476

38,571

14,286

71,429

17,857

* 35,714 non-qualified options issued to an employee in December 2001 have a
three-year term and are fully vested.

Of the options outstanding at March 31,

2003, 1,019,061 are exercisable.

The following table summarizes the outstanding warrants at March 31, 2003 and

June 30, 2002:
March 31,2003
Exercise

Shares Price
793,768 $ 0.28

37,500 1.05 to 1.75
42,857 2.45
57,143 3.50
679,106 5.25
14,286 5.67
1,429 7.00
7,143 7.70
96,428 12.25
82,143 21.00
517,857 28.00

2,329,660

*

Te

rm

(Months)

54
36
36
120
120

120%*

793,768
150, 000
42,857
57,143
679,106
14,286

1,429

7,143
96,428
82,143
517,857

S 1.26

1.75 to 1.96

.90
.25
.46
.88
.95
.65
.00
.08
.00

= O 3o U0 ool O

[N ]

June 30, 20

Exercise

Pric

~N 0o w N oo

12
21
28.

All of the $21.00 warrants and 82,143 of the $28.00 warrants in the above
table have a term that is variable,
Common Stock and other conditions.

subject to the market value of the

02

e

.28

to

.45
.50
.25
.67
.00
.70
.25
.00

00

22

.75
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All of the warrants issued by the Company are exercisable, except for 3,571 with
an exercise price of $5.67 that vest over 3 years and 7,143 with an exercise
price of $12.25 that vest upon the holder meeting the requirements of a capital
raise commitment.

On June 26, 2000, the Company entered into a series of agreements with a
supplier of technical, marketing and programming services for the provision of
services related to the development of its Private Seats(TM) program. These
agreements provided that the supplier was to vest in warrants to purchase a
combined total of 793,768 shares of the Company's Common Stock at $0.28 per
share, which are reflected in the warrant table above. The vesting dates related
to these warrants were December 31, 2000, 2001 and 2002. Due to the termination
of its Private Seats(TM) program, during fiscal 2001, the Company expensed $5.2
million in connection with these warrants. The Company has questioned whether
the supplier has actually vested in the warrants due to the fact that the
program was terminated and the supplier was not required to perform the services
among other considerations. The Company is presently in negotiations with this
supplier to terminate these agreements and eliminate the related warrants. At
this time, the Company cannot predict what the outcome of these negotiations
will be.

NOTE 9: GENERAL AND ADMINISTRATIVE EXPENSE - OTHER

Following is a summary of the Company's general and administrative expenses (in
thousands) :

Three Months Ended March 31, Nine Months Emded March 31,
2003 2002 2003 2002

Compensation expense ........ $ 1,396 S 831 $ 3,695 $ 3,048
Legal and professional fees . 160 130 438 380
Public and investor relations 4 (406) 51 28
Marketing and advertising ... 141 39 294 220
Rent expense ........c.coeee... 115 136 393 465
INSUTANCE &ttt ettt aeeeeeneens 86 84 205 280
Telecommunications .......... 98 51 277 230
Office and printing expense . 163 145 384 352
Travel and entertainment .... 102 60 304 220
Other ...... ... 139 150 302 288

$ 2,404 $ 1,580 $ 6,343 $ 5,511

NOTE 10. RELATED PARTY TRANSACTIONS

Amounts due to affiliates consisted of the following (in thousands) :

March 31, June 30,
2003 2002
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Note and interest payable to Mr. Pruitt ........ $ 33 28
Advance payable to Mr. Pruitt .................. 26 26
Amounts payable to a company owned by Mr. Pruitt 6 108

Interest payable on balances owed to Mr. Gordon
and a company Mr. Gordon is president of ..... 143 88
Advance payable to Mr. Gordon .........eeeeeenn. 85 -
$293 $250

The note and interest payable to Mr. Pruitt represents principal of $11,000 plus
accrued interest. The note bears interest at 12% per annum and is due on demand.
The advance payable to Mr. Pruitt and amounts payable to the company owned by
Mr. Pruitt bear interest at 8% and are due on demand.
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Mr. Pruitt has pledged certain of his personal assets to secure a $100,000 bank
credit facility for the Company's home technology business. At March 31, 2003,
the balance outstanding on this bank facility was $100,000. As noted in Note 5
above, the balance is currently past due and the Company is trying to extend the
payment of this balance. There can be no assurance that the Company will be
successful in extending the balance due.

Mr. Pruitt is also a minority investor in a company that he is a director of
that has purchased franchise licenses and business operations of the Company's
home technology business in three markets in South Carolina, and in another
company that is a franchisee of the Company's home technology business in three
locations in the state of Maryland. The franchise locations in South Carolina
owed the Company and its subsidiaries $47,000 and $107,000 at March 31, 2003 and
June 30, 2002. The franchise locations in Maryland owed the Company and its
subsidiaries $13,000 and $16,000 at March 31, 2003 and June 30, 2002.

As noted in Note 1, in April, 2003 Michael D. Pruitt, President and CEO of the
Company, purchased 500,000 shares of restricted Common Stock at a price of $0.25
per share, or $125,000.

As noted in Note 3 above, the Company owns an equity interest in a privately
held company in which the executive vice president of the Company's aviation
travel services business is a director and shareholder. Avenel Ventures owned
this equity interest prior to being acquired by the Company.

Paul B. Johnson, a previous director of the Company, is an investor in a
company, which in November 2001 became a franchisee of the Company's home
technology business in the Dallas, Texas market and purchased franchises for two
additional Dallas, Texas markets during the quarter ended March 31, 2003. In
addition, Mr. Johnson was named Chief Executive Officer and a board member of
Lifestyle Innovations, Inc., which acquired the Company's home technology
business in September 2002 as further described in Note 2 to these financial
statements. Mr. Johnson resigned as a director of the Company effective October
31, 2002 due to his being appointed the CEO of LFSI. Mr. Johnson resigned as
Chief Executive Officer and as a board member from Lifestyle Innovations, Inc.
during March 2003 and remained President and Treasurer. The Dallas franchise
locations owed the Company and its subsidiaries $88,000 and $14,000 at March 31,
2003 and June 30, 2002.

During fiscal 2002, Glenn Barrett resigned as President of LST and began LVA
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Technologies LLC ("LVA"), a low voltage wiring business that operates as a
Lifestyle franchisee headquartered in Charlotte, NC to service the commercial
market. The Company waived LVA's initial franchise fee for the commercial
franchise. LVA also owns the Greenville and Columbia, SC franchises. LVA's low
voltage wiring business pays royalties on products purchased from the Company at
the same rate as the Company's other franchisees, however, it does not pay
royalties on revenue generated from products purchased elsewhere as required of
the Company's other franchisees, including the Greenville and Columbia, SC
franchises. LVA and its subsidiaries owed the Company and its subsidiaries
$287,000 and $235,000 at March 31, 2003 and June 30, 2002, respectively. As
noted in Note 7 above, in the quarter ended March 31, 2003, the Company received
into treasury 52,857 shares of Common Stock from Glenn Barrett in partial
payment of balances owed by Mr. Barrett to the Company. The shares were valued
at $24,000.

During fiscal 2002, G. David Gordon, an RCG shareholder, and a company in which
he is the president and a shareholder, loaned the Company and its subsidiaries
$1,144,000 at interest rates of 8% to 12%. At March 31, 2003 and June 30, 2002,
total debt outstanding to Mr. Gordon and this company was $1,370,000 and
$1,500,000, respectively. Interest owed on these balances totaled $143,000 and
$88,000 at March 31, 2003 and June 30, 2002, respectively. During the nine
months ended March 31, 2003, Mr. Gordon advanced $85,000 to the Company. This
amount is payable upon demand. Mr. Gordon has an ownership interest in ten of
the Company's home technology business franchises, including two locations that
were purchased from the Company during fiscal 2002 and for which the Company
recorded a gain on sale of $119,000. He also acts as special legal counsel to
the Company from time to time. Mr. Gordon has an ownership interest in the three
markets in South Carolina along with Mr. Pruitt as discussed, the three markets
in Dallas, Texas along with Mr. Johnson, and four additional markets in Houston,
TX, Raleigh, NC, Wilmington, NC and Greensboro, NC. These four additional
markets owed the Company and its subsidiaries $84,000 and $167,000 at March 31,
2003 and June 30, 2002.

21

NOTE 11. BUSINESS SEGMENT INFORMATION

Information related to business segments is as follows (in thousands) :

Three months ended March 31, 2003: Aviation

Travel Call Technology

Services Center Solutions
REVENUE 4t vttt ettt et ettt e et eeeeeeeeeeeeeeeeeeeenaenn $ 15,514 S - S 2,146
Income (loss) from continuing operations .............. (29) (10) (183)
Identifiable assets ..ttt ittt ettt ittt e e eee e 6,217 48 9,554
Capital expendituUres .. ...ttt ittt ettt eennns 48 (38) 4
Depreciation and amortization ............ciiiiiiiin 22 3 51
Three months ended March 31, 2002: ... ...t ennnnn. Aviation

Travel Call Technology

Services Center Solutions
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REVEINUE 4 vttt ettt ettt tee et e e eeeeeeeeeeeeeeeeeeennenn S 6,669 S 14 $ 2,233
Income (loss) from continuing operations .............. 98 (14) (69)
Tdentifiable assets ..ttt ittt ettt et e e 3,737 380 10,445
Capital expendituUres ... ..ttt i ittt ettt eeannns 5 - 10
Depreciation and amortization ...........c.c.iiieiinnn.. 15 4 58
Nine months ended March 31, 2003: ... ..ttt eennnnn Aviation Internet/
Travel Call Technology

Services Center Solutions

REVENUE 4ttt ittt ettt et ettt et e eeee e eeeeeeeeeeenaenn S 44,292 S 23 $ 7,851
Income (loss) from continuing operations .............. 824 (137) (290)
Tdentifiable assets ..ttt ittt ettt ittt e et et 6,217 48 9,554
Capital expendituUres ... ..ttt ittt eeeieeeeeananns 167 (25) 67
Depreciation and amortization ...........c.c.ciiiiiennn.. 43 25 173
Nine months ended March 31, 2002: ... ..ttt ineennnnn Aviation Internet/
Travel Call Technology

Services Center Solutions

REVENUE v vttt ettt ettt tee et et eeeeeeeeeeeeeeeeeeeenaenn $ 17,022 S 50 S 6,800
Income (loss) from continuing operations .............. (844) (85) (575)
Tdentifiable assets ..ttt ittt ettt et et ee e 3,737 380 10,445
Capital expendituUres ... ..ttt ittt ettt eeennns 11 - 65
Depreciation and amortization ...........c.c.ciiiiiiennn.. 37 13 170

The Company's sales are primarily to customers in the United States of America.
International sales are minimal.
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NOTE 12. CONTINGENCIES
Legal Proceedings

During the normal course of business, the Company is subject to various
lawsuits, which may or may not have merit. Management intends to vigorously
pursue and/or defend such suits, as applicable, and believes that they will not
result in any material loss to the Company.

Guarantee Obligation

The Company's aviation travel services business (the "Aviation Business") has
certain guarantees outstanding with an airline provider that indicate if the
Aviation Business does not utilize a minimum number of hours during each program
year, then the Aviation Business would be required to pay the shortage to the
provider. The Aviation Business has a similar arrangement with Vacation Express
whereby Vacation Express has guaranteed a certain number of travel hours to the
Aviation Business.

For calendar year 2002 the parties are in the process of finalizing an agreed
upon amount of shortfall that would be due the air carrier by the Aviation
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Business. Vacation Express agrees that the amount it would owe the Aviation
Business would exceed this amount and therefore is negotiating directly with the

air carrier. Vacation Express would pay this amount directly to the air carrier.
The Aviation Business does not anticipate incurring a net loss on these
guarantees and has not accrued any such loss on its balance sheet as of March
31, 2003.
23

Item 2. MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS

OF OPERATIONS
Overview

The following table summarizes results of operations for the three and nine

months ended March 31, 2003 and 2002 (in thousands) :

Three Months Ended Three Months Ended Nine M
March 31, 2003 March 31, 2002 March
% of % of
Revenue Revenue
Revenue:
P I o= O $ 15,892 85.2% $ 7,321 71.7% $45,317
ProdUCt SAlesS v uiiiiiit ittt eeeneeeeeeeeennnnnns 2,759 14.8% 2,426 24.9% 8, 938
Total TEVENUE .. i it i ittt e eeeennnneeeenns 18,651 100.0% 9,747 100.0% 54,255
PV I = O 14,887 79.8% 6,225 63.9% 42,097
ProdUCE SAlesS ittt ittt ettt ettt 2,291 12.3% 2,185 22.4% 7,679
Total cost of revenue .........iiiiieenn.. 17,178 92.1% 8,410 86.3% 49,776
Gross profit ...t e e 1,473 7.9% 1,337 13.7% 4,479
Selling, general and administrative expenses -—
compensation related to issuance of stock options
ANd WaTTant S &t ittt ittt ettt ettt et 468 2.5% 7 0.1% 532
Selling, general and administrative expenses -
0 w0 o L O 2,404 12.9% 1,580 16.2% 6,343
Provision for bad debts ........ ... 38 0.2% 20 0.2% 44
Depreciation and amortization ................... 113 0.6% 101 1.0% 348
Operating costs and expenses ............. 3,023 16.2% 1,708 17.5% 7,267
Operating loSS ittt it eeeneneeneenn (1,550) -8.3% (371) -3.8% (2,788
Interest expense, Net . ....iiiii it tnnenneeennn 119 0.6% 93 1.0% 315
(Gain) loss on investments, net ................. (8) 0.0% (282) -2.9% (362
Loss (gain) on disposal of assets ............... 36 0.2% - 0.0% 66
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Other (1NCOME) v i ittt ittt et e et ettt et et e teeeeennn (23) -0.1% -
Minority dnterest . ... ...ttt e e (280) -1.5% -
Loss from continuing operations .......... (1,394) -7.5% (182)
Gain on disposal of discontinued operations ..... - 0.0% -
Loss before cumulative effect of change in
accounting principle ......... .. .. (1,394) -7.5% (182)
Cumulative effect of change in accounting
PrincCiple ..ttt e e e e e e e e e e e e - 0.0% -
1 L= S ¥ 7= S (1,394) -7.5 §$ (182)

$

The Company's revenues in the three and nine months ended March 31, 2003 were
$18,651,000 and $54,255,000, respectively, compared to $9,747,000 and
$26,517,000, respectively, in the same periods a year ago. The increase in the

three months ended March 31, 2003 as compared to the prior year is due primarily

to the aviation travel services expanded charter aviation business as well as
revenues recognized by FutureSmart. This increase was partially offset by a
decrease in technology solutions revenues and the prior year amount including
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corporate revenues generated from fees received for investment banking services.
The increase in the nine months ended March 31, 2003 is also due primarily to
the aviation travel services expanded charter aviation business as well as

revenues recognized by FutureSmart, as well as the technology solutions expanded
sales activity in the computer software business. These increases were partially

offset by the decrease in revenues from the home technology business due to a
reduction in the sale of franchises from twelve for the nine months ended March
31, 2002 to three for the nine months ended March 31, 2003 and a focused
reduction of business with certain unprofitable customers, partially offset by
increased revenues from franchise royalties. The increase for the nine months
ended March 31, 2003 as compared to the prior year was also partially offset by
the prior year amount including corporate revenues generated from fees received
for investment banking services

During the three months ended March 31, 2003, sales to Vacation Express Inc.
("Vacation Express") and Suntrips, Inc. ("Suntrips"), both subsidiaries of
MyTravel Group, plc ("MyTravel Group"), customers of the Company's aviation
travel services business, represented 71% of the Company's consolidated revenue.
For the nine-months then ended, sales to these customers represented 70% of the
Company's consolidated revenue. The Vacation Express and Suntrips programs are
three year programs with termination dates of December 30, 2004 and June 30,
2005, respectively. The Vactaion Express contract allows for a three year
extension based on the mutual consent of both parties and the Suntrips contract
allows for two consecutive one year renewals at the option of Suntrips. For the
three months ended March 31, 2002, sales to Vacation Express represented 66% of
the Company's consolidated revenue. For the nine-months then ended, sales to
Vacation Express and Aviation Network Services, also a customer of the Company's
aviation travel services business, represented 50% and 13%, respectively, of the
Company's consolidated revenue.

Gross profit in the three and nine months ended March 31, 2003 was $1,473,000
and $4,479,000, respectively, compared to $1,337,000 and $2,673,000,
respectively, in the same periods a year ago. The increases in the current
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period are primarily due to the expanded charter aviation business and
elimination of the jet shuttle business, which operated at a gross margin
deficit, as well as an increase in the home technology gross profit as a result
of FutureSmart. These increases were partially offset by a reduction in gross
profit of the technology solutions business as a result in the change in revenue
mix from internet and data networking consulting, which are relatively higher
margin businesses in comparison to its lower margin software resale activities.
The Company reported a 7.9% overall gross margin in the quarter ended March 31,
2003 compared to 13.7% in the same period a year ago. The decrease in gross
margin percentage is primarily due to the aviation travel services division,
which operates at lower gross margin percentages than the Company's other
business segments, representing 83% of the Company's revenues during the three
months ended March 31, 2003, compared to 68% a year ago, while the technology
solutions division, which operated at margins of 18.4% in the prior year
quarter, represented 23% of the Company's consolidated revenues in the prior
year. The Company reported an 8.3% overall gross margin during the nine months
ended March 31, 2003 compared to 10.1% in the same period a year ago.

In the three and nine months ended March 31, 2003, the Company reported $468,000
and $532,000, respectively, of non-cash expense related to the issuance of
options and warrants. The Company incurred $7,000 and $19,000 of such expense in
the three and nine months ended March 31, 2002, respectively. The increase in
the current year is primarily due to compensation expense of approximately
$460,000 related to stock options issued by LFSI to its Chief Executive Officer.

Selling, general and administrative expenses-other in the three and nine months
ended March 31, 2003 was $2,404,000 and $6,343,000, respectively, compared to
$1,580,000 and $5,511,000, respectively, in the comparable periods a year ago.
The increase in current year quarter is primarily due to an increase in
compensation expense of approximately $565,000. This increase was primarily due
to aviation travel services business having an increase in headcount as a result
of an increased revenue base resulting from the Vacation Express contract that
began on December 20, 2001. The prior year compensation expense for the aviation
travel services business was also reduced from a normal level due to the events
of September 11, 2001, as employees voluntarily reduced their wages due to the
slowdown in business.

Provision for bad debts in the three and nine months ended March 31, 2003 was
$38,000 and $44,000, respectively, compared to $20,000 and $86,000,
respectively, in the comparable periods a year ago. The prior year amount was
primarily the result of a bad debt incurred in the Company's technology
solutions business.

The Company's depreciation and amortization expense in the three and nine months
ended March 31, 2003 was $113,000 and $348,000, respectively, compared to
$101,000 and $285,000, respectively, in the same periods a year ago. The
increase is due primarily to depreciation of fixed asset additions.

In the three and nine months ended March 31, 2003, the Company incurred $119,000
and $315,000, respectively, of net interest expense, compared to $93,000 and
$186,000, respectively. The increase was due to the Company's debt portfolio
which increased from approximately $668,000 at June 30, 2001 to $6,008,000 at
March 31, 2003.
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In the three and nine months ended March 31, 2003, the Company recorded net
gains on investments of $8,000 and $362,000, respectively, of which $0 and
$441,000, respectively, relate to Company's sale in the corresponding periods of
LFSI restricted stock obtained in the LFSI Transaction. In September 2002, the
Company completed the private sale of 125,000 shares of LFSI restricted common
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stock to a private investor. The Company sold these shares at $2.00 per share
and received $250,000 in proceeds as a result of this sale. $150,000 of the
proceeds was received in September 2002 with the balance being received in
October 2002. During the three months ended December 31, 2002 the Company
completed the private sales of an additional 60,000 shares of the LFSI
restricted stock to the same private investor. These shares were also sold for
$2.00 per share, resulting in proceeds to the Company of $120,000. During the
quarter ended December 31, 2002 the Company issued 78,359 shares of the LFSI
restricted stock to a debt holder of the Company in satisfaction of outstanding
principal and interest totaling $156,718. During the gquarter ended March 31,
2003 the Company issued 25,000 shares of the LFSI restricted stock as prepaid
interest on the $250,000 loan secured during January of 2003 and another 20,000
shares of LFSI restricted stock as payment for a certain sponsorship. The net
gain on all investment activity during the three and nine months ended March 31,
2003 is net of gains (losses) of approximately $17,000 and $(50,000),
respectively, related to non-cash market adjustments of common stock purchase
warrants. For the three and nine months ended March 31, 2002, the Company
recognized a net gain (loss) on investments of $282,000 and $(98,000),
respectively. The results for the nine months ended March 31, 2002 also include
a gain of $171,000 on the sale of certain home technology net assets to
companies that are operating these businesses as franchises.

In the quarter ended September 30, 2002, the Company's aviation travel services
business received $263,000 in grant proceeds from a government assistance
program designed to provide grants to companies whose businesses were directly
impacted by the events of September 11, 2001. This amount is recorded as other
income in the consolidated statements of operations.

Minority interest on consolidated statements of operations represents the
minority shareholders' share of losses of LFSI for the three and nine months
ended March 31, 2003.

The Company realized a gain of $576,000 on the sale of its discontinued
commercial real estate business in the nine months ended March 31, 2002.

In the quarter ended September 30, 2001, the Company recorded the cumulative
effect of a change in accounting principle of $693,000, increasing the Company's
reported net loss, as a result of its implementation of FAS 142. This adjustment
was recorded as of July 1, 2001.
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Continuing Operations of Business Segments

The following table summarizes results of continuing operations by business
segment for the three and nine months ended March 31, 2003 and 2002 (in
thousands) :

Three Months Ended March 31, 2003
Gross
Profit

Revenues (Deficit) (Loss)

Three Months E
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Aviation Travel Services ..... $15,514 S 788 S (29)
Telecommunications Call Center - (18) (10)
Home Technology .............. 991 388 (801)
Technology Solutions ......... 2,146 315 (183)
Corporate ...t - - (371)

$18,651 $ 1,473 $(1,394)

Nine Months Ended March 31, 2003

Gross Income

Revenues Profit (Loss)

Aviation Travel Services ..... S 44,292 $ 2,583 S 824
Telecommunications Call Center 23 5 (137)
Home Technology .............. 2,089 785 (1,685)
Technology Solutions ......... 7,851 1,106 (290)
Corporate ...t - - (787)
$ 54,255 S 4,479 $ (2,075)

Aviation Travel Services

The Company's aviation travel services business revenues in the three and nine
months ended March 31, 2003 were $15,514,000 and $44,292,000, respectively,
compared to $6,669,000 and $17,022,000, respectively, in the same periods a year
ago. The increase in revenues is due primarily to the Company's expanded charter
aviation business as a result of the commencement of the Company's hub operation
in Sanford, FL in conjunction with Vacation Express. The Vacation Express
program covered from four to six cities during the nine months ended March 31,
2003 compared to two cities in the same period a year ago. Due in part to the
slowdown and uncertainty in the economy in general, and in the air travel
industry in particular, the Sanford, FL Hub operation was reduced between August
2002 and December 2002 from six planes to four. Total revenues with Vacation
Express were $8,147,000 and $21,977,000, respectively, in the three and nine
months ended March 31, 2003 compared to $6,460,000 and $13,257,000,
respectively, in the same periods a year ago. The Vacation Express program is a
three-year contract with a termination date of December 20, 2004. The contract
allows for a three year extension based on the mutual consent of both parties.
During July 2002, the Company launched a program with Suntrips which provides
service between several western cities and destinations in Mexico. The Company
recognized revenues of $5,176,000 and $16,098,000, respectively, from this
program during the three and nine months ended March 31, 2003. The Suntrips
program is a three-year contract with a termination date of June 30, 2005. The
contract allows for two consecutive one year renewals at the option of Suntrips.
The Company intends to pursue an extension of both programs, however, there can
be no assurance that such extensions will occur. Other new flight programs
included charter service for the Trump Marina and Plaza casinos in Atlantic
City, NJ and a program with Turismo tours with charter service from Orlando to

Nine Months

Revenues

$ 17,022
50

2,366
6,800
279
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San Juan. In March 2003, the Company began a trial with scheduled charter air
service D/B/A Interstate Jet ("IJET") with service between Newburgh, NY,
Allentown, Pa, Baltimore, Md., and Atlanta, Ga. These programs generated
$1,201,000, $380,000 and $202,000, respectively, in revenues during the nine
months ended March 31, 2003. The Trump program is contracted through April 2003
and the Company has submitted a proposal to extend the program for two years.
There can be no assurance the program will be extended. The Turismo program is
an annual two-month program that runs during December and January. The IJET
trial program was subsidized by certain airports both in revenue and advertising
and destinations are dependent on yield results. In May 2003, the Company plans
to operate a trial program with service from Newburgh/Allentown to Las Vegas/Los
Angeles.
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Gross profit for the Company's aviation travel services business in the three
and nine months ended March 31, 2003 was $788,000 and $2,583,000, respectively,
compared to a gross profit of $500,000 and $36,000, respectively, in the same
periods a year ago. This business generated income (loss) of $(29,000) and
$824,000, respectively, for the three and nine months ended March 31, 2003
compared to income (loss) of $98,000 and $(844,000), respectively, in the same
periods a year ago. The losses for the three months ended March 31, 2003 were
due primarily to the Company's start up and operating expenses associated with
the IJET program and the reservations center in Pensacola, F1l. Favorable results
for the nine months ended March 31, 2003 was due partially to the receipt of
$263,000 in the quarter ended September 30, 2002 in grant proceeds from a
government assistance program designed to provide grants to companies whose
businesses were directly impacted by the events of September 11, 2001. Also, the
prior year periods were adversely affected by losses incurred on a jet shuttle
business, which operated at a gross margin deficit.

Home Technology

The Company's home technology business represents the activities of LFSI. The
Company is a majority owner of LFSI and consolidates the business while
recording minority interests for the percentage of income and equity of LFSI
owned by other shareholders.

This business recorded revenues of $991,000 and $2,089,000, respectively, for
the three and nine months ended March 31, 2003 compared to $629,000 and
$2,366,000, respectively, for the same periods a year ago. In the quarter ended
September 30, 2001, the Company implemented a national franchising program for
its home technology business. Since its launch, the Company has sold 17
geographic markets to franchisees, primarily in the southern and southeastern
United States. The Company sold two such franchises during the quarter ended
March 31, 2003, compared to five in the prior year quarter. During the nine
months ended March 31, 2003 the Company sold three such franchises compared to
12 in the prior year. The overall increase in revenues during the quarter ended
March 31, 2003 as compared to the prior year is the result of revenues
recognized by FutureSmart (See Note 2 above) and increased revenues from
royalties generated from franchises, partially offset by the Company's sale in
the second quarter of fiscal 2002 of three branches previously operated as
Company owned locations and a focused reduction of business with certain
unprofitable customers in the Company's two owned markets, Charlotte, NC and
Atlanta, GA, as well as lower revenues recognized from the sale of franchises.
The overall decrease in revenues for the nine months ended March 31, 2003 as
compared to the prior year is the result of the Company's sale in the second
quarter of fiscal 2002 of three branches previously operated as Company owned
locations and a focused reduction of business with certain unprofitable
customers in the Company's two owned markets, Charlotte, NC and Atlanta, GA, as
well as lower revenues recognized from the sale of franchises, partially offset
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by increased revenues from royalties generated from franchises and revenues
generated by FutureSmart.

Gross profit for the Company's home technology business in the three and nine
months ended March 31, 2003 was $388,000, or 39.2%, and $785,000, or 37.6%,
respectively, compared to $210,000, or 33.4%, and $843,000, or 35.6%,
respectively, in the same periods a year ago. The increase in gross profit
percentage for the current year as compared to the prior year was the result of
higher franchise royalties, staff reductions and the positive result of
eliminating certain unprofitable customers, partially offset by a reduction in
the sale of franchise licenses.

This business generated a loss of $801,000 and $1,685,000, respectively, in the
three and nine months ended March 31, 2003, compared to a loss of $359,000 and
$660,000, respectively, in the same periods a year ago. The results for the nine
months ended March 31, 2002 include a gain of $171,000 on the sale of certain
home technology net assets to companies that are operating these businesses as
franchises. The current year net loss is also higher due to increased operating
costs and interest expense, as well as operating losses incurred by FutureSmart,
partially offset by the improved gross profit discussed above as well as the
attribution of approximately $280,000 and $443,000, respectively, of losses to
the minority shareholders for the three and nine months ended March 31, 2003.

Technology Solutions

The Company's technology solutions business recorded revenues of $2,146,000 and
$7,851,000, respectively, for the three and nine months ended March 31, 2003
compared to $2,233,000 and $6,800,000, respectively, for the same periods a year
ago. The decrease in the three months ending March 31, 2003 is due to the
closing of the data networking product and consulting business unit. The Company
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discontinued offering these services during its third fiscal quarter in 2002,
however this business unit accounted for $174,000 in revenue during the March
31, 2002 quarter. The overall increase in year to date revenues is the result of
the expansion of products, services and its sales force, primarily in the
computer software business. This increase offset $892,000 of revenues recognized
during the nine months ended March 31, 2002 in the data networking product and
consulting sales unit. The Company discontinued the data networking product and
consulting business unit as a result of the high selling, general and
administrative costs associated with this unit resulting in an overall loss to
the business.

Gross profit for the Company's technology solutions business in the three and
nine months ended March 31, 2003 was $315,000, or 14.7%, and $1,106,000, or
14.1%, respectively, compared to $411,000, or 18.4%, and $1,464,000, or 21.5%,
respectively, in the same periods a year ago. The reduction in gross profits was
due primarily to a change in revenue mix from internet and data networking
consulting, which are relatively higher margin businesses in comparison to its
lower margin software resale activities.

This business incurred losses of $183,000 and $290,000, respectively, for the
three and nine months ended March 31, 2003 compared to losses of $69,000 and
$575,000, respectively, in the same periods a year ago. The increase in losses
during the current year quarter as compared to the prior year is due primarily
to lower gross profits as discussed above, losses recognized on the sale of a
property and fees incurred on the establishment of a $1 million line of credit.
The improved results for the nine months ended March 31, 2003 as compared to the
prior year were due primarily to the significant reduction in selling, general
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and administrative expenses resulting from staff reductions, lower advertising
and marketing costs, and lower rent expenses.

Corporate

Corporate incurred losses from continuing operations of $371,000 and $787,000,
respectively, for the three and nine months ended March 31, 2003 compared to
income (losses) of $162,000 and $(1,177,000), respectively, in the same periods
a year ago. Excluding the net gain on investments, Corporate's losses would have
been $379,000 and $1,168,000, respectively, for the three and nine months ended
March 31, 2003. Excluding the net gains and losses on investments, Corporate's
losses would have been $103,000 and $1,063,000, respectively, for the three and
nine months ended March 31, 2002. The increase in losses for the current year is
due primarily to the prior year results including revenues generated from fees
received for investment banking services and the prior year results including
the positive settlement of a contract with a service provider that reduced
expenses during the period.

Seasonality

The Company experiences some seasonality in its aviation travel services and
technology solutions businesses. The seasonality in the aviation travel services
business is due to the higher level of charter travel to Caribbean and Mexican
destinations during the vacation season, which coincides with the Company's
first and fourth fiscal quarters. The Company's technology solutions business
generally experiences higher revenue in the first and fourth fiscal quarters,
with the largest amount being recognized in the fourth quarter, due to the fact
that the Company's year end coincides with the year end of may schools and
universities. These customers are tied to strict budgets and normally purchase
more software at the start and the end of their fiscal year.

Guarantee Obligation

The Company's aviation travel services business (the "Aviation Business") has
certain guarantees outstanding with an airline provider that indicate if the
Aviation Business does not utilize a minimum number of hours during each program
year, then the Aviation Business would be required to pay the shortage to the
provider. The Aviation Business has a similar arrangement with Vacation Express
whereby Vacation Express has guaranteed a certain number of travel hours to the
Aviation Business.

For calendar year 2002 the parties are in the process of finalizing an agreed
upon amount of shortfall that would be due the air carrier by the Aviation
Business. Vacation Express agrees that the amount it would owe the Aviation
Business would exceed this amount and therefore is negotiating directly with the
air carrier. Vacation Express would pay this amount directly to the air carrier.
The Aviation Business does not anticipate incurring a net loss on these
guarantees and has not accrued any such loss on its balance sheet as of March
31, 2003.
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Liquidity and Capital Resources

The Company's shareholders' equity decreased $2,104,000 during the nine months
ended March 31, 2003. This decrease was due primarily to a net loss for the nine
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months ended March 31, 2003 of $2,075,000, unrealized losses on marketable
securities of $143,000, termination of an agreement with a service provider
resulting in the cancellation of unvested options and a reduction in additional
paid-in capital of $45,000 and the Company's Common Stock receipt into treasury
in partial payment of balances owed to the Company resulting in an increase in
treasury stock of $24,000. These decreases were partially offset by an increase
to shareholders' equity related to the sale of Common Stock, with net proceeds
of $119,000 and a net increase in shareholders' equity of $64,000, as a result
of the final settlements of contracts with two service providers.

Minority interest increased due to the LFSI transaction described above which
resulted in net funding of $561,000, LFSI sales of stock under its private
placements resulting in an increase in minority interest of $611,000, LFSI's
issuance of preferred stock and common stock warrants in connection with its
purchase of FutureSmart, which resulted in increases in minority interest of
$100,000 and $206,000, respectively, and the Company's sale or disposition of
LFSI restricted stock obtained in the LFSI transaction, which resulted in an
increase in minority interest of $100,000. These increases were slightly offset
by the minority shareholders' portion of LFSI's losses of $443,000.

For the nine months ended March 31, 2003, operations used $452,000 of cash. This
amount includes $263,000 received in grant proceeds from a government assistance
program designed to provide grants to companies whose businesses were directly
impacted by the events of September 11, 2001. For the nine months ended March
31, 2003, net cash used in investing activities was $45,000 due primarily to
LFSI's purchase of FutureSmart which used cash of $364,000 and net property and
equipment purchases of $291,000, offset by cash received from the sale of
investments of $439,000 and from the sale of the Company's technology solutions
prior office space resulting in net proceeds of $221,000.

In September 2002, the Company completed the private sale of 125,000 shares of
LFSI restricted common stock to a private investor. The Company sold these
shares at $2.00 per share and received $250,000 in proceeds as a result of this
sale. $150,000 of the proceeds was received in September 2002 with the balance
being received in October 2002. During the three months ended December 31, 2002
the Company completed the private sale of an additional 60,000 shares of the
LFSI restricted stock to the same private investor. These shares were also sold
for $2.00 per share, resulting in proceeds to the Company of $120,000. During
the quarter ended December 31, 2002 the Company issued 78,359 shares of the LFSI
restricted stock to a debt holder of the Company in satisfaction of outstanding
principal and interest totaling $156,718; or $2.00 per share. During the quarter
ended March 31, 2003 the Company issued 25,000 shares of the LFSI restricted
stock as prepaid interest on the $250,000 loan secured during January of 2003
and another 20,000 shares of LFSI restricted stock as payment for a certain
sponsorship.

In connection with LFSI's acquisition of FutureSmart as discussed in Note 2 to
the condensed consolidated financial statements, the Company agreed that for a
period equal to the lesser of (i) March 3, 2005, and (ii) one (1) year from the
registration of the shares of common stock of the FutureSmart shareholders, in
the event that the Company proposes to transfer fifteen percent (15%) or more of
the shares of LFSI's capital stock owned by the Company (other than registered
offerings, sales to certain investors, and related party sales), then certain of
the FutureSmart shareholders shall have the right to participate in such
transfer of stock on the same terms and conditions, and the number of shares of
LFSI stock that the Company may sell in the transaction shall be correspondingly
reduced; provided, however, that the aggregate number of shares that the
FutureSmart shareholders may sell in any proposed sale transaction may not
exceed twenty-five percent (25%) of the total number of shares to be sold by the
Company .

For the nine months ended March 31, 2003, net cash flow from financing
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activities was $1,966,000 as a result of $1,055,000 in debt financing, $274,000
raised through the LFSI transaction, $870,000 raised through LFSI's private
placement sale of common stock and $119,000 raised through the sale of the
Company's Common Stock. These amounts were offset slightly by principal debt
repayments of $352,000. At March 31, 2003, the Company had a working capital
deficit of $5,583,000. At March 31, 2003 the Company held cash and cash
equivalents of $2,980,000 and investments of $523,000.
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The Company's significant working capital deficit is due primarily to $3,257,000
of current debt, of which $1.8 million is due in the quarter ended September 30,
2003, $720,000 is due on demand and $250,000 is due on demand any time after
July 27, 2003. As of March 31, 2003, the Company had a commitment for $535,000
of additional funding from a private investor upon mutually acceptable terms to
draw upon throughout the remainder of its fiscal 2003, however, this
availability and expected operating cash flows is not sufficient to meet
obligations currently due in the next 12 months. During the quarter ended March
31, 2003 the Company secured a loan in the amount of $250,000. In January 2003
the Company contracted with one accredited investor to sell up to 196,641 shares
of restricted LFSI stock at $2.00 per share. The agreement noted the closing may
occur in traunches but shall be no later than March 31, 2003, unless extended
upon mutual written consent. The transaction was not closed and has been
terminated. In April 2003 Michael D. Pruitt, President and CEO of the Company,
purchased 500,000 shares of restricted Common Stock at a price of $0.25 per
share, or $125,000.

The Company is currently exploring additional sources of liquidity, including
debt and equity financing alternatives and potential sales of additional shares
of LFSI, a portion of which may or may not be sold from time to time depending
on market conditions and the effectiveness of a LFSI registration statement, to
provide additional cash to support operations, working capital and capital
expenditure requirements for the next 12 months and to meet the scheduled debt
repayments in August 2003 totaling approximately $1.8 million. Additionally, the
Company plans on negotiating with its debt holders to extend or convert into
stock some or all of this debt. If (i) we are unable to grow our business or
improve our operating cash flows as expected, (ii) we suffer significant losses
on our investments, (iii) we are unable to realize adequate proceeds from
investments, including our holdings of LFSI restricted stock, (iv) the private
investor is not able to meet its $535,000 funding obligation to the Company, or
(v) we are unsuccessful in extending a substantial portion of the debt
repayments scheduled for August 2003, then we will need to secure alternative
debt or equity financing to provide us with additional working capital. There
can be no assurance that additional financing will be available when needed or,
if available, that it will be on terms favorable to the Company and its
stockholders. If the Company is not successful in generating sufficient cash
flow from operations, or in raising additional capital when required in
sufficient amounts and on terms acceptable to the Company, these failures would
have a material adverse effect on the Company's business, results of operations
and financial condition. If additional funds are raised through the issuance of
equity securities, the percentage ownership of the current stockholders will be
diluted.

The Company's Board of Directors had previously considered distributing a
portion of the LFSI shares to the shareholders of the Company. The Board of
Directors currently believe the most present prudent use of these shares is the
sale of LFSI shares to external parties and does not currently intend to
distribute any shares as a dividend.

The Company's business, results of operations, and financial condition are
subject to many risks. In addition, statements in this report relating to
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matters that are not historical facts are forward-looking statements based on
management's belief and assumptions based on currently available information.
Such forward-looking statements include statements relating to estimates of
future revenue and operating income, cash flow and liquidity. Words such as
"anticipates", "expects", "intends", "believes", "may", "will", "future" or
similar expressions are intended to identify certain forward-looking statements.
In addition, any statements that refer to expectations, projections or other
characterizations of future events or circumstances are forward-looking
statements. Although the Company believes that the expectations reflected in
such forward-looking statements are reasonable, it cannot give any assurances
that these expectations will prove to be correct. Such statements involve a
number of risks and uncertainties, including, but not limited to, those
discussed herein or in other documents filed by the Company with the SEC.
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ITEM 3. CONTROLS AND PROCEDURES:

Disclosure controls and procedures

The Company has established and currently maintains controls and other
procedures designed to ensure that material information required to be disclosed
in its reports filed under the Securities Exchange Act of 1934 is recorded,
processed, summarized and reported, within the time periods specified by the
Securities and Exchange Commission. In conjunction with the close of each fiscal
quarter, the Company conducts an update and a review and evaluation of the
effectiveness of the Company's disclosure controls and procedures. It is the
opinion of the Company's principal executive officer and principal accounting
officer, based upon an evaluation completed within 90 days prior to the filing
of this report, that the Company's disclosure controls and procedures are
sufficiently effective to ensure that any material information relating to the
Company is recorded, processed, summarized and reported to its principal
officers to allow timely decisions regarding required disclosures.

Changes in internal controls

There were no significant changes in the Company's internal accounting processes
and control procedures during the quarter.

PART ITI - OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.

During the normal course of business, the Company is subject to various
lawsuits, which may or may not have merit. Management intends to vigorously
pursue and/or defend such suits, as applicable, and believes that they will not
result in any material loss to the Company.

ITEM 2. CHANGES IN SECURITIES

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITIY HOLDERS
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None.
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ITEM 5. OTHER INFORMATION

Effective February 19, 2003, the Company's Board appointed Jeffrey F. Willmott
Chairman of the Board and announced that he will serve in a full time position
on the management team of RCG. Michael Pruitt will remain the President and
Chief Executive Officer of RCG. Melinda Morris Zanoni resigned from the
Company's Board on April 16, 2003 in order for there to be less insider
representation on the Board of Directors. Ms. Zanoni will continue to serve as
Executive Vice President of the Company. Dr. Randy Pohlman resigned from the
Company's Board on May 6, 2003 due to time constraints. Eric D. Burgess, the
Company's Senior Vice President of Finance, resigned effective April 30, 2003 in
order to pursue other opportunities.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits

2.12 Shareholder Rights Agreement Dbetween Lifestyle Innovations, Inc., the
Company, and each of the FutureSmart Shareholders dated March 3, 2003.

10.3 Employment Agreement between the Company and Mr. Jeffrey F. Willmott dated
April 15, 2003.

99.1 Certification Pursuant to 18 U.S.C. Section 1350
(b) Financial Reports on Form 8-K
The Company has filed the following reports on Form 8-K 8-K/A with the
Securities and Exchange Commission ("SEC") during the quarter ended March 31,
2003:

None.

SIGNATURE
In accordance with the requirements of the Exchange Act, the Registrant caused
this report to be signed on its behalf by the undersigned, thereunto duly
authorized.
eResource Capital Group, Inc.

Date: May 20, 2003 By: /s/ Michael D. Pruitt

Michael D. Pruitt
President and Chief Executive Officer
(principal executive, financial and accounting officer)
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CERTIFICATION PURSUANT TO
18 U.S.C. Section 1350
(SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002)

I, Michael D. Pruitt, certify that:

1. I have reviewed this quarterly report on Form 10-Q of eResource Capital
Group, Inc. (the "Registrant");

2. Based on my knowledge, this quarterly report does not contain any untrue
statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this quarterly
report;

3. Based on my knowledge, the financial statements, and other financial
information included in this quarterly report, fairly present in all material
respects the financial condition, results of operations and cash flows of the
Registrant as of, and for, the periods presented in this quarterly report;

4. I am responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
Registrant and have:

a) designed such disclosure controls and procedures to ensure that
material information relating to the Registrant, including its
consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this quarterly report
is being prepared;

b) evaluated the effectiveness of the Registrant's disclosure controls
and procedures as of a date within 90 days prior to the filing date of
this quarterly report (the "Evaluation Date"); and

c) presented in this quarterly report my conclusions about the
effectiveness of the disclosure controls and procedures based on my
evaluation as of the Evaluation Date;

5. I have disclosed, based on my most recent evaluation, to the Registrant's
auditors and the audit committee of Registrant's board of directors (or persons
performing the equivalent function):

a) all significant deficiencies in the design or operation of internal
controls which could adversely affect the Registrant's ability to
record, process, summarize and report financial data and have
identified for the Registrant's auditors any material weaknesses in
internal controls; and

b) any fraud, whether or not material, that involves management or
other employees who have a significant role in the Registrant's
internal controls; and

6. I have indicated in this quarterly report whether or not there were
significant changes in internal controls or in other factors that could
significantly affect internal controls subsequent to the date of our most recent
evaluation, including any corrective actions with regard to significant
deficiencies and material weaknesses.

By: /s/ Michael D. Pruitt
Michael D. Pruitt
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Principal Executive, Financial and Accounting Officer
May 20, 2003
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SHAREHOLDER RIGHTS AGREEMENT Exhibit 2.12

THIS SHAREHOLDER RIGHTS AGREEMENT (the "Agreement") is made as of the
March 3, 2003 by and among Lifestyle Innovations, Inc., a Nevada corporation
(the "Company"), eResource Capital Group, Inc., a Delaware corporation ("RCG");
and each of the shareholders of the Company identified on Exhibit A attached
hereto (the "FS Shareholders," and together with RCG, the "Shareholders").
Together, the Company and the Shareholders may be referred to herein as the
"Parties."
RECITALS

WHEREAS, RCG owns a majority of the issued and outstanding Common Stock
of the Company; and

WHEREAS, as a result of a merger pursuant that certain Agreement and
Plan of Merger, dated February 24, 2003 (the "Merger Agreement"), by and among
the Company, its wholly-owned subsidiary, FS Merger Corp., and FutureSmart
Systems, Inc., wherein the surviving corporation shall go by the name of
FutureSmart Systems, Inc. ("FutureSmart"), the FS Shareholders now hold Series A
Preferred Stock of the Company and may receive Common Stock of the Company
pursuant to an earnout provision; and

WHEREAS, the FS Shareholders desire to have the right to participate in
a sale by RCG of a material portion of its Common Stock of the Company and RCG
desires to grant such right to the FS Shareholders; and

WHEREAS, the Shareholders also desire to be governed by certain voting
obligations relating to the election of one or more members of the Company's
board of directors; and

WHEREAS, the Company is willing to grant to the FS Shareholders certain
rights to register their shares for public sale.
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NOW, THEREFORE, subject to the terms and conditions set forth herein
and in consideration of the mutual covenants set forth herein, the Parties agree
as follows:

ARTICLE 1

RIGHT OF CO-SALE

1.1Notice of Co-Sale. For a period equal to the lesser of (i) of two (2) years
from the date of this Agreement, and (ii) one (1) year from the registration of
the shares of Common Stock of the FS Shareholders pursuant to the registration
rights contained in this Agreement, in the event that RCG proposes to transfer
(for cash or securities but excluding barter consideration) fifteen percent
(15%) or more of the shares of the Company's capital stock owned by RCG in one
transaction or a series of related transactions, then it shall deliver written
notice (the "Co-Sale Notice") to each of the FS Shareholders. The Co-Sale Notice
shall describe in reasonable detail the proposed transfer, including, without
limitation, the number of shares of capital stock to be transferred, the nature
and terms of such transfer, the consideration to be paid, and the name and
address of each prospective purchaser or transferee. Each FS Shareholder shall
have the right, exercisable upon written notice to RCG within five (5) business
days after the effective date of the Co-Sale Notice, to participate in such
transfer of stock on the same terms and conditions as set forth in the Co-Sale
Notice. Subject to Section 1.2 below, such notice from the FS Shareholder shall
indicate the number of shares of Common Stock and Preferred Stock such FS
Shareholder wishes to sell under his, her, or its right to participate. To the
extent one or more of the FS Shareholders exercise such right of participation
in accordance with the terms and conditions set forth below, the number of
shares of stock that RCG may sell in the transaction shall be correspondingly
reduced.

1.2Level of Participation. Each FS Shareholder may sell all or any part of that
number of shares equal to the product obtained by multiplying (i) the aggregate
number of shares of Common Stock (including shares of Common Stock issuable upon
conversion of Preferred Stock) covered by the Co-Sale Notice by (ii) a fraction,
the numerator of which is the number of shares of Common Stock (including shares
of Common Stock issuable upon conversion of Preferred Stock) owned by the FS
Shareholder on the date of the Co-Sale Notice and the denominator of which shall
be the total number of shares of Common Stock (including shares of Common Stock
issuable upon conversion of Preferred Stock) owned by the Shareholders on the
date of the Co-Sale Notice; provided, however, that the aggregate number of
shares that the FS Shareholders may sell in any one proposed sale transaction or
series of related transactions may not exceed twenty-five percent (25%) of the
total number of shares to be sold in the sale. If the FS Shareholders
oversubscribe their participation in the proposed transaction, then their
participation shall be reduced on a pro rata basis in order to limit the total
participation to 25%. If not all of the FS Shareholders elect to sell their
shares of stock within the five-day period described in Section 1.1 above, then
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RCG shall promptly notify in writing the FS Shareholders who do so elect and
shall offer such FS Shareholders the additional right to participate in the sale
of such stock proposed to be transferred by RCG on the same percentage basis as
calculated above subject to the 25% limitation. The FS Shareholders shall have
two (2) business days after the effective date of such notice to notify RCG of
its election to sell all or a portion thereof of the unsubscribed shares.
1.3Delivery of Certificates. Each FS Shareholder who elects to participate in
the transfer pursuant to this Article 1 (a "Co-Sale Participant") shall effect
his, her, or its participation in the transfer by promptly delivering to RCG for
transfer to the prospective purchaser one or more certificates, properly
endorsed for transfer, which represent:

(a)the type and number of shares of Common Stock that such
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Co-Sale Participant elects to sell; or
(b)that number of shares of Preferred Stock that is at such

time convertible into the number of shares of Common Stock that such

Co-Sale Participant elects to sell, and election by such Co-Sale

Participant to convert such Preferred Stock into Common Stock. The

Company agrees to make any such conversion concurrent with the actual

transfer of such shares to the purchaser.
1.4 Consummation of Sale. The stock certificate or certificates that the Co-Sale
Participant delivers to RCG pursuant to Section 1.3 shall be transferred to the
prospective purchaser in consummation of the sale of the Common Stock pursuant
to the terms and conditions specified in the Co-Sale Notice, and RCG shall
concurrently therewith remit to such Co-Sale Participant that portion of the
sale proceeds to which such Co-Sale Participant is entitled by reason of its
participation in such sale. To the extent that any prospective purchaser or
purchasers prohibit such assignment or otherwise refuses to purchase shares or
other securities from a Co-Sale Participant exercising its rights of co-sale
hereunder, the transferring Shareholder shall not sell to such prospective
purchaser or purchasers any stock unless and until, simultaneously with such
sale, the transferring Shareholder shall purchase such shares or other
securities from such Co-Sale Participant on the same terms and conditions
specified in the Co-Sale Notice or, at the option of the Company, the Company
shall redeem such shares or other securities from the Co-Sale Participant for
cash at the same value as the consideration specified in the Co-Sale Notice.
1.5Non-Waiver. The exercise or non-exercise of the rights of the FS Shareholders
hereunder to participate in one or more transfers of stock made by the
transferring Shareholder shall not adversely affect their rights to participate
in subsequent transfers of stock.
1.6Right to Transfer. If none of the FS Shareholders elect to participate in the
sale of the stock subject to the Co-Sale Notice, RCG may transfer the stock
covered by the Co-Sale Notice at a price and on terms not more favorable to RCG
than those set forth in the Co-Sale Notice. Any such transfer that is not
consummated (at least as to any first tranche or installment) within thirty (30)
days after the expiration of the option periods in Sections 1.1 and 1.2, any
proposed transfer on terms and conditions more favorable to RCG than those
described in the Co-Sale Notice, and any subsequent proposed transfer of any of
the stock by RCG, shall again be subject to the co-sale rights of the FS
Shareholders and shall require compliance by RCG with the procedures described
in this Article 1. Any purported transfer in violation of any provisions of this
Article 1 shall be void and ineffectual, shall not operate to transfer any
interest or title in the purported transferee, and shall give the Company and
the FS Shareholders an option to purchase and/or sell such shares in the manner
and on the terms and conditions provided for herein.
1.7 Transfers Not Subject to Co-Sale Right. Notwithstanding any other provision
of this Agreement, the following transfers by RCG will not be subject to the
restrictions of Article 1:

(a) the sale of any of the Company's capital stock to the public pursuant to a
registration statement filed with, and declared effective by, the Securities and
Exchange Commission under the Securities Act of 1933, as amended (the
"Securities Act"); (b) the sale of any of the Company's capital stock to any of
the following parties pursuant to bona fide investment commitments in place on
the date of this Agreement: D. Mark White, Bruce Goldfarb, Pali Capital, Inc.,
Richmark Capital Corporation, Lakewood Developments Corporation, United
Financial & Reinsurance, Live Oak Capital LLC and Lifestyle Innovation European
Partners LTD, and their affiliated entities; or (c) the sale of any of the
Company's capital stock to a subsidiary, parent, general partner, limited
partner, former partner, member, or retired member of transferor, or an entity
that controls, is controlled by, or is under common control with transferor
(where "control" means the power directly or indirectly to vote a majority of
the voting interests of the entity in question), or is the transferor's
ancestor, descendant, spouse, or a trust for the benefit of an individual
transferor (a "Related Party").
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ARTICLE 2

VOTING RIGHTS

2.1Company Board Seats. As of the Closing, Jacqueline E. Soechtig shall be
appointed to the Company's Board of Directors. In addition, the FS Shareholders
shall have the right to appoint one (1) member of the Company's Board of
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Directors as of the Closing. After the addition of these two board members, the

number of directors on the Company's Board of Directors shall total five (5).

Both such Board representatives shall be entitled to receive the same expense

reimbursements granted to other outside members of the Company's Board of

Directors.

2.2Voting. Each Shareholder agrees to vote all of such Shareholder's shares of

voting stock in the Company to elect Jacqueline E. Soechtig, a designee of the

Company's wholly-owned subsidiary, FutureSmart, to the Company's Board of

Directors, or in the event that Jacqueline E. Soechtig is unwilling or unable,

for any reason, to continue to serve as a member of the Board of Directors of

the Company, the replacement designee as chosen by the Board of Directors of

FutureSmart.

ARTICLE 3

REGISTRATION RIGHTS

3.1 Definitions. For purposes of this Article 3, the following terms shall
have the following meanings:

"Holder" means any person owning of record Registrable Securities that have
not been sold to the public or any assignee of record of such Registrable
Securities in accordance with Section 3.10 hereof.

"Registrable Securities" means (i) the Common Stock of the Company issued
or issuable upon conversion of the Series A Preferred Stock that is owned by the
FS Shareholders; (ii) any Common Stock of the Company issued directly to the FS
Shareholders as earnout consideration in the Merger Agreement; (iii) any Common
Stock of the Company issued under Section 6.16 of the Merger Agreement; and (iv)
any Common Stock issued in place of interest to FS Shareholders who receive
Convertible Notes pursuant to the Merger Agreement.

"Registration Expenses" means all expenses incurred by the Company in

complying with this Article 3, including, without limitation, all registration
and filing fees, printing expenses, fees, disbursements of counsel for the
Company, blue sky fees and expenses, and the expense of any special audits

incident to or required by any such registration.

"Selling Expenses" means all underwriting discounts and selling commissions
applicable to the sale. "Special Registration Statements" means a registration
statement relating to any employee benefit plan or with respect to any corporate
reorganization or other transaction under Rule 145 of the Securities Act.

3.2Piggyback Registrations. The Company shall notify all Holders in writing at
least twenty (20) days prior to the filing of any registration statement under
the Securities Act for purposes of a public offering of securities of the
Company (including, but not limited to, registration statements relating to
secondary offerings of securities of the Company, but excluding Special
Registration Statements) and will afford each such Holder an opportunity to
include in such registration statement all or part of the Registrable Securities
held by such Holder. Each Holder desiring to include in any such registration
statement all or any part of the Registrable Securities held by it shall, within
ten (10) days after the above-described notice from the Company, so notify the
Company in writing. Such notice shall state the intended method of disposition
of the Registrable Securities by such Holder. If a Holder decides not to include



Edgar Filing: ERESOURCE CAPITAL GROUP INC - Form 10QSB

all of its Registrable Securities in any registration statement thereafter filed
by the Company, such Holder shall nevertheless continue to have the right to
include any Registrable Securities in any subsequent registration statement or
registration statements as may be filed by the Company with respect to offerings
of its securities, all upon the terms and conditions set forth herein.
3.3Underwritten Offering. If the registration statement under which the Company
gives notice under this Article 3 is for an underwritten offering, the Company
shall so advise the Holders of Registrable Securities. In such event, the right
of any such Holder to be included in a registration pursuant to this Article 3
shall be conditioned upon such Holder's participation in such underwriting and
the inclusion of such Holder's Registrable Securities in the underwriting to the
extent provided herein. All Holders proposing to distribute their Registrable
Securities through such underwriting shall enter into an underwriting agreement
in customary form with the underwriter or underwriters selected for such
underwriting by the Company (which underwriter or underwriters shall be
reasonably acceptable to the FS Shareholders). Notwithstanding any other
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provision of the Agreement, if the underwriter determines in good faith that
marketing factors require a limitation of the number of shares to be
underwritten, the number of shares that may be included in the underwriting
shall be allocated: first, to the Company; second, to the Holders on a pro rata
basis based on the number of Registrable Securities requested by each Holder to
be included in such underwriting; and third, to any shareholder of the Company
(other than a Holder) on a pro rata basis. No such reduction shall reduce the
amount of securities proposed by the Holders to be so included in the
registration below twenty-five percent (25%) of the total amount of securities
included in such registration. If any Holder disapproves of the terms of any
such underwriting, such Holder may elect to withdraw therefrom by written notice
to the Company and the underwriter delivered at least ten (10) business days
prior to the effective date of the registration statement. Any Registrable
Securities excluded or withdrawn from such underwriting shall be excluded and
withdrawn from the registration. For any Holder that is a partnership, limited
liability company, or corporation, the partners, retired partners, members,
former members, and shareholders of such Holder, or the estates and family
members of any such individuals and any trusts for the benefit of any of the
foregoing person shall be deemed to be a single "Holder," and any pro rata
reduction with respect to such "Holder" shall be based upon the aggregate amount
of shares carrying registration rights owned by all entities and individuals
included in such "Holder," as defined in this sentence.

3.4 Termination of Registration. The Company shall have the right to terminate
or withdraw any registration initiated by it under this Article 3 prior to the
effectiveness of such registration whether or not any Holder has elected to
include securities in such registration. The Registration Expenses of such
withdrawn registration shall be borne by the Company in accordance with Section
3.5 hereof 3.5Expenses of Registration. Except as specifically provided herein,
all Registration Expenses (including the reasonable fees of one (1) special
counsel to the selling Holders, the identity of whom shall be reasonably
approved by the Company) incurred in connection with any registration,
qualification, or compliance shall be borne by the Company. All Selling Expenses
incurred in connection with any registrations hereunder shall be borne by the
holders of the securities so registered pro rata on the basis of the number of
shares so registered.

3.6 Obligations of the Company. Whenever required to effect the registration of
any Registrable Securities, the Company shall, as expeditiously as reasonably
possible:
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(c) prepare and file with the SEC a registration statement with respect to such
Registrable Securities and use commercially reasonable efforts to cause such
registration statement to become effective, and, upon the request of the Holders
of a majority of the Registrable Securities registered thereunder, keep such
registration statement effective for up to one hundred twenty (120) days or, if
earlier, until the Holder or Holders have completed the distribution related
thereto; provided, however, that before filing with the SEC a registration
statement or prospectus or any amendments or supplements thereto, the Company
shall furnish to each Holder of Registrable Securities included in such
registration statement copies of such documents proposed to be filed for such
Holder's review; (d) prepare and file with the SEC such amendments and
supplements to such registration statement and the prospectus used in connection
with such registration statement as may be necessary to comply with the
provisions of the Securities Act with respect to the disposition of all
securities covered by such registration statement for the period set forth in
paragraph (a) above; (e) furnish to the Holders such reasonable number of copies
of a prospectus, including a preliminary prospectus in conformity with the
requirements of the Securities Act, and such other documents as they may
reasonably request in order to facilitate the disposition of Registrable
Securities owned by them; (f) use all reasonable efforts to register and qualify
the securities covered by such registration statement under such other
securities or Blue Sky laws of such jurisdictions as shall be reasonably
requested by the Holders; provided that the Company shall not be required in
connection therewith or as a condition thereto to qualify to do business or to
file a general consent to service of process in any such states or jurisdictions
unless the Company is already subject to service in such jurisdiction and except
as may be required by the Securities Act; (g) in the event of any underwritten
public offering, enter into and perform its obligations under an underwriting
agreement, in usual and customary form, with the managing underwriter(s) of such
offering. Each Holder participating in such underwriting shall also enter into
and perform its obligations under such an agreement; (h) notify each Holder of
Registrable Securities covered by such registration statement at any time when a
prospectus relating thereto is required to be delivered under the Securities Act
of the happening of any event as a result of which the prospectus included in
such registration statement, as then in effect, includes an untrue statement of
a material fact or omits to state a material fact required to be stated therein
or necessary to make the statements therein not misleading in the light of the
circumstances then existing. The Company shall amend or supplement such
prospectus in order to cause such prospectus not to include any untrue statement
of a material fact or omit to state a material fact required to be stated
therein or necessary to make the statements therein not misleading in light of
the circumstances then existing; and (i) use all reasonable efforts to furnish
on the date that such Registrable Securities are delivered to the underwriters
for sale, if such securities are being sold through underwriters, (i) an opinion
dated as of such date of the counsel representing the Company for the purposes
of such registration, in form and substance as is customarily given to
underwriters in an underwritten public offering, addressed to the underwriters,
and (ii) a letter dated as of such date from the independent certified public
accountants of the Company, in form and substance as is customarily given by
independent certified public accountants to underwriters in an underwritten
public offering addressed to the underwriters. 3.7Termination of Registration
Rights. All registration rights granted under this Article 3 shall terminate and
be of no further force and effect three (3) years after the date of the this
Agreement. In addition, a Holder's registration rights shall expire if (i) all
Registrable Securities held by and issuable to such Holder may be sold under
Rule 144 during any ninety (90) day period, or (ii) no Registrable Securities
remain outstanding. 3.8Furnishing Information. It shall be a condition precedent
to the obligations of the Company to take any action pursuant to this Article 3
that the selling Holders furnish to the Company such information regarding
themselves, the Registrable Securities held by them and the intended method of
disposition of such securities as shall be required to effect the registration
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of their Registrable Securities. 3.9 Indemnification. In the event any
Registrable Securities are included in a registration statement under Section
3.2:

(a) To the extent permitted by law, the Company will indemnify
and hold harmless each Holder, the partners, members, officers and
directors of each Holder, any underwriter (as defined in the Securities
Act) for such Holder, and each person, if any, who controls such Holder
or underwriter within the meaning of the Securities Act or the Exchange
Act against any losses, claims, damages, or liabilities (joint or
several) to which they may become subject under the Securities Act, the
Exchange Act, or other federal or state law, insofar as such losses,
claims, damages, or liabilities (or actions in respect thereof) arise
out of or are based upon any of the following statements, omissions, or
violations (collectively a "Violation") by the Company: (i) any untrue
statement or alleged untrue statement of a material fact contained in
such registration statement including any preliminary prospectus or
final prospectus contained therein or any amendments or supplements
thereto, (ii) the omission or alleged omission to state therein a
material fact required to be stated therein or necessary to make the
statements therein not misleading, or (iii) any violation or alleged
violation by the Company of the Securities Act, the Exchange Act, any
state securities law, or any rule or regulation promulgated under the
Securities Act, the Exchange Act, or any state securities law in
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connection with the offering covered by such registration statement;
and the Company will pay as incurred to each such Holder, partner,
member, officer, director, underwriter, or controlling person of such
Holder or underwriter for any legal or other expenses reasonably
incurred by them in connection with investigating or defending any such
loss, claim, damage, liability, or action; provided, however, that the
indemnity agreement contained in this Section 3.9 shall not apply to
amounts paid in settlement of any such loss, claim, damage, liability,
or action if such settlement is effected without the consent of the
Company, which consent shall not be unreasonably withheld, nor shall
the Company be liable in any such case for any such loss, claim,
damage, liability, or action to the extent that it arises out of or is
based upon a Violation that occurs in reliance upon and in conformity
with written information furnished expressly for use in connection with
such registration by such Holder, partner, member, officer, director,
underwriter, or controlling person of such Holder or underwriter.

(b) To the extent permitted by law, each Holder will, if
Registrable Securities held by such Holder are included in the
securities as to which such registration, qualification, or compliance
is being effected, indemnify and hold harmless the Company, each of its
directors, its officers, and each person, if any, who controls the
Company within the meaning of the Securities Act, any underwriter (and
any person that controls such underwriter) and any other Holder selling
securities under such registration statement or any of such other
Holder's partners, members, directors, or officers or any person who
controls such Holder, against any losses, claims, damages, or
liabilities (joint or several) to which the Company or any such
director, member, officer, controlling person, underwriter, or other
such Holder or partner, member, director, officer, or controlling
person of such underwriter or other Holder may become subject under the
Securities Act, the Exchange Act, or other federal or state law,
insofar as such losses, claims, damages, or liabilities (or actions in
respect thereto) arise out of or are based upon any Violation, in each
case to the extent (and only to the extent) that such Violation occurs
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in reliance upon and in conformity with written information furnished
by such Holder under an instrument duly executed by such Holder
specifically for use in connection with such registration; and each
such Holder will pay as incurred any legal or other expenses reasonably
incurred by any person intended to be indemnified pursuant to this
Section 3.9 in connection with investigating or defending any such
loss, claim, damage, liability, or action if it is judicially
determined that there was such a Violation; provided, however, that the
indemnity agreement contained in this Section 3.9 shall not apply to
amounts paid in settlement of any such loss, claim, damage, liability,
or action if such settlement is effected without the consent of Holders
representing 51% or more of the Registrable Securities, which consent
shall not be unreasonably withheld; provided further, that in no event
shall any indemnity under this Section 3.9 exceed the net proceeds
received by such Holder for the Shares that were registered in that
offering.

(c)Promptly after receipt by an indemnified party under this
Section 3.9 of notice of the commencement of any action (including any
governmental action), such indemnified party will, if a claim in
respect thereof is to be made against any indemnifying party under this
Section 3.9, deliver to the indemnifying party a written notice of the
commencement thereof and the indemnifying party shall have the right to
participate in, and, to the extent the indemnifying party so desires,
jointly with any other indemnifying party similarly noticed, to assume
the defense thereof with counsel mutually satisfactory to the
indemnifying parties; provided, however, that an indemnified party
shall have the right to retain its own counsel, with the fees and
expenses to be paid by the indemnifying party, if representation of
such indemnified party by the counsel retained by the indemnifying
party would be inappropriate due to actual or potential differing
interests between such indemnified party and any other party
represented by such counsel in such proceeding. The failure to deliver
written notice to the indemnifying party within a reasonable time of
the commencement of any such action, if materially prejudicial to its
ability to defend such action, shall relieve such indemnifying party of
any liability to the indemnified party under this Section 3.9, but the
omission so to deliver written notice to the indemnifying party will
not relieve it of any liability that it may have to any indemnified
party otherwise than under this Section 3.9.

(d) If the indemnification provided for in this Section 3.9 is
held by a court of competent jurisdiction to be unavailable to an
indemnified party with respect to any losses, claims, damages, or
liabilities referred to herein, the indemnifying party, in lieu of
indemnifying such indemnified party thereunder, shall, to the extent
permitted by applicable law, contribute to the amount paid or payable
by such indemnified party as a result of such loss, claim, damage, or
liability in such proportion as is appropriate to reflect the relative
fault of the indemnifying party on the one hand and of the indemnified
party on the other in connection with the Violation(s) that resulted in
such loss, claim, damage, or liability, as well as any other relevant
equitable considerations. The relative fault of the indemnifying party
and of the indemnified party shall be determined by a court of law by
reference to, among other things, whether the untrue or alleged untrue
statement of a material fact or the omission to state a material fact
relates to information supplied by the indemnifying party or by the
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indemnified party and the parties' relative intent, knowledge, access
to information, and opportunity to correct or prevent such statement or
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omission; provided, that in no event shall any contribution by a Holder

hereunder exceed the net proceeds received by such Holder for the

Shares that were registered in that offering.

(e) The obligations of the Company and Holders under this

Section 3.9 shall survive completion of any offering of Registrable

Securities pursuant to a registration statement and the termination of

this Agreement. No indemnifying party, in the defense of any such claim

or litigation, shall, except with the consent of each indemnified
party, consent to entry of any Jjudgment or enter into any settlement
which does not include as an unconditional term thereof the giving by
the claimant or plaintiff to such indemnified party of a release from
all liability in respect to such claim or litigation.

3.10Limitation on Subsequent Registration Rights. After the date of
this Agreement, the Company shall not, without the prior written consent of the
Holders of a majority of all Registrable Securities, enter into any agreement
with any holder or prospective holder of any securities of the Company that
would grant such holder registration rights senior to those granted to the
Holders hereunder; provided, however, that this requirement shall not apply to
any registration rights granted to investors in the Company pursuant to that
certain Confidential Private Offering Memorandum, dated on or about the date of
this Agreement.

3.11"Market Stand-Off" Agreement; Agreement to Furnish Information.
FEach Holder hereby agrees that such Holder shall not sell, transfer, make any
short sale of, grant any option for the purchase of, or enter into any hedging
or similar transaction with the same economic effect as a sale with respect to
any Common Stock (or other securities) of the Company held by such Holder (other
than those included in the registration) for a period specified by the
representative of the underwriters of Common Stock (or other securities) of the
Company not to exceed one hundred eighty (180) days following the effective date
of a registration statement of the Company filed under the Securities Act;
provided that all officers and directors of the Company and holders of at least
five percent (5%) of the Company's voting securities enter into similar
agreements.

3.12 Rule 144 Reporting. With a view to making available to the Holders
the benefits of certain rules and regulations of the SEC which may permit the
sale of the Registrable Securities to the public without registration, the
Company agrees to use its commercially reasonable efforts to:

(a)make and keep public information available, as those terms
are understood and defined in SEC Rule 144 or any similar or analogous
rule promulgated under the Securities Act, at all times after the
effective date of the first registration filed by the Company for an
offering of its securities to the general public;

(b) file with the SEC, in a timely manner, all reports and

other documents required of the Company under the Exchange

Act; and (c)so long as a Holder owns any Registrable

Securities, furnish to such Holder forthwith upon reasonable

request: (i) a written statement
by the Company as to its compliance with the reporting requirements of
said Rule 144 of the Securities Act and of the Exchange Act (at any
time after it has become subject to such reporting requirements); (ii)
a copy of the most recent annual or quarterly report of the Company;
and (iii) such other reports and documents as a Holder may reasonably
request in availing itself of any rule or regulation of the SEC
allowing it to sell any such securities without registration. In the
eveny that a Holder requests an opinion from counsel concerning the
transfer of shares, such Holder shall pay all costs, including attorney
fees, related to such opinion.

ARTICLE 4
RESTRICTIONS ON PUBLIC SALE
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4.1Leak-Out. For a period equal to the lesser of (i) two (2) years from
the date of this Agreement, and (ii) one (1) year from the registration of
shares of FS Shareholders' Common Stock pursuant to the registration rights
contained in this Agreement, and subject to the Market Stand-off Agreement in
Section 3.11 above, no FS Shareholder shall sell on any one trading day more
than fifteen percent (15%) of the average trading volume of the Company's Common
Stock over the prior ten (10) trading days. These selling restrictions shall
only apply to the extent that the shares of an FS Shareholder are not subject to
more restrictive selling provisions under Rule 144. In the event that an FS
Shareholder transfers its shares of capital stock in the Company to a
third-party, such transferee shall hold such shares subject to the above
percentage restrictions, reduced to reflect the pro rata portion of such
transferee's ownership of the total shares originally held by the transfering FS
Shareholder.

4.2No Short Sales. Each of the FS Shareholders agrees that neither it
nor its affiliates shall, directly or indirectly, engage in any Short Sale (as
defined in Rule 3 of the General Rules and Regulations under the Securities and
Exchange Act of 1934) with respect to the Company's Common Stock.
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ARTICLE 5
MISCELLANEOUS

5.1 Legend. Each certificate representing Shares now or hereafter owned
by the Shareholders or issued to any person in connection with a transfer
pursuant to the terms of this Agreement shall be endorsed with the following
legend:

THE SALE, PLEDGE, HYPOTHECATION, OR TRANSFER OF THE SECURITIES

REPRESENTED BY THIS CERTIFICATE IS SUBJECT TO THE TERMS AND CONDITIONS

OF A CERTAIN SHAREHOLDER RIGHTS AGREEMENT BY AND BETWEEN THE

CORPORATION AND CERTAIN HOLDERS OF STOCK OF THE CORPORATION. COPIES OF

SUCH AGREEMENT MAY BE OBTAINED UPON WRITTEN REQUEST TO THE SECRETARY OF

THE CORPORATION.
The Company shall instruct its transfer agent to impose transfer restrictions on
the shares represented by certificates bearing the legend referred to in this
Section 5.1 to enforce the provisions of this Agreement. The legend shall only
be removed upon termination of this Agreement.

5.2Conditions to Exercise of Shareholders' Rights. Exercise of the
Shareholders' rights under this Agreement shall be subject to and conditioned
upon compliance with applicable laws, and the Shareholders and the Company shall
use their best efforts in this regard.

5.3Governing Law. This Agreement shall be governed by and construed
under the laws of State of Delaware without regard to conflicts of law
provisions.

5.4Amendments and Waiver; Consent. Any provision of this Agreement may
be amended or the observance thereof may be waived (either generally or in a
particular instance and either retroactively or prospectively) only by the
written consent of: (i) as to the Company, only by the Company; as to RCG, only
by RCG; (iii) as to the FS Shareholder, only by persons holding more than 51% of
the total number of shares of the Company's capital stock held by the FS
Shareholders or their assignees in the aggregate; and (iv) any single FS
Shareholder whose rights hereunder are affected more adversely by such amendment
or waiver than the FS Shareholders as a group, provided that any Shareholder may
severally waive any rights hereunder without obtaining the consent of any other
Shareholder. Any election or other action on the part of the FS Shareholders
hereunder may be accomplished by the written consent of those FS Shareholders
holding more than 51% of the total number of shares of the Company's capital
stock held by the FS Shareholders or their assignees in the aggregate.

5.5Assignment of Rights. The rights of the FS Shareholders hereunder
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may be assigned (together with all related obligations) by a FS Shareholder to a
transferee or assignee of such FS Shareholder's capital stock of the Company
that (a) is a Related Party, or (b) acquires at least five percent (5%) of the
Company's outstanding capital stock; provided, however, (i) the Co-Sale Rights
in Article 1 of this Agreement may only be transferred to one transferee under
provision (a) above and may not be transferred under provision (b) above; (ii)
the transferor shall, within ten (10) days after such transfer, furnish to the
Company written notice of the name and address of such transferee or assignee
and the securities with respect to which the rights hereunder are being
assigned, and (iii) such transferee shall agree in writing to be subject to all
restrictions set forth in this Agreement. This Agreement and the rights and
obligations of the Parties hereunder shall inure to the benefit of, and be
binding upon, the Parties' respective permitted successors, assigns, and legal
representatives ("Successors"), provided that, if such person is a Successor of
an FS Shareholder, such successor must at the same time acquire shares of the
Company's capital stock from that FS Shareholder.

5.6 Notices. Any notice, demand, offer, or other written instrument
required or permitted to be given, made, or sent hereunder shall be in writing
and may be sent by personal delivery, courier, reputable overnight delivery
service offering written confirmation of delivery, telefax with confirmed
delivery, or registered or certified United States mail, postage prepaid, return
receipt requested, to all required Parties simultaneously at their respective
addresses as follows:

If intended for a Shareholder:
The Shareholder's address as listed on the signature
page hereof; If intended for the Company:
The Company's principal place of business.
Any person to receive a notice hereunder shall have the right to change the
place to which any such notice shall be sent by a similar notice sent in like
manner to the Company. Notices sent by courier, telefax, or overnight delivery
shall be deemed given and received on the date of actual delivery. All notices
sent in the United States mail in the manner set forth above shall be deemed
given and received five (5) days after being placed in the United States mail.
5.7 Severability. In the event one or more of the provisions of this
Agreement should, for any reason, be held to be invalid, illegal, or
unenforceable in any respect, such invalidity, illegality, or unenforceability
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shall not affect any other provisions of this Agreement, and this Agreement
shall be construed as if such invalid, illegal, or unenforceable provision had
never been contained herein.

5.8Counterparts; Facsimile Signatures. This Agreement may be executed
in two or more counterparts (whether by facsimile or otherwise), each of which
shall be deemed an original, but all of which together shall constitute one and
the same instrument.

5.9Entire Agreement. This Agreement constitutes the entire agreement
between the Parties relative to the specific subject matter hereof. Any previous
agreement among the Parties relative to the specific subject matter hereof is
superseded by this Agreement.

5.10Remedies. The Parties acknowledge that certain breaches of this
Agreement may result in irreparable harm that cannot be adequately addressed by
monetary damages. Therefore, the Parties agree that in the event of a breach or
threatened breach of this Agreement, a non-breaching Party may seek to enjoin a
breach or threatened breach of this Agreement or seek specific performance of an
obligation under this Agreement in addition to any other remedy available at law
or in equity.

{Signature Page to Follow}
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IN WITNESS WHEREOF, the Company,
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RCG and each FS Shareholder listed on

Exhibit A has caused this Agreement to be executed personally or by its duly

authorized representative.

TO SHAREHOLDER RIGHTS AGREEMENT

AMONG LIFESTYLE INNOVATIONS, INC.

AND CERTAIN OF ITS SHAREHOLDERS

(Signature of Shareholder)

(Name of Shareholder)

(Date)

LIFESTYLE INNOVATIONS, INC.

By:/s/ Paul Johnson

eRESOURCE CAPITAL GROUP, INC.

By:/s/ Michael D. Pruitt

Name: Michael D. Pruitt

Title: CEO
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EXHIBIT A
(SIGNATURE PAGE)
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(Number and Description of Stock)

(Address of Shareholder)

(Telephone Number)
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Employment Agreement Exhibit 10.3

This Employment Agreement (this "Agreement") is made as of the 15th day
of April, 2003, by and between eResource Capital group, Inc., a Delaware
corporation ("RCG") and JEFFREY F. WILLMOTT, an individual resident of the State
of New York (the "Executive"), and is effective as of the date hereof (the
"Effective Date").

WHEREAS, RCG intends to employ Executive, and Executive desires to be
employed by RCG; and

WHEREAS, RCG and Executive desire to set forth the terms and conditions
on which Executive shall be employed and provide services to RCG.

NOW, THEREFORE, for good and valuable consideration, the receipt and
sufficiency of which is hereby acknowledged by Executive and RCG including,
without limitation, the promises and covenants described herein, the parties
hereto, intending to be legally bound, hereby agree as follows:

ARTICLE T
EMPLOYMENT

Section 1.1 Duties and Responsibilities. RCG hereby employs Executive full time
as the Chairman of the Board of RCG. Executive shall do and perform all
reasonable services and acts necessary or advisable to fulfill the duties
of such office, and shall conduct and perform such additional services and
activities as may be reasonably determined from time to time by the Board
of Directors of RCG (the "Board"). These duties include, but are not
limited to, raising capital, structuring offerings, sourcing, structuring
and closing acquisitions, disposition transactions, valuation modeling,
investment Dbanking relationships and financial and strategic planning.
During the term of this Agreement, Executive shall devote his full time,
energy and skill to the Dbusiness of RCG and to the promotion of RCG's
interests, and Executive acknowledges that he has a duty of loyalty to RCG
and shall not, during the term hereof, engage in, directly or indirectly,
any other business or activity whether or not for pecuniary gain, that
could materially and adversely affect RCG's business or Executive's ability

to perform his duties under this Agreement. The foregoing shall not,
however, preclude Executive from serving on the boards of directors of
other entities. 1In his capacity as an officer of RCG, Executive shall

report to the Board and abide by all rules and regulations established from
time to time by the Board. Executive's authority and responsibility in RCG
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shall at all times be subject to the review and discretion of the Board,
which shall have the final authority to make decisions regarding the
business of RCG.

Section 1.2 Term of Employment. The term of Executive's employment hereunder
shall continue for a period of one (1) year from the Effective Date, unless
earlier terminated as provided in this Agreement. At the end of the one (1)
year term, and at the end of each renewal term, this Agreement shall
automatically be extended for an additional one (1) year term unless either
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party hereto shall give written notice of its or his intent to terminate
for any or no reason thirty (30) days prior to the end of the initial term
or any subsequent renewal term.

Section 1.3 Benefits. During the term of Executive's employment hereunder,
Executive will be entitled to the following:

(a) Vacation. Executive shall be entitled to four (4) weeks
paid vacation annually. One (1) week of unused vacation time will accumulate and
carryover to subsequent years. Executive shall also be entitled to reasonable
holidays and sick days in accordance with RCG's policy as may be established and
modified from time to time.

(b) Employee Benefit Plans. Executive shall be entitled to
participate in all employee benefit plans, including any life insurance,
disability insurance and retirement plans that are generally offered to or
provided for the senior executives of RCG, said plans to be approved by the
Board. Executive shall be entitled to participate in such group health and
dental insurance plans (including family coverage) on the same basis, including
cost provisions, as may from time to time be offered generally to the other
senior executives of RCG.

Section 1.4 Compensation. For all services to be rendered by Executive under
this Agreement, RCG shall pay Executive as follows:

(a) Base Salary. Executive shall be paid an annual gross
salary of One Hundred and Twenty Thousand Dollars ($120,000) payable in
accordance with the normal payroll practices of RCG, which policies may be
changed by RCG from time to time, and shall be subject to appropriate
withholding taxes. In any event, Executive's salary shall be paid no less
frequently than monthly. At the sole discretion of the Board, Executive's annual
gross salary may be increased, from time to time, throughout the term of this
Agreement, the amount of any such increase to be determined by the Board (or by
the Compensation Committee thereof).

(b) Annual Bonus. If the Board shall so authorize, Executive
shall be paid an annual bonus in an amount and in the manner approved by the
Board in its sole discretion (or by the Compensation Committee thereof), within
ninety (90) days of the end of each calendar year, provided Executive is still
employed by RCG.

Section 1.5 Business Expenses. Executive shall be entitled to reimbursement of
all ordinary and necessary business expenses reasonably incurred for
business travel, lodging, entertainment and meals in connection with the
performance of Executive's duties under this Agreement, upon submission of
sufficient documentation evidencing same and in accordance with RCG's
established policies for reimbursement of business expenses.
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Section 1.6 Place of Employment. Executive shall be entitled to reside and
perform his duties in New York, New York.
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ARTICLE II
COVENANTS OF EXECUTIVE

Section 2.1 Confidentiality. Executive recognizes the interest of RCG in
maintaining the confidential nature of its proprietary and other business and
commercial information. In connection therewith, Executive covenants that during
the term of his employment with RCG under this Agreement, and for a period of
two (2) years thereafter (except as set forth in Section 2.2 hereof), Executive
shall not, directly or indirectly, except as authorized in writing by the Board,
publish, disclose or use for his own benefit or for the benefit of a business or
entity other than RCG or otherwise, any secret or confidential matter, or
proprietary or other information not in the public domain that was acquired by
Executive during his employment, relating to RCG or any of its affiliates' or
subsidiaries' businesses, operations, customers, suppliers, products, employees,
financial information, budgets, practices, strategies, prices, methods,
technology, know-how, intellectual property, documentation, concepts,
improvements, plans, research and development, leads and/or marketing materials,
records, files, databases, accounting journals, accounts receivable records,
business plans and other similar information (the "Confidential Information");
provided, however, Confidential Information does not include information that
(i) is or becomes generally available to the public other than as a result of a
breach of this Agreement; (ii) is disclosed with the prior written consent of
RCG; (iii) at the time of such disclosure, was already known or in the
possession of Executive; (iv) becomes available to a competitor of RCG on a
non-confidential basis from a source other than Executive, which source is not
prohibited from disclosing such Confidential Information by a legal, contractual
or fiduciary obligation to RCG; or (v) is independently developed by a
competitor of RCG. Executive will abide by RCG's policies and regulations, as
established from time to time, for the protection of its Confidential
Information.

Section 2.2 Trade Secrets. Executive shall not, at any time, either during or
after the term of his employment with RCG under this Agreement, use or disclose
any "Trade Secrets" (as defined by the Delaware Uniform Trade Secrets Act) of
RCG or its affiliates or subsidiaries, except in fulfillment of his duties
during his employment, for so long as the pertinent information or data remain
Trade Secrets, whether or not the Trade Secrets are in written or tangible form.
Notwithstanding anything to the contrary contained herein, Executive shall not
be prohibited hereunder from disclosing Trade Secrets if, in the written opinion
of counsel for Executive, such disclosure is required by applicable law, in
which event Executive shall provide RCG with prompt written notice of such
request and shall take all reasonable action requested by RCG to obtain
confidential treatment of such Trade Secrets.

Section 2.3 Surrender of Records. Executive shall provide RCG with notice of any
inadvertent disclosure of Confidential Information. Executive acknowledges that
all Confidential Information is and shall remain the sole property of RCG and/or
such affiliated entity or subsidiary and shall, upon termination of Executive's
employment with RCG for any reason whatsoever, or upon the request of RCG, turn
over to RCG all Confidential Information, without retaining notes or copies
thereof (together with a written statement certifying as to his compliance with
the foregoing).
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Section 2.4 Non-Solicitation of Clients/Employees. During the term of
Executive's employment with RCG, and for the one (1) year period following the
termination of Executive's employment with RCG for any or no reason, Executive
shall not, directly or indirectly:

(a) solicit or accept, or attempt to solicit or accept any
business from any individual or entity that was a customer or client of RCG
during the one (1) year period ending on the date of termination of Executive's
employment with RCG, or actively sought after prospective clients, for the
purpose of providing services or products to such customer or client which are
competitive with the services or products offered or provided by RCG or its
affiliates or subsidiaries; provided, however, nothing herein shall preclude
Executive from holding not more than one-percent (1%) of the outstanding equity
of any company, so long as Executive does not, in fact, have the power to
participate in controlling or directing the management of such company other
than by such voting equity; or

(b) employ, induce, solicit or attempt to solicit for employment, or assist
others in employing, inducing or soliciting for employment, any individual who
is or was an employee or independent contractor of RCG or its affiliates or
subsidiaries at any time during the one (1) year period ending or the date of
termination of Executive's employment with RCG in an attempt to have any such
individual work for Executive, or any other individual or entity in the business
of (i) raising venture capital or sourcing acquisitions for, or (ii) the
development, operation and management of travel, home automation or
technology-related companies.

Section 2.5 Acknowledgment of Reasonableness/Enforcement/Tolling.

(a) The existence of any claim or cause of action by Executive
against RCG predicated on this Agreement or otherwise, shall not constitute a
defense to the enforcement by RCG of these covenants. Executive acknowledges and
confirms (i) that the restrictions contained herein are fair and reasonable and
not the result of overreaching, duress, or coercion of any kind, and (ii) that
Executive's full, uninhibited, and faithful observance of each of the covenants
contained in this Agreement will not cause Executive any undue hardship,
financial or otherwise. In the event that any court shall formally hold that the
restrictions in this Article II are unreasonable, Executive hereby expressly
agrees that the restrictions shall not be rendered void, but shall apply to the
extent that such court may Jjudicially determine or indicate constitutes a
reasonable restriction.

(b) Executive acknowledges that the services to be rendered by
Executive hereunder are extraordinary and unique and are vital to the success of
RCG, and that damages at law would be an inadequate remedy for any breach or
threatened breach of this Agreement by Executive. Therefore, in the event of a
breach or threatened breach by Executive of any provision of this Agreement, RCG
shall be entitled, in addition to all other rights or remedies, to injunctions
restraining such breach, without being required to show any actual damage or to
post any bond or other security. No remedy herein conferred upon any party is
intended to be exclusive of any other remedy, and each and every such remedy
shall be cumulative and shall be in addition to every other remedy given
hereunder or now or hereafter existing at law, in equity or otherwise. No single
or partial exercise by any party of any right, power or remedy hereunder shall
preclude any other or further exercise thereof.
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(c) In the event RCG should bring any legal action or other

55



Edgar Filing: ERESOURCE CAPITAL GROUP INC - Form 10QSB

proceeding for the enforcement of the Agreement, the time for calculating the

confidentiality or non-solicitation period, or terms of any other restriction

herein shall not include the period of time commencing with the filing of the

legal action or other proceeding to enforce the terms of the Agreement through
the date of final judgment or final resolution, including all appeals, if any,
of such legal action or other proceeding.

ARTICLE III
REPRESENTATIONS OF EXECUTIVE/INDEMNIFICATION

Section 3.1 Representations and Warranties of
Executive/Indemnification. Executive represents and warrants to RCG that he is
fully empowered to enter and perform his obligations under this Agreement and
that he is under no restrictive covenants to any person or entity that will be
violated by his entering into and performing this Agreement, and that this
Agreement constitutes the valid and legally binding obligation of Executive
enforceable in accordance with its terms. Executive shall indemnify RCG upon
demand for and against any and all judgments, losses, claims, damages, costs
(including, without limitation, all legal fees and costs, even if incident to
appeals) incurred or suffered by RCG as a result of the breach of the
representations and warranties made in this Article 3.

ARTICLE IV
TERMINATION OF EMPLOYMENT

Section 4.1 Termination by RCG. Executive's employment may be
terminated by RCG during the term of this Agreement upon the occurrence of one
or more of the following events:

(a) Termination For Death. Immediately upon Executive's death.

(b) Termination For Disability. Upon the effective date of written notice from
RCG (which shall not be prior to the date on which such notice is sent) in the
event of Executive's disability which renders Executive incapable of performing
his duties for more than one hundred and twenty (120) calendar days in one
calendar year or within consecutive calendar years.

(c) Termination Without Cause. After the first (lst)
anniversary of the Effective Date, RCG can terminate Executive's employment
without cause for any or no reason (other than those set forth in Section 4.1 (d)
hereof), thirty (30) days after written notice (including a notice of nonrenewal
sent by RCG pursuant to Section 1.2 hereof) sent to Executive following a
determination by the Board to so terminate Executive's employment.
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(d) Termination For Cause. Upon the effective date of written
notice sent to Executive (which shall not be prior to the date on which such
notice is sent) stating RCG's determination that it is terminating Executive for
"Cause", which for purposes of this Agreement shall mean:

(i) any intentional act of fraud, embezzlement or theft of funds or property of
RCG or any of its clients/customers;

(ii) any gross and willful misconduct having an
adverse effect upon RCG;

(1ii) any intentional wrongful disclosure of
Confidential Information or Trade Secrets of
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RCG or its subsidiaries or affiliates or any
intentional form of self-dealing detrimental
to the interests of RCG or its subsidiaries

or affiliates;

(iv) conviction of a felony or any similar crime
causing harm to the reputation of RCG or its
affiliates or subsidiaries as determined by
the Board (for these purposes, conviction
shall include a plea of no contest or plea
to any lesser charges predicated on the same
underlying conduct) ;

(v) the habitual and debilitating use of alcohol
or drugs; or

(vi) failure to comply in any material respect
with the terms of this Agreement, which
failure has an adverse effect on RCG and has
not been cured by Executive within thirty
(30) days after written notice from the
Board of any such act or omission.

Section 4.2 Resignation by Executive. Executive's employment may be
terminated by Executive during the term of this Agreement upon the occurrence of
one or more of the following events:

(a) Voluntary Resignation. Executive may terminate his
employment under this Agreement by giving thirty (30) days' prior written notice
to RCG (including a notice of nonrenewal sent by Executive pursuant to Section
1.2 hereof) stating Executive's election to terminate his employment with RCG.
RCG may accept such resignation effective as of any date during such thirty (30)
day period as RCG deems appropriate; provided, however, Executive shall receive
from RCG his base salary and be entitled to participate in any RCG benefit plans
in which he was a participant as of the effective date of his resignation for
the duration of such thirty (30) day period (as further provided in Section
4.4 (a) hereof).
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(b)Resignation With Cause. Upon the effective date of written
notice sent to RCG stating Executive's determination of "Constructive
Termination" (hereinafter defined) by RCG; provided, however, if the
Constructive Termination is curable, then RCG shall have thirty (30) days after
Executive's written notice to cure such condition and if RCG fails to cure such
condition to the reasonable satisfaction of Executive, then Executive may
immediately terminate his employment with RCG, such termination to be
conclusively deemed to be a resignation with cause. For purposes of this
Agreement, "Constructive Termination" shall mean:

(i) Such change in duties or position as:

(A) the assignment (other than an occasional temporary
assignment) to Executive of any duties not commensurate with Executive's
position, duties, responsibilities and status with RCG;

(B) a material change in Executive's reporting
responsibilities, (i.e., reporting to a lower tier)

or a diminution in Executive's titles or offices; or

(C) a material diminution of Executive's authority or
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responsibilities.

(ii) A reduction in Executive's base salary specified in
Section 1.4 (a) hereof for the calendar year 2003, or a reduction in Executive's
base salary in effect for the prior calendar year for all succeeding years
(other than pro rata reductions in compensation for all senior executives of
RCG) .

(iii) RCG's failure to comply in any material respect with the
terms of this Agreement, which failure has an adverse effect on Executive.

Section 4.3 Change of Control. Upon (i) the effective date of a written
notice sent to Executive by RCG stating that a "Change of Control" (hereinafter
defined) has occurred or will occur and Executive's employment will be
terminated in connection therewith (despite RCG's best efforts to the contrary
as set forth in Section 5.8 hereof), which notice must be given no later than
thirty (30) days following such Change of Control, (ii) the date of termination
if Executive 1is terminated without cause or resigns with cause within eighteen
(18) months of a Change of Control, or (iii) the date of termination if
Executive voluntarily resigns within ninety (90) days following a Change of
Control. A "Change of Control" shall be deemed to have occurred if (A) as a
result of any merger, consolidation, sale, assignment, transfer or other
transaction, any person, other than those persons who are shareholders of RCG or
its affiliates (within the meaning of Rule 501 of the Securities Act of 1933) on
the date hereof, becomes the "beneficial owner" (as defined in Rule 13d-3 and
13d-5 under the Securities Exchange Act of 1934, as amended) of more than 50% of
the outstanding voting securities of RCG or the surviving entity or becomes
entitled to elect more than one-half (1/2) of the Board or other governing body
of RCG or the surviving entity; (B) a tender offer shall be made and consummated
of the ownership of 50% or more of the outstanding voting securities of RCG; or
(C) RCG sells, assigns or otherwise transfers all or substantially all of the
assets of the RCG, to persons other than those persons who are shareholders of
RCG or its affiliates; provided, however, in no event shall a financing
transaction (such as additional rounds of funding or venture capital), which is
approved by the Board and entered into by RCG be deemed to be a "Change of
Control".
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Section 4.4 Effect of Termination/Change of Control.

(a) Termination for Death or Voluntary Resignation. In the
event of termination of Executive's employment pursuant to Sections 4.1(a) or
4.2 (a) hereof:

(i) RCG shall pay to Executive the base salary and expenses otherwise payable to
Executive under Sections 1.4 (a) and 1.5 hereof through the date of termination
(provided that in the event of Executive's death, RCG shall also pay to
Executive's estate his base salary for a period of one (1) month after the date
of Executive's death), as well as any accrued but unpaid vacation time. For
purposes of this Agreement, one (1) week of vacation shall be deemed to accrue
each calendar quarter. Executive shall not be entitled to receive any severance
pay except to the extent the Board, in its sole discretion, elects to authorize
severance pay in the event of Executive's voluntary resignation.

(ii) Executive's rights under RCG's benefit plans of general application shall
be determined under the provisions of those plans.

(1iii) Executive shall not be entitled a bonus under Section 1.4 (b) hereof for

the year of termination except to the extent the Board, in its sole
discretion, elects to authorize a bonus in the event of Executive's voluntary
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resignation.

(iv) Executive's rights with respect to option shares shall be determined under
the provisions of his stock option agreement.

(b) Termination For Disability; Termination Without Cause; Resignation With
Cause; Termination in Connection with a Change of Control. In the event of
termination of Executive's employment pursuant to Sections 4.1(b), 4.1 (c),
4.2 (b) or 4.3 hereof:

(i) RCG shall pay to Executive the base salary and expenses otherwise payable to
Executive under Sections 1.4 (a) and 1.5 hereof through the date of termination
as well as any accrued but unpaid vacation time (provided that in the event of
Executive's disability, the base salary payable to Executive shall be less any
disability benefits provided by RCG). In addition, Executive shall be entitled

to one (1) month's salary continuation at the then current rate, payable in
accordance with the normal payroll practices of RCG. Such severance payments
are to be considered compensation for services previously rendered hereunder.

(ii) Executive shall continue to participate in RCG's group health plan for two
(2) months following the date of termination upon the timely periodic payment
of any amount required for employees to maintain family coverage for such
plan, and rights under other benefit plans shall be determined under the
provisions of those plans.

(iii) Executive shall be entitled to a bonus under Section 1.4 (b) hereof for the
year of termination in any amount as may be determined by the Board (or by the
Compensation Committee thereof) in its sole discretion.

(iv) Executive's rights with respect to the option shares shall be determined
under the provisions of his stock option agreement.
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(c) Termination For Cause. In the event of termination of Executive's
employment prior to Section 4.1(d) hereof:

(i) RCG shall pay to Executive the base salary and expenses otherwise payable
pursuant to Sections 1.4 (a) and 1.5 hereof through the date of termination.
Executive shall not be entitled to receive any severance pay whatsoever.

(ii) Executive's rights under RCG's benefit plans of general application shall
be determined under the provisions of those plans.

(1ii) Executive shall not be entitled to a bonus under Section 1.4 (b) hereof
for the year of termination.

(iv) Executive's rights with respect to the option shares shall be determined
under the provisions of his stock option agreement.

ARTICLE V
GENERAL PROVISIONS

Section 5.1 Survival. Notwithstanding anything to the contrary herein,
the provisions of this Agreement shall survive and remain in effect in
accordance with their respective terms in the event Executive's employment is
terminated for any or no reason.

Section 5.2 Enforcement Costs. If any civil action, arbitration, or
other legal proceeding is brought for the enforcement of this Agreement, or
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because of an alleged dispute, breach, default or misrepresentation in
connection with any provision of this Agreement, the successful or prevailing
party or parties shall be entitled to recover reasonable attorneys' fees, sales
and use taxes, court costs, and all expenses (including, without limitation, all
such fees, taxes, costs, and expenses incident to arbitration, appellate and
post-judgment proceedings), incurred in that civil action, arbitration, or legal
proceeding, in addition to any other relief to which such party or parties may
be entitled.

Section 5.3 Notices. For purposes of this Agreement, all communications
including, without limitation, notices, consents, requests or approvals,
provided for herein shall be in writing and shall be deemed to have been duly
given (a) when personally delivered, (b) on the following day if submitted to a
nationally recognized overnight courier service as evidenced by a receipt, or
(c) five (5) business days after having been mailed by United States registered
mail or certified mail, return receipt requested, postage prepaid, addressed to:

If to RCG: If to Executive:

eResource Capital Group, Inc. Jeffrey F. Willmott

6836 Morrison Boulevard, Suite 200 170 East 88th Street, Apt. 2B
Charlotte, NC 28211 New York, NY 10128

Attn: Michael D. Pruitt
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or to such other address as a party may have furnished to the other in writing
and in accordance herewith, except that notices of change of address shall be
effective only upon receipt.

Section 5.4 Governing Law. The validity, interpretation, construction,
performance and enforcement of this Agreement shall be governed by the laws of
the State of Delaware, without giving effect to the principles of conflicts of
law of such State.

Section 5.5 Severability. If any provision of this Agreement or the
application of any provision hereof to any person or circumstances is held
invalid, unenforceable or otherwise illegal, under applicable law or regulation,
the remainder of this Agreement and the application of such provision to any
other person or circumstances shall not be affected, and the provision so held
to be invalid, unenforceable or otherwise illegal shall be reformed to the
extent (and only to the extent) necessary to make it valid, enforceable and
legal; provided, however, if the provision so held to be invalid, unenforceable
or otherwise illegal constituted a material inducement to a party's execution
and delivery of this Agreement, such provision shall not be reformed unless
prior to any reformation that party agrees to be bound by the reformation.

Section 5.6 Entire Agreement. This Agreement supersedes any other
agreements, oral or written, between the parties with respect to the subject
matter hereof, and contains all of the agreements and understandings between the
parties with respect to the employment of Executive by RCG.

Section 5.7 Amendments. Any amendment or modification of any term of
this Agreement shall be effective only if it is set forth in writing signed by
the parties hereto.

Section 5.8 Binding Effect. This Agreement shall be binding upon and
inure to the benefit of the parties hereto and their respective administrators,
executors, representatives, heirs, successors and permitted assigns. "Successor"
shall mean any successor in interest, pursuant to a Change of Control as set
forth in Section 4.3 hereof. RCG shall use its commercially reasonable efforts
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to cause any Successor which is not obligated to assume RCG's contracts to agree
at the time of becoming a Successor to perform this Agreement to the same extent
as the original parties would be required if no succession had occurred.

Section 5.9 Assignment. This Agreement is personal in nature and the
parties shall not, without written consent of the other party, assign, transfer
or delegate this Agreement or any rights or obligations hereunder.

Section 5.10 Waivers. No provision of this Agreement may be waived or
discharged unless such waiver or discharge is agreed to in writing signed by the
party to be bound. No waiver by a party hereto at any time of any breach or
noncompliance with any provision or condition of this Agreement to be performed
by such other party shall be deemed a waiver of any other provisions or
conditions at the same or at any prior or subsequent time.

Section 5.11 Captions. The captions in this Agreement are solely for
convenience of reference and shall not be given any effect in the construction
or interpretation of this Agreement.
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Section 5.12 Counterparts/ Facsimile Signatures. This Agreement may be

executed in one or more counterparts (whether by facsimile or otherwise), each

of which shall be deemed to be an original, and all of which together will
constitute one and the same Agreement.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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IN WITNESS WHEREQOF, the parties hereto have caused this Agreement to be
duly executed and delivered as of the date first above written.

RCG:
eRESOURCE CAPITAL GROUP, INC.
By: /s/ Michael D. Pruitt

Michael D. Pruitt
Its: CEO

APPROVED BY THE
COMPENSATION COMMITTEE:
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Dr. James A. Verbrugge

[RECUSED] /s/
Jeffrey F. Willmott

Jeffrey F. Willmott
(Chairman)

EXECUTIVE:
/s/ Jeffrey F. Willmott

Jeffrey F. Willmott
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Exhibit 99.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
(SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002)

Pursuant to, and solely for purposes of, 18 U.S.C. Section 1350 (Section 906 of
the Sarbanes-Oxley Act of 2002), each of the undersigned hereby certifies in the
capacity and on the date indicated below that:

1. The Quarterly Report of eResource Capital Group, Inc. (the "Registrant") on
Form 10-QSB for the period ended March 31, 2003 as filed with the Securities and
Exchange Commission on the date hereof (the "Report") fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934;
and

2. The information contained in the Report fairly presents, in all material
respects, the financial condition and results of operations of the Registrant.

/s/ Michael D. Pruitt Dated: May 20, 2003

Michael D. Pruitt
Principal Executive, Financial and Accounting Officer
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