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October 25, 2007

Mr. Daniel L. Gordon

Branch Chief

United States of America

Securities and Exchange Commission
Division of Corporate Finance
Washington, D.C. 20549

Dear Mr. Gordon:
In response to your letter of October 1, 2007 regarding:

SPAR Group, Inc.

Form 10-K for the period ended December 31, 2006
Filed April 2, 2007

File No. 0-27408

We acknowledge:
- That the company is responsible for the adequacy and accuracy of the disclosure in its filings with the SEC.

That the staff comments or changes to disclosure in response to staff comments do not foreclose the Commission from taking
any action with respect to the filing.

The company may not assert staff comments as a defense in any proceeding initiated by the Commission or any person under
federal securities laws of the United States.

Our responses to your inquiries are listed in the order and numbered to correspond to your letter dated October 1, 2007:
Report of Independent Registered Public Accounting Firm, page F1

1. Rehmann Robson indicates that their audit opinion is based solely on the reports of other auditors for certain of our subsidiaries. You
have correctly indicated that certain of the referenced auditing firms, particularly the auditing firms for SPAR Turkey, LTD. (SPAR
Alan Pazarlama Hizmetleri Limited Sirketi); SPAR Solutions India Private Limited and UAB SPAR RSS Baltic, are not registered
with the PCAOB.

Rule 2001 indicates “ ... each public accounting firm that-
(a)  prepares or issues any report with respect to any issuer; or

(b)  plays a substantial role in the preparation or furnishing of an audit report with respect to any issuer must be registered
with the Board”.

Using Tomorrow’s Tools to Solve Today's Challenges

SPAR Group ,Inc. Corporate Office * 555 White Plains Road , Suite 250 * Tarrytown NY 10591-5198
Phone 9143324111 * Fax 9143320741 * Wehsite: www sparinc.com
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PCAOB Release No. 2003-007 Appendix 3 indicates that Rule 1001 (p) (ii) defines “Play a Substantial Role In the Preparation or
Furnishing of an Audit Report” to mean (1) to perform material services that a public accounting firm uses or relies on in issuing all or
part of its report with respect to any issuer, or (2) to perform the majority of audit procedures with respect to a subsidiary or component
of any issuer the assets or revenues of which constitute 20% or more the consolidated assets or revenues of such issuer necessary for the
principal accountant to issue an audit report on the issuer.

As the table below illustrates none of the auditors relied on by Rehmann Robson played a substantial role as defined above, and
accordingly do not need to be registered with the PCAOB.

% of % of
2006 Consolidated 2006 Consolidated
SPAR Affiliate and Auditor Assets Total Assets Revenue Total Revenue

SPAR Alan Pazarlama Hizmetleri Limited
Sirketi $ 63,921 0.35% $ 311,430 0.54%

Gurele Yeminli Mali Musavirlik A.S.

SPAR Solutions Merchandising Private

Limited $ 787,703 4.36% $ 2,027,766 3.54%
Nagesh Behl & Co.
UAB SPAR RRS Baltic $ 160,612 0.89% $ 441,638 0.77%

UAB, Rezultatas

Note 2. Summary of Significant Accounting Policies

2 On November 10, 2005 the company submitted its analysis regarding the application of FIN 46R to our 51% owned South African
andsubsidiary to the United States Securities and Exchange Commissions Office of the Chief Accountant. Due to the potential materiality of
3. the International operations, the Company requested the staff review the issue of consolidating the 51% owned South African subsidiary

and sought the Staff’s concurrence with the Company's position that the consolidation of the South African subsidiary is appropriate.

Subsequent to the submission on January 10, 2006, a conference call was held between Tim Kviz, Brian Roberson and Louise Dorsey from
the SEC and Jim Segreto and me, from the company. On that call, the SEC participants recommended that rather than seek a formal
opinion from the SEC we should resolve the treatment with our outside auditing firm, Rehmann Robson. The SEC participants stated that if
a formal opinion was desired, the Company would be required to utilize the Submission Protocol on the SEC website and would have to
send additional information.

Subsequent to the call, as recommended by the SEC, the Company and our outside auditing firm, Rehmann Robson agreed to the
consolidation of our 51% owned South African subsidiary and therefore the submission and further information were not necessary. For
each of our 51% owned corporate joint ventures, it was determined that consideration of the Interpretation was required by paragraph 4 (h)
(3) by virtue of our explicit variable interest (the 51% equity investment). In accordance with paragraph 5, they were each considered to be
variable interest entities because in each case their total equity investment at risk was not sufficient to permit the entity to finance its
activities without additional financial support, as defined in the interpretation. Finally, in each case, it was determined that after considering
all of the factors as described by paragraph 17 that SPAR was the primary beneficiary. Please see the attached memorandum that was
prepared at the time of our decision and was sent to the SEC in connection with our inquiry in November 2005.
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4.

2007

For both of the 50% corporate joint ventures our analysis was essentially the same as that for items 2 and 3 above, except that both
of the 50% joint ventures also have and additional explicit variable interest in the form of a royalty agreement, which when taken
into account with the 50% equity investment, caused us to conclude that SPAR was the primary beneficiary.

For the year ended December 31, 2005, we consolidated the balance sheet of SPAR FM Japan at September 30, 2005 and the
results of operations for the year then ended. In the fall of 2005, SPAR FM’s Board of Directors decided to change SPAR FM’s
year end to December 31. At that time it was determined to engage Ernst & Young (SPAR FM’s regular independent auditor) to
audit the three month period from October 1, 2005 through December 31, 2005 and to also audit the new fiscal year ending
December 31, 2006. The financial results of three month period from October 1, 2005 to December 31, 2005, was not material
with respect to either consolidated revenue ($1,352,238 or 2.4%) or consolidated income ($8,232 or 1%). Since the financial
results were not material, we decided to include the previously unreported audited three months with the audited year ended
December 31, 2006, as opposed to restating the prior financial statements. We believed this treatment to be appropriate and clearer
to the readers of our financial statements. We also made full disclosure of these items in Form 10-K for the period ended
December 31, 2006 and the Forms 10-Q filed for the subsequent quarters.

Note 7 — Commitments and Contingencies, page F-26

6.

FASB 5 paragraph 17 is the existing guidance regarding gain contingencies. It is our opinion that this citation does not apply
because the initial litigation is a fully resolved matter in which the company was awarded a net judgment of $1,307,700. The jury
award was in two pieces. One portion was an award to Safeway for $5,235,579 and the second portion was an award to the
company for $6,543,279. Subsequently, the trial judge combined the awards to a net award of $1,307,700 in favor of the company.
The judgment was filed with the court on August 14, 2006. The judgment accrues interest from the date of filing at 10% per
annum. Further, the judge stated on the record that he did not believe Safeway had a basis for an appeal against the company. In
fact, the judge stated on the record that if there was a basis for an appeal, it was in favor of the company. Safeway filed a required
bond on December 13, 2006 in an amount not to exceed $2,060,041 to cover the entire $1,307,700 judgment plus any future
accrued interest. At the time we decided to record the $1,307,700 as other income, the company considered the facts that a jury
award was made, a judgment was filed and in our legal counsel’s opinion, the company will receive at least $1,307,700 plus
interest. It is our opinion that if any gain contingency exists, it is for an additional $5,235,579, which is the amount that was
awarded to Safeway and is the subject of our appeal. In addition, the company recorded all of the 2006 litigation costs incurred in
its financial statements in 2006 and it is our belief that the financial statements would not be fairly presented if we did not record
the judgment. Once again the company made full disclosure of this item in our financials in the Forms 10-Q filed for the quarters
ended June 30, 2006 and thereafter as well as in the Form 10-K filed for the period ended December 31, 2006.
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Hopefully the above satisfies any questions you may have. If you have further questions, please contact me at 914-332-4100.

Sincerely,

Charles Cimitile
Chief Financial Officer




UMITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20O54D

DIVIATOM OF
CORFORATION FINAMCE

Mail Stop 4561

Ootober 1, 2007

Via U.8, Mail and Fax (914} 332-0741
M. Charles Cimitile

Chisf Financial Officer

SPAR Gromp, ng,

580 White Plains Rd., Suite 250
Tarrytown, NY 10591

~RE:  SPAR Group, Inc.
Form 10-K for the period ended December 31, 2006
Filed April 2, 2007
File No. 0-27408

Dear Mr. Cimitile:

. We have reviewed your filing and have the following comments. Where indicated, we
thirk you should revise your document in response 1o these comments. 1f you disagree, we will
consider your cxplanation as to why cur comment is inapplicable or a revision is unnecessary.
Please be as detailed as necessary in your explanation. In some of cur comments, we may ask
you to provide us with information so we may better understand vour disclosure. After
reviewing this information, we may raise additional comments,

Please undergtand that the purpose of cur roview process is to assist you in your
complisnce with the applicable disclosure requirements and to enhance the overall disclosure in
your filing. We look forward to working with you n these respects, We welcome any questions
Yot miay hove abn.;t OUP cOMMEants or 0n.any other agpact ef our rﬂww Feel free tocall sis ar
the telephone numbers listed at the end of this letter. - -

Report of Independent Registered Public Accounting Fitm, page F-1

L. The audit report of your prineipal auditor as of December 31, 2006 and for the thres years
then ended, states that with respect o certain subsidiaries and affiliates, their audit
opinen is based solely on the reparts of the other auditors. Several of the other anditors
are not registered with the Public Company Accounting Oversight Board {United States).
According to our records, these auditors were alse not registered at the dates of their
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respective opinions, nor have they been credentialed by the United States Secunities and
Exchange Commissions Office of the Chief Accountant. Please amend your filing to
include audit reports from regrstered and credentialed firms for SPAR Alay Pazarlama
Hizmetleri Limited Sirkeri, SFAR Solutions Merchandising Private Limited, and UAB
“SPAR RRS BALTIC” or tell ug why this is not necessary. Refer to Public Compeany
Accounting Oversight Board AS-1 and Rules 1001 and 2100,

Note 2. Summary of Significant Accounting Policies

Principals of Consolidation., page F. 14

2 We note that in Navemiber 2005 you wrote to the United States Securities and Exchange
Commissions Office of the Chief Accountant reparding the application of FIN 46R to
your 31% owned South African joint venture. Our records indicate that you were asked
to provide additional information. Please tell us how this matter has been resolved.

3. In addition pleasc tell us how you determined that the remaining joint ventures where you
own 51% should be consolidated in accordance with FIN 46(R).

4. It appesrs that vou own 5024 of two subsidiaries and you have determined that you should
consolidate based on FIN 46(K). Please provide us with a complete FIN 46(R) analysis
for both of these entitics. Tell us how 1t was determined that they were VIE's and then
tell uz how you determined that yon were the primary heneficiary.

5. Tell us how you deterimined that if is appropniate to include 15 months of operations for
vour Japanese subsidiary. Please cite the acecounting literature that you are rélying upon.

Note 7 — Commitments and Contiﬁgencies, page F-26

b. Please revise to remove the recognition of the $1.3 million settlement in your favor from
other income. It appears that this i3 not cerlain as both parties are seeking appeal. For
. reference sec paragraph 17 of SFAS 5,

Ag appropriate, please amend your filing and respond to these comments within 110
business days or tell us when you will provide us with 2 response, Youn may wish to provide us
with marked copies of the amendment to expedite our review. Please fimish a cover letter with
your amendment that keys your responses to our comments and provides any requested
information. Detailed cover letters greatly facilitate our review. Please understand that we may
have additional comments after reviewing your amendrment and responses to our cominents.
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We urge all persons who are responsible for the aceuracy and adequacy of the disclosure
in the filing to be certain that the filing includes all information required under the Securities
Exchange Act of 1934 and that they have provided all information investors require for sn
mformed investment decision. Since the company and its management are in possession of all
facts relating to a company’s disclosure, they are responsible for the accuracy and adequacy of
the disclosures they have made.

In connection with responding t¢ our comments, please provide, in writing, a statement
from the company acknowledging that

s the company is respensible for the adequacy and accuracy of the disclosure in the filing;

o staff comments or changes to disclosure in response to staff comments do not foreclose
the Commission from taking any action with respect to the filing; and

o the compaiy may not assert staff comments as a defense in any proceeding initiated by
the Commission or any person under the federal securities laws of the United States.

. In addition, please be advised that the Division of Enforcement has access to all
infoermation you provide te the staff of the Division of Corporation Finance in our review of your
filing or in response to onr comments on your filing.

You may contact William Demarest, Staff Acconntant, at (202} 551-3432 or me at {202)
551-3486 with any questions,

Sincerely,

Ol 2. Lo

Damiel L. Gordon
Branch Chief
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Mowernlg: 10, 2005

Dianald T, Nicckaizen

Cltied Accountant

Office of ihe Chief Accoulitant
Securities and Exchanpe Cormmission
430 F1fth Stres, MW

Washington, DC 20549-1103

Dlear Mr. Nicolaiszn:

Atlached please Gnd an malysis of the consolidation of SPAR's South Afijc
subsidiary. We would appreciare the SlTs review of the anabvsis and thair concarrence
with the cousolidation of e Soutll African subsidiary. Please conlact wme with. any
gueslions or comnLants vou have.

Thank vou for vour assistance i this malter,

Sincerely,

#of F) ; =
{.ffé‘..a-if.g_ (f‘r“‘i-r.uiu(i L f
Charles Cinnitite

Chief Fmancial Cfficer

Cer Cargl Stacey
Bepuly Chief Accountant
¥vision ol Corporate Finance
Secutitics and Exchangs Commission
430 Fifth Steeet, NW
Washingron, DC 20349-0410

Using Tomorrow's Tools te Solve Today's Challenges

SPAR Group, inc. Corporate Office « 580 "W'h,:e Plaine Road * Taroytown, Y 10591
Phone: 914.332.4100 » Fax; 914.332.0741 * Email servingyou@sparine com = Website www.spanioo.oem



SPAR Group, Inc.
Analvsis of Accounting for

SPAR Group’s Investment in Cnrparate Joint ¥Ventures
Noyember 10, 2005

Prepared by Charles Cimitile, Chicf Finuncial Offfcer

Introduction

SPAR Group, Inc., a Defaware comoration {"SPAR" or the "Cempany™}, 15 a4 supplicr of
merchandising and other marketing services both throughoul the United States und
internationally. The Company's aperations are divided imro two divisions, the Domestic
Merchandising Screices Division and the Inferrational Merchaodising Services Diviston.
The Domestic Merchandising Services Division provides mercliamlising services,
product  demonstrations, product sampling, dalabase marketing, telesorvices  aad
marketing research o manufacturers and retailers with produet disinbution primarily
maes merchandisers, drug chains and grocery storcs in the Umilud Staies. The
tntemnational Merchandising Services Division was established in July 20060 10 provide
mcrehandising serviess W the rost of the world and currently provides erchandisimg +

services or has an acrcoment lo provide merchandising servives in Japan, Canada,
Turkey, India, Sowth Africa, Rowania, Ching and Lithuanga,

The Company’s intemational model js to “pariner” with local merchandising eompanics
and combine Lheir lmewiedge of the local market with the Company’s proprielary
soltware and expertise in the merchandising business, In 2001, the Conpany and a
leading Fapanese hased distribulor established a 500 owned joint venture o provide the
latest in-store merchandising services to the Japancse markel, Tn 2003, the Company
expunded ils international presence to Canada, by acquiring the bosiness of o Canadiaw
merchandising company, apd Turkey, by cotoring into a 1% owned start-up joint
venfure subsidiary.  In 2004, the Company established 51% ownul joior vemure
subsidiares in India, South Afiica and Romania.  Tn 2003, the Company recendly
amaounced the formabion of a $0% owned joinl venmee in Ching and @ 31% owned joint
venlure gubsidiary in Lithuania,

For the vear ending December 31, 2004, the Company consolidated all ol s juinl venlure
subsidiaries and toinl venmares, The Compauy continues lo do su in 2605, While the
Fnancial results of the joinl venlures ace not considered material for 2004 or 2005, the
Company plans {o ncrcase its internatione] operations and expects that firture financial
vesulls of its joint ventures will be maicrial. The Company has sirucluted s [oscipn
ipvestients ulifiving two models one in which the Compeny owns 50% of rhe slock and
the olher in which the Company owns 31% of the stock, The two 50% owned juinm
ventures are sitmilarly structired and all of the 51% owned joint venmre subsiliznnes are
similaely strucorad. Uhe Company requests the Staff roview the issuc of consolidaling
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the 5:% owned Soath African joint ventwre subsidiary and tequests the Siaff's
coaerrrence with the Company's poaition (iat the consolidation of the Souh Aldcan jolnt
vondurs subsidiary is appropriaie,

SPAR's Damestic and Internationad Merchaidising Services Business

The Compans’s Domestic Merchandising Servieces Division provides nationwide
merchandising and other marketing servieas ro home enterlaininent, general merelandise,
heallh and beanty care, consumcr goods and [ood products companies in muss
merchandisers, drug chains and retuil grocory and comveniencs stores i the Laited
Slates. Merchandising servives primarily consist of reoularly schaeduled dedicated rouled
services and apociel projects provided at the stare leve] for a specific retailer or multiple
mattufacturers primanly undor single or mulli-vear ¢contracls of Agreemenis. Servives also
inctude sumd-alone large-scale implementations such as new store openings, vew product
launches. special scasonal or promolional merchandising, [ecused product support and
product recalls, These services may include sales crthancing aclivitics such as ensuring
that chient products authorized for distribution are in slock and on the ghell], adding new
products that are approved [or distribulion but not presently on the shelf, selhmy calegory
shelves in accordance with approved store schematics, ensuring Lhat shelf tags are in
place, checking [or the overall salability of client products and sellng now and
promotional items, placing andior removing poinl of purchase :md other rel wed media
adveriising Specilic in-store services can be inftiated by retailers or manulactorers, and
melude new store openings, new producl launches, special seasonal ot promotional
merchandizing, foeused product supporl and product recalls,  In 2003, the Company
added -gtore product demonstration and in-glors product sumpling services Lo its
nierchandising scrviee oflferings.  Marketing services consisi of daabase marketing,
leleservices and marketing research.

In JTuly 2000, the Company cstablished its nlernational Merchundising Services Division,
throngh a wholly owned subsidiary, SPAR Group huemational, Inc. ("5GI"), to focus on
expandine its merchundising services busincgs worldwide. The Company believes that
the current trend in business is globalization. As companies expand into Jorcign markets
they will need assistance in marketing their procucts. As evidenced in the TTited Staies,
relailer and manufaciurer sponsored merchandising programs are hoth expensive and
inefficient. The Company alse belicves that the dilficulties encountered by these
programs are only exacerbated by the logistics of operating in [oreign markets.  This
enviromment has created an opportunity for the Company to explmt its Infemet-hased
lechniology and business medel thal are successiul in the United States.  The
Intemadional Merchandising Services Division was cerablished 1o cukivate foreign
markets, modify the necessany systems and implemenl the Company's business model
worldwide by cxpanding ils merchandising services business off shore. The Company
lotmed ar lntermalional Mcrchandising Scrvices Division task force consistiug of
members of the Company's mbormation technolory, opcrations and finance groups to
evaluate and develop Lorcign markets. Key to the Compuny's international stategy 1s the
iranstation ol scveral of its proprictary mtemet-based Jogistical, communications and
reporting soflware applications inlo 1he native leneuage of any market the Company
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emiers.  As u zesult ol this raquiternemt lor markel penctzation. the Company has
developed translaton software that can quickly convert ils proprictary software into
variows lamguuped,  Through its computer facilities i Auburn Nills, Mickigan, the
Company provides worldwide access to ils proprictary logistical, communications and
reporting sollware,  The Company bas personnel in Greece and Ausradia 1o assistin i
international efforts.  The Company's inlemational model is o “partne”™ with Jocal
merchandising compaics and combine their knowledge ol the local markel with the
Compamy's proprietary soltware and sxpertise 0 the merchandising business.  In 2001
the Company aud a leading Japanese based dismibulor established a 30% owned joinl
vepture to provide Lhe lalest n-store mercmdising servicss Lo the Tapanese market  In
2003, the Conpany expanded ite intcrnational presence fo Canada, by scquiting the
business of a Canadian merehandising cotnpany, and to Turkey, by entering into a 1%
owned start-ug foint venlure.  In 2004, the Clompany cstablished 31% owned joint
ventwre subsidiatics in India, South Alica and Romanie. T 2003, the Company recendly
anncunced the fommation ol a 50% owned joint venture in Ching and a 31% owned joint
vemtute subsidiary in Eithuania. T cach joint venture, thie Compasy and its joint vesmre
partner enier inlo & Joint Venture Shareholders Agreentent (the “Agreement”™). Typically
fhe Agreement provides that cach shareholder will have an equal number of directors,
there can nol be a quorum for a Board of Direclors mecting unless a majority of he
directars are presenl, “important matters’” must be approved by w majority of the directors
and Sharcholder vote quonums and approvals must be in cxcess of the Compuany’s sharcs.
A copy of the South Alrican Joint Yenture Agrecnicnt is includsd for your review.

Cromn 2001 through 2003, based upon the Company’s 30% owncrship, the Company
accounded for Japan utilizing the cquity method, i 2004, as a resubl of a license
amendment that the Conpany believes ntade il the primary beneficiary, as defimed in FIN
AB(R). the Company began consolidating the Japum joind ventore. Clanady, beig a wotally
owned subsidiary, has been conselidaled in the Company's Mnancial statements since its
acuigition in 2003, The Turkey apd Sowh ARica joint venture subsidiarics began
operations in Uhe sceond quarter ending June 30, 2004, and the India joint venlure began
aperations i the third quarter of 2004, “these joint vonmuires are $1% owned subsidiarics
and as such were consolidated in e Company’s finaneial staiements since they began
operations. 1he juint vonlere in China and the joint venture subsidiary in Lithuania are
cxpoeted o be operatonal in the fourth quarter of 2005,

Sitice the cstablishment ol its International Merchandising Services Division in July
2000, the Company has foeused on expanding its inlemational business. The Compiny
Lelisves that the propriciacy software it has doveloped provides il with a competitive
advanlaze and i cortain cases has used its softvare ag “enereney”™ in “parinering” with
local entrepreneurs overseas, ln South Affica, the Company conlribuicd its software
while the local jeint venture pariner contributed existing costomers to the jouil venlure.
The Company has heen in the merchandising business in the Linited States since at least
19%6. Domestically, the industry has beeome very competitive wilh may small
nievchamndising compantes competing for the business. The Company believes that with
more aud moge companies expauiding globally there i3 a great need fov wternational
merchandising,  The Company also belicves that it it cun penerrate {oreign markels in
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their insiney, is technalogy will allow it to garnish a sigailicant share of the market catly
on and become the doninant merchandising company in dhat coundry. 1L s Lhe
Company’s sleateay [0 have oporations n as many countrics as possible so that it can
provide o global merchondising program to clobal retailers andfor manufaciures. To thns
end, the Commany wilk conlinue with its cnrrent business mode! and expand into different
cauntrics by “parnedng” with focal compamics threugh joinl ventures, Since fuly 2000,
(ke Company has entered mlo seven jaint ventures throughout the wotld, It ks curcently
doing business # six connirics in addition 1o the United Slates and sxpects Lo bewin doing
business in tvo more during this quarter. 1t s curreitly in conversations with a7 least
three acdditional potential partners in theee additional countrics.  The Clompany stlempis
10 obtain a 51% ownership i all its joinl venlure subsidiaries bul two of ifs Targest
potential markets, Japan and China ate 30% awned.

Consalidution of 51% owned Stk Africay subsidiary

The Sowrh Afiican joint ventere is 5% owned and is therelute a subsidiary of the
Company.,  The Company was requirsd to contribute 31% of the equity for this
subaidiary, The Soulh Alrican subsidiary has subordinated debt and the Company was
required 1o contribute 51%% of this debt, The subsidiary was a slan up company that
began operations in April 2004 The Company contributed i3 proprictary sollware and
on going support of up do twee thovsand (3,000} hours to the venture and the South
African parricrs confribuicd their cusiomer contracs. For 2004, Soulh Afnean sales
tolaled approximately $3.5 willion and the Company’s share of the vespoctive Josses was
approximalely S42,000. At December 3[, 2004, the total asscts of the South Afncan
subsidizry wore approximalely $649,000, ol habilities (including minority intetest)
were 5711000 and (e total deficil was $62.000. it can be reasonably expected that Lhe
South Aftican joint venume subsidiary will require additional cash wilosions and SPAR
will contribute 51%, ol these infusions,  Currently SPAR expeets to eontribule additionat
cash 1o this subsidiary in le latter pars of 2005,

The basis for consolidation of the 51% owned South African joint venhire subsidiary is
FASE Interpratation No. 46 (revised December 2003)("FIN 46(R)™) as well as
REGULATION S-X.

FEY 46 (R)
Applicable excerpis of FIN d0(R)
Paragraph 4 of FIN 46(R).:

4. This interpretation clarifies the application of ARB 51 and replaces Interpretanion 46,
With the foHowing cxeeptions, this hilerprotation appliss to all ensitics:

h. An enlity that is deemed t be a business under the delinition in Appendis C ueed
not be evalualed by a reporting entermrige {o dotormting 17 Lhe entity s a variable
interest entity under the vequivernents of this Interprelation unless one or more of
the following condilivns exist (however, for colities that we wicluded by this
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provision of (his Tatorpretation, other garerally aceepred accoununy ponciples
should be applicd):
{3} The reporting suterprize and its related parties provide mote toan half
ol the tetal eomity, subordinated debt, and oibicr forms of subordinated
linancial suppori to the entity based on an analysis of Lhe fuir values of
the interesls of the eitity,

Paraeraph 9 of FIN 4608 Buerpretation. Lrpected Losses;

9, An cquity investment al risk ol loss than 10 pereent of the entily’s fotal assets shatl not
he considered sufficient to (inance its activities without subordinawcd [inancial support in
addition 1o the squily Mivostaiont walass (he coquity investment can be demonserated (o be
sullicient. "Uhe domoenstration thal equity i sufticient may be based on eilher qualitative
analysis or guantitative analysis ov a combination of botl,  Qualitaive dssCasnents,
including but not limited to the qualitative assessments described in paragraphs 9a) and
O(h), will in some cazes by conclusive in delenmining that the enlily’s cquity at risk is
sufficient, I, after diligent c[fort, a reasonable conclusion about the sufficiency of the
aatity's cquity s risk cannot be reached hased solely on qualitative consideralions, the
quastitative analyses implicd by paragraph 9(c) shouid be made. [n instances m which
ncither 2 gualititive asscssment nor a quantilaiive assessment, lalkcn alone, 15 conelusive,
the detenmimation of whether the couity at risk is sulllcicat shall be bascd oo a
combinatian of qualitalive and quantitative analyses.

4. ‘The entily hag demonstrated thal it can finance its activities wilhoul addibonal
subordinated financisl support.

b, The entily has at least as much equity invested us other entities that Lold outy
similar assets of similar quality in simalar smounts and operale with no whdional
subatdinated finaneial support,

¢. The amount of equily invested in the entity ¢vcseds the cslimate of the entity's
cxpected losses based on reasonable quantitative evidence,

3. An entity shall be subject L consolidation according to the provigons of this
Tnterpretation il by dusign, the condilions in g, bor ¢ exish:

2. The tolal equivy investmens al nisk ix nod sufficent w pormut the enbiy o finance
itz activities withoul additional subordinatzd [nancial support provided by any
partiey, including cquity holders. For this purpose, the total equity myvestment al
rigk:

(1Y Inclndes only equity investments in dhe ontity that parhicipate
significantly in profits and fosses even if those investiments do not
catry voting righis,

(7} Does nal include equity intercsts thiat the entily issucd in exchange for
subordinaied inlurests D other variable interest entitics.

LN

Pape Sof s



i3y Dogs not inclede amounts financed lor the egquly nwestor (for
example, by fees, charitable contributions, or wther paymenls), unless
the providers 1s & parcas, subsidiary, or affiliate of the mvesior tht is
requirad to be included m the same set of consolidated financial
gratemenls as the imvestor,

() Does not inelude arnowsts Onanced for the cguity investor {for
cxample, by loans or guarantees of loans) directly by the cnfity or by
olther partics involved with e entity, unioss ihat party is 4 parent,
subsidiary, or alliliate of the investor (at is required 1o be included in
ihe samc 3ot of comsolidated financial statemoents as the invesior.

Taragrapls 9 and 16 discuss the amount of the tolal cquity investment al fisk that

is mecessary lo pormit an entily lo fnanee its activities without additional
subordinated financial support,

Posgrsaph H of FTN 46(8) Coasolidation Based on Yarialle fiferosis:

14. An entorprise shall consolidate a varlghle mterest entity if thal enterprise has a
variuble interest {or combination ol variable interests) that will absorb u majority of
ihe catity's cxpected Josscs, reccive a mujorily of the enlily's expected sesidual
reluras, of both. An enlerprise shal) consider the rights and obligations conveyed by
its variable inerests and the relationship of its variahie inleresls with vardable
interests held by other partics to determine whetlicr its variable inleresis will absoh a
majority of @ variable intercst entily's expecled losses, receive a majority of the
cntity's expected tesidual retums, or both. TFone enierpsise will absorb a majority of a
variable interest entity's expected losses and another enterprise wikl receive 4 majority
of that entity's sxpeeted residnal retwms, the enterprise absorbing a majoriy of the
Tosses shall consolidate the variable inleresl enulty.

Company’s Conglasion regarding FIN 46(R
It is the Company’s opinion that according 1o FIN 46(R):

1. The Company provided more than hall of the total of the equity, subordinated
dclit and other forms ol subordinated finameial suppert to the Souh African joint
veniure subsidiary and expects 1o comtribute more than balf of lhe fulure
subordinated financiul support.  Therefore, the subsidiary s not cxempt under
Paragruph 4 of FIN 46¢8) and must be evaluated (o determine if i s u variable
Larerest entity. :

2. The equity investment in the subsidiary is less than 11} pereent o the entity's total
assely amd herslore in accordanes with Paregraph @ of TIN 20(R} hinerpretoation
Expecied Losses, is not sufficient to fimmee its activives without subordinated
{inaneial support in additien o the couity invesiment,
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3 The total cquity investment al risk in the subsidiary s nod sullicient to permit the
subsidiary to finance il activities wilhoul additional suberdmaced lnancial
suppurt provided by any parlics, irchuding equity holders,  Thersfore, the
subsidiary 13 ¢ varigble intorest entity and is subjoct to eonschidation uoder

4. The Compary will absorb a majority of the subsidiary’s expested losses and
receive a majority of (b joint ventures” cxpected residuat retums. Therclore, the
Company 18 the primary beneficiaey and the subsidiaries should be consolidated
in the Compuny’s linancial statemoents widet Paragraph Hoof TN 26(R)
Consolidusion Based on Furiafle fnicresls.

Applicable excerpts ofl REGULATION S-X

Unlcss the context otherwise requires, terms defined i the general mules anid rerulatons
or in the instructions to the applicable forny, when used n Regulation §-X (this part 210},
shall have the respeclive meanings given i such istructions or rules, In addition, the
following terms shall have the meanings indicated o this section unless Lhe contexl
otherwise requires.

{2} Coarrol. I'he izrm control (including the terms controlling, controiled by and under
common control withy means the possession, direct or indirecs, elthe power to direct or
canse the direction of the manageiment and policics ol a porson, whether theeugl: the
ownership of voting shares, by confract, or otherwise.

(1) Migorily-owned subsidiary. The leom majority-owned subsidiary means a subsidiary
mare than 50 pereent ol whose outstanding voling shares 18 ownad by its parent andsor

the parent’s other majority-owned subsidiaries.

(x} Suhsidiary. A subsidiury of a specified person 1s an alfiliate controlled by such porson
direelly, of indirectly through one or tnorc intermecdiaries,

Rew, ¥ 2160 34-02 Consalidated finonciad stafemens of the registrant and itz subsidiaries.
. =

In deciding upon consolidation policy, the registrant must constder what financial
presentalion is miost meaningful m ihe clzewmstances and shoold follow in the
copzolidated financial slatements principles of inclusion or cxeluston wimch will clearly
exhibil the fnancial position and results ol operations of the registrant. Thete is a
presuroption that consoliduled stalements are more meaningl than separate slulements
and that they are usually necessary for a [air presentation when one entity divectly or
indirecthy has a conolling {mancial interest in another cntiry. Other particular leets and
circumslances may require combined financial staements, an cquity method of
aceonnting, ot valualion altowances in ovder w aclicve a faiv presentation. In any case,
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the disclosures reqaired by §2310.3A-03 should clearly explain the accounting pelicies
[ollowed Ty the registrant [n this area, including the circumslances involved I any
departure [eorn the normal praciice of consolidating majorily owned substdiaries and not
consolidating entitizs that are less than muorily owned, Ameng the [hotors that il
regisiranl should consider in defermining the mosi meaninglel presentation are the
[oilowing:

(@) Majority ownership: Generally, registrants shall consolidale cntitics that are
majorily owned and shall not consclidate entitizs that are not majority owned. The
determmaltion o majorlty ownership requires a careful anabyais of the facts and
cireumstances of a parieular relationship among emities. In tare #iluaions,
comsolidation of a majority owned subsidiary may not result in a fair presentation,
hecause the Tegisirant, in substance. does not have a conirelling Onuneial interes
{Lor cxample, when ihe subsidiary is in legal reorganization or in bankruptey, or
when control is likely to be temporary}. lo other silualions, censolidation of an
entity, notwithstanding il lack of techmical majority ownership, s nocessary Lo
present lairly the financial position and results of operations of the registrant,
because of the cxistence of a pavent-subsidiary telationship by moans other thaw
record ownership of voling slock,

Company’s Conclusion recarding Resulation 5X

[t is the Company’s upinion that Regulatton $-X iz very specific in its definition o1’ a
majorily vwned subsidiary m_Reg, & 2100 1-02 Definirtons of tenpg used in Regulution S-X
(17 CFR pare 210) sub pacageaph(n} and (he regnirement to consolidate In Beg, ¢ 270,34
02 Conselidaied jinancial statements of the registani uned its subsidiaries aub paragrph
{a). Therefore, sinec the Company owns 51% of the voting stock ol the South African
joint veanwe subsidiary, according to Regulation 8-X the sehaidiary should be
consolidated in the Conpany’s financial slatenients.

Tn addition 1o the reasons discussed carlicr, fhe Compuny belicves that accounting for the
31% owned South Aftican subsidiary wnder the cquiry metivod would not present fairly
the dinaacial pesition and results al operations of the Company,  Hven Llhoagh the net
impact 1o the prolit and loss for any given poriod is the same under the equity method or
corsolidation, the components of the profic and loss statciment are sigmificantly diflerent,
Under the ceuity method, the Compamy would show only the net loss as un “Other
LCaxpense” or “Loss on Investments”, The profil ard loss statement would not refleet the
sules wrowth i the inteprational arca, and the readesr would nol be abla to truly assess the
success or fallure of the Company's Souh Adtican efforts. More inportantly, the
Clompany’s balance sheet would not be fairly presented. As discussed earlier, al
Dzcember 31, 2004, the Company has consoliduted the Sourh Afnica subsidiary, Had the
Compmy caploved the equily meihod at December 31, 2004, the Campany would bave
only shown ar investment of $(42.0007 in the subsidiary and 4 noic reecivable of
approximately $243,000.  There would be zero Habilitics reeorded.  Therelore, al
Necember 31, 2004, assets would be wwlerstated by approximately 5448000 and
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lighilities would be understated by approsimately 711,000, This sitaation would only be
exucornated as the Dternationa) business conmnues 1o grow a8 the Conpalny expects,

Rew. ¢ 218,34-02 Consoliduted finppcial stniements of the_ragistrant and jis subsidfiaries
states.
“Tn dewiing npon comsolidation policy, the reglstrant musl consider what
financiab presentation (s most meaning(ul in the cnewmstances and should
(llow in the consolidated [inancial stalements principles of inclusion or
exclusion whicly will clesrly cxhibil the financial position and results of
aperations of the rogistrant, There is a presumption that consolidated
stulements are more meananeiul than separate statcments and that they a0
nenaliy necessary for a fair preseniation when ome eutity directly or
indirceily has a controlling linancial interest in another entity.”

The Compaty believes consolidation of the 31% owned South African subsidiary is most
meaningfub and most clearly exhibils the linancial position and resulls ol aperations of
{he Campany. Therefore, the Company helieves the 31 % owned subsidiaries should be
conschdaled in the Company’s (nawcials,

Srogprmigry

I 2000, when the Company establishod the Intemational Merchandising Scrvices
Division, the Company had demestic sales of S81.5 million and zceo international sales.
in 2004, the Company has domesie sales of $43.2 million and mtemationsl salcs
(including Canada) toluling $8.1 million.  Clearly, intermadonal sales have become a
significanl parl of the business, and inlerational operations will be even more sigmficant
in 2005 and beyond wilh the addition of China, Romania and Lithuania, a full year of
operations n Turkey, Indiz and Soutl Africa, lhe expecied growth of Tapan and the
Company’s expansion plans, While the issuc ol consolidaton ol the joint venlures versus
accouuling for them wnder dhe cquity method may not be material w 2004 or 2005, the
Company expects (he internattonal resalls to be material in the fure aud belicves
consalidation of the inlentational subsidiaries and joint veniuves wilk be crucial for the
fair presentation of the financial statcments going Forward.  Therefore, the Company
reqests the Staff review ihe issue of consolidating the 31% owned Souh Alfican joml
venlure and requests the $tafls concurrence with the Company's posizion that the
consolidation of Uns jeint venture subsidiary is appropriate.
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