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The saying goes, that if you put 100 monkeys in a room with 100 typewriters,
eventually they would reproduce every great work of literature. With all due respect to our
simian cousins, we respectfully submit that they would not be able to duplicate Audit
Integrity’s analysis.

We tested for the probability that the dramatic return difference of 1100 basis points
between the companies on our Early Warnings list and the market at large, is not random.
It turns out there is a 98% chance that we are not monkeys. These results continue to
support our view that a lack of integrity may pay for a company’s management, but not for
its shareholders. This one-year result is consistent with our model’s expectation.

audit integrity Early Warning Portfolio

YEAR 2006
SAP 1500 %  Equity %
Price at Equity Current Change from Change from Spread vs. Equal
Publication Prica Publication  Publication Walghted S&P 1500

COGT Cogent, Inc. 21-Feb-06 52181 510.36 3.5% -52.5% -56.3% 2
TALX Talx Corporaticn 2-Mar-08 $32.89 52187 -3.0% -33.5% -30.6% 1
ILMM llumina, Inc. 23-Mar-08 $25.86 52066 -4.0% 14.7% !
LLL L-3 Communications Holdings, Inc. 2-May-08 $83.13 S81.78 4.0% -1.6% -5.6%
ASEI American Science and Engineering, Inc. 22-May-06 $62 54 $508 51 9.4% -4.8% -14.2%
AFCE AFC Enterprizes, Inc. 7-Jun-06 313241 $17.67 11.7% 31.8% 1
SHFL Shuffle Master, Inc. 16-Jun-06 £32.34 $26.20 13.3% -19.0% -32.2%

5 Sprint Nextel Corporation S-Jul-08 519.89 515.89 8.2% -5.0% -13.2%
MGLN Magellan Health Services, Inc. 17-Jul-06 54325 54322 13.6% -0.1% -13.7%
BLKB Blackbaud, Inc. 2-Aug-06 52047 $26.00 14.5% 270% g
BME Bowne & Co., Inc. 18-Aug-0& $15.35 51504 12.2% 38% 8.4%
TRLG True Religion Apparel, Inc. 20-5ep-06 §22.32 §15.31 B.7% -31.4% -40.1%
SNDK SanDisk Corporation 23-0ct-08 547 45 543.03 4.8% -0.3% -14.1%
GILD Gilead Sciences, Inc. G-Mow-08 $6B8.82 564.93 1.2% -5.7% -6.9%
NTRI Nutrifsystem Inc. 15-Mov-06 $65.59 $63.32 1.3% -2.4% -4.7%
SMA Symmeatry Medical Inc. 27-MNov-06 $13.35 $13.82 2.1% 36%
PGIC Progressive Gaming Inc. 14-Dec-06 58.59 59.07 -0.8% 5.6%

Summary and Explanation
The Audit Integrity Early Warning Portfelic is an equally weighted and time adjusted portfelic. Both refersnced indices are also measured as
equally weighted portfolios to ensure the highest data integrity and the most rigorcus and accurate comparisons.
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‘Company is no longer rated as a “1* Equity Risk (Lowest Ranking). Equity % change calculation stopped as of date of ranking change.

“Corrpany has lost more than 0% of it's equity. Equity % change calculaton stopped as of closing date of 50% equity loss breach
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Audit Integrity’s Early Warnings are selected from our broader Investor WatchList,
which represents those companies we view as the most forensically challenged of the
8,000-plus companies covered by Audit Integrity. Companies are selected for the Investor
WatchList based on our Equity Model score for each company.® This model includes four
factors:

The current AGR® percentile.

Amount of time in the low AGR® quintile over the last eight quarters.
Variance in the AGR® score over the last eight quarters.

Now in the bottom 5% of AGR® rankings.

PoONE

Of those companies on the WatchList, the selection of a company for Early Warning
identification is made using a further set of criteria. Not only do they meet the Model score
requirement, but they also tell an interesting forensic story. The story usually includes
opaque accounting coupled with management conflicts (e.g., insider selling together with a
multitude of accounting issues).

Keep in mind that we do not take into account any other fundamental or quantitative
measures. We assume that the market has efficiently priced all variables other than our
forensic measures. Clearly, added value from a fundamental or quantitative approach
would further improve returns.

As a final step in the selection process, we exercise our subjective judgment
regarding the egregious nature of the company’s behavior.

The results of this year’s Early Warnings, while better than | would expect in a strong
rising market, come as no surprise. The market continues to punish companies whose
managers who are less than candid with their shareholders, while rewarding companies with
high integrity. Tragically, it is the shareholders, and not the managers themselves, who pay
the price for this lack of integrity.

The Table below points out the rationale for each of the Early Warning selections for
the year 2006. While it takes a great deal of computing power and statistical modeling to
determine AGR® ratings, the results are often those we intuited. In the end, the majority of
our Early Warnings reflect the corporate managers’ manipulations for personal gain and the
steps they take to disguise it from the shareholders.

A sample of the Early Warning report is available on www.Auditlntegrity.com. To
review any of the other reports please contact our Client Services Department at (888) 44-
AUDIT.

Prior to the introduction of the Equity Model score, the AGR® score was utilized to select companies for Early Warnings.
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Audit Inte grity
Early Warning Portfolio - 2006

Date
Published

Company

Ticker

Equity
Model
Score

AGR®
Score

AGR® Rank

Rationale

202172006

Cogent, Inc.

COGT

MAA,

27

“Wery Aggressive

Rewvenue/Expense recognition
Insider selling

F272006

Talx Corporation

TALX

/A,

35

“ery Aggressive

Revenue/Expense recognition
Ingider gelling

32372006

lllurnina, Inc.

ILMAN

A&,

24

“ery Aggressive

Agzet/Liability valuation
Amended filings
Insider gelling

54272006

L-3 Cornrmunications Holdings, Inc.

LLL

/A,

35

“ery Aggressive

Revenue recognition
Asset/Liability valuation
Shor-term compensation

572272006

Arnerican Science and Engineering, Inc.

ASEl

A&,

28

“ary Aggressive

Expense recognition
Shart-term compensation
Insider selling

782006

AFC Enterprises, Inc.

AFCE

16

“Wery Aggressive

Rewvenue/Expense recognition
Insider selling

B/16/2006

Shuffle Master, Inc.

SHFL

2

“Wery Aggressive

Revenue recognition
Divestitures

Late filings

Insider selling
Share repurchasges

752006

Sprint Mextel Carparatian

22

“ery Aggressive

Expense recognition
Agset/Liability valuation
Amended filings and Late filings
Shor-term compensation

Ji17 72006

Magellan Health Services, Inc.

MGLM

24

“ery Aggressive

Revenue/Expense recognition
Short-term compensation
Options exercised

B/2/2006

Blackhaud, Inc.

BLKE

33

“ery Aggressive

Asszet/Liability valuation
Expense recognition
Insider selling

Short-term compensation

B/16/2006

Bowne & Co., Inc.

BRHE

2

“Wery Aggressive

Expense recognition
Short-term compensation
Share repurchase

920/2006

True Religion Apparel, Inc.

TRLG

20

“ery Aggressive

Revenue recognition
Ingider gelling

10/2372008

SanDisk Carparation

SNDK

24

“ery Aggressive

Expense recognitian
Insider gelling

116720068

Gilead Sciences, Inc.

GILD

2

“ery Aggressive

Expense recognition
Shor-term compensation

11416520068

MutriSystem Inc.

NTRI

2

“ery Aggressive

Revenue/Expense recognition
Insider selling

11/2772008

Syrmetry Medical Inc.

Shid

21

Wery Aggressive

Revenue recognition
Arended filings
Shart-term compensation

121472008

Frogressive Gaming Inc.

PGIC

33

“Wery Aggressive

Revenue recognition
Amended filings
Late filings

All of the views expressed in this research report accurately reflect the research analyst’s personal views regarding any and all of the subject securities or
issuers. No part of analyst compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this

research report.

This report is for information purposes and should not be considered a solicitation to buy or sell any security. Neither Audit Integrity nor any other party
guarantees its accuracy or makes warranties regarding results from its usage. Redistribution is prohibited without written permission. Copyright © 2006

Audit Integrity, Inc. and its affiliates, Directors and Officers of the company may own stock or options to purchase or sell stock in the companies
mentioned on our website and in our publications and may elect to increase or decrease the size of these positions at any time. However, we are not

compensated in any way for publishing information about subject companies.
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