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PRIVILEGED ANDCONFIDENTIAL

ATTORNEY WORK PRODUCT

TO:
Mark Haedicke
DATE:  November 10, 2000


Lance Schuler


Travis McCullough

FROM:
Angela D. Davis
DEPARTMENT:  ENA Legal

SUBJECT:
Urban Financial Group, Inc. (the “Company”)

RISK FACTOR:  1

The Company was recently organized in Delaware to own all of the capital stock of The Community’s Bank, a Connecticut state chartered bank organized to acquire three existing bank branches from Fleet Boston corporation, Fleet Bank and Bank Boston, NA (the “Acquisition”).  The Company intends to file an application with the Federal Reserve to become a registered bank holding company under the Bank Holding Company Act of 1956, as amended.  To finance the Acquisition, the Company plans to issue three classes of its stock to investors in an offering exempt from registration under the U.S. securities laws, in which $14,000,000 is proposed to be raised (the “Offering”).  Two classes of common stock are proposed to be issued, one voting and one non-voting, and one class of preferred shares.  Under the terms of the offering, subscriptions for less than all the shares may be sold.  Houston Economic Opportunity Fund II, L.P. (“HEOF”) proposes to invest $1,500,000 in the non-voting shares of common stock of the Company.  Other than Peter Hurst, chairman of the board of directors and an advisor to the Company, no person will be allowed to purchase in excess of 10% of the voting common stock of the Company, pursuant to the Offering  

Risks

1 Although the Offering Memorandum provides that the Company may proceed with the offering with less than 100% of the shares subscribed, subscription proceeds will be placed in an escrow account with a provision for the return thereof if the Company fails to obtain all regulatory approvals or fails to complete the purchase of the three banks.

2 HEOF will purchase the non-voting Class B common stock of the Company.  However HEOF will have the ability to influence management, since after being apprised of the risks of board representation, HEOF has elected to enter into a letter agreement with Peter Hurst, pursuant to which Hurst will agree to appoint a representative of HEOF to the board of directors of the Company.  

3 HEOF’s investment will be illiquid due to the lack of market for its shares and because the shares are unregistered under the U.S. securities laws

4 Peter Hurst will own 600 shares of the voting common stock, constituting 15% of the outstanding common stock.  Mr. Hurst also intends to purchase a warrant to purchase an additional 700 shares and will have an option for an additional 350 shares under the Company’s stock option plan.  The offering memo for the Offering provides that no person may acquire in excess of 10% of the voting common stock of the Company, other than Mr. Hurst.  Consequently, Mr. Hurst may be able to exert control over matters subject to vote by the shareholders of the Company.

5 HEOF and the other subscribers of the Company’s stock will not have stock registration rights.  However, the subscribers have been granted tagalong rights with respect to registrations of the Company’s stock, sales of stock to third parties and redemptions of any stock of Peter Hurst.

6 It is anticipated that the Company will grow the business of the banks and sell them in about five years. A hostile buy out of the Company would be difficult, since the Company has adopted certain anti-takeover measures.
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