IZ(DBI, Inc.

Reliable...Responsive...Resourceful... Proactive RE CE I VED
[— 06/29/2020 Mail Control Number: 621335
Docket Number : 3038754
License Number : 15-29301-02
Materials Inspection Branch Licensee Name : DBI, Inc.
Division of Nuclear Materials Safety
US NRC Region IV M120182A604
Arlington, TX 76011
Attention: Carol Hill
Re: Possible Change of Name / Control
Docket: 030-38754
License: 15-29301-02
Dear Ms. Hill,

In accordance with Section 5 of NUREG-1556; Vol. 15, Rev. 1, DBI, Inc., a Nebraska corporation, is
contemplating a change of name and possible change of control requiring review and response from the
NRC.

The responses to the information needed document provided under the above referenced notice follow:

1. The new name of the licensed organization. If there is no change, the license should so state.
DBI, LLC

2. The new licensee contact, telephone number(s), and email address to facilitate communications.

Matt Slaymaker, RSO: (913) 238-2429
mslaymaker@dbindt.com

Jeff Hilfiker:

(for business related matters) (402) 613-7892

jhilfiker@dbindt.com

3. Any changes in personnel having control over licensed activities (e.g., officers of a corporation) and
any changes in personnel named in the license such as radiation safety officer, authorized users, or
any other persons identified in previous license applications as responsible for radiation safety or use
of licensed material. The applicant should include information concerning the qualifications, training
and responsibilities of new individuals.

Officers of the current licensee will remain as officers in new company. Matt Slaymaker, (current
Radiation Safety Officer), will remain as new company Radiation Safety Officer. Mr. Slaymaker will
continue to report to Jeff Hilfiker under proposed organizational structure.

4. An indication of whether the transferor will remain in non-licensed business activities without the
license.

Timing of change of control contingent on transferring license to new company.

Lenexa, Kansas Lincoln, Nebraska Wichita, Kansas Cushing, Oklahoma Tulsa, Oklahoma Denver, Colorado

15440 W. 109" St. 5330 N. 57t St. 2559 S. Sheridan St. 600 N Euchee Valley Rd 8282 S. Regency Dr. 3777 Puritan Way, Unit D
Lenexa, KS 66219 Lincoln, NE 68507 Wichita, KS 67217 Cushing, OK 74023 Tulsa, OK 74131 Frederick, CO 80516
Phone: (913) 888-2321 Phone: (402) 467-1818 Phone: (316) 831-9323 Phone: (407) 707-7557 Phone: (918) 248-2339 Phone: (720) 408-8438

Fax: (913) 888-2351 Fax: (913) 888-2351 Fax: (913) 888-2351 Fax: (913) 888-2351 Fax: (913) 888-2351 Fax: (913) 888-2351



# DBI, Inc.

Reliable...Responsive...Resourceful... Proactive

5.

10.

A complete, clear description of the transaction, including any transfer of stocks or assets, mergers,
etc., so that legal counsel is able, when necessary, to differentiate between name changes and changes
of ownership.

DBI, Inc. is currently in negotiations with a ERI Holdings, LLC whereby DBI would (a) convert into
a Nebraska limited liability company, (b) change its name to DBI, LLC and then (c) its owners would
sell a majority of the outstanding equity interest in DBI. After the proposed transaction, the current
officers of DBI would continue to be the officers of the new entity. Attached as Exhibit “A”, please
find a pre- and post-transaction organizational chart showing the entity structure of DBI, Inc./DBI,
LLC. In addition, attached as Exhibit “B”, please find a copy of the audited financial statements of
ERI Holdings, LLC for 2018 and 2019.

A complete description of any planned changes in organization, location, facility, equipment, or
procedures (i.e., changes in operating or emergency procedures).

There are no planned changes to facilities, locations, storage, equipment, licensed materials or
operating procedures.

A detailed description of any changes in the use, possession, location, or storage of the licensed
materials.

No planned changes in the use, possession, location, or storage of the licensed materials.

Any changes in organization, location, facilities, equipment, procedures, or personnel that would require
a license amendment even without the change of ownership.

No planned changes in organization, location, facilities, equipment, procedures, or personnel that
would require a license amendment even without the change of ownership.

An indication of whether all surveillance items and records (e.g., calibrations, leak tests, surveys,
inventories, and accountability requirements) will be current at the time of transfer. A description of the
status of all surveillance requirements and records should also be provided.

All equipment maintenance and records of such are up to date and will be current at the time of
transfer. All records will remain in possession of the new entity moving forward.

Confirmation that all records concerning the safe and effective decommissioning of the facility; public
dose; and waste disposal by release to sewers, incineration, radioactive material spill, and on-site
burials, have been transferred to the new license, if licensed activities will continue at the same location.

Licensed activities will continue at the same locations.

If you have any questions regarding this matter, please do not hesitate to contact me, Jeff Hilfker, at (402)
613-7892, as | will be the Senior Vice President, Operations of DBI, LLC post-closing.

Sincerely,
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I_ I_‘ D ro p d OW n DRAFT Work not completed | Subject to review and change

Proposed Step 1:

* Sellers incorporate a new corporation, DBI Holdings, Inc. (“DBI
Holdings”) and contribute the stock of DBI Inc. (“DBI”) to it. DBI
Holdings makes a protective S corporation election.

* DBI Holdings elects to classify DBI as a qualified subchapter S
subsidiary (“QSub”) for federal income tax purposes, effective
Current Owners the same date as the contribution.

US Federal Income Tax Discussion:

* Pursuant to Revenue Ruling 2008-18, the contribution and
subsequent election to classify DBl as a QSub should be

\
\
\
N

DBI Holdings Inc., a
Nebraska corporation

characterized as a Section 368(a)(1)(F) reorganization.

* DBI’s tax year will not terminate. DBI Holdings will need to
obtain a new employer identification number and report DBI’s
activity on its federal income tax return going forward.

DBl Inc., a Nb

Only relevant entities depicted experience ﬁg"ﬂm
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I_ I_‘ ‘ O n Ve rS I O n DRAFT Work not completed | Subject to review and change

Proposed Step 2:

* DBI converts to an LLC pursuant to state law (“DBI LLC").

US Federal Income Tax Discussion:

* None

Current Owners

DBI Holdings Inc., a
Nebraska Corporation

\
/

5
Y

DBI LLC, a Nebraska
limited liability
company

%
\

Only relevant entities depicted experience ﬁg\,ﬂm
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Tax-Deferred Rollover
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\

DRAFT Work not completed | Subject to review and change

Proposed Step 4:

ERI Acquisition Corp.

N

ERI Solutions LLC

N

Paragon NDT, LLC

Only relevant entities depicted

DBILLC, a ®
limited liability

* DBI Holdings contributes [21.4%] of the membership interests
of DBI LLC to ERI Holdings, which are then contributed down to
ERI Solutions.

US Federal Income Tax Discussion:

* The contribution of the DBI LLC membership interests should
be nontaxable.

experience BKD.
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Acquisition of DBI LLC

Current Owners

DBI Holdings Inc., a

Nebraska corporaton\

ERI Acquisition Corp.

N

ERI Solutions LLC

N

Paragon NDT, LLC

Only relevant entities depicted

DBI LLC, a Nebraska

limited liability

!‘n pay

DRAFT Work not completed | Subject to review and change

Proposed Step 5:

* ERI Solutions purchases the

membership interests of DBI LLC from DBI Holdings for [$X].

US Federal Income Tax Discussion:

remaining [78.6%] of the

* The purchase by ERI Solutions of [78.6%] of the membership
interests of DBI LLC should be characterized as a purchase of

[78.6%)] of each asset of DBI LLC.

experience BKD.
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Reviewer: Please Contact Jeff Hilffiker
ASAP to resolve change of control timing

From: Jeff Hilfiker -

To: Hill, Carol; Gersey, Linda queStlonS' Thanks’ Car0|
Subject: [External_Sender] DBI, Inc — License: 15-29301-02; Docket 030-38754

Date: Monday, June 29, 2020 1:52:53 PM

Attachments: 2020-06-29 NRC - Change Notification (License 15-29301-02).pdf

Carol,

Please see the attached information regarding a contemplated change of name/change of control
event for DBI, Inc. (Reference License No.: 15-29301-02; Docket: 030-38754)

This contemplated event is tentatively scheduled to close on or before July 8, 2020 with appropriate
permissions from all applicable regulatory agencies.

Please advise on permissions to close as noted, or next steps required for the noted license. Please
indicate whether the next steps must be completed in advance of closing or if they may be
completed post-closing.

Regards,

Jeffrey D. Hilfiker, CWI, ASNT NDT Level Il
President

# DBI INCORPORATED
Quality Inspections and Consulting Services

15440 W. 109'h St. | Lenexa, Kansas 66219
P: 913.888.2321 | F: 913.888.2351 | M: 402.613.7892

jhilfiker@dbindt.com | www.dbindt.com


mailto:JHilfiker@dbindt.com
mailto:Carol.Hill@nrc.gov
mailto:Linda.Gersey@nrc.gov
mailto:jhilfiker@dbindt.com
http://www.dbindt.com/

IZ(DBI, Inc.

Reliable...Responsive...Resourceful... Proactive

June 29, 2020

Materials Inspection Branch
Division of Nuclear Materials Safety
US NRC Region IV

Arlington, TX 76011

Attention: Carol Hill

Re: Possible Change of Name / Control
Docket: 030-38754
License: 15-29301-02

Dear Ms. Hill,

In accordance with Section 5 of NUREG-1556; Vol. 15, Rev. 1, DBI, Inc., a Nebraska corporation, is
contemplating a change of name and possible change of control requiring review and response from the

NRC.

The responses to the information needed document provided under the above referenced notice follow:

1. The new name of the licensed organization. If there is no change, the license should so state.

DBI, LLC

2. The new licensee contact, telephone number(s), and email address to facilitate communications.

Matt Slaymaker, RSO: (913) 238-2429
mslaymaker@dbindt.com

Jeff Hilfiker:

(for business related matters) (402) 613-7892

jhilfiker@dbindt.com

3. Any changes in personnel having control over licensed activities (e.g., officers of a corporation) and
any changes in personnel named in the license such as radiation safety officer, authorized users, or
any other persons identified in previous license applications as responsible for radiation safety or use
of licensed material. The applicant should include information concerning the qualifications, training

and responsibilities of new individuals.

Officers of the current licensee will remain as officers in new company. Matt Slaymaker, (current
Radiation Safety Officer), will remain as new company Radiation Safety Officer. Mr. Slaymaker will

continue to report to Jeff Hilfiker under proposed organizational structure.

4. An indication of whether the transferor will remain in non-licensed business activities without the

license.

Timing of change of control contingent on transferring license to new company.

Lenexa, Kansas Lincoln, Nebraska Wichita, Kansas Cushing, Oklahoma Tulsa, Oklahoma
15440 W. 109" St. 5330 N. 57t St. 2559 S. Sheridan St. 600 N Euchee Valley Rd 8282 S. Regency Dr.
Lenexa, KS 66219 Lincoln, NE 68507 Wichita, KS 67217 Cushing, OK 74023 Tulsa, OK 74131
Phone: (913) 888-2321 Phone: (402) 467-1818 Phone: (316) 831-9323 Phone: (407) 707-7557 Phone: (918) 248-2339

Fax: (913) 888-2351 Fax: (913) 888-2351 Fax: (913) 888-2351 Fax: (913) 888-2351 Fax: (913) 888-2351

Denver, Colorado

3777 Puritan Way, Unit D
Frederick, CO 80516
Phone: (720) 408-8438
Fax: (913) 888-2351
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Reliable...Responsive...Resourceful... Proactive

5.

10.

A complete, clear description of the transaction, including any transfer of stocks or assets, mergers,
etc., so that legal counsel is able, when necessary, to differentiate between name changes and changes
of ownership.

DBI, Inc. is currently in negotiations with a ERI Holdings, LLC whereby DBI would (a) convert into
a Nebraska limited liability company, (b) change its name to DBI, LLC and then (c) its owners would
sell a majority of the outstanding equity interest in DBI. After the proposed transaction, the current
officers of DBI would continue to be the officers of the new entity. Attached as Exhibit “A”, please
find a pre- and post-transaction organizational chart showing the entity structure of DBI, Inc./DBI,
LLC. In addition, attached as Exhibit “B”, please find a copy of the audited financial statements of
ERI Holdings, LLC for 2018 and 2019.

A complete description of any planned changes in organization, location, facility, equipment, or
procedures (i.e., changes in operating or emergency procedures).

There are no planned changes to facilities, locations, storage, equipment, licensed materials or
operating procedures.

A detailed description of any changes in the use, possession, location, or storage of the licensed
materials.

No planned changes in the use, possession, location, or storage of the licensed materials.

Any changes in organization, location, facilities, equipment, procedures, or personnel that would require
a license amendment even without the change of ownership.

No planned changes in organization, location, facilities, equipment, procedures, or personnel that
would require a license amendment even without the change of ownership.

An indication of whether all surveillance items and records (e.g., calibrations, leak tests, surveys,
inventories, and accountability requirements) will be current at the time of transfer. A description of the
status of all surveillance requirements and records should also be provided.

All equipment maintenance and records of such are up to date and will be current at the time of
transfer. All records will remain in possession of the new entity moving forward.

Confirmation that all records concerning the safe and effective decommissioning of the facility; public
dose; and waste disposal by release to sewers, incineration, radioactive material spill, and on-site
burials, have been transferred to the new license, if licensed activities will continue at the same location.

Licensed activities will continue at the same locations.

If you have any questions regarding this matter, please do not hesitate to contact me, Jeff Hilfker, at (402)
613-7892, as | will be the Senior Vice President, Operations of DBI, LLC post-closing.

Sincerely,
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I_ I_‘ D ro p d OW n DRAFT Work not completed | Subject to review and change

Proposed Step 1:

* Sellers incorporate a new corporation, DBI Holdings, Inc. (“DBI
Holdings”) and contribute the stock of DBI Inc. (“DBI”) to it. DBI
Holdings makes a protective S corporation election.

* DBI Holdings elects to classify DBI as a qualified subchapter S
subsidiary (“QSub”) for federal income tax purposes, effective
Current Owners the same date as the contribution.

US Federal Income Tax Discussion:

* Pursuant to Revenue Ruling 2008-18, the contribution and
subsequent election to classify DBl as a QSub should be

\
\
\
N

DBI Holdings Inc., a
Nebraska corporation

characterized as a Section 368(a)(1)(F) reorganization.

* DBI’s tax year will not terminate. DBI Holdings will need to
obtain a new employer identification number and report DBI’s
activity on its federal income tax return going forward.

DBl Inc., a Nb

Only relevant entities depicted experience ﬁg"ﬂm
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Proposed Step 2:

* DBI converts to an LLC pursuant to state law (“DBI LLC").

US Federal Income Tax Discussion:

* None

Current Owners

DBI Holdings Inc., a
Nebraska Corporation

\
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DBI LLC, a Nebraska
limited liability
company

%
\

Only relevant entities depicted experience ﬁg\,ﬂm
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DRAFT Work not completed | Subject to review and change

Proposed Step 4:

ERI Acquisition Corp.

N

ERI Solutions LLC

N

Paragon NDT, LLC

Only relevant entities depicted

DBILLC, a ®
limited liability

* DBI Holdings contributes [21.4%] of the membership interests
of DBI LLC to ERI Holdings, which are then contributed down to
ERI Solutions.

US Federal Income Tax Discussion:

* The contribution of the DBI LLC membership interests should
be nontaxable.

experience BKD.
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Proposed Step 5:

* ERI Solutions purchases the

membership interests of DBI LLC from DBI Holdings for [$X].

US Federal Income Tax Discussion:

remaining [78.6%] of the

* The purchase by ERI Solutions of [78.6%] of the membership
interests of DBI LLC should be characterized as a purchase of

[78.6%)] of each asset of DBI LLC.

experience BKD.
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BKD 207 N. Illinois Street, Suite 700 | P.O. Box 44998 | Indianapolis, IN 46244-0998

CPAs & Advisors 317.383.4000 | Fax 317.383.4200 | bkd.com

Independent Auditor’s Report

Board of Managers
ERI Holding LLC
Colwich, Kansas

We have audited the accompanying consolidated financial statements of ERI Holding LLC, which
comprise the consolidated balance sheets as of December 31, 2019 and 2018, and the related
consolidated statements of operations, members’ equity and cash flows for the year ended
December 31, 2019 and for the period from November 7, 2018 (inception) through December 31,
2018, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation and maintenance of internal control relevant to the
preparation and fair presentation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.

We Dbelieve that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

QPRAXITY





Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of ERI Holding LLC as of December 31, 2019 and 2018, and the
results of its operations and its cash flows for the year ended December 31, 2019 and the period from
November 7, 2018 (inception) through December 31, 2018 in accordance with accounting principles
generally accepted in the United States of America.

BEDLwp

Indianapolis, Indiana
March 27, 2020





ERI Holding LLC

Consolidated Balance Sheets
December 31, 2019 and 2018

Assets

Current Assets
Cash and cash equivalents
Accounts receivable, net of allowance of $20,000
Income taxes refundable
Prepaid expenses and other
Total current assets

Other Assets
Property and equipment, net
Goodwill, net
Intangible assets, net
Deferred income tax

Total assets

Liabilities and Members’ Equity
Current Liabilities
Current maturities of long-term debt
Accounts payable
Accrued expenses
Deferred revenue
Income taxes payable
Due to ERM Segregated Portfolios
Total current liabilities

Other Long-Term Liabilities

Long-term debt, net of current portion and deferred finance fees

of $276,625 and $345,781, respectively
Deferred income tax
Other

Members’ Equity

Total liabilities and members’ equity

See Notes to Consolidated Financial Statements

2019 2018
$ 3,766,936 $ 3,795,036
2,599,153 1,427,186
150,668 282,113
299,597 238,213
6,816,354 5,742,548
1,568,362 1,658,834
23,502,953 26,158,654
3,835,050 4,648,050
550,679 -
29,457,044 32,465,538
$ 36,273,398 $ 38,208,086
$ 600,000 $ 300,000
90,137 160,225
372,078 430,530
3,037,695 3,130,782
- 6,260
528,554 405,504
4,628,464 4,433,301
10,823,375 11,354,219
- 7,539
24,958 65,892
10,848,333 11,427,650
20,796,601 22,347,135
$ 36,273,398 $ 38,208,086






ERI Holding LLC

Consolidated Statements of Operations
Year Ended December 31, 2019 and Period From November 7, 2018 (Inception)
Through December 31, 2018

2019 2018
Revenues, net $ 9,125,780 $ 1,000,468
Cost of Revenues 4,421,181 574,980
Gross Profit 4,704,599 425,488
Operating Expenses
Selling, general and administrative 1,905,306 357,743
Depreciation and amortization 3,732,058 556,186
Acquisition related costs 40,331 874,660
Management fees and expenses 315,404 -
Total operating expenses 5,993,099 1,788,589
Operating Loss (1,288,500) (1,363,101)
Other Income (Expense)
Interest expense (822,018) (7,732)
Other (104) -
(822,122) (7,732)
Net Loss Before Income Taxes (2,110,622) (1,370,833)
Benefit From Income Taxes (558,268) (329,730)
Net Loss $ (1,552,354) $ (1,041,103)

See Notes to Consolidated Financial Statements 4





ERI Holding LLC

Consolidated Statements of Members’ Equity
Year Ended December 31, 2019 and Period From November 7, 2018 (Inception)

Through December 31, 2018

Members’ Accumulated
Equity Deficit Total

Balance, November 7, 2018 (inception) $ - $ - $ -

Issuance of preferred units 35,388,238 - 35,388,238

Distribution declared (11,723,077) (276,923) (12,000,000)

Net loss - (1,041,103) (1,041,103)

Balance, December 31, 2018 23,665,161 (1,318,026) 22,347,135
Issuance of restricted unit purchase

agreements (RUPA) 1,820 - 1,820

Net loss - (1,552,354) (1,552,354)

Balance, December 31, 2019 $ 23,666,981 $ (2,870,380) $ 20,796,601

See Notes to Consolidated Financial Statements





ERI Holding LLC

Consolidated Statements of Cash Flows
Year Ended December 31, 2019 and Period From November 7, 2018 (Inception)

Through December 31, 2018

Operating Activities

Net loss

Items not requiring (providing) cash
Depreciation and amortization
Amortization of intangible assets
Amortization of deferred financing costs
Loss on sale of property and equipment
Deferred income tax

Changes in
Accounts receivable, net
Prepaid expenses and other
Income taxes payable and refundable
Payable and receivables associated with

ERM Segregated Portfolios

Accounts payable
Deferred revenue
Accrued expenses

Net cash provided by operating activities

Investing Activities
Purchase of property and equipment

Cash paid for business acquisition, net of cash acquired

Net cash used in investing activities

Financing Activities
Financing costs paid
Dividends paid
Proceeds from issuance of term note
Principal payments on long-term debt
Proceeds from issuance of equity units

Net cash provided by (used in) financing activities
Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents, Beginning of Period

Cash and Cash Equivalents, End of Period

Supplemental Cash Flows Information
Cash paid for interest

See Note 2 regarding noncash transactions included in

the acquisition.

See Notes to Consolidated Financial Statements

2019

2018

$ (1,552,354)

$ (1,041,103)

263,357 35,881
3,468,701 520,305
69,156 -
2,767 -
(558,218) (335,971)
(1,171,967) (502,845)
(61,384) (27,322)
125,185 -
123,050 350,692
(70,088) (262,484)
(93,087) 2,883,809
(99,386) 319,736
445,732 1,940,698
(175,652) (46,915)
- (26,441,204)
(175,652) (26,488,119)
- (345,781)
- (12,000,000)
- 12,000,000
(300,000) -
1,820 28,688,238
(298,180) 28,342,457
(28,100) 3,795,036
3,795,036 -
$ 3,766,936 $ 3,795,036
$ 772,699 $ 7,732
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ERI Holding LLC

Notes to Consolidated Financial Statements
December 31, 2019 and 2018

Note 1. Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations

ERI Holding LLC (Company) is a service organization that provides environmental, health and
safety, non-destructive testing, sustainability, and risk control services to businesses and plants,
primarily in the ethanol and aerospace industry. The Company also administers a captive insurance
company to mitigate certain risks for its customers. The Company has offices located in Colwich,
Kansas; Wichita, Kansas; Tulsa, Oklahoma; Ft. Collins, Colorado and Clarinda, lowa.

Basis of Presentation

The Company was formed as a holding company to acquire the membership interests of ERI
Solutions, LLC. The date of the change of control was determined to be November 7, 2018, which
was the date that consideration was transferred and control was obtained. For 2018, the results of
operations and cash flows are for the period from November 7, 2018 (inception) to December 31,
2018 (period). For 2019, the results of operations and cash flows are from January 1, 2019 to
December 31, 2019.

Principles of Consolidation

The consolidated financial statements include the accounts of ERI Holding LLC and its wholly
owned subsidiaries, ERI Acquisition Corp., ERI Solutions, LLC, Paragon NDT, LLC and Ethanol
Risk Management SPC, Ltd. (ERM). All significant intercompany accounts and transactions have
been eliminated in consolidation.

ERM is a captive insurance company organized under the laws of the Cayman Islands and was
established for the purpose of providing insurance coverage to the Company’s customers. ERM
consists of three units: Company, Segregated Portfolio 1 and Segregated Portfolio 2. Each
segregated portfolio holds the assets and the related risks of insurance and claims. The risks and
rewards of the assets and risk rests with the policyholders in each of the segregated portfolio. The
assets of the General Company are not at risk based on the activities of the segregated portfolios.
As a result, only the assets, liabilities and operations of the General Company are included in these
consolidated financial statements. The General Company was formed and capitalized with
$250,000 and has very little activity annually. The General Company serves as the central treasury
function for the segregated portfolios as the three units file a consolidated U.S. federal income tax
return. Included on the consolidated balance sheets are receivables and payables due from and due
to the segregated portfolios as well as income tax payables and receivables associated with the
activities of the segregated portfolios.

Use of Estimates

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





ERI Holding LLC

Notes to Consolidated Financial Statements
December 31, 2019 and 2018

Cash and Cash Equivalents

The Company considers all liquid investments with original maturities of three months or less to be
cash equivalents. At December 31, 2019 and 2018, cash equivalents consisted primarily of money
market accounts with brokers and an overnight sweep account.

At December 31, 2019, the Company’s cash accounts exceeded federally insured limits by
approximately $3,018,000.

Accounts Receivable

Accounts receivable are stated at the amount of consideration from customers of which the
Company has an unconditional right to receive plus any accrued and unpaid interest. The
Company provides an allowance for doubtful accounts, which is based upon a review of
outstanding receivables, historical collection information and existing economic conditions.

Accounts receivable are ordinarily due 30 days after the issuance of the invoice. Delinquent
receivables are written off based on individual credit evaluation and specific circumstances of the
customer. As of December 31, 2019 and 2018, impairment losses on doubtful accounts receivable,
where collectability is not reasonably assured was $20,000.

The Company invoices customers in accordance with the sales contracts. When invoices are in
advance of services, the Company defers the revenue until the applicable period in which services
have been provided.

Property and Equipment

Property and equipment is stated at cost, less accumulated depreciation and amortization.
Depreciation is computed on a straight-line basis over the following estimated useful lives:

Buildings 20 years
Equipment 3-7 years
Vehicles and trailers 5-7 years
Leasehold improvements shorter of life of the lease or

economic useful life

Expenditures for additions that extend the useful life of the related asset are capitalized, and
expenditures for maintenance and repairs are expensed as incurred. Gains and losses from the
disposal of property and equipment are reflected in the consolidated statements of operations in the
year of disposition based upon the difference between proceeds received and the net book value of
the disposed asset.





ERI Holding LLC

Notes to Consolidated Financial Statements
December 31, 2019 and 2018

Goodwill

Goodwill is being accounted for under the alternative provided in ASU 2014-02, Intangibles -
Goodwill and Other (Topic 350): Accounting for Goodwill. Under this alternative, goodwill is
amortized on a straight-line basis over ten years. The Company evaluates the recoverability of the
carrying value of goodwill at the reporting unit level whenever events or circumstances indicate the
carrying amount may not be recoverable.

In testing goodwill for impairment, the Company has the option first to perform a qualitative
assessment to determine whether it is more likely than not that goodwill is impaired or the entity
can bypass the qualitative assessment and proceed directly to the quantitative test by comparing the
carrying amount, including goodwill, of the entity with its fair value. The goodwill impairment
loss, if any, is measured as the amount by which the carrying amount of an entity, including
goodwill, exceeds its fair value. Subsequent increases in goodwill value are not recognized in the
consolidated financial statements.

The Company also elected the private company accounting alternative for identifiable intangible
assets in a business combination (ASU 2014-18). Under this alternative, certain customer-related
intangible assets and noncompetition agreements are subsumed into goodwill and are no longer
required to be recognized separately in the accounting for a business combination.

Long-Lived Asset Impairment

The Company evaluates the recoverability of the carrying value of long-lived assets whenever
events or circumstances indicate the carrying amount may not be recoverable. If a long-lived asset
is tested for recoverability and the undiscounted estimated future cash flows expected to result
from the use and eventual disposition of the asset is less than the carrying amount of the asset, the
asset cost is adjusted to fair value and an impairment loss is recognized as the amount by which the
carrying amount of a long-lived asset exceeds its fair value. No asset impairment was recognized
during the periods ended December 31, 2019 and 2018.

Income Taxes

ERI Holding LLC is a limited liability company in which taxable income is taxed directly to its
members.

ERI Acquisition Corp. accounts for income taxes in accordance with income tax accounting
guidance (ASC 740, Income Taxes). The income tax accounting guidance results in two
components of income tax expense: current and deferred. Current income tax expense reflects
taxes to be paid or refunded for the current period by applying the provisions of the enacted tax law
to the taxable income or excess of deductions over revenues. ERI Acquisition Corp. determines
deferred income taxes using the liability (or balance sheet) method. Under this method, the net
deferred tax asset or liability is based on the tax effects of the differences between the book and tax
basis of assets and liabilities, and enacted changes in tax rates and laws are recognized in the period
in which they occur. Deferred income tax expense results from changes in deferred tax assets and
liabilities between periods. Deferred tax assets are reduced by a valuation allowance if, based on
the weight of evidence available, it is more likely than not that some portion or all of a deferred tax
asset will not be realized.





ERI Holding LLC

Notes to Consolidated Financial Statements
December 31, 2019 and 2018

Tax positions are recognized if it is more likely than not, based on the technical merits, that the tax
position will be realized or sustained upon examination. The term more likely than not means a
likelihood of more than 50 percent; the terms examined and upon examination also include
resolution of the related appeals or litigation processes, if any. A tax position that meets the more-
likely-than-not recognition threshold is initially and subsequently measured as the largest amount
of tax benefit that has a greater than 50 percent likelihood of being realized upon settlement with a
taxing authority that has full knowledge of all relevant information. The determination of whether
or not a tax position has met the more-likely-than-not recognition threshold considers the facts,
circumstances and information available at the reporting date and is subject to the management’s
judgment.

The Company recognizes interest and penalties on income taxes as a component of income tax
expense.

Debt Issuance Costs

Debt issuance costs represents costs incurred in connection with the issuance of long-term debt.
Such costs are being amortized over the term of the respective debt using the effective interest
method.

Revenue Recognition

The Company receives revenue primarily through Non-Destructive Testing and Environment
Health and Safety services provided by the Company. The Company generally has fixed fee or
time and materials contracts. Contracts can be short in duration or extend for up to five years
depending on the lumber of locations a customer has that require vessel testing and whose
personnel need access to the Company’s online training services. The Company serves customers
throughout the United States. Customers are generally invoiced concurrent with services rendered
or in certain cases at the beginning of the contract period. Payments received prior to performance
are recorded as deferred revenue and recognized as the revenue criteria are met. Taxes assessed by
governmental authorities on revenue producing transactions, including sales taxes, are recorded on
a net basis (excluded from revenue) in the consolidated statements of operations.

Prior to the adoption of FASB ASC Topic 606, Revenue from Contracts with Customers, on
January 1, 2019, the Company recognized revenue when all of the following conditions were
satisfied: (i) there was persuasive evidence of an arrangement; (ii) delivery had occurred; (iii) the
fee was fixed or determinable, and (iv) collectability of the fee was reasonably assured. The timing
of revenue recognition depends upon a variety of factors, including the specific terms of each
arrangement and the nature of the deliverables and obligations.
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Notes to Consolidated Financial Statements
December 31, 2019 and 2018

Upon adoption of ASC Topic 606, revenue is recognized when control of the promised goods or
services is transferred to the Company’s customers, in an amount that reflects the consideration that
it expects to be entitled to in exchange for those goods or services. The amount and timing of
revenue recognition varies based on the nature of the goods or services provided and the terms and
conditions of the customer contract. See Note 9 for additional information about the Company’s
revenue.

Equity-Based Compensation

The Company accounts for equity-based payments to employees in conformity with the provisions
of FASB ASC Topic 718, Share Based Payments. All equity-based payments to employees are
grants of options or restricted unit purchase agreements (RUPA) that are recognized in the
consolidated statements of operations based on their fair values at the date of grant except when the
option or RUPA contains a performance condition in which case the expense is recognized when it
is probable the performance condition will be met.

The Company calculates the fair value of option grants using a Black-Scholes and other pricing
models. The amount of equity-based compensation recognized during a period is based on the
value of the portion of the awards that are ultimately expected to vest and be exercisable.

Subsequent Events

On January 31, 2020, the Company closed on the acquisition of Bloc Environmental Solutions, LP
and Bloc Environmental, LLC located in Texas. The business acquisition expanded the
Company’s offerings of environmental, health and safety services. The purchase price was
$1,750,000 plus working capital. The acquisition was funded with approximately $1,400,000 in
cash and 665,244 in Preferred units of the Company valued at approximately $530,000. The
Company is still determining the fair values of the assets acquired but estimate approximately
$200,000 in accounts receivable, $200,000 in property and equipment and the remainder to
intangible assets and goodwill. Through December 31, 2019, the Company had incurred
approximately $30,000 of transaction related expenses which have been included in the
consolidated statements of operations. The Company incurred an additional $15,500 which have
been expensed in 2020.

As a result of the spread of the COVID-19 coronavirus, economic uncertainties have arisen
affecting the global economy, credit markets and our customers. The impact to the Company is
uncertain. Management is making contingency plans should its need for liquidity arise in the near
term.

Subsequent events have been evaluated through March 27, 2020, which is the date the consolidated
financial statements were available to be issued.

11
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Notes to Consolidated Financial Statements
December 31, 2019 and 2018

Note 2: Business Combination

On November 7, 2018, the Company, through its wholly-owned subsidiary, ERI Acquisition Corp.,
acquired 100% of the membership interests of ERI Solutions LLC and its wholly-owned
subsidiaries, Paragon NDT, LLC and Ethanol Risk Management SPC, Ltd. for total consideration
of approximately $34,440,000. As part of the transaction through a multi-step process, ERI
Solutions, Inc., became ERI Solutions LLC. The consolidated statement of operations includes the
results of the acquired entity from the date of acquisition. The acquisition was completed as part of
the overall investment strategy of the Company’s investors, which considered several factors
including expected profit margin, industry growth potential and niche market presence. In
connection with the acquisition, the Company incurred purchase related transaction costs of
approximately $875,000, which were expensed in the caption Acquisition Related Costs on the
consolidated statement of operations during 2018.

The goodwill balance resulting from the acquisition is attributable primarily to the expected future
cash flows of ERI Solutions LLC attributable to the existing customer relationships.
Approximately $21,400,000 of the goodwill is deductible for income tax purposes. The gross
amounts due from acquired trade accounts receivable was approximately $944,000, of which
approximately $20,000 is not expected to be collectible. The weighted-average amortization
period of the $4.7 million of intangible assets is 8.4 years.

The following table summarizes consideration paid and the amount of the assets acquired and
liabilities assumed at the acquisition date.

Fair value of consideration transferred

Cash paid $ 27,742,291
Rollover equity 6,700,000
34442291
Recognized amounts of identifiable assets acquired and liabilities assumed
Cash 1,301,087
Receivables 924,341
Prepaid expenses 210,891
Property and equipment 1,647,800
Federal income taxes receivable - ERM 442,833
Receivable from ERM Segregated Portfolio 191,987
Intangible assets 4,770,000
Accounts payable (422,709)
Accrued expenses and other current liabilities (182,946)
Deferred revenue (246,973)
Deferred income tax liability (343,510)
Payable due to ERM Segregated Portfolio (407,519)
Total identifiable net assets 7,885,282

Goodwill $ 26,557,009

The fair value of the rollover equity is valued at the same price that the Company sold the same
class of equity on the same day for cash to other investors.

12
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Notes to Consolidated Financial Statements
December 31, 2019 and 2018

Note 3:

Property and Equipment

Property and equipment consist of the following at December 31, 2019 and 2018:

Computer hardware and software
Equipment
Vehicles and trailers
Leasehold improvements
Land and buildings
Total cost
Accumulated depreciation

Assets under development

Note 4:

Acquired Intangible Assets and Goodwill

2019 2018

252,646 137,818
819,941 751,400
276,300 279,300
2,500 2,500
504,555 500,000
1,855,942 1,671,018
(299,009) (35,887)
1,556,933 1,635,131
11,429 23,703

1,568,362 1,658,834

The carrying basis and accumulated amortization of recognized intangible assets and goodwill at

December 31, 2019 and 2018 was:

Goodwill
Tradename
Internally developed software

Goodwill
Tradename
Internally developed software

2019
Gross
Useful Carrying Accumulated
Life Amount Amortization Net
10 years $ 26,557,009 $  (3,054,056) 23,502,953
10 years 2,530,000 (290,950) 2,239,050
4 years 2,240,000 (644,000) 1,596,000
$ 31,327,009 $  (3,989,006) 27,338,003
2018
Gross
Useful Carrying Accumulated
Life Amount Amortization Net
10 years $ 26,557,009 $ (398,355) 26,158,654
10 years 2,530,000 (37,950) 2,492,050
4 years 2,240,000 (84,000) 2,156,000
$ 31,327,009 $ (520,305) 30,806,704

13
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Notes to Consolidated Financial Statements
December 31, 2019 and 2018

Amortization expense for separately recognized intangible assets for the year the ended
December 31, 2019 was $813,000 and for the period ended December 31, 2018 was $121,950.
Amortization expense for goodwill for the year ended December 31, 2019 was $2,655,701 and for
the period ended December 31, 2018 was $398,355.

Estimated amortization expense for each of the following five years is:

2020 $ 3,468,701
2021 3,468,701
2022 3,384,701
2023 2,908,701
2024 2,908,701

Note 5. Credit Facility

In December 2018, the Company entered into a credit facility for a $4,500,000 revolving loan and a
$12,000,000 term loan. The credit facility is secured by substantially all assets of the Company.
The credit facility matures on December 28, 2023. The loans bear interest, at the election of the
Company, at either a Base Rate (defined as greater of the Federal Funds Rate or the Prime Rate) or
LIBOR plus an applicable margin. The applicable margin fluctuates quarterly based on the
Company’s total debt to EBITDA ratio as defined in the agreement. For Base Rate loans, interest
is paid in arrears monthly. For LIBOR base loans, interest is paid in arrears at the end of the
interest period, generally quarterly.

Revolving Loan

The revolving loan availability is subject to a maximum leverage calculation including the term
loan. At December 31, 2019, the amount available on the revolving credit facility is $1,420,000.
There were no borrowings against the revolver at December 31, 2019 and 2018.

Term Loan

Principal payments on the term loan are quarterly with amounts escalating over the term with a
final payment of $7,950,000 due on December 28, 2023. The term loan is also subject to
acceleration of principal payments in accordance with excess cash flow arrangement as defined in
the agreement with its first measurement date at December 31, 2019. The term loan can be
voluntarily prepaid without penalty. Interest was accruing at 6.11% (under the LIBOR option) as
of December 31, 2019 and 8.75% (under the Base Rate option) at December 31, 2018. Including
the amortization of the debt issuance costs, the effective interest rate was 6.85% and 8.25% for the
year ended December 31, 2019 and the period ended December 31, 2018, respectively.
Unamortized debt issuance costs were $276,625 and $345,781 at December 31, 2019 and 2018,
respectively.

The Company’s credit agreement requires it to maintain a certain fixed charge coverage and
leverage ratios as well as other covenants. Management of the Company is not aware of any
violations of the covenants.
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Notes to Consolidated Financial Statements
December 31, 2019 and 2018

Long-term debt as of December 31, 2019 and 2018 consists of:

2019 2018
Term note - credit facility $ 11,700,000 $ 12,000,000
Less: unamortized debt issuance costs (276,625) (345,781)
Less: current portion (600,000) (300,000)

$ 10,823,375 $ 11,354,219

The annual maturities of long-term debt at December 31, 2019 are:

Long-Term
Debt
2020 $ 600,000
2021 600,000
2022 1,200,000
2023 9,300,000

$ 11,700,000
Note 6 Commitments and Uncertainties

Office and Office Equipment Leases

The Company has leased facilities in Tulsa, Oklahoma and Fort Collins, Colorado. Long-term
lease commitments are not material. Annual rent is approximately $16,000 and $11,000,
respectively. The Company is responsible for certain operating expenses in addition to the base
rent. The Company also leases office space on a month to month basis.

Rent expense amounted to $82,254 and $12,554 for the year ended December 31, 2019 and the
period ended December 31, 2018, respectively.

General Litigation

The Company is subject to claims and lawsuits that arise primarily in the ordinary course of
business. It is the opinion of management that the disposition or ultimate resolution of such claims
and lawsuits will not have a material adverse effect on the consolidated financial position, results
of operations and cash flows of the Company. Events could occur that would change this estimate
materially in the near term.
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December 31, 2019 and 2018

Note 7. Members’ Equity

The Company is organized as a limited liability company and as such, no member of the Company
shall be liable for the liabilities of the Company. The Company’s members’ equity is divided into
two classes of units: Preferred and Common. The operating agreement authorized 35,388,239 of
Preferred units and 5,055,463 of Common units. The Preferred units are entitled to receive a
minimum annual return of 10% before the Common units are allocated any profits. Only the
Preferred holders have voting rights. As of December 31, 2019 and 2018, the units outstanding

were.
2019 2018
Preferred 35,388,239 35,388,239
Common (RUPA) 1,819,967 -
Common, allocated to unit options 1,073,781 2,204,182

Members’ equity is allocated to the different classes of units based on the preferred return noted
above. As of December 31, 2019 and 2018, all equity would be allocated to the preferred units.

In connection with the issuance of debt and the distribution on December 28, 2018, all accumulated
preferred return was paid as of that date. As of December 31, 2019, the accumulated unpaid
preferred return attributable to the Preferred units was approximately $2,400,000.

Note 8:  Unit Options and Restricted Unit Purchase Agreements

In November 2018, the Company adopted the 2018 Unit Plan (the Plan), which provides Company
employees, board members and other service providers with the opportunity to receive grants of
options or RUPA for Common units. The Plan is administered by the Board of Managers and
5,055,463 Common units are reserved for issuance under the Plan. The Company believes that
such awards better align the interests of its employees with those of its members.
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Unit Options

Options have a term of ten years. Options are granted with a strike price not to exceed the fair
market value of the underlying stock. Vesting provisions are defined in each individual option
grant agreement but generally are granted with a 6-year vesting schedule. All options issued are
exercisable only upon a change of control and only if the option holder is a “Service Provider” at
the date of change of control as defined in the Plan with some exceptions defined in the plan. The
Company has not recognized any compensation expense related to the options due to the
exercisability provisions of the options. Compensation expense will be recorded when it becomes
probable that the entity will have a change of control. As of December 31, 2019, the unrecognized
compensation cost is approximately $91,000. The Company accounts for forfeitures as they occur.
The following are the assumptions used in estimating the fair value of the options at the grant date:

2019 2018
Expected volatility 23.66% 23.66%
Expected dividends 0% 0%
Expected term (in years) 5 5
Risk-free rate 1.89% 3.07%

A summary of option activity under the plan as of December 31, 2019 and 2018, and changes
during the period then ended, is presented below:

2019
Weighted-
Weighted- Average
Option Average Contractual
Units Exercise Price Term
Outstanding, December 31, 2018 2,204,182 $ 0.001
Granted 487,348 0.001
Exchanged for RUPA (1,516,639) 0.001
Forfeited or expired (101,109) 0.001
Outstanding, December 31, 2019 1,073,782 $ 0.001 9.12

Exercisable, December 31, 2019 131,444

17





ERI Holding LLC

Notes to Consolidated Financial Statements
December 31, 2019 and 2018

2018
Weighted-
Weighted- Average
Option Average Contractual
Units Exercise Price Term

Outstanding, November 7, 2018 -
Granted 2,204,182 % 0.001
Exercised -
Forfeited or expired -
Outstanding, December 31, 2018 2,204,182 % 0.001 9.85

Exercisable, December 31, 2018 -

Restricted Unit Purchase Agreements

RUPA require an upfront cash payment equal to $0.001 per unit. RUPA holders are holders of
common equity and are considered members of the Company. Vesting is dependent on the passage
of time, generally 6 years with one-sixth vesting on each anniversary date of the grant. All RUPA
(vested and unvested) are subject to forfeiture if the holder is terminated for cause. Unvested
RUPA are subject to forfeiture if employment is terminated by the holder or by the Company
without cause (as defined in the agreement).

Compensation cost for RUPA is recognized over the requisite service period, generally 6 years.
The Company has not recognized any compensation expense for the year ended December 31,
2019 or the period ended December 31, 2018, as it is not material. The unrecognized
compensation cost for RUPA at December 31, 2019 was approximately $145,000.

A summary of the status of the Company’s nonvested RUPAS as of December 31, 2019 and
changes during the year are presented below:

2019
Weighted-
Average
Grant-Date
RUPA Fair Value
Nonvested, beginning of year -
Granted 1,819,967 $ 0.095
Vested 219,071
Forfeited -
Nonvested, end of year 1,600,896 $ 0.094
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Note 9: Revenue From Contracts With Customers

Change in Accounting Principle

In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards
Update (ASU) No. 2014-09, Revenue from Contracts with Customers (Topic 606), that replaces
existing revenue recognition guidance. The new standard requires companies to recognize revenue
in a way that depicts the transfer of promised goods or services to customers in an amount that
reflects the consideration to which the entity expects to be entitled in exchange for those goods or
services. In addition, Topic 606 requires disclosures of the nature, amount, timing and uncertainty
of revenue and cash flows arising from contracts with customers.

The Company adopted this standard on January 1, 2019, using a modified retrospective approach
with the cumulative effect of initially applying the new standard, recognized in members’ equity at
the beginning of the year of adoption. Comparative prior period information has not been adjusted
and continues to be reported in accordance with previous revenue recognition guidance in ASC
Topic 605 — Revenue Recognition. The Company has applied the new standard to all contracts
not complete at the date of adoption.

The adoption of Topic 606 did not have a material impact to the timing of revenue recognition for
the Company or to the consolidated balance sheet or statement of operations during the year ended
December 31, 2019.

Performance Obligations

A performance obligation is a promise in a contract to transfer a distinct service to the customer.
At contract inception, the Company assesses the services promised in the contract and identifies
each distinct performance obligation. To identify the performance obligations, the Company
considers the services promised in the contract regardless of whether they are explicitly stated or
are implied by customary business practices. The transaction price of a contract is allocated to
each distinct performance obligation using the relative stand-alone selling price and recognized as
revenue when, or as, control of the service is passed to the customer.

Captive Insurance Management

The Company recognizes revenue over time from management services offered to members of its
captive insurance company (ERM). Management services include working with brokers and
underwriters to market and leverage the advantages of participating in ERM, ensure commercial
broker compensation is fair and evaluate the effectiveness of the commercial insurance broker
related to timeliness of service, adjudication of claims and knowledge of the market place and the
evaluation of new technology as it becomes available in the ethanol marketplace for managing
insurable risk as well as other services. The Company recognizes this revenue evenly over the
period of time in which the services are provided.
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Safety, Health and Environmental Services

The Company recognizes revenue over time related to safety, health and environmental consulting,
training and customer support services. These services include providing access to safety and
compliance training courses through an online portal as well as consulting and customer support
services related to compliance and safety of facilities. The Company recognizes this revenue
evenly over the period of time in which services are provided or available to be accessed in the
case of the online training portal.

Inspection Services

The Company recognizes revenue at a point in time for inspection services where customers have
contracted with the Company to provide safety and environmental inspections primarily for the
purpose of meeting external compliance requirements. The Company recognizes this revenue upon
the completion of the inspection service and the issuance of any final report or compliance
certificate.

Disaggregation of Revenue

The Company disaggregates revenue from contracts with customers into captive insurance
management, safety, health and environmental services, inspection services and other. The
following table presents the Company’s revenues disaggregated by category:

2019 2018
Captive insurance management $ 1,005,903 $ 148,423
Health, safety and environmental services 4,448,891 539,595
Inspection services 3,670,986 312,450

$ 9,125,780 $ 1,000,468

The nature, timing, amount and uncertainty of the Company’s revenues and cash flows are
impacted by the mix in the Company’s major service lines as well as changes in laws, ordinances,
regulations and other governmental policies.

Practical Expedients

The Company applied the practical expedients of expensing costs incurred to obtain a contract if
the amortization period of the asset is one year or less and use of the portfolio approach to evaluate
contracts. The Company is also applying an accounting policy election, which allows an entity to
exclude from revenue any amounts collected from customers on behalf of third parties, such as
sales taxes and other similar taxes collected concurrent with revenue-producing activities.
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Note 10: Income Taxes

The benefit from income taxes includes these components:

2019 2018
Taxes currently (receivable) payable $ (50) $ 6,241
Deferred income taxes (558,218) (335,971)
Benefit from income taxes $  (558,268) $  (329,730)

A reconciliation of the benefit from income taxes at the statutory rate to the Company’s actual
benefit is shown below:

2019 2018

Computed at the statutory rate (21%) $  (443,231) $  (287,875)
Increase (decrease) resulting from

Effect of state income taxes (103,039) (60,738)

Nondeductible expenses 4,806 2,610

Component to goodwill amortization 114,291 16,273

Other (131,095) -

Benefit from income taxes $  (558,268) $  (329,730)

The tax effects of temporary differences related to deferred taxes shown on the consolidated
balance sheets were:

2019 2018
Deferred tax assets
Allowance for doubtful accounts $ 5,148 $ 5,148
Accrued expenses 73,868 102,254
Intangible assets 418,600 25,608
Interest expense limitation 35,771 -
Net operating loss carryforward 279,242 151,919
812,629 284,929
Deferred tax liabilities
Property and equipment (210,931) (255,123)
Prepaid expenses (28,845) (15,172)
Other (22,174) (22,173)
(261,950) (292,468)
Net deferred tax asset (liability) $ 550,679 $ (7,539)

As of December 31, 2019, the Company has unused federal net operating loss carryforwards of
approximately $1,200,000. The net operating losses do not expire but are limited annually to 80%
of taxable income.
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Notes to Consolidated Financial Statements
December 31, 2019 and 2018

Note 11: Related Party Transactions

The Company pays an annual management fee of $300,000 to Spire Capital Management, an entity
affiliated with the largest unit holder of the Company payable quarterly beginning in 2019.

The Company also recorded consulting fees and rent for office spaces to four related parties. For
the year ended December 31, 2019, the Company recorded related party expenses of approximately
$60,000. For the period ended December 31, 2018, the Company recorded related party expenses
of approximately $10,000.

The Company recorded revenue from six customers owned by an indirect member of the Company
totaling approximately $196,000 and $17,000 for the year ended December 31, 2019 and the period
ended December 31, 2018, respectively.

Note 12: Defined Contribution Plan

The Company’s employees participate in a multi-employer 401(k) plan. The Company makes
required matching contributions as well as other discretionary contributions to the plan on behalf of
eligible employees. The Company recorded expense of $78,095 and $4,292 for the year ended
December 31, 2019 and the period ended December 31, 2018, respectively.
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