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This Amendment No. 1 on Form 8-K/A amends the Current Report on Form 8-K of Douglas Dynamics, Inc. (the “Company”) dated December 31, 2014

(the “Initial 8-K”) to file the historical financial statements and pro forma financial information referred to in Item 9.01(a) and (b), respectively, relating to the Company’s
acquisition of all of the outstanding shares of Henderson Enterprises Group, Inc. (“Enterprises”) on December 31, 2014.  The Company hereby amends Item 9.01 of the Initial
8-K to provide in its entirety as follows:

 
Item 9.01.                                        Financial Statements and Exhibits.
 

(a)                                 Financial Statements of Businesses Acquired
 

(1)                                 The historical audited consolidated financial statements of Enterprises and Subsidiary as of and for the years ended December 31, 2013 and 2012,
are filed as Exhibit 99.2 to this Current Report on Form 8-K/A, and are incorporated by reference herein.

 
(2)                                 The historical unaudited financial statements of Enterprises and Subsidiary as of  October 4, 2014 and for the periods ended October 4, 2014 and

September 28, 2013 are filed as Exhibit 99.3 to this Current Report on Form 8-K/A, and are incorporated by reference herein.
 
(3)                                 The consent of McGladrey LLP, Enterprises’ independent auditor, is attached as Exhibit 23.1 to this Current Report on Form 8-K/A.
 

(b)                                 Pro Forma Financial Information
 

The unaudited pro forma condensed combined financial information of the Company for the year ended December 31, 2013 and as of and for the nine
months ended September 30, 2014 is filed as Exhibit 99.4 to this Current Report on Form 8-K/A.
 

(c)                                  Not applicable.



 
(d)                                 Exhibits. The following exhibits are being filed herewith:
 

(2.1)                       Merger Agreement, dated November 24, 2014, among Douglas Dynamics, Inc., DDIZ Acquisition, Inc., Henderson Enterprises Group, Inc. and the
stockholder representative named therein.*

 
(10.1)                Second Amended and Restated Credit and Guaranty Agreement, dated as of December 31, 2014, among Douglas Dynamics, L.L.C., Douglas

Dynamics Finance Company, Fisher, LLC, Trynex International LLC, Henderson Enterprises Group, Inc. (as successor by merger to DDIZ
Acquisition, Inc.), and Henderson Products, Inc., as borrowers, Douglas Dynamics, Inc., as guarantor, the banks and financial institutions listed
therein, as lenders, J.P. Morgan Securities LLC and Wells Fargo Bank, N.A., as joint bookrunners and joint lead arrangers, JPMorgan Chase Bank,
N.A., as administrative agent and collateral agent, and Wells Fargo Bank, N.A., as syndication agent.*

 
(10.2)                Amended and Restated Credit and Guaranty Agreement, dated as of December 31, 2014, among Douglas Dynamics, L.L.C., as borrower, Douglas

Dynamics, Inc., Douglas Dynamics Finance Company, Fisher, LLC, Trynex International LLC, Henderson Enterprises Group, Inc. (as successor by
merger to DDIZ Acquisition, Inc.), and Henderson Products, Inc., as guarantors, the banks and financial institutions listed therein, as lenders, J.P.
Morgan Securities LLC and Wells Fargo Bank, N.A., as joint bookrunners and joint lead arrangers, JPMorgan Chase Bank, N.A., as collateral agent
and administrative agent, and Wells Fargo Bank, N.A., as syndication agent.*
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(23.1)                Consent of McGladrey LLP.
 
(99.1)                Press release dated December 31, 2014.*
 
(99.2)                Audited Consolidated Financial Statements of Henderson Enterprises Group, Inc. and Subsidiary as of and for the years ended December 31, 2013

and 2012.
 
(99.3)                Unaudited financial statements of Henderson Enterprises Group, Inc. and Subsidiary as of  October 4, 2014 and for the periods ended October 4,

2014 and September 28, 2013.
 
(99.4)                Unaudited pro forma condensed combined financial information of Douglas Dynamics, Inc. for the year ended December 31, 2013 and as of and for

the nine months ended September 30, 2014.
 

*Previously filed.
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SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned

hereunto duly authorized.
 

DOUGLAS DYNAMICS, INC.
   
Date: March 9, 2015 By: /s/ Robert McCormick

Robert McCormick
Executive Vice President, Chief Financial Officer and Secretary
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DOUGLAS DYNAMICS, INC.

 
Exhibit Index to Amendment No. 1 to Current Report on Form 8-K

Dated December 31, 2014
 
Exhibit

 

Number
   

(2.1) Merger Agreement, dated November 24, 2014, among Douglas Dynamics, Inc., DDIZ Acquisition, Inc., Henderson Enterprises Group, Inc. and the
stockholder representative named therein [Incorporated by reference to Exhibit 2.1 to Douglas Dynamics, Inc.’s Current Report on Form 8-K filed November
25, 2014].*

   
(10.1) Second Amended and Restated Credit and Guaranty Agreement, dated as of December 31, 2014, among Douglas Dynamics, L.L.C., Douglas Dynamics

Finance Company, Fisher, LLC, Trynex International LLC, Henderson Enterprises Group, Inc. (as successor by merger to DDIZ Acquisition, Inc.), and
Henderson Products, Inc., as borrowers, Douglas Dynamics, Inc., as guarantor, the banks and financial institutions listed therein, as lenders, J.P. Morgan
Securities LLC and Wells Fargo Bank, N.A., as joint bookrunners and joint lead arrangers, JPMorgan Chase Bank, N.A., as administrative agent and collateral
agent, and Wells Fargo Bank, N.A., as syndication agent.*

   
(10.2) Amended and Restated Credit and Guaranty Agreement, dated as of December 31, 2014, among Douglas Dynamics, L.L.C., as borrower, Douglas Dynamics,

Inc., Douglas Dynamics Finance Company, Fisher, LLC, Trynex International LLC, Henderson Enterprises Group, Inc. (as successor by merger to DDIZ
Acquisition, Inc.), and Henderson Products, Inc., as guarantors, the banks and financial institutions listed therein, as lenders, J.P. Morgan Securities LLC and
Wells Fargo Bank, N.A., as joint bookrunners and joint lead arrangers, JPMorgan Chase Bank, N.A., as collateral agent and administrative agent, and Wells
Fargo Bank, N.A., as syndication agent.*

   
(23.1) Consent of McGladrey LLP.

   



(99.1) Press release dated December 31, 2014.*
   

(99.2) Audited Consolidated Financial Statements of Henderson Enterprises Group, Inc. and Subsidiary as of and for the years ended December 31, 2013 and 2012.
   

(99.3) Unaudited financial statements of Henderson Enterprises Group, Inc. and Subsidiary as of October 4, 2014 and for the periods ended October 4, 2014 and
September 28, 2013.

   
(99.4) Unaudited pro forma condensed combined financial information of Douglas Dynamics, Inc. for the year ended December 31, 2013 and as of and for the nine

months ended September 30, 2014.
 

*Previously filed.
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Exhibit 23.1
 

Consent of Independent Auditor
 
We consent to the incorporation by reference in the following Registration Statements:

 
·                  Registration Statement (Form S-8 No. 333-169342) pertaining to the Amended and Restated 2010 Stock Incentive Plan of Douglas Dynamics, Inc.;
 
·                  Registration Statement (Form S-8 No. 333-184781) pertaining to the Douglas Dynamics, L.L.C. 401(k) Plan
 

of our report dated March 10, 2014, relating to our audit of the consolidated financial statements of Henderson Enterprises Group, Inc. and Subsidiary as of and for the years
ended December 31, 2013 and 2012, included in this Amendment No. 1 on Form 8-K/A of Douglas Dynamics, Inc.
 
 
/s/ McGladrey LLP
 
 
Cedar Rapids, Iowa
March 9, 2015



Exhibit 99.2
 
Henderson Enterprises Group, Inc.
and Subsidiary
(Henderson Products, Inc.)
 
Consolidated Financial Report
December 31, 2013
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Independent Auditor’s Report 

 
To the Board of Directors
Henderson Enterprises Group, Inc. and Subsidiary
Manchester, Iowa
 
Report on the Financial Statements
 
We have audited the accompanying consolidated financial statements of Henderson Enterprises Group, Inc. and Subsidiary which comprise the consolidated balance sheets as
of December 31, 2013 and 2012, and the related consolidated statements of income, stockholders’ equity and cash flows for the years then ended and the related notes to the
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 believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
 
Opinion
 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Henderson Enterprises Group, Inc. and
Subsidiary as of December 31, 2013 and 2012, and the results of its operations and its cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.
 

 
Cedar Rapids, Iowa
March 10, 2014

 

 
1 



 
Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Consolidated Balance Sheets
December 31, 2013 and 2012
 
Assets 2013 2012
Current Assets:

Cash $ 86,202 $ 6,988
Accounts receivable, less allowance for doubtful accounts 2013 $118,990; 2012 $85,536 9,113,489 9,308,684
Other receivables 580,156 79,300
Inventories 11,074,217 12,286,535
Prepaid expenses 233,879 344,358
Deferred income taxes 459,000 —

Total current assets 21,546,943 22,025,865
      
Property and Equipment:

Land 80,000 80,000
Building and improvements 1,774,558 1,327,132
Vehicles 651,085 498,216
Machinery and equipment 5,200,698 4,449,436
Office furniture and equipment 98,285 78,049

7,804,626 6,432,833
Less accumulated depreciation 2,008,534 1,319,938

5,796,092 5,112,895
      
Intangibles and Other Assets:

Goodwill 7,105,133 7,105,133
Other intangibles 1,719,872 2,953,627
Other assets — 50,000

8,825,005 10,108,760
      
Deferred Income Taxes 907,000 1,011,000

$ 37,075,040 $ 38,258,520
 
See Notes to Consolidated Financial Statements.
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Liabilities and Stockholders’ Equity 2013 2012
Current Liabilities:

Current maturities of long-term debt $ 2,220,981 $ 7,355,365
Excess of outstanding checks over bank balance 415,800 1,508,400
Accounts payable 4,850,714 4,265,882
Accrued expenses 4,488,992 1,256,926
Deferred income taxes — 8,000

Total current liabilities 11,976,487 14,394,573
      
Long-Term Liabilities, long-term debt, less current maturities 8,808,865 8,173,984

Total liabilities 20,785,352 22,568,557
      
Commitments (Notes 6 and 8)
      
Stockholders’ Equity:

Common stock, $0.01 par value; authorized 1,000,000 shares, issued shares 2013 603,824; 2012 653,824 6,038 6,538
Additional paid-in capital 12,344,569 13,875,684
Retained earnings 3,939,081 1,807,741

16,289,688 15,689,963
$ 37,075,040 $ 38,258,520
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Consolidated Statements of Income
Years Ended December 31, 2013 and 2012
 

2013 2012
      
Net sales and service $ 72,980,130 $ 66,760,971
      
Cost of goods sold 55,879,634 53,292,941
      

Gross profit 17,100,496 13,468,030



      
Operating expenses 12,668,142 9,527,790
      

Operating income 4,432,354 3,940,240
      
Nonoperating income (expense):

Interest (1,152,140 ) (1,895,533 )
Other 21,186 2,021

      
Income before income taxes 3,301,400 2,046,728

      
Federal and state income taxes 1,170,060 783,037

Net income $ 2,131,340 $ 1,263,691
 
See Notes to Consolidated Financial Statements.
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Consolidated Statements of Stockholders’ Equity
Years Ended December 31, 2013 and 2012
 

 

Additional
   

Common Paid-in Retained
  

Stock Capital Earnings
 

Total
          
Balance, December 31, 2011 $ 6,500 $ 13,730,857 $ 544,050 $ 14,281,407

Net income — — 1,263,691 1,263,691
Stock compensation related to stock options — 68,385 — 68,385
Exercise of 3,824 stock options 38 76,442 — 76,480

Balance, December 31, 2012 6,538 13,875,684 1,807,741 15,689,963
Net income — — 2,131,340 2,131,340
Stock compensation related to stock options — 68,385 — 68,385
Repurchase 50,000 shares of common stock for retirement (500 ) (1,599,500 ) — (1,600,000 )

Balance, December 31, 2013 $ 6,038 $ 12,344,569 $ 3,939,081 $ 16,289,688
 
See Notes to Consolidated Financial Statements.
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Consolidated Statements of Cash Flows
Years Ended December 31, 2013 and 2012
 

2013 2012
Cash Flows from Operating Activities:

Net income $ 2,131,340 $ 1,263,691
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation 727,219 540,275
Amortization 1,308,300 1,385,754
Gain on sale of property and equipment (10,780 ) —
Deferred income taxes (363,000 ) 272,000
Stock option expense 68,385 68,385
Noncash interest expense on shareholder debt 170,449 477,550
Noncash interest for debt issuance cost 138,643 160,922
Changes in assets and liabilities:

Decrease in accounts receivable 195,195 2,044,589
Decrease (increase) in other receivables (500,856 ) 27,567
(Increase) decrease in inventories 1,212,318 (2,666,540 )
(Increase) decrease in prepaid expenses 110,479 (99,203 )
Increase (decrease) in accounts payable and accrued liabilities 3,816,898 (1,931,329 )

Net cash provided by operating activities 9,004,590 1,543,661
      

Cash Flows from Investing Activities:
Purchase of equipment and improvements (1,438,501 ) (1,761,599 )
Proceeds from sale of property and equipment 38,865 —
Purchase of assets of BrineXtreme, LLC — (2,260,874 )

Net cash (used in) investing activities (1,399,636 ) (4,022,473 )
      

Cash Flows from Financing Activities:
Proceeds (payments) on revolving credit loan agreement, net (4,855,368 ) 1,320,259
Payments on long-term debt (12,394,578 ) (1,050,000 )
Proceeds from long-term debt 12,600,000 2,500,000



Proceeds for capital leases — 60,540
Payments on capital leases (20,006 ) (15,968 )
Stock option exercise cash paid — 76,480
Repurchase common stock for retirement (1,600,000 ) —
Debt issuance costs (163,188 ) —
(Decrease) in excess of outstanding checks over bank balance (1,092,600 ) (420,408 )

Net cash provided by (used in) financing activities (7,525,740 ) 2,470,903
      
Net increase (decrease) in cash 79,214 (7,909 )
      

Cash:
Beginning of year 6,988 14,897
End of year $ 86,202 $ 6,988

 
(Continued)
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Consolidated Statements of Cash Flows (Continued)
Years Ended December 31, 2013 and 2012
 

2013 2012
      
Supplemental Disclosures of Cash Flow Information:

Cash payments for:
Interest $ 1,068,779 $ 1,257,061
Income tax (net of refunds) 669,888 1,312,843

      
Supplemental Disclosures of Investing and Financing Activities:

Assets and liabilities acquired:
Inventories $ 160,874
Property and equipment 45,000
Customer relationships 55,000
Order backlog 125,000
Technology and patents 775,000
Trade names and trademarks 69,000
Noncompete 24,000
Other assets 50,000
Goodwill 957,000

Total cash consideration paid $ 2,260,874
 
See Notes to Consolidated Financial Statements.
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements
 
Note 1.                                 Nature of Business and Significant Accounting Policies
 
Nature of business: Henderson Enterprises Group, Inc. (Company) is headquartered in Manchester, Iowa. The Company, through its wholly-owned subsidiary, Henderson
Products, Inc., is engaged in the manufacturing, installation and selling of heavy duty truck equipment in the North American municipal and construction markets.
 
Accounting 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 amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
 
Significant estimates: The allowance for doubtful accounts, recoverability of long-term assets and valuation of goodwill, self-insurance and obsolete inventory involve certain
estimates made by management. These estimates are reviewed by management routinely and it is reasonably possible that circumstances that existed at December 31, 2013,
may change in the near-term future and that effect could be material to the consolidated financial statements.
 
A summary of the Company’s significant accounting policies are as follows:
 

Principles of consolidation: The consolidated financial statements include the accounts of the Company and its wholly owned subsidiary, Henderson Products, Inc. All
material intercompany accounts and transactions have been eliminated in the consolidation.
 
Accounts receivables: Accounts receivable are carried at original invoice amount less an estimate made for doubtful receivables based on a review of all outstanding amounts
on a monthly basis. Management determines the allowance for doubtful accounts by identifying troubled accounts and by using historical experience applied to an aging of
accounts. Accounts receivable are written off when deemed uncollectible. Recoveries of accounts receivable previously written off are recorded when received. A trade
receivable is considered to be past due if the invoice is outstanding past the stated due date. The provision for bad debts charged to expenses was $53,521 and $41,966 for the
years ended December 31, 2013 and 2012, respectively.
 
Inventories: Inventories are valued at the lower of cost (first-in, first-out method) or market.
 



Property and equipment: Property and equipment are stated at cost. Depreciation is computed by the straight-line method over the following estimated useful lives:
 

Years
    
Building and improvements 40 years
Vehicles 3 - 5 years
Machinery and equipment 3 - 10 years
Office furniture and equipment 10 years

 
Revenue recognition policy: Revenue is recognized at the time of shipment. Service revenue is recognized when the service is performed. Shipping and handling charges to
customers are included in revenue. Shipping and handling costs incurred by the Company are included in cost of goods sold.
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements
 
Note 1.                                 Nature of Business and Significant Accounting Policies (Continued)
 

Estimated warranty claims: The Company sells its products with a warranty that provides for repairs and replacements of any defective parts for a period of one year after
delivery to the original user or 18 months after the actual invoice whichever comes first. At the time of the sale, the Company accrues an estimate of the cost of providing the
warranty based on prior experience.
 
Changes in the Company’s product warranty liability for the years ended December 31, 2013 and 2012 are as follows:
 

2013 2012
      
Balance, beginning $ 389,501 $ 430,452

Warranty expense 369,281 288,824
Payments for items under warranty (154,304 ) (329,775 )

Balance, ending $ 604,478 $ 389,501
 

Income tax matters: Deferred income taxes are provided on a liability method whereby deferred tax assets are recognized for deductible temporary differences and net
operating loss and tax credit carryforwards and deferred tax liabilities are recognized for taxable temporary differences. The temporary differences are the differences
between the reported amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is
more likely than not that some or all of the deferred tax assets will not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws and
rates on the date of enactment.
 
When tax returns are filed, it is highly certain that some positions taken would be sustained upon examination by the taxing authorities, while others are subject to uncertainty
about the merits of the position taken or the amount of the position that would be ultimately sustained. The benefit of a tax position is recognized in the financial statements in
the period during which, based on all available evidence, management believes it is more likely than not that the position will be sustained upon examination, including the
resolution of appeals or litigation processes along with any associated interest and penalties that would be payable to the taxing authorities upon examination, if any. With a
few exceptions, the Company is not subject to U.S. federal, or state and local income tax examinations by tax authorities for years before 2010. As of and for the years ended
December 31, 2013 and 2012, the Company had no uncertain tax positions that are required to be recorded as a liability.
 
Stock-based compensation:  The Company has a stock-based employee compensation plan, which is more fully described in Note 12. The Company accounts for its stock-
based compensation in accordance with Compensation-Stock Compensation. The Company measures the cost of employee services received in exchange for equity
instruments based on the grant-date fair value of those instruments and recorded compensation expense over the related vesting period.
 
Reclassification:  Certain items on the consolidated balance sheet for the year ending December 31, 2012 were reclassified with no effect on the consolidated statement
stockholders’ equity to be consistent with the classification used on the December 31, 2013 financial statements.
 
Subsequent events:  The Company has evaluated subsequent events through March 10, 2014, the date on which the financial statements were available to be issued.
Management has determined that no events or transactions have occurred through that date that required additional recognition of disclosure in the financial statements.
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements
 
Note 1.                                 Nature of Business and Significant Accounting Policies (Continued)
 

Asset impairment assessments:  The Company periodically evaluates the carrying value of long-lived assets to be held and used, including, but not limited to, capital assets
and intangible assets, when events and circumstances warrant such a review. The carrying value of a long-lived asset is considered impaired when the anticipated
undiscounted cash flow from such asset is less than its carrying value. In that event, a loss would be recognized based on the amount by which the carrying value exceeds the
fair value of the long-lived asset. Fair value would be determined primarily using the anticipated cash flows discounted at a rate commensurate with the risk involved. Losses
on long-lived assets to be disposed of are determined in a similar manner, except that fair values are reduced for the cost to dispose.
 
Goodwill:  The Company records as goodwill the excess of purchase price over the fair value of the identifiable net assets acquired. Provision of Intangibles-Goodwill and
Other, prescribes a two-step process for impairment testing of goodwill, which is performed annually, as well as when an event triggering impairment may have occurred.
The first step tests for impairment, while the second step, if necessary, measures the impairment. The Company has elected to perform its annual analysis as of December 31
each year. No indicators of impairment were indentified for the years ended December 31, 2013 and 2012.
 
Changes in the carrying amount of goodwill for the years ended December 31, 2013 and 2012 are as follows:
 

2013 2012



      
Balance, beginning $ 7,105,133 $ 6,148,133

Acquired during the year — 957,000
Balance, ending $ 7,105,133 $ 7,105,133

 
Other intangibles:  The Company classifies intangible assets as definite-lived or indefinite-lived intangible assets. Definite-lived intangibles include customer list, trade name
and trademarks, and debt issuance costs. Customer list, non-compete and trade name and trademarks are amortized over the estimated useful life using a method that reflects
an appropriate allocation of the costs of the assets to earnings in proportion to the amount of economic benefits obtained by the Company in each reporting period. The
determination of the expected life depends upon the use and underlying characteristics of the intangible asset. Customer relationship and patent and technology are amortized
on a double declining basis. Debt issuance costs are amortized over the life of the debt agreements based on the interest method. The Company periodically reviews the
appropriateness of the amortization periods related to the definite-lived assets. These assets are stated at amortized cost.
 
The following intangibles are being amortized over the periods indicated below:

 
Years

Customer list 7
Trade name & trademarks 5 - 7
Debt issuance costs 3 - 5
Patent and technology 5
Customer relationship 5
Noncompete agreement 3
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements
 
Note 1.                                 Nature of Business and Significant Accounting Policies (Continued)

 
Estimated aggregate amortization expense, based on the current carrying value of intangible assets is as follows:
 

Year ending December 31:
  

2014 $ 1,123,683
2015 285,535
2016 214,396
2017 79,008
2018 9,857
Thereafter 7,393

$ 1,719,872
 

The future amortization expense is an estimate. Actual amounts may change from such estimated amounts due to additional intangible asset acquisitions, potential
impairments, accelerated amortization or other events.
 
Advertising:  The Company follows the policy of charging the costs of advertising to expense as incurred. Advertising expense for the years ended December 31, 2013 and
2012 was $76,835 and $56,333, respectively.
 
Research and development:  Research and development costs are expensed as incurred. Research and development expense for the years ended December 31, 2013 and 2012
was $37,513 and $2,900, respectively.
 
Patent cost:  The Company follows the policy of expensing legal costs related to internally developing patents. Expenses for the years ended December 31, 2013 and 2012
was approximately $44,979 and $29,000, respectively.
 
Recently issued accounting pronouncement:  The FASB issued Accounting Standards Update related to Intangibles - Goodwill and Other: Accounting for Goodwill. This
statement introduces an accounting alternative for private companies that simplifies and reduces the costs associated with the subsequent accounting for goodwill. While the
statement is not effective until annual periods beginning after December 15, 2014 and interim periods within annual periods beginning after December 15, 2015, early
adoption is permitted. As such, private companies may elect the accounting alternative to account for goodwill in their 2013 financial statements as long as those statements
have not yet been made available for issuance. The Company is currently evaluating which option it will utilize in its consolidated financial statements.
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements
 
Note 2.                                 Other Intangibles

 
Other intangibles as of December 31, 2013 and 2012 were as follows:
 

 

Accumulated
  

Cost Amortization
 

Net
2013

        
Customer list $ 7,710,000 $ (6,915,865) $ 794,135
Trade name and trademarks 823,000 (452,154 ) 370,846
Patent and technology

775,000 (356,500 ) 418,500
Noncompete agreement 24,000 (10,000 ) 14,000



Debt issuance cost 163,188 (40,797 ) 122,391
$ 9,495,188 $ (7,775,316) $ 1,719,872

 
2012

        
Customer list $ 7,710,000 $ (6,062,136) $ 1,647,864
Trade name and trademarks 823,000 (334,583 ) 488,417
Patent and technology 775,000 (77,500 ) 697,500
Noncompete agreement 24,000 (2,000 ) 22,000
Debt issuance cost 614,831 (516,985 ) 97,846

$ 9,946,831 $ (6,993,204) $ 2,953,627
 
Note 3.                                 Inventories
 
Inventories as of December 31, 2013 and 2012 consisted of the following:
 

2013 2012
      
Raw material $ 7,078,783 $ 8,415,888
Work in process 1,663,140 2,285,945
Finished goods 2,521,992 1,742,486

11,263,915 12,444,319
Obsolete inventory reserve (189,698 ) (157,784 )

$ 11,074,217 $ 12,286,535
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements

 
Note 4.                                 Pledged Assets and Long-Term Debt

 
Long-term debt as of December 31, 2013 and 2012 and the terms and collateral as of December 31, 2013 are as follows:
 

2013
 

2012
The Company has a revolving credit loan agreement with a bank, which expires March 26, 2016. Total available

borrowings are the lesser of a borrowing base which is tied to certain accounts receivable and inventories or
$9,500,000, less amounts currently borrowed. Total additional amount available under this revolving credit loan
agreement at December 31, 2013 was $9,500,000. Depending on the ratio of total debt to EBITDA (as defined),
advances under the revolving credit loan agreement bear interest at an interest rate ranging from 2.25% to
3.00%. A fee of 0.35% to 0.50% is charged on the unused portion of the revolving credit loan agreement. (A) $ — $ 4,855,365

      
Senior subordinated note, paid off in 2013. — 8,129,412
      
Senior subordinated notes payable to stockholders, due in full in September 2016. Borrowings bear interest at 17%,

of which 12% is payable quarterly in March, June, September and December of each year and the remaining 5%
interest is deferred and accrues on the notes. (B) 1,655,282 —

      
Term note of $2,500,000, paid off in 2013. — 2,500,000
      
Term note of $11,000,000 with the principal payment due in full March 26, 2016 per agreement with bank.

Quarterly payments of $550,000. If total debt to EBITDA is greater than 2.5 the interest rate is 3%. If it is
greater than 2 but less than 2.5 the interest rate is 2.75%. If it is greater than 1.5 but less than 2 the interest rate is
2.5%. Less than 1.5 the interest rate is 2.25%. The effective rate of 2.25% as of December 31, 2013. (A) 9,350,000 —

      
Capital leases 24,564 44,572

11,029,846 15,529,349
Less current maturities 2,220,981 7,355,365

Long-term debt $ 8,808,865 $ 8,173,984
 

(A)  These agreements contain various restrictive covenants including, among others, ones related to the maintenance of certain levels of debt to EBITDA, certain levels of
fixed charge coverage and a minimum EBITDA level. In addition, these notes are collateralized by substantially all of the Company’s assets.

 
(B)  These notes are collateralized by substantially all of the Company’s assets and is subordinated to the bank financing.
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements

 
Note 4.                                 Pledged Assets and Long-Term Debt (Continued)
 



Maturities of long-term debt at December 31, 2013, are as follows:
 

Year ending December 31:
2014 $ 2,220,981
2015 2,203,583
2016 6,605,282

$ 11,029,846
 
Note 5.                                 Income Tax Matters
 
The Company’s total deferred income tax assets and deferred income tax liabilities as of December 31, 2013 and 2012 are as follows:
 

2013 2012
Deferred tax assets:

Accounts receivable $ 26,000 $ 13,000
Inventory 3,000 —
Intangible assets 1,635,000 1,565,000
Compensation related 315,000 289,000
Accrued expenses 464,000 66,000

2,443,000 1,933,000
      
Deferred tax liabilities:

Inventory — (9,000 )
Property and equipment (1,043,000 ) (843,000 )
Prepaid expenses (34,000 ) (78,000 )

(1,077,000 ) (930,000 )
$ 1,366,000 $ 1,003,000

 
The deferred tax amounts mentioned above have been classified on the accompanying balance sheet as of December 31, 2013 and 2012 as follows:
 

2013 2012
      
Current assets $ 459,000 $ —
Current liabilities — (8,000 )
Long-term assets 907,000 1,011,000

$ 1,366,000 $ 1,003,000
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(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements

 
Note 5.                                 Income Tax Matters (Continued)

 
The provision for income taxes charged to operations for the years ended December 31, 2013 and 2012 consists of the following:
 

2013 2012
      
Current tax expense $ 1,533,060 $ 511,037
Deferred tax (363,000 ) 272,000

$ 1,170,060 $ 783,037
 
The provision for income taxes differs from the amount computed by applying the statutory federal income tax rate to income before provision of income taxes. The sources
and tax effects of the differences are as follows:
 

2013 2012
      
Computed “expected” tax $ 1,122,476 $ 695,888
Increase (decrease) in income taxes resulting from:

State income taxes, net of federal benefit 86,862 53,511
Nondeductible items 29,221 25,546
Domestic manufacturers’ deduction (87,050 ) (8,229 )
Other 18,551 16,321

$ 1,170,060 $ 783,037
 
Note 6.                                 Related Party Transactions
 
On December 3, 2009, the Company entered into a management agreement with a company which has common ownership. The agreement provides that management of the
company will render consulting, advisory and other special services and expertise to the Company. The Company expensed $650,330 and $397,838 in management fees for
the years ended December 31, 2013 and 2012, respectively. As of December 31, 2013 and 2012, the accrued management fee totaled none and $87,504, respectively.
 
The Company expensed $533,459 and $1,432,649 in related party interest expense for the years ended December 31, 2013 and 2012, respectively.
 
Note 7.                                 Defined Contribution Retirement Plan
 
The Company sponsors a 401(k) retirement plan (Plan) which covers substantially all employees meeting certain eligibility requirements. Eligible employees may contribute
up to the maximum amount of pretax annual compensation provided by law for this type of plan. The Company may elect to make discretionary matching contributions. The
Company matches 50% of the first 6% of the eligible employee contributions. The Company’s expense for the years ended December 31, 2013 and 2012 was approximately
$283,000 and $271,000, respectively.
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements
 
Note 8.                                Lease Commitments and Total Rental Expense

 
The Company leases office and plant equipment under various cancellable and noncancellable agreements that require various minimum annual rentals and expire at various
dates through 2024.
 
The total minimum rental commitment as of December 31, 2013, under the leases is $1,043,670 that is due as follows:
 

During the year ending December 31:
2014 $ 416,196
2015 138,374
2016 96,828
2017 49,992
2018 50,492
Thereafter 291,788

$ 1,043,670
 
The rental expense for the years ended December 31, 2013 and 2012 totaled approximately $571,000 and $521,000, respectively.
 
Note 9.                                 Stockholders’ Equity
 
Under the terms of the Company’s stockholder agreement dated December 3, 2009, the Company and its stockholders have the right of first refusal to purchase the common
stock issued and outstanding.
 
If there is a stockholder triggering event, as defined in the agreement, the Company has the option to purchase all of the stock owned by such stockholder for fair market
value.
 
Note 10.                          Commitments and Contingencies
 
The Company is primarily self-insured for medical benefits for its employees and dependents with stop loss coverage of $40,000 per covered person annually. In addition, the
Company has an aggregate stop loss of 125% of expected paid claims. The Company recorded a liability of $306,926 and $274,370 based on known and estimated medical
claims outstanding as of December 31, 2013 and 2012, respectively, which is presented in accrued liabilities on the accompanying consolidated balance sheets.
 
Note 11.                          Major Customer
 
A major customer is defined as one with net sales comprising greater than 10% of the Company’s total net sales. Net sales for the years ended December 31, 2013 and 2012
and the trade receivable amount due from this major customer as of December 31, 2013 and 2012, are as follows:
 
 

 

2013 2012
   

Trade
 

Trade
Customer

 

Net Sales
 

Receivables Net Sales Receivables
          
A $ 11,102,279 $ 72 $ 10,906,225 $ 727,234
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements
 
Note 12.                          Stock Options
 
In 2009, the Company adopted the Henderson Enterprises Group, Inc. 2009 Stock Option Plan (Plan) a stock option plan reserving an aggregate of 114,700 shares of the
Company’s common stock for issuance under the Plan. The price for each option shall be the fair market value of the Company’s stock at the date the option is granted as
determined by the Board of Directors. There were no stock option grants during the years ended December 31, 2013 and 2012.
 
The Company has recorded stock compensation expense of $68,385 for the years ended December 31, 2013 and 2012. As of December 31, 2013 and 2012 there is $199,454
and $267,839, respectively of unrecognized option compensation expense related to nonvested stock options. This amount will be recorded as expense through 2016.
 
A summary of the option activity for the years ended December 31, 2013 and 2012 is presented below:
 

  

Weighted
 

Number
 

Average
 

of Shares
 

Exercise Price
      
Balance, December 31, 2011 101,319.00 $ 20

Options granted — —
Option exercised (3,824.00 ) 20
Options cancelled (1,911.00 ) 20

Balance, December 31, 2012 95,584.00 20



Options granted — —
Option exercised — 20
Options cancelled — 20

Vested and expected to vest at December 31, 2013 95,584.00 $ 20
      
Vested and exercisable at December 31, 2013 76,401.00 $ 20
 
Note 13.                          Business Acquisition
 
Pursuant to an asset purchase agreement dated October 12, 2012, certain assets of BrineXtreme, LLC were acquired by the Company for $2,260,874. BrineXtreme is engaged
in the development and manufacture of brine makers that accurately makes a salt brine to a specific percentage concentration to be applied to roadways during winter weather.
This acquisition allows the Company to sell the brine maker along with the sales of their ice control product line using an established network of dealers. The transaction has
been accounted for as a purchase. The purchase price was funded by a loan for $2,500,000. Under the purchase method of accounting, the purchase price is allocated to the
assets acquired and liabilities assumed based upon fair values. The Company incurred transactions costs of $183,218.
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements

 
Note 13.         Business Acquisition (Continued)
 
The following table summarizes the consideration paid and the amounts of assets acquired and liabilities assumed as of acquisition date:
 

Cash consideration $ 2,260,874
    
Recognized amounts of identifiable assets acquired and liabilities assumed:

Inventories 160,874
Property and equipment 45,000
Customer relationships 55,000
Order backlog 125,000
Technology and patents 775,000
Trade names and trademarks 69,000
Noncompete 24,000
Other assets 50,000
Goodwill 957,000

$ 2,260,874
 
All goodwill recognized is expected to be deductible for income tax purposes.
 
In conjunction with the asset purchase agreement, the Company signed a three year employment agreement with the former owner of BrineXtreme. The former owner of
BrineXtreme is eligible for a sales commission of 5% of gross revenue related to sales of BrineXtreme product from October 12, 2012 through December 31, 2017. This 5%
sales commission is limited to a maximum amount of $1,150,000 and is dependent on employment through the three years of the employment agreement. The Company is
recognizing the estimated sales commission over the three year term of the employment agreement. Commission expense related to this agreement for the years ending 2013
and 2012 was $383,328 and $68,888, respectively.
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Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Consolidated Balance Sheets
 

(Unaudited) (Audited)
Assets October 4, 2014 December 31, 2013
Current Assets:

Cash $ 310,605 $ 86,202
Accounts receivable, less allowance for doubtful accounts 2014 $145,032; 2013 $118,990 11,324,537 9,113,489
Other receivables 46,462 580,156
Inventories 17,257,893 11,074,217
Prepaid expenses 310,455 233,879
Deferred income taxes 459,000 459,000

Total current assets 29,708,952 21,546,943
      
Property and Equipment:

Land 80,000 80,000
Building and improvements 2,090,143 1,774,558
Vehicles 763,941 651,085
Machinery and equipment 6,129,940 5,200,698
Office furniture and equipment 164,076 98,285

9,228,100 7,804,626
Less accumulated depreciation 2,635,105 2,008,534

6,592,995 5,796,092
      
Intangibles and Other Assets:

Goodwill 7,105,133 7,105,133
Other intangibles 824,989 1,719,872

7,930,122 8,825,005
      
Deferred Income Taxes 907,000 907,000

$ 45,139,069 $ 37,075,040
 
See Notes to Consolidated Financial Statements.
 

 

(Unaudited) (Audited)
Liabilities and Stockholders’ Equity October 4, 2014 December 31, 2013
Current Liabilities:

Current maturities of long-term debt $ 2,208,928 $ 2,220,981
Excess of outstanding checks over bank balance 1,526,157 415,800
Accounts payable 6,516,938 4,850,714
Accrued expenses 4,120,759 4,488,992

Total current liabilities 14,372,782 11,976,487
      
Long-Term Liabilities, long-term debt, less current maturities 11,789,357 8,808,865

Total liabilities 26,162,139 20,785,352
      
Commitments (Notes 5, 7 and 9)
      
Stockholders’ Equity:

Common stock, $0.01 par value; authorized 1,000,000 shares, 608,921 shares issued as of October 4, 2014; 603,824 as
of December 31, 2013 6,089 6,038

Additional paid-in capital 12,497,623 12,344,569
Retained earnings 6,473,218 3,939,081

18,976,930 16,289,688
$ 45,139,069 $ 37,075,040

 

 
Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Consolidated Statements of Income
Periods Ended October 4, 2014 and September 28, 2013
(Unaudited)
 

2014 2013
      
Net sales and service $ 56,320,245 $ 53,618,015
      
Cost of goods sold 42,545,293 41,403,715
      

Gross profit 13,774,952 12,214,300
      



Operating expenses 9,281,369 8,902,388
      

Operating income 4,493,583 3,311,912
      
Nonoperating income (expense):

Interest (540,242 ) (957,148 )
Other 6,474 20,311

      
Income before income taxes 3,959,815 2,375,075

      
Federal and state income taxes 1,425,678 877,187

Net income $ 2,534,137 $ 1,497,888
 
See Notes to Consolidated Financial Statements.
 

 
Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Consolidated Statement of Stockholders’ Equity
Period Ended October 4, 2014
(Unaudited)
 

 

Additional
   

Common Paid-in Retained
  

Stock Capital Earnings
 

Total
          
Balance, December 31, 2013 $ 6,038 $ 12,344,569 $ 3,939,081 $ 16,289,688

Net income — — 2,534,137 2,534,137
Exercise of stock options of 5,097 shares of common stock 51 101,889 — 101,940
Stock compensation related to stock options — 51,165 — 51,165

Balance, October 4, 2014 $ 6,089 $ 12,497,623 $ 6,473,218 $ 18,976,930
 
See Notes to Consolidated Financial Statements.
 

 
Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Consolidated Statements of Cash Flows
Periods Ended October 4, 2014 and September 28, 2013
(Unaudited)
 

2014 2013
Cash Flows from Operating Activities:

Net income $ 2,534,137 $ 1,497,888
Adjustments to reconcile net income to net cash provided by (used in) operating activities:

Depreciation 640,473 528,215
Amortization 854,086 993,726
Gain on sale of property and equipment (4,254 ) (10,780 )
Stock option expense 51,165 51,300
Noncash interest expense on shareholder debt 63,559 149,568
Noncash interest for debt issuance cost 40,797 125,044
Changes in assets and liabilities:

(Increase) in accounts receivable (2,211,048 ) (3,942,220 )
Decrease (increase) in other receivables 533,694 (17,439 )
(Increase) decrease in inventories (6,183,676 ) 1,093,300
(Increase) decrease in prepaid expenses (76,576 ) 152,038
Increase in accounts payable and accrued liabilities 1,297,991 2,345,853

Net cash provided by (used in) operating activities (2,459,652 ) 2,966,493
      

Cash Flows from Investing Activities:
Purchase of equipment and improvements (1,444,630 ) (888,796 )
Proceeds from sale of property and equipment 11,508 38,865

Net cash (used in) investing activities (1,433,122 ) (849,931 )
      

Cash Flows from Financing Activities:
Proceeds (payments) on revolving credit loan agreement, net 4,570,515 (1,110,119 )
Payments on long-term debt (1,650,000 ) (3,050,000 )
Proceeds from long-term debt — 11,000,000
Payments on subordinated debt — (8,244,578 )
Proceeds from subordinated debt — 1,600,000
Payments on capital leases (15,635 ) (14,917 )
Repurchase common stock for retirement — (1,600,000 )
Stock option exercise cash paid 101,940 —
Debt issuance costs — (163,188 )



Increase (decrease) in excess of outstanding checks over bank balance 1,110,357 (426,718 )
Net cash provided by (used in) financing activities 4,117,177 (2,009,520 )
      
Net increase in cash 224,403 107,042
      

Cash:
Beginning of year 86,202 6,988
Period ended $ 310,605 $ 114,030

      
Supplemental Disclosures of Cash Flow Information:

Cash payments for:
Interest $ 673,306 $ 632,595
Income tax (net of refunds) 643,293 385,189

 
See Notes to Consolidated Financial Statements.
 

 
Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements
 
Note 1.                                 Nature of Business and Significant Accounting Policies
 
Nature of business: Henderson Enterprises Group, Inc. (Company) is headquartered in Manchester, Iowa. The Company, through its wholly-owned subsidiary, Henderson
Products, Inc., is engaged in the manufacturing, installation and selling of heavy duty truck equipment in the North American municipal and construction markets.
 
Presentation:  The consolidated balance sheet as of December 31, 2013 was audited as of that date, but all of the information and notes as of December 31, 2013 required by
GAAP have not been repeated here. For further information, refer to the consolidated financial statements and notes thereto for the year ended December 31, 2013.
 
A summary of the Company’s significant accounting policies are as follows:
 

Unaudited interim financial information:  The accompanying interim consolidated balance sheet as of October 4, 2014, the consolidated statements of income and cash flows
for the period from January 1, 2014 to October 4, 2014 (“period ended October 4, 2014”) and for the period from January 1, 2013 to September 28, 2013 (“period ended
September 28, 2013”) and the consolidated statement of stockholders’ equity for the period ended October 4, 2014 are unaudited. The unaudited interim consolidated
financial statements have been prepared in accordance with accounting principles generally accepted in the United States. In the opinion of management, these financial
statements contain all normal and recurring adjustments considered necessary to present fairly the financial position as of October 4, 2014 and its results of operations and
cash flows for the period ended October 4, 2014 and September 28, 2013. The results for the period ended October 4, 2014 is not necessarily indicative of the results to be
expected for the full year. The information contained in these notes to the consolidated financial statements relating to the interim periods ended October 4, 2014 and
September 28, 2013 are unaudited.
 
Accounting 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 amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
 
Significant estimates: The allowance for doubtful accounts, recoverability of long-term assets and valuation of goodwill, self-insurance and obsolete inventory involve
certain estimates made by management. These estimates are reviewed by management routinely and it is reasonably possible that circumstances that existed at October 4,
2014, may change in the near-term future and that effect could be material to the consolidated financial statements.
 
Principles of consolidation: The consolidated financial statements include the accounts of the Company and its wholly owned subsidiary, Henderson Products, Inc. All
material intercompany accounts and transactions have been eliminated in the consolidation.
 
Periods ended: The Company’s policy is to close its interim books on the last Saturday closest to month end.
 

 
Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements

 
Note 1.                                 Nature of Business and Significant Accounting Policies (Continued)

 
Accounts receivables: Accounts receivable are carried at original invoice amount less an estimate made for doubtful receivables based on a review of all outstanding amounts
on a monthly basis. Management determines the allowance for doubtful accounts by identifying troubled accounts and by using historical experience applied to an aging of
accounts. Accounts receivable are written off when deemed uncollectible. Recoveries of accounts receivable previously written off are recorded when received. A trade
receivable is considered to be past due if the invoice is outstanding past the stated due date. The provision for bad debts charged to expenses was $4,500 and $29,500 for the
periods ended October 4, 2014 and September 28, 2013, respectively.
 
Inventories: Inventories are valued at the lower of cost (first-in, first-out method) or market.
 
Property and equipment: Property and equipment are stated at cost. Depreciation is computed by the straight-line method over the following estimated useful lives:
 

Years
    
Building and improvements 40 years
Vehicles 3 - 5 years
Machinery and equipment 3 - 10 years

Office furniture and equipment 10 years



 
Revenue recognition policy: Revenue is recognized at the time of shipment. Service revenue is recognized when the service is performed. Shipping and handling charges to
customers are included in revenue. Shipping and handling costs incurred by the Company are included in cost of goods sold.
 
Estimated warranty claims: The Company sells its products with a warranty that provides for repairs and replacements of any defective parts for a period of one year after
delivery to the original user or 18 months after the actual invoice whichever comes first. At the time of the sale, the Company accrues an estimate of the cost of providing the
warranty based on prior experience.
 
Changes in the Company’s product warranty liability for the period ended October 4, 2014, are as follows:
 

Balance, beginning $ 604,478
Warranty expense 592,782
Payments for items under warranty (625,956 )

Balance, ending $ 571,304
 

Income tax matters: Deferred income taxes are provided on a liability method whereby deferred tax assets are recognized for deductible temporary differences and net
operating loss and tax credit carryforwards and deferred tax liabilities are recognized for taxable temporary differences. The temporary differences are the differences
between the reported amounts of assets and liabilities and their tax bases. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is
more likely than not that some or all of the deferred tax assets will not be realized. Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws and
rates on the date of enactment.
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Note 1.                                 Nature of Business and Significant Accounting Policies (Continued)

 
When tax returns are filed, it is highly certain that some positions taken would be sustained upon examination by the taxing authorities, while others are subject to uncertainty
about the merits of the position taken or the amount of the position that would be ultimately sustained. The benefit of a tax position is recognized in the financial statements in
the period during which, based on all available evidence, management believes it is more likely than not that the position will be sustained upon examination, including the
resolution of appeals or litigation processes along with any associated interest and penalties that would be payable to the taxing authorities upon examination, if any. With a
few exceptions, the Company is not subject to U.S. federal, or state and local income tax examinations by tax authorities for years before 2010. As of and for the period
ended October 4, 2014 the Company had no uncertain tax positions that are required to be recorded as a liability.
 
Stock-based compensation:  The Company has a stock-based employee compensation plan, which is more fully described in Note 11. The Company accounts for its stock-
based compensation in accordance with Compensation-Stock Compensation. The Company measures the cost of employee services received in exchange for equity
instruments based on the grant-date fair value of those instruments and recorded compensation expense over the related vesting period.
 
Subsequent events:  The Company has evaluated subsequent events through [opinion date], the date on which the financial statements were available to be issued.
Management has determined that no events or transactions have occurred through that date that required additional recognition of disclosure in the financial statements.
 
Asset impairment assessments:  The Company periodically evaluates the carrying value of long-lived assets to be held and used, including, but not limited to, capital assets
and intangible assets, when events and circumstances warrant such a review. The carrying value of a long-lived asset is considered impaired when the anticipated
undiscounted cash flow from such asset is less than its carrying value. In that event, a loss would be recognized based on the amount by which the carrying value exceeds the
fair value of the long-lived asset. Fair value would be determined primarily using the anticipated cash flows discounted at a rate commensurate with the risk involved. Losses
on long-lived assets to be disposed of are determined in a similar manner, except that fair values are reduced for the cost to dispose.
 
Goodwill:  The Company records as goodwill the excess of purchase price over the fair value of the identifiable net assets acquired. Provision of Intangibles-Goodwill and
Other, prescribes a two-step process for impairment testing of goodwill, which is performed annually, as well as when an event triggering impairment may have occurred.
The first step tests for impairment, while the second step, if necessary, measures the impairment. The Company has elected to perform its annual analysis as of December 31
each year.
 
Other intangibles:  The Company classifies intangible assets as definite-lived or indefinite-lived intangible assets. Definite-lived intangibles include customer list, trade name
and trademarks, and debt issuance costs. Customer list, non-compete and trade name and trademarks are amortized over the estimated useful life using a method that reflects
an appropriate allocation of the costs of the assets to earnings in proportion to the amount of economic benefits obtained by the Company in each reporting period. The
determination of the expected life depends upon the use and underlying characteristics of the intangible asset. Customer relationship and patent and technology are amortized
on a double declining basis. Debt issuance costs are amortized over the life of the debt agreements based on the interest method. The Company periodically reviews the
appropriateness of the amortization periods related to the definite-lived assets. These assets are stated at amortized cost.
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Note 1.                                 Nature of Business and Significant Accounting Policies (Continued)

 
The following intangibles are being amortized over the periods indicated below:

 
 

Years
Customer list 7
Trade name & trademarks 5 - 7
Debt issuance costs 3 - 5
Patent and technology 5

Customer relationship 5
Noncompete agreement 3



 
Advertising:  The Company follows the policy of charging the costs of advertising to expense as incurred. Advertising expense for the period ended October 4, 2014 and
September 28, 2013 was $63,689 and $52,783, respectively.
 
Research and development:  Research and development costs are expensed as incurred. Research and development expense for the period ended October 4, 2014 and
September 28, 2013 was $48,704 and $1,736, respectively.
 
Patent cost:  The Company follows the policy of expensing legal costs related to internally developing patents. Expenses for the period ended October 4, 2014 and
September 28, 2013 was approximately $12,000 and $51,000, respectively.
 

Note 2.                                 Other Intangibles
 
Other intangibles as of October 4, 2014 were as follows:
 

 

Accumulated
  

Cost Amortization
 

Net
        
Customer list $ 7,710,000 $ (7,550,222) $ 159,778
Trade name and trademarks 823,000 (540,333 ) 282,667
Patent and technology 775,000 (482,050 ) 292,950
Noncompete agreement 24,000 (16,000 ) 8,000
Debt issuance cost 163,188 (81,594 ) 81,594

$ 9,495,188 $ (8,670,199) $ 824,989
 
Note 3.                                 Inventories
 
Inventories as of October 4, 2014 consisted of the following:
 
Raw material $ 11,214,799
Work in process 2,307,174
Finished goods 4,183,391

17,705,364
Obsolete inventory reserve (447,471 )

$ 17,257,893
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Note 4.                                 Pledged Assets and Long-Term Debt
 
Long-term debt as of October 4, 2014 and the terms and collateral as of October 4, 2014 are as follows:
 

The Company has a revolving credit loan agreement with a bank, which expires March 26, 2016. Total available borrowings are the lesser of a
borrowing base which is tied to certain accounts receivable and inventories or $9,500,000, less amounts currently borrowed. Total additional
amount available under this revolving credit loan agreement at October 4, 2014 was $4,929,485. Depending on the ratio of total debt to
EBITDA (as defined), advances under the revolving credit loan agreement bear interest at an interest rate ranging from 2.25% to 3.00%. A
fee of 0.35% to 0.50% is charged on the unused portion of the revolving credit loan agreement. (A) $ 4,570,515

    
Senior subordinated notes payable to stockholders, due in full in September 2016. Borrowings bear interest at 17%, of which 12% is payable

quarterly in March, June, September and December of each year and the remaining 5% interest is deferred and accrues on the notes. (B) 1,718,842
    
Term note of $11,000,000 with the principal payment due in full March 26, 2016 per agreement with bank. Quarterly payments of $550,000. If

total debt to EBITDA is greater than 2.5 the interest rate is 3%. If it is greater than 2 but less than 2.5 the interest rate is 2.75%. If it is
greater than 1.5 but less than 2 the interest rate is 2.5%. Less than 1.5 the interest rate is 2.25%. The effective rate of 2.75% as of October 4,
2014. (A) 7,700,000

    
Capital leases 8,928

13,998,285
Less current maturities 2,208,928

Long-term debt $ 11,789,357
 

(A)                 These agreements contain various restrictive covenants including, among others, ones related to the maintenance of certain levels of debt to EBITDA, certain levels
of fixed charge coverage and a minimum EBITDA level. In addition, these notes are collateralized by substantially all of the Company’s assets.

 
(B)                 These notes are collateralized by substantially all of the Company’s assets and is subordinated to the bank financing.
 

 
Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements
 
Note 5.                                 Related Party Transactions
 



On December 3, 2009, the Company entered into a management agreement with a company which has common ownership. The agreement provides that management of the
company will render consulting, advisory and other special services and expertise to the Company. The Company expensed $502,465 and $476,349 in management fees for
the periods ended October 4, 2014 and September 28, 2013, respectively. As of October 4, 2014, the accrued management fee totaled none.
 
The Company expensed $216,102 and $462,454 in related party interest expense for the period ended October 4, 2014 and September 28, 2013, respectively.
 
Note 6.                                 Defined Contribution Retirement Plan
 
The Company sponsors a 401(k) retirement plan (Plan) which covers substantially all employees meeting certain eligibility requirements. Eligible employees may contribute
up to the maximum amount of pretax annual compensation provided by law for this type of plan. The Company may elect to make discretionary matching contributions. The
Company matches 50% of the first 6% of the eligible employee contributions. The Company’s expense for the period ended October 4, 2014 and September 28, 2013 was
approximately $236,000 and $206,000, respectively.
 
Note 7.                                 Total Rental Expense
 
The Company leases office and plant equipment under various cancellable and noncancellable agreements that require various minimum annual rentals and expire at various
dates through 2024.
 
The rental expense for the period ended October 4, 2014 and September 28, 2013 totaled approximately $435,000 and $428,000, respectively.
 
Note 8.                                 Stockholders’ Equity
 
Under the terms of the Company’s stockholder agreement dated December 3, 2009, the Company and its stockholders have the right of first refusal to purchase the common
stock issued and outstanding.
 
If there is a stockholder triggering event, as defined in the agreement, the Company has the option to purchase all of the stock owned by such stockholder for fair market
value.
 
Note 9.                                 Commitments and Contingencies
 
The Company is primarily self-insured for medical benefits for its employees and dependents with stop loss coverage of $40,000 per covered person annually. In addition, the
Company has an aggregate stop loss of 125% of expected paid claims. The Company recorded a liability of $375,210 based on known and estimated medical claims
outstanding as of October 4, 2014, which is presented in accrued liabilities on the accompanying consolidated balance sheets.
 

 
Henderson Enterprises Group, Inc. and Subsidiary
(Henderson Products, Inc.)
 
Notes to Consolidated Financial Statements
 
Note 10.                         Major Customer
 
A major customer is defined as one with net sales comprising greater than 10% of the Company’s total net sales. Net sales for the period ended October 4, 2014 and
September 28, 2013 and the trade receivable amount due from this major customer as of October 4, 2014 are approximately as follows:
 

2014
  

 

Trade
 

2013
Customer Net Sales Receivables

 

Net Sales
        
A $ 7,802,000 $ 3,543,000 $ 10,492,000
 
Note 11.                          Stock Options
 
In 2009, the Company adopted the Henderson Enterprises Group, Inc. 2009 Stock Option Plan (Plan) a stock option plan reserving an aggregate of 114,700 shares of the
Company’s common stock for issuance under the Plan. The price for each option shall be the fair market value of the Company’s stock at the date the option is granted as
determined by the Board of Directors. There were no stock option grants during the period ended October 4, 2014 and September 28, 2013.
 
The Company has recorded stock compensation expense of $51,165 and $51,300 for the period ended October 4, 2014 and September 28, 2013. As of October 4, 2014 there
is $148,167 of unrecognized option compensation expense related to nonvested stock options. This amount will be recorded as expense through 2016.
 
As of October 4, 2014 there were 87,938 shares vested and expected to vest. As of October 4, 2014 there were 76,401 shares vested and exercisable. The weighted average
exercise price was $20.
 
Note 12.                          Sale of the Company
 
On November 24, 2014, pursuant to the terms of a Merger Agreement, dated November 24, 2014, Douglas Dynamics, Inc. acquired 100% of the outstanding common stock
and stock options to purchase common stock for a purchase price of approximately $95 million in cash, subject to working capital, cash and other adjustments.
 



Exhibit 99.4
 

UNAUDITED PRO FORMA COMBINED CONDENSED FINANCIAL INFORMATION
(Dollars in thousands except per share amounts)

 
On December 31, 2014, Douglas Dynamics, Inc. (the ‘Company”) acquired all of the outstanding common stock of Henderson Enterprises Group, Inc.

(“Henderson”) for the purpose of expanding its current market presence in the snow and ice segment. Total consideration was $98,676 including a working capital adjustment
of $4,688 and an outstanding payable to a former Henderson shareholder of $3,340. The purchase price was funded through available cash resources and the Company entered
into an Amended and Restated Credit and Guaranty Agreement (the “Term Loan Credit Agreement”) with the banks and financial institutions listed therein, as lenders, J.P.
Morgan Securities LLC and Wells Fargo Bank, N.A., as joint bookrunners and joint lead arrangers, JPMorgan Chase Bank, N.A., as collateral agent and administrative agent,
and Wells Fargo Bank, N.A., as syndication agent.  The Term Loan Credit Agreement was an amendment and restatement of an existing Credit and Guaranty Agreement,
dated as of April 18, 2011.   At the same time, the Company entered into a Second Amended and Restated Credit and Guaranty Agreement (the “Revolving Credit
Agreement”) with the banks and financial institutions listed in the Revolving Credit Agreement, as lenders, J.P. Morgan Securities LLC and Wells Fargo Bank, N.A., as joint
bookrunners and joint lead arrangers, JPMorgan Chase Bank, N.A., as administrative agent and collateral agent, and Wells Fargo Bank, N.A., as syndication agent.

 
Henderson is the leading North American manufacturer of customized, turnkey snow and ice control solutions for heavy-duty trucks focused on state Departments of

Transportation (DOT), counties, and municipalities. Henderson’s diverse product portfolio includes ice control equipment, snow plows, dump bodies, muni-bodies, and
replacement parts.

 
Set forth below is the Company’s unaudited pro forma condensed combined balance sheet as of September 30, 2014, reflecting the Merger and the impact of the

Company’s  Amended and Restated Term Loan Credit Agreement which was used to fund the Henderson merger (collectively, the “Transactions”) as if the Transactions had
taken place on September 30, 2014, and the Company’s unaudited pro forma condensed consolidated statements of income for the nine months ended September 30, 2014 and
the fiscal year ended December 31, 2013, reflecting the Transactions as if they had taken place on January 1, 2013.

 
The historical consolidated financial information of Henderson has been adjusted in the unaudited pro forma condensed combined financial statements to give effect to

pro forma events that are (1) directly attributable to the Transactions, (2) factually supportable, and (3) with respect to the statement of income, expected to have a continuing
impact on the combined results. There were no material transactions between the Company and Henderson during the periods presented in the unaudited pro forma condensed
combined financial statements that needed to be eliminated.

 
The unaudited pro forma condensed combined financial information should be read in conjunction with the accompanying notes thereto. In addition, the unaudited pro

forma condensed combined financial information was based on and should be read in conjunction with the:
 

·                  Separate historical financial statements of Henderson as of and for the period ended October  4, 2014 and the related notes and the separate historical financial
statements of Henderson for the year ended December 31, 2013 and related notes, included as an exhibit to this Current Report on Form 8-K/A; and

·                  Separate historical financial statements of the Company as of and for the nine months ended September 30, 2014 and the related notes included in its Quarterly
Report on Form 10-Q and separate historical financial statements of the Company for the year ended December 31, 2013 and the related notes included in its
Annual Report on Form 10-K;

 

 

The Unaudited Pro Forma Combined Condensed Financial Information has been prepared using the acquisition method of accounting under U.S. generally accepted
accounting principles. The Unaudited Pro Forma Combined Condensed Financial Information will differ from the final acquisition accounting for a number of reasons,
including the fact that the Company’s estimates of fair value are preliminary and subject to change when the formal valuation and other studies are finalized. The adjustments
that may occur to the preliminary estimates could have a material impact on the accompanying Unaudited Pro Forma Combined Condensed Financial Information.
 

The Unaudited Pro Forma Combined Condensed Financial Information is presented for information purposes only. It has been prepared in accordance with the regulations of
the Securities and Exchange Commission and is not necessarily indicative of what the Company’s financial position or results of operations actually would have been had it
completed the acquisition at the dates indicated, nor does it purport to project the future financial position or operating results of the combined company.
 

The finalization of the Company’s purchase accounting assessment will result in changes in the valuation of assets and liabilities acquired which could be material. The
Company will finalize the purchase price allocation as soon as practicable within the measurement period in accordance with Accounting Standards Codification (“ASC”)
Topic 805-10, “Business Combinations — Overall” (“ASC 805-10”), but in no event later than one year following the merger date. The purchase price allocation for
Henderson and the pro forma adjustments are preliminary and based on information available to date, and are subject to revision as additional information becomes available.
 The actual adjustments described herein were made as of the closing date of the Merger and are expected to change based upon the finalization of appraisals and other
valuation studies the Company will obtain. Revisions to the preliminary purchase price could materially change the pro forma amounts of total assets, total liabilities,
stockholders’ equity, depreciation and amortization and income tax expense.
 

The unaudited pro forma condensed combined financial information does not reflect any cost savings, operating synergies or revenue enhancements that the combined
company may achieve as a result of the merger; any costs to combine the operations of the Company and Henderson; or any costs necessary to achieve these cost savings,
operating synergies and potential revenue enhancements.
 

Douglas Dynamics, Inc.
Unaudited Pro Forma Combined Condensed Balance Sheet

 

(Dollars in thousands)
 

As of September 30,
2014

Douglas
Dynamics, Inc.

(unaudited)
 

As of October 4, 2014
Henderson

Enterprises Group, Inc.
(unaudited)

 

Pro Forma
Adjustments
(Note 1 & 2)

 

Pro Forma
Combined

Assets
Current assets:

Cash and cash equivalents $ 4,289 $ 311 $ (4,600) $ —
Accounts receivable, net 96,569 11,325 — 107,894
Inventories 36,418 17,258 1,956 55,632
Deferred income taxes 4,141 459 55 4,655
Prepaid and other current assets 1,539 356 — 1,895

          
Total current assets 142,956 29,709 (2,589 ) 170,076

          
Property, plant, and equipment, net 25,639 6,593 4,255 36,487
Goodwill 113,132 7,105 46,817 167,054
Other intangible assets, net 119,074 743 16,647 136,464
Deferred financing costs, net 1,782 82 — 1,864
Other long-term assets 1,806 — 74 1,880
          
Total assets $ 404,389 $ 44,232 $ 65,204 $ 513,825



Liabilities and stockholders’ equity
Current liabilities:

Accounts payable 4,967 8,043 — 13,010
Accrued expenses and other current liabilities 20,397 4,121 — 24,518
Income taxes payable 609 — — 609
Short term borrowings 33,500 — 18,137 51,637
Current portion of long-term debt 971 2,209 (1,551 ) 1,629

          
Total current liabilities 60,444 14,373 16,586 91,403

          
Retiree health benefit obligation 4,866 — — 4,866
Pension obligation 6,029 — — 6,029
Deferred income taxes 49,088 (907 ) 3,773 51,954
Deferred compensation 588 — — 588
Long-term debt, less current portion 109,295 11,789 65,387 186,471
Other long-term liabilities 4,428 — 248 4,676
          
Stockholders’ equity:

Common Stock, par value $0.01, 200,000,000 shares authorized,
22,282,628 shares issued and outstanding at September 30, 2014 223 6 (6 ) 223

Additional paid-in capital 137,543 12,498 (12,498 ) 137,543
Retained Earnings 32,703 6,473 (8,286 ) 30,890
Accumulated other comprehensive loss, net of tax (818 ) — — (818 )

Total shareholders’ equity 169,651 18,977 (20,790 ) 167,838
          
Total liabilities and stockholders’ equity $ 404,389 $ 44,232 $ 65,204 $ 513,825
 

 
Douglas Dynamics, Inc.

Unaudited Pro Forma Combined Condensed Statement of Operations
For the Nine Months Ended

 

(In thousands except per share amounts)

September 30, 2014
Douglas

Dynamics, Inc.
(unaudited)

 

October 4, 2014
Henderson

Enterprises Group, Inc.
(unaudited)

 

Pro Forma
Adjustments

(Note 3)
 

Pro Forma
Combined

Net sales $ 203,457 $ 56,320 $ — $ 259,777
Cost of sales 125,827 42,545 148 168,520
          
Gross profit 77,630 13,775 (148 ) 91,257
          
Selling, general, and administrative expense 25,757 8,386 (729 ) 33,414
Intangibles amortization 4,348 854 193 5,395
Impairment of assets held for sale 67 — — 67
          
Income from operations 47,458 4,535 388 52,381
          
Interest expense, net (6,007 ) (581 ) (2,569 ) (9,157 )
Other expense, net (136 ) 6 — (130 )
Income before income taxes 41,315 3,960 (2,181 ) 43,094
          
Income tax expense 14,385 1,426 (829 ) 14,982
          
Net income $ 26,930 $ 2,534 $ (1,352) $ 28,112
Less: Net income attributable to participating securities 397 414
Net income attributable to common shareholders $ 26,533 $ $ 27,698
          
Earnings per share:

Weighted average number of common shares outstanding:
Basic 22,158,690 22,158,690
Diluted 22,178,688 22,178,688

          
Basic earnings per common share attributable to common

shareholders $ 1.20 $ 1.25
Earnings per common share assuming dilution attributable to

common shareholders $ 1.19 $ 1.24
Cash dividends declared and paid per share $ 0.65 $ 0.65
 

 
Douglas Dynamics, Inc.

Unaudited Pro Forma Combined Condensed Statement of Operations
For the Fiscal Year Ended December 31, 2013

 

(In thousands except per share amounts)

Douglas
Dynamics, Inc.

(audited)
 

Henderson
Enterprises Group, Inc.

(audited)
 

Pro Forma
Adjustments (Note 3)

 

Pro Forma Combined
(unaudited)

 

 
          

Net sales $ 194,320 $ 72,980 $ — $ 267,300
Cost of sales 128,670 55,880 2,280 186,830



          
Gross profit 65,650 17,100 (2,280 ) 80,470
          
Selling, general, and administrative expense 31,872 11,360 (1,336 ) 41,896
Intangibles amortization 5,625 1,308 88 7,021
Impairment of assets held for sale 647 — — 647
          
Income from operations 27,506 4,432 (1,032 ) 30,906
          
Interest expense, net (8,328 ) (1,152 ) (3,048 ) (12,528 )
Other expense, net (161 ) 21 — (140 )
Income before income taxes 19,017 3,301 (4,080 ) 18,238
          
Income tax expense 7,378 1,170 (1,550 ) 6,998
          
Net income $ 11,639 $ 2,131 $ (2,530) $ 11,240
Less: Net income attributable to participating securities 179 173
Net income attributable to common shareholders $ 11,460 $ 11,067
          
Earnings per share:

          
Weighted average number of common shares outstanding:

Basic 22,029,374 22,029,374
Diluted 22,067,174 22,067,174

          
Basic earnings per common share attributable to common

shareholders $ 0.52 $ 0.50
Earnings per common share assuming dilution attributable to

common shareholders $ 0.51 $ 0.49
Cash dividends declared and paid per share $ 0.84 $ 0.84
 

 
Note 1 Preliminary Purchase Consideration Allocation
 
The final purchase consideration amount is pending, based on the final agreement of the adjustment to the cash consideration related to the level of net working capital
transferred at closing. The preliminary allocation of the purchase consideration to the assets acquired and liabilities assumed is based on the estimated fair values at the date of
acquisition. The fair values of the assets and liabilities included in the table below are preliminary and subject to change as we are currently in the process of obtaining third-
party valuations.
 
The excess of the purchase consideration over the net tangible and identifiable intangible assets is reflected as goodwill. As the transaction was a taxable stock acquisition for
U.S. federal income tax purposes, only the previously existing intangible assets and goodwill will be deductible for tax purposes.   The amount allocated to intangible assets
and goodwill for tax purposes is not expected to be tax deductible as a result of the Company not making an election under Section 338(h)(10) of the Internal Revenue Code.
 

 
The following table summarizes the preliminary estimates of fair value of the assets acquired and the liabilities assumed if the acquisition of Henderson had taken place on
September 30, 2014.
 
(In thousands) September 30, 2014

Cash and cash equivalents $ 311
Accounts receivable 11,325
Inventories 19,214
Deferred income taxes - current 514
Prepaid expenses and other current assets 356
Property, plant and equipment 10,848
Goodwill 53,922
Intangible assets 17,390
Other assets - long term 74
Accounts payable and other current liabilities $ (12,164 )
Deferred income taxes - long term   (2,866 )
Other liabilities - long-term (248 )

    
Total $ 98,676

 
The goodwill for the acquisition is a result of acquiring and retaining the existing workforces and expected synergies from integrating the operations into the

Company. The Company only expects to be able to deduct unamortized intangible assets and goodwill that existed at the time of the acquisition of $4,218 as only the existing
goodwill and intangible assets are deductible as a result of not making an election under Section 338(h)(10) of the Internal Revenue Code.  The remaining useful lives of
intangible assets and goodwill for income tax purposes is 12.2 and 10.3 years, respectively.   For book purposes, the acquired intangible assets include customer relationships
of $8,300 being amortized over 15 years, patents of $3,200 being amortized over 10 years non-compete agreements of $2,100 being amortized over 4 years, $200 backlog
being amortized over six months and trademarks of $3,600 that possess indefinite lives.

 
Inventories reflect adjustments of $1,956 to establish the estimated fair market value. Property plant and equipment reflects an adjustment of $4,300 to establish the

estimated fair market value. These adjustments have been reflected on the September 30, 2014 pro forma balance sheet.
 
For purposes of these Unaudited Pro Forma Combined Condensed Financial Statements, a blended statutory rate of 38.0% has been used. This rate is an estimate and

does not take into account any possible future tax planning or events that may occur for the combined company. An estimated deferred tax asset current and long term of $514
and $2,866, respectively, related to the tax effect on differences in timing of deductibility was recognized.

 



 
Note 2 Adjustments to the Unaudited Pro Forma Combined Condensed Balance Sheet
 
Fair value adjustments were made to certain intangible assets, property, plant and equipment, and inventories. Inventories have been adjusted to their estimated fair market
value and will be charged to cost of sales over a period of three months. Amortizable intangible assets are being amortized over estimated useful lives and property, plant and
equipment are being depreciated over the estimated useful lives of the respective assets using the straight-line method for financial reporting. Deferred tax balances and
reserves for uncertain tax positions have been adjusted to reflect the tax impact of adjustments made to underlying carrying values. Current portion of long-term debt and long
term debt, less current maturities, have both been updated to reflect the updated Term Loan Agreement. Retained earnings and short term borrowings have been adjusted for
$1,815 in transaction related costs.
 
Note 3 Adjustments to the Unaudited Pro Forma Combined Condensed Statement of Operations
 
Acquisition expenses of $226 and $686 were excluded in the combined condensed statement of operations as of September 30, 2014 and December 31, 2013, respectively.
Management fees of $502 and $650 were excluded from the combined condensed statement of operations as of September 30, 2014 and December 31, 2013, respectively. The
pro forma amounts include additional amortization of intangible assets, depreciation of assets at fair value, interest expense on increased debt levels and the related tax effects
of these adjustments.
 


