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Virginia Corporation Commission v. Adrian Johnson and Pelican’s SnoBalls VA LLC
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e.g.,
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per diem
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e.g.
(Franchise Agreement, Sections 3.1 and 6.1)

(Franchise Agreement, Section 3.2)

(Franchise Agreement, Section 3.3)

(Franchise Agreement, Section 3.4)

(Franchise Agreement, 
Section 3.7)

(Franchise Agreement, Section 6.4)

(Franchise Agreement, Section 3.8)

 (Franchise Agreement, Section 3.6)
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Pelican’s SnoBalls

                                                                                                

Introduction

We own a format and system relating to the establishment and operation of “Pelican’s SnoBalls” 
shops, which are businesses operating under our Proprietary Marks in buildings that bear our interior 
and/or exterior trade dress (each one of which is referred to as a “Store”). A Store specializes in the 
sale of Proprietary Items (which include flavored ice products prepared with specialized formulas) as 
well as non-Proprietary Items (such as toppings, beverages, ice cream, and other authorized food 
products) (collectively, the “Products”). 

Among the distinguishing characteristics of a Store are that it operates under our “Pelican’s 
SnoBalls” “System.” Our System includes (among other things): confidential and proprietary 
information and trade secrets; distinctive images, designs, business formats, methods, procedures, 
and specifications; distinctive exterior and interior design, decor, color scheme, and furnishings; 
uniform standards, specifications, and procedures for operations; quality and uniformity of Products 
and services offered; procedures for management and inventory control; training and assistance; 
and advertising and promotional programs (together, the “System”).  

We identify the System by means of our Proprietary Marks. Our proprietary marks include certain 
trade names (for example, the mark “PELICAN’S SNOBALLS” and logo), service marks, trademarks, 
logos, emblems, and indicia of origin, as well as other trade names, service marks, and trademarks 
that we may periodically specify in writing for use in connection with the System (all of these are 
referred to as our “Proprietary Marks”). We continue to develop, use, and control the use of our 
Proprietary Marks in order to identify for the public the source of services and products marketed 
under those marks and under the System, and to represent the System’s high standards of quality, 
appearance, and service. The Proprietary Marks are owned by our affiliate, Pelican’s SnoBalls USA 
Trademarks, LLC and licensed to us under the terms of a license agreement between that entity and 
us.

You have asked to enter into the business of operating a Store under our System and wish to obtain 
a franchise from us for that purpose, as well as to receive the training and other assistance we 
provide as described in this Agreement. You also understand and acknowledge the importance of 
our high standards of quality, cleanliness, appearance, and service and the necessity of operating 
the business franchised hereunder in conformity with our standards and specifications, all for the 
sake of enhancing, promoting, and protecting the “Pelican’s SnoBalls” brand and the goodwill 
associated with our Proprietary Marks. 
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In recognition of all of the details noted above, the parties have decided to enter into this Agreement, 
taking into account all of the promises and commitments that they are each making to one another in 
this contract, and they agree as follows: 

Rights and Obligations

Approved Site

Protected Territory and Exclusions.
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(a)

(b)

(a)

(b)

Territorial Rules
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(a)

(b)

(a)

(b)

Term

Renewal

Pelican's SnoBalls - 2023 FDD (54)



Pelican’s SnoBalls

Training

Standard Layout

Opening and Additional Assistance
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Manual

Marketing Materials

Marketing Funds

Inspection Before Opening

Periodic Assistance

Services Performed

Our Decision-Making

(a)

(b)

(c)

(d)

Confirmation
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Initial Franchise Fee

Royalty Fees and Sales Reports

Due Date
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No Subordination

Late Payment

Technology Fee

Other Funds Due

Index
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Opening the Licensed Location. 

Review of Lease, Sublease, or Purchase Agreement. 

Review
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(a)
(b)

Preparing the Site. 

Use of the Premises. 

Relocation
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Construction or Renovation
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Pre-Opening
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Opening Promotion

Your Training and Personnel Obligations

Training Expenses a
b

Operating Principal

a
b

Additional Training
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Individual Covenants

Personnel

Supplies

(a)

(b)
(c)

(d)
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Proprietary Items

Employee Attire and Personal Appearance
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Importance of Following Standards

Opening

Health Standards

Use of the Premises
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Licensed Location.

Staffing

Operation.
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(a)
(b)

(c)
(d)

(e)

(a)
(b)

(c)
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Use of the Marks

If You Are an Entity:

Corporate Franchisee (a)

(b)

(c)
(d)

Partnership/LLP Franchisee
(a)

(b)

(c)
(d)

LLC Franchisee
(a)

(b)

(c)
(d)

Guarantees

(a) (b)
(c) (d)

Quality-Control and Guest Survey Programs. 
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(a)
(b)

Prices
(a)

(b)

Environmental Matters

Innovations.

Our Representations

Your Agreement
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Your Acknowledgements
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Change to Marks

You Agree to Abide by the Manual

Format of the Manual

We Own the Manual

Confidentiality and Use of the Manual

You Agree to Treat Manual as Confidential

Which Copy of the Manual Controls
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Revisions to the Manual

Modifications to the System

Confidentiality
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Consequences of Breach

Accounting Records and Sales Reports

(a) (b)
(c) (d)

(e) (f)
(g)

(h)
(i)

(j)
(k)

Financial Statements
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(a)

(b)

(c)

Additional Information

(a)
(b)

(c)
(d)

PCI Compliance and Credit Cards
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Gift Cards and Incentive Programs

Our Right to Inspect Your Books and Records

Inspections

Regional Fund
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Standards (a)
(b) (c)

Materials Available for Purchase
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Our Review and Right to Approve All Proposed Marketing

Additional Marketing Expenditure Encouraged

Market Introduction Program.

Local Advertising and Promotion

Rebates
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Considerations as to Charitable Efforts

Computer Systems and Required Software. 

(a)

(b)
(c)

(d)
(e) (f)

(g)
(h)

(a)

(b)
(c)

(d)
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Data

Data Requirements and Usage

(a)
(b)

(c)
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Extranet

Online Ordering System

No Separate Online Sites
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POS Systems

Electronic Identifiers; E-Mail

(a)
(b)
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Outsourcing

Telephone Service

Changes

Electronic Communication – Including E-Mail, Fax, and Texts

(a)

(b)

(c)
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Required Insurance Coverage
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Endorsements

Notices to us

Construction Coverages

Other Insurance Does Not Impact your Obligation
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Additional Named Insured

Certificates of Insurance

Proof of Coverage

Coverages are Minimums

Changes

By Us

Your Principals

Principals
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By You

(a) (b) (c)
(d)

(a)

(b)

Transfer Conditions
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Right of First Refusal bona fide
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Death or Incapacity

(a) (b)
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Consent to Transfer

No Transfers to a Non-Franchisee Party to Operate a Similar Business

Bankruptcy Issues

Securities Offers

a

b

c
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Automatic

(a)
(b)

(c)
(d)

(e)

(f)
(g)

(h)
(i)

(j)

With Notice. 
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With Notice and Opportunity to Cure
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(a) (b)
(c) 

Bankruptcy

bona fide

(a) (b)

bona fide

Our Rights Instead of Termination

Reservation of Rights under Section 17.5

Damages

Pelican's SnoBalls - 2023 FDD (94)



Pelican’s SnoBalls

Stop Operating (a)
(b)

Stop Using Marks and Intellectual Property

Cancel Assumed Names

Premises

(a)

(b)
(c)

(d)

Our Option to Buy Your Assets
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No Use of the Marks in Other Businesses

Pay All Sums Due

Pay Damages

Return Confidential Information

Right to Enter and Continue Operations

Lost Future Royalties

(a)

(b)

Our Rights. 
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Full Time Efforts

Understandings

(a)

(b)

(c)

(d)

(e)

Covenant Not to Compete or Engage in Injurious Conduct. 

Where Restrictions Apply

Application to Transfers
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Periods of Non-Compliance

Publicly-Held Entities

Personal Covenants

Construction

Claims Not a Defense

Covenant as to Anti-Terrorism Laws

Defaults
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Payment of Taxes

Payment of Trade Creditors

Your Right to Contest Liabilities

Compliance with Law

(a) (b)
(c)

Notice of Violations and Actions

Independent Contractor Relationship. 

Pelican's SnoBalls - 2023 FDD (99)



Pelican’s SnoBalls

Notice of Status

No Contracts in our Name

Indemnification

Definitions

Impact

(a) (b) (c)

Pelican's SnoBalls - 2023 FDD (100)



Pelican’s SnoBalls

(d)

Transmittal of Funds

Request for Approval

No Warranties or Guarantees

No Waivers

Entire Agreement

(a)
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(b)

Amendment

Introductory Paragraphs

Severability

No Third Party Rights

Captions Don’t Amend Terms

Phrases
including but not limited to

Survival

How We Exercise Our Rights
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Expenses

Counterparts

Choice of Law

Choice of Venue. 

Mediation

Parties Rights Are Cumulative

Injunctions

Pelican's SnoBalls - 2023 FDD (103)



Pelican’s SnoBalls

WAIVER OF JURY TRIALS

MUST BRING CLAIMS WITHIN ONE YEAR

WAIVER OF PUNITIVE DAMAGES

Payment of Legal Fees

(a)

(b)

Effect

Your Investigation of the Business Possibilities. 

No Warranties or Guarantees. 

Receipt of FDD and Complete Agreement. 
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You Have Read the Agreement. 

Your Advisors. 

No Conflicting Obligations. 

(a)
(b) (c)

Your Responsibility for the Choice of the Approved Site. 

Your Responsibility for Operation of the Licensed Location. 

The Terms of this Agreement. 

Different Franchise Offerings to Others. 

Our Advice

Your Independence
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Success Depends on You. 

Two or More Signatories

General Release

You (on behalf of yourself and your parent, subsidiaries and affiliates and their respective 
past and present members, officers, directors, shareholders, agents and employees, in their 
corporate and individual capacities) and all guarantors of your obligations under this 
Agreement (collectively, “Releasors”) freely and without any influence forever release and 
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covenant not to sue us, our parent, subsidiaries and affiliates and their respective past and 
present officers, directors, shareholders, agents and employees, in their corporate and 
individual capacities (collectively “Releasees”), with respect to any and all claims, demands, 
liabilities and causes of action of whatever kind or nature, whether known or unknown, 
vested or contingent, suspected or unsuspected (collectively, “claims”), which any Releasor 
now owns or holds, may ever have owned or held, or may in the future own or hold (including 
claims arising under federal, state and local laws, rules and ordinances and claims arising 
out of, or relating to this Agreement and all other agreements between any Releasor and any 
Releasee, the sale of any franchise to any Releasor, the development and operation of the 
Stores and the development and operation of all other Stores operated by any Releasor that 
are franchised by any Releasee). You understand as well that you may later learn of new or 
different facts, but still, it is your intention to fully, finally, and forever release all of the claims 
that are released above. This includes your waiver of state laws that may otherwise limit a 
release (for example, Calif. Civil Code Section 1542, which states that “[a] general release 
does not extend to claims which the creditor does not know or suspect exist in his [or her] 
favor at the time of executing the release, which if known by him [or her] must have 
materially affected his [or her] settlement with the debtor”). You expressly agree that fair 
consideration has been given by us for this General Release and you fully understand that 
this is a negotiated, complete and final release of all claims. This General Release does not 
release any claims arising from representations made in our FDD and its exhibits or 
otherwise impair or affect any claims arising after the date of this Agreement. 
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(a)

(b) (c)

(d)
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(a)

(b)

(c)
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(a)
(b)

(c)
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--- Signatures on following page ---

Pelican's SnoBalls - 2023 FDD (116)



Pelican’s SnoBalls

Landlord:  PELICAN’S SNOBALLS 
USA, LLC *

 Franchisee: 

* The Franchisor has signed 
this lease addendum only to 
acknowledge its terms and 
not to accept any obligations 
under the lease. 
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(to be signed by franchisee and its managerial personnel) 
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(a)

(b)

(i)

(ii)

(c)

(d)

(e)
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Pelican’s SnoBalls USA, LLC 
and Subsidiary

Consolidated Financial Statements
Years Ended December 31, 2022 and 2021

Pelican's SnoBalls - 2023 FDD (136)



Pelican’s SnoBalls USA, LLC and Subsidiary 

Consolidated Financial Statements
Years Ended December 31, 2022 and 2021  
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Independent Auditor’s Report

Board of Directors
Pelican’s SnoBalls USA, LLC 
Gastonia, North Carolina

Opinion

We have audited the accompanying consolidated financial statements of Pelican’s SnoBalls USA, LLC and 
Subsidiary (the “Company”), which comprise the consolidated balance sheet as of December 31, 2022, and 
the related consolidated statements of income, members’ deficit, and cash flows for the year then ended, 
and the related notes to the financial statements. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 
the financial position of the Company as of December 31, 2022, 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.

Basis for Opinion

We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America. Our responsibilities under those standards are further described in the Auditor’s Responsibilities 
for the Audit of the Financial Statements section of our report. We are required to be independent of the 
Company and to meet our other ethical responsibilities in accordance with the relevant ethical requirements 
relating to our audit. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion.

Other Matter – Prior Period Financial Statements

The 2021 consolidated financial statements of Pelican’s SnoBalls USA, LLC and Subsidiary were audited 
by other auditors whose report dated February 15, 2022 expressed an unmodified opinion on those 
statements.

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial 
statements in accordance with accounting principles generally accepted in the United States of America, 
and for 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.

In preparing the consolidated financial statements, management is required to evaluate whether there are 
conditions or events, considered in the aggregate, that raise substantial doubt about the Company’s ability 
to continue as a going concern within one year after the date that the consolidated financial statements are 
available to be issued.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as 
a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report 
that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance 
and therefore is not a guarantee that an audit conducted in accordance with generally accepted auditing 
standards will always detect a material misstatement when it exists. The risk of not detecting a material 
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, 
forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements are 
considered material if there is a substantial likelihood that individually or in the aggregate, they would 
influence the judgement made by a reasonable user based on the consolidated financial statements.
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In performing an audit in accordance with generally accepted auditing standards, we:
Exercise professional judgment and maintain professional skepticism throughout the audit.
Identify and assess the risks of material misstatement of the consolidated financial 
statements, whether due to fraud or error, and design and perform audit procedures 
responsive to those risks. Such procedures include examining, on a test basis, evidence 
regarding the amounts and disclosures in the consolidated financial statements. 
Obtain an understanding of internal control relevant to the audit 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 Company’s internal control. Accordingly, no such 
opinion is expressed.
Evaluate the appropriateness of accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluate the overall 
presentation of the consolidated financial statements. 
Conclude whether, in our judgment, there are conditions or events, considered in the 
aggregate, that raise substantial doubt about the Company’s ability to continue as a going 
concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other matters, the 
planned scope and timing of the audit, significant audit findings, and certain internal control related matters 
that we identified during the audit.

Hickory, North Carolina
March 13, 2023

Pelican's SnoBalls - 2023 FDD (140)



December 31, 2022 2021

Assets

Current assets
Cash 161,017$ 72,547$
Accounts receivable - trade, net of allowance of $2,500 29,385 10,628
Note receivable - other 2,000 13,000
Inventories 106,901 75,152
Interest receivable 21,732 11,464
Prepaid expenses 10,567 -
Advance to related entity 50,000 50,000

Total current assets 381,602 232,791

Property and equipment, net 300,373 305,911

Other assets
Notes receivable - affiliate 313,456 233,554
Goodwill, net 1,067,253 1,331,353
Intangible assets, net 406,966 459,666

Total other assets 1,787,675 2,024,573

Total assets 2,469,650$ 2,563,275$

Liabilities and Members' Deficit

Current liabilities
Current portion of long-term debt 299,525$ 445,953$
Accounts payable - trade 72,700 27,517
Accrued interest 26,930 16,667
Other accrued expenses - 5,561

Total current liabilities 399,155 495,698

Long-term debt, less current portion 2,001,518 2,324,642

Note payable to member 200,000 200,000

Total liabilities 2,600,673 3,020,340

Members' deficit (131,023) (457,065)

Total liabilities and members' deficit 2,469,650$ 2,563,275$

Pelican’s SnoBalls USA, LLC and Subsidiary

Consolidated Balance Sheets

See accompanying notes to financial statements. 
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Percent of Percent of
Year ended December 31, 2022 Net Sales 2021 Net Sales

Revenues
Franchise royalties 2,129,124$ 72.68 % 2,024,724$ 79.74  %
Franchise fees 534,800 18.26 298,500 11.76
Merchandise sales and other fees 265,410 9.06 215,852 8.50

Total revenues 2,929,334 100.00 2,539,076 100.00

Cost of goods sold 112,906 3.85 133,907 5.27

Gross profit 2,816,428 96.15 2,405,169 94.73

General and administrative
expenses 1,713,485 58.49 1,631,661 64.26

Operating income 1,102,943 37.66 773,508 30.47

Other income (expense)
Other income 6,893 0.24 15,183 0.60
PPP loan forgiveness - - 26,100 1.03
Interest income 10,268 0.35 11,465 0.45
Interest expense (98,448) (3.36) (127,910) (5.04)

Total other income (expense) (81,287) (2.77) (75,162) (2.96)

Net income 1,021,656$ 34.89 % 698,346$ 27.51  %

Consolidated Statements of Income

Pelican’s SnoBalls USA, LLC and Subsidiary

See accompanying notes to financial statements. 
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December 31, 2022 2021

Balance, beginning of year (457,065)$ (714,021)$

Net income 1,021,656 698,346

Dividends paid (695,614) (441,390)

Balance, end of year (131,023)$ (457,065)$

Consolidated Statements of Members' Deficit

Pelican’s SnoBalls USA, LLC and Subsidiary

See accompanying notes to financial statements. 
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Year ended December 31, 2022 2021

Cash flows from operating activities
Cash received from customers 2,910,577$ 2,536,015$
Cash paid to suppliers and employees (1,481,798) (1,473,887)
Other income 6,893 15,183
Interest paid (88,185) (111,549)

Net cash provided by operating activities 1,347,487 965,762

Cash flows from investing activities
Purchase of property and equipment (23,884) (224,783)
Proceeds from sale of property and equipment 9,935 -
Net advances to affiliate (79,902) (72,000)

Net cash used in investing activities (93,851) (296,783)

Cash flows from financing activities
Borrowings on long-term debt - 161,250
Principal payments on long-term debt (469,552) (454,518)
Dividends paid (695,614) (441,390)

Net cash used in financing activities (1,165,166) (734,658)

Net change in cash 88,470 (65,679)

Cash, beginning of year 72,547 138,226

Cash, end of year 161,017$ 72,547$

Pelican’s SnoBalls USA, LLC and Subsidiary

Statements of Cash Flows

See accompanying notes to financial statements. 
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Year ended December 31, 2022 2021

Reconciliation of net income to net cash
provided by operating activities

Net income 1,021,656$ 698,346$
Adjustments to reconcile net income to net cash

         provided by operating activities:
Depreciation and amortization 341,973 340,150
Provison for doubtful accounts - (2,500)
Forgiveness of indebtedness - (26,100)
Gain on sale of equipment (5,686) -
Changes in operating assets and liabilities:

Accounts receivable - trade (18,757) (13,000)
Note receivable - other 11,000 5,175
Inventories (31,749) (11,464)
Interest receivable (10,268) 9,937
Prepaid expenses (10,567) -
Accounts payable - trade 45,183 (48,823)
Accrued interest 10,263 16,361
Other accrued expenses (5,561) (2,320)

Total adjustments to net income 325,831 267,416

Net cash provided by operating activities 1,347,487$ 965,762$

Pelican’s SnoBalls USA, LLC and Subsidiary

Statements of Cash Flows

See accompanying notes to financial statements. 
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1. Summary of Significant Accounting Policies

Business
During August of 2016, Pelican’s SnoBalls USA, LLC (“Pelican’s”) was formed as a limited liability company 
in North Carolina to purchase the national franchisor of Pelican’s SnoBalls and then to license franchises 
of Pelican’s SnoBalls businesses in the United States. Pelican’s is headquartered in Gastonia, North 
Carolina. During 2017, Formative Industries, LLC (the “Subsidiary”) was formed as a limited liability 
company, and wholly owned subsidiary of Pelican’s, in North Carolina to hold and sell Pelican’s SnoBalls 
merchandise, including t-shirts, hats, Pelican Bucks, and other merchandise. There were 213 and 191 
franchisee owned locations at December 31, 2022 and 2021. There were 22 and 13 locations added in 
2022 and 2021.

Principles of Consolidation
The consolidated financial statements include the accounts of the Pelican’s SnoBalls USA, LLC and 
Subsidiary (the “Company”). All material inter-company accounts and transactions are eliminated in 
consolidation. 

Revenue Recognition
The Company recognizes revenue and related costs based on the following:  

Franchise Fees – The Company has elected to account for all pre-opening services as a single 
performance obligation. Franchise fees are recognized when all the tasks related to pre-opening 
services are complete. The initial franchise fee is not refundable.

Franchise Royalties – The Company recognizes royalties under its franchise agreements which have 
terms of fifteen to thirty years, not including renewal options. Royalties are based on 8% of the 
franchisees’ sales adjusted for sales tax and discounts.

Merchandise Sales – Revenues from sale of the Company’s merchandise to franchisees is
recognized when merchandise is shipped.

Trade Accounts Receivable 
The Company sells franchise rights and products to franchisees throughout the United States. Accounts 
receivable are due from franchisees for franchise fees, royalty fees, and merchandise sales. The Company 
performs ongoing credit evaluations of franchisees and generally requires guarantees as collateral. 
Management establishes an allowance for estimated uncollectible accounts when the potential for such 
losses becomes probable. Receivables are charged to the allowance after collection efforts are exhausted 
and the account is deemed uncollectible. Based upon the information available, management believes the 
allowance at December 31, 2022 is adequate.  However, actual write-ffs may exceed the recorded 
allowance.

Inventories  
Inventories comprising primarily merchandise held for sale is valued at the lower of cost or net realizable 
value. Cost is determined by the first-in, first-out (FIFO) method.

Property and Equipment
Property and equipment are stated at cost. Expenditures for maintenance and repairs, which do not improve 
or extend the life of an asset, are charged to expense as incurred. Major renewals and betterments that 
significantly add to productive capacity or extend the useful life of an asset are capitalized. Upon retirement 
or sale of an asset, its cost and related accumulated depreciation are removed from the property accounts 
and any gain or loss is recorded in income.

Depreciation is computed over the estimated service lives of depreciable assets using the straight-line 
method.
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1.Summary of Significant Accounting Policies (Continued)

Long-lived Assets
Property, equipment, and other long-lived assets are evaluated for possible impairment whenever events 
or changes in circumstances indicate that the carrying amount of the assets may not be recoverable. When 
any such impairment exists, the related assets will be written down to fair value. Any long-lived assets held 
for disposal are reported at the lower of their carrying amounts or fair value less cost to sell. No impairment 
losses were recorded in 2022 or 2021.

Goodwill and Other Intangible Assets
Goodwill is carried at cost and represents the excess of the cost of a business acquired over the fair value 
of assets acquired, including identifiable intangible assets and liabilities assumed. The Company is 
amortizing goodwill over a ten-year period. Goodwill is evaluated for impairment whenever events or 
changes in circumstance indicate that the carrying value of goodwill may not be recoverable.

Other intangible assets consist of the acquired Pelican’s SnoBalls franchises rights and trademarks. The 
franchises rights are being amortized over their estimated useful life of ten years and are evaluated for 
impairment whenever events or changes in circumstances indicate the carrying value may not be 
recoverable. The Company’s policy is to file trademark applications to protect the brand and related 
merchandise that are considered important to the development and recognition of its business. The legal 
life of the trademarks is indefinite based on management’s current estimate and is carried at cost. The 
Company evaluates trademarks annually for changes in their estimated useful lives and for impairment. 

Income Taxes
The Company has elected, with the consent of its stockholders, to be taxed under subchapter “S” of the 
Internal Revenue Code. Accordingly, the stockholders include their respective share of taxable income of 
the Corporation in their individual tax returns. As a result, no federal or State income tax is imposed on the 
Company. 

Tax benefits are recorded only for tax positions that would be more likely than not to be sustained upon 
examination by tax authorities. Unrecognized tax benefits are tax benefits claimed in the Company’s tax 
returns that do not meet these recognition and measurement standards. There were no significant 
unrecognized tax benefits at December 31, 2022. If applicable, the Company recognizes interest and 
penalties accrued related to unrecognized tax benefits in tax expense.

Tax years 2019 through 2022 remain subject to examination by both federal and various state authorities. 
However, no examinations are in process.

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, the 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.

Advertising Costs
Advertising costs, included in selling, general, and administrative expenses, are expensed as incurred and 
amounted to $9,870 and $24,155 in 2022 and 2021. 

Forgivable Loans – Paycheck Protections Program (“PPP”)
The Company accounted for forgivable U.S. Small Business Administration (“SBA”) loans received under 
the Coronavirus Aid, Relief, and Economic Security Act (“CARES Act”) Paycheck Protection Program
(“PPP”), in accordance with Accounting Standards Codification (“ASC”) 470, Debt, and related accounting 
pronouncements (Note 6).
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1.Summary of Significant Accounting Policies (Concluded)

Subsequent Events
Management has evaluated all events subsequent to the balance sheet date through March 13, 2023, the 
date the accompanying consolidated financial statements were available to be issued, and determined 
there were no subsequent events requiring additional disclosures.

Recent Accounting Pronouncements
In February 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards 
Update (“ASU”) No. 2016-02, Leases (Topic 842), which replaces all previous guidance on leases and 
requires entities to recognize assets and liabilities arising from operating leases. For the Company, the 
ASU (as amended) was effective for fiscal years beginning after December 15, 2021. As the Company has 
no significant leases, adoption of this guidance in 2022 had no impact on the Company’s consolidated 
financial statements.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments – Credit Losses (Topic 326): 
Measurement of Credit Losses on Financial Instruments, which eliminates previous methodology for 
recognizing credit losses on financial instruments (including trade receivables) and requires companies to 
utilize an expected credit loss model. For the Company, the guidance, as amended, is effective for fiscal 
years beginning after December 15, 2022. Management does not expect this guidance to impact the 
Company’s future consolidated financial statements.

In December 2019, the FASB issued ASU No. 2019-12, Income Taxes (Topic 740): Simplifying the 
Accounting for Income Taxes, which simplifies and clarifies application of certain income tax-related 
guidance. For the Company, the amendments were effective for fiscal years beginning after December 15, 
2021, with early application permitted. The adoption of this guidance had no impact on the Company’s 
consolidated financial statements.

2. Advance to Related Entity

The Company has made an unsecured short-term advance to a related party which is non-interest bearing 
and payable on demand.

3. Property and Equipment, Net

Property and equipment, net consist of the following: 

December 31,
Life

(in Years) 2022 2021

Computers and equipment 5 $ 18,967 $ 4,231
Buildings 39 221,665 221,665
Vehicles 5 131,789 128,640

372,421 354,536
Less accumulated depreciation 72,048 48,625
Net property and equipment $ 300,373 $ 305,911

Depreciation expense amounted to $25,173 and $23,350 in 2022 and 2021.
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4. Notes Receivable – Affiliate

Notes receivable from an affiliate bear interest at a rate of 4% per annum and are due at the earlier of 
certain events occurring, as defined in the note agreement, or the maturity date. Total interest earned for 
the year ended December 31, 2022 and 2021 was $10,268 and $11,465. 

Approximate maturities of notes receivable as of December 31, 2022, are as follows:

2024 $ 16,902
2025 126,654
2026 34,900
2027 72,000
2028 63,000

$ 313,456

5. Goodwill and Intangible Assets, Net

Goodwill, net consists of the following:

December 31, 2022 2021
Goodwill $ 2,641,000 $ 2,641,000
Less accumulated amortization 1,573,747 1,309,647
Net goodwill $ 1,067,253 $ 1,331,353

Amortization of goodwill expense amounted to approximately $264,100 in 2022 and 2021. Estimated 
amortization expense for the next five years and thereafter is as follows: 2023-2026 - $261,400 per year; 
and $21,653 in 2027.

Intangible assets, net consist of the following:

December 31, 2022 December 31, 2021
Life

(in Years) Gross
Accumulated 
Amortization Gross

Accumulated 
Amortization

Amortized intangible assets:
Franchise 10 $ 527,000 $ 314,034 $ 527,000 $ 261,334

Unamortized intangible assets:
Trademarks - 194,000 - 194,000 -

Total $ 721,000 $ 314,034 $ 721,000 $ 261,334

Amortization expense amounted to $52,700 in 2022 and 2021. Estimated amortization expense for the next 
five years and thereafter is as follows: 2023-2026 - $52,700 per year and $2,166 in 2027.
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6. Long-Term Debt

Long-term debt is summarized as follows:

December 31, 2022 2021

Note payable to individual in monthly installments of $30,000, 
including interest at 3.179%, through April 1, 2029; unsecured $ 2,038,903 $ 2,328,323

Note payable to individual in monthly installments of $14,964, 
including interest at 10%, through December 1, 2022; unsecured - 156,602

Note payable to individual with principal and interest due and payable 
the earlier of certain events occurring or June 1, 2028; unsecured 47,000 47,000

Note payable to bank in monthly installments of $1,001, including 
interest at 4.22%, through July 19, 2031; secured by a deed of trust 
over a building 153,811 159,122

Note payable to bank in monthly installments of $1,059, including 
interest at 3.94%, through October 8, 2026; secured by an automobile 45,980 56,628

Note payable to finance company in monthly installments of $693, 
including interest at 3.84%, through October 27, 2024; secured by an 
automobile 15,349 22,920
Total long-term debt 2,301,043 2,770,595
Less current portion 299,525 445,953
Total long-term debt, less current portion $ 2,001,518 $ 2,324,642

Annual maturities of long-term debt for the next five years and thereafter are as follows:

2023 $ 299,525
2024 332,663
2025 336,516
2026 346,343
2027 339,210
Thereafter 646,786

$ 2,301,043

During 2020, the Company received an unsecured PPP loan of $26,100. Following submission of a loan 
forgiveness application, the principal and accrued interest were forgiven in April 2021 and the gain was 
recorded in other income (expense) on the 2021 statement of income.
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7. Note Payable to Member

Unsecured promissory note payable to member is non-interest bearing and is due and payable in a lump 
sum on the earlier of certain everts occurring, as defined in the note agreement, or June 1, 2028. 

8. Related Party Transactions

The members of the Company own and operate ten franchise locations and are required to pay royalties. 
Related party royalty revenue related to these franchises was $95,422 and $94,077 in 2022 and 2021. 

The members receive payments from the Company for maintaining and servicing franchises. The expense 
related to services was $348,735 and $306,598 for the years ended December 31, 2022 and 2021. 
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Pay Damages
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Injunctions
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