


































































































 

 

 

 

 

GT.COM Grant Thornton LLP is the U.S. member firm of Grant Thornton International Ltd (GTIL). GTIL and each of its member firms 
are separate legal entities and are not a worldwide partnership.     

April 1, 2024 

Mr. Troy Cormier 
Chief Executive Officer 
Deli Management, Inc. 
350 Pine St. 
17th Floor, Ste. 1775 
Beaumont, TX 77702 

Grant Thornton LLP agrees to the inclusion in the Franchise Disclosure Document, 
dated April 1, 2024 issued by Deli Management, Inc., of our report, dated March 28, 
2024 relating to the consolidated financial statements of Deli Management, Inc. and 
subsidiaries as of December 31, 2023 and 2022 and for the years then ended. Grant 
Thornton LLP has not performed any procedures subsequent to the date of this letter. 
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GT.COM Grant Thornton LLP is the U.S. member firm of Grant Thornton International Ltd (GTIL). GTIL and each of its member firms 
are separate legal entities and are not a worldwide partnership.   

Board of Directors 
Deli Management, Inc. 

Opinion 
We have audited the consolidated financial statements of Deli Management, Inc. (a 
Texas S corporation) and subsidiaries (the “Company”), which comprise the 
consolidated balance sheets as of December 31, 2023 and 2022, and the related 
consolidated statements of operations, changes in equity (deficit), and cash flows for 
the years then ended, and the related notes to the financial statements. 

In our opinion, the accompanying consolidated financial statements present fairly, in 
all material respects, the financial position of the Company as of December 31, 2023 
and 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 audits of the consolidated financial statements in accordance with 
auditing standards generally accepted in the United States of America (US GAAS). 
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 
audits. We believe that the audit evidence we have obtained is sufficient and 
appropriate to provide a basis for our audit opinion. 

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 for 
one year after the date the financial statements are issued. 
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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 US GAAS 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 
judgment made by a reasonable user based on the consolidated financial statements. 

In performing an audit in accordance with US GAAS, 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 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. 

 

Houston, Texas 
March 28, 2024 



2023 2022
ASSETS

Current assets:

Cash and cash equivalents 11,776,327$      12,073,832$      
Accounts receivable - trade, net of allowance for credit losses of $177,500 and $177,500 8,019,660          9,105,610          
State income and sales tax refunds receivable 1,323,404          4,501,242          
Other receivables 572,637             977,608             
Inventories 14,933,795        13,571,318        
Prepaid expenses 2,348,408          1,333,023          

Total current assets 38,974,233        41,562,633        

Property and equipment, net 71,890,534        70,693,798        

Other assets:

Intangible assets, net 494,796             721,379             
Goodwill, net 1,091,184          1,430,638          
Other investments 6,433                 6,570                 
Operating right of use assets 239,843,773      240,785,256      
Deposits 214,089             6,474,727          

Total other assets 241,650,275      249,418,570      

Total assets 352,515,042$    361,675,001$    

LIABILITIES AND EQUITY

Current liabilities:

Accounts payable - trade 10,373,379$      11,239,183$      
Accrued liabilities 20,008,991        19,074,376        
Short term lease liability 19,883,442        20,271,014        
Current maturities of long-term notes payable 4,250,000          5,348,500          

Total current liabilities 54,515,812        55,933,073        

Long-term liabilities:

Profit based compensation, net of current portion 677,635             -                         
Interest rate swap liability 784,476             -                         
Long-term lease liability 243,198,531      243,590,795      
Notes payable, net of current maturities 77,697,800        87,535,004        

Total long-term liabilities 322,358,442      331,125,799      

Equity (deficit):

Deli Management, Inc. stockholders’ equity -                         
Common stock ($1 par value; 1,154 and 1,154 shares authorized, issued and outstanding) 1,154                 1,154                 
Treasury stock, 1,344 and 1,344 shares, at cost (99,181,525)       (99,181,525)       
Note receivable for common stock (3,765,323)         (3,481,253)         
Additional paid-in capital 23,071,719        23,071,719        
Retained earnings 55,514,763        54,206,034        

Total deficit (24,359,212)       (25,383,871)       

Total liabilities and equity 352,515,042$    361,675,001$    

Deli Management, Inc.

CONSOLIDATED BALANCE SHEETS

December 31,

The accompanying notes are an integral part of these consolidated financial statements.
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2023 2022

Revenue

Sales - delis 422,414,574$    408,090,429$   
Sales - distribution centers 65,100,682        64,170,878       
Franchise sales 63,435               16,000              
Franchise royalties 8,930,335          8,392,822         
Backhaul income 2,517,985          4,020,327         

Total revenue 499,027,011      484,690,456     

Cost of revenue 187,773,300      188,669,325     

Gross profit 311,253,711      296,021,131     

Operating expenses, excluding owners compensation 275,768,088      265,707,827     

Operating income before owners compensation 35,485,623        30,313,304       

Owners compensation 2,040,161          1,470,290         

Income from operations 33,445,462        28,843,014       

Other income (expense) -                       

Interest, net (13,966,056)       (9,835,946)       
Other income 2,786,005          1,086,114         

Total other expense (11,180,051)       (8,749,832)       

Income before taxes 22,265,411        20,093,182       

State income taxes 862,292             728,987            

NET INCOME 21,403,119$      19,364,195$     

Deli Management, Inc.

CONSOLIDATED STATEMENTS OF OPERATIONS

Years ended December 31, 

The accompanying notes are an integral part of these consolidated financial statements.
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Additional Note Receivable
Common Paid-in Retained Treasury for Common Total

Stock Capital Earnings Stock  Stock Equity (Deficit)

Balance at December 31, 2021 1,154$                23,071,719$       48,614,487$       (99,181,525)$     (3,481,253)$       (30,975,418)$     

Distributions -                         -                         (13,772,648)       -                         -                         (13,772,648)       
Net income -                         -                         19,364,195         -                         -                         19,364,195         

Balance at December 31, 2022 1,154                  23,071,719         54,206,034         (99,181,525)       (3,481,253)         (25,383,871)       

Distributions -                         -                         (20,094,390)       -                         -                         (20,094,390)       
Net income -                         -                         21,403,119         -                         -                         21,403,119         
Contribution of capital -                         -                         -                         -                         (284,070)            (284,070)            

Balance at December 31, 2023 1,154$                23,071,719$       55,514,763$       (99,181,525)$     (3,765,323)$       (24,359,212)$     

Deli Management, Inc.

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY (DEFICIT)

Years ended December 31, 2023 and 2022

The accompanying notes are an integral part of these consolidated financial statements.
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2023 2022

Cash flows from operating activities:

Net income 21,403,119$      19,364,195$      
Adjustments to reconcile net income to net cash provided by operating activities: -                        

Depreciation and amortization 11,710,628        12,650,347        
Amortization of deferred loan origination costs 1,269,692          566,844             
Loss on disposition of assets 1,036,130          805,425             
Unrealized loss on interest rate swap 784,476             -                        
Proceeds from business interruption insurance, net of deductible 271,302             -                        
Bad debt expense 24,376               39,060               
Net increase (decrease) in:

Receivables 4,373,082          (3,707,988)         
Inventories (1,362,477)         (905,700)            
Prepaid expenses (1,015,385)         720,016             
Deposits 6,260,638          41,066               

Net increase (decrease) in:
Accounts payable (865,804)            330,761             
Accrued liabilities 1,774,140          (2,504,043)         

Net cash provided by operating activities 45,663,917        27,399,983        

Cash flows from investing activities:

Purchase of property and equipment (13,579,159)       (7,773,799)         
Proceeds from sale of assets 13,215               37,756               

Net cash used in investing activities (13,565,944)       (7,736,043)         

Cash flows from financing activities:

Distributions (20,094,390)       (13,772,352)       
Proceeds from draws on line of credit 7,000,000          2,500,000          
Proceeds from notes payable 85,000,000        -                        
Principal payments on notes payable (98,561,819)       (5,707,689)         
Principal payment of line of credit (7,000,000)         (2,500,000)         
Increase in owner note receivable (284,320)            -                        
Loan origination costs 1,545,051          -                        

Net cash used in financing activities (32,395,478)       (19,480,041)       

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (297,505)            183,899             

Cash and cash equivalents, beginning of year 12,073,832        11,889,933        

Cash and cash equivalents, end of year 11,776,327$      12,073,832$      

Supplemental disclosures of cash flow information:
Interest paid 8,971,049$        9,507,244$        

Income taxes paid:
State 895,792$           614,987$           

Deli Management, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31,

The accompanying notes are an integral part of these consolidated financial statements.
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NOTE 1 - HISTORY AND ORGANIZATION 

Deli Management, Inc. (“DMI”, “Company”, or “Franchisor”) was founded in Beaumont, Texas in 1976, and 
incorporated on October 3, 1983 under the laws of the State of Texas. The Company was organized for the 
purpose of establishing deli restaurants commonly known as “Jason’s Deli®” throughout the State of Texas. 
Deli operations have subsequently been expanded across the country. Corporate owned restaurants were 
in operation in the following states at December 31, 2023 and 2022: 

 2023 2022 
   
Alabama 4 4 
Arizona 5 5 
Florida 10 10 
Georgia 14 14 
Illinois 6 8 
Iowa 1 1 
Louisiana 7 7 
Maryland 1 1 
Nebraska 2 2 
Nevada 4 4 
North Carolina 13 13 
Pennsylvania 1 1 
South Carolina 3 3 
Tennessee 1 1 
Texas 80 79 
Virginia 5 7 
Wisconsin 1 1 
   
 158 161 

 
The Company offers opportunities for new franchisees, and for the expansion of existing franchisees in 
multiple states. The franchise agreements offer a program which enables the franchisees to operate a deli 
that offers a variety of delicatessen products, including New Orleans style food and Texas barbecue. 
Current franchises are operational in Alabama, Arkansas, Colorado, Florida, Indiana, Kansas, Kentucky, 
Louisiana, Mississippi, Missouri, New Mexico, North Carolina, Ohio, Oklahoma, Tennessee, and Texas. At 
December 31, 2023 and 2022, respectively, there were 81 and 82 franchise restaurants in operation. In 
addition, there were no unopened franchise locations at December 31, 2023 and 2022, respectively. 

The Company has two wholesale food distribution centers. One distribution center is located in Charlotte, 
North Carolina, and the second distribution center is located in Grand Prairie, Texas. These centers are 
operated primarily for the servicing of company owned and franchise delis. However, they generate 
additional revenue in the form of backhaul income, both from company suppliers and for other nearby 
businesses. 

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

This summary of significant accounting policies is presented to assist in understanding the Company’s 
financial statements. The financial statements and notes are representations of the Company’s 
management, who is responsible for their integrity and objectivity. These accounting policies conform to 
accounting principles generally accepted in the United States of America (“U.S. GAAP”) and have been 
consistently applied in the preparation of the consolidated financial statements. 
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Principles of Consolidation 

These financial statements present the consolidated financial results of Deli Management, Inc. and its 
subsidiaries after elimination of all significant accounts and transactions. The financial statements have 
been prepared in accordance with U.S. GAAP.  

Reclassifications have been made for presentation purposes. These reclassifications did not have a 
material impact on the financial statements. 

Use of Estimates 

The preparation of financial statements in conformity with U.S. GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual results could differ from those estimates. 

Cash and Cash Equivalents 

For purposes of these financial statements, all highly liquid demand and time deposits with a maturity of 
three months or less, including money market funds, are considered cash and cash equivalents. 

The Company maintains its cash in bank deposit accounts which exceed federally insured limits. As of 
December 31, 2023, accounts were guaranteed by the Federal Deposit Insurance Corporation up to 
$250,000. The total amount in excess of the insured limit at December 31, 2023 was $10,055,496. 

Revenue Recognition  

See Note 4. Revenue Recognition. 

Accounts Receivable and Bad Debts 

All receivable invoices are due upon receipt, but are considered past due 31 days after the date of the 
invoice. Past due deli trade receivables do not accrue interest. 

The Company’s policy with respect to distribution center past due trade receivables is to assess finance 
charges at the end of each month on any balance that is older than 31 days. The distribution center 
receivables past due 90 days or more were $532,222 and $500,702 at December 31, 2023 and 2022, 
respectively. 

Trade receivables are considered uncollectible only after repeated attempts from the collection department 
and/or an outside collection agency have been made. Past due invoices are routinely monitored by the 
Accounts Receivable Supervisor, who approves the write off of immaterial, uncollectible amounts 
throughout the year. Material past due balances are periodically discussed between the Accounts 
Receivable Supervisor, the Assistant Controller, and the Chief Financial Officer, to review and schedule 
their write off at yearend, or to elect continued collection efforts if deemed fruitful.  

Bad debts are determined by the allowance method. The aging of the receivables, historical write-off 
experience, as well as management’s knowledge and experience with the debtor, influences the allowance 
computations. Management has determined that an allowance of $177,500 was appropriate at 
December 31, 2023, and $177,500 was appropriate at December 31, 2022. 
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Inventories 

As noted in Note 1, the Company operates wholesale food distribution centers in Grand Prairie, Texas and 
Charlotte, North Carolina. At December 31, 2023 and 2022, inventories consist of $3,238,327 and 
$3,163,215, respectively, in deli menu items and related supplies at company owned delis, $10,398,163 
and $10,237,500, respectively, in food and related supplies at the wholesale distribution centers, and 
$1,308,525 and $177,889, respectively, in distribution center truck parts and miscellaneous corporate 
supplies. Inventories are valued at the lower of cost or net realizable value based on the first-in, first-out 
(“FIFO”) method for distribution centers and a combination of first-in, first-out and most recent cost for delis, 
which approximates the FIFO method due to the rapid turnover of items.  

Shipping and Handling 

The Company does not separately charge for shipping and handling. Company costs for shipping and 
handling are classified in the income statements as follows: 

 2023 2022 
   
Salaries and wages $ 4,596,323 $ 4,272,200 
Delivery expense 2,486,559 2,691,082 
Handling fees (as part of cost of revenue) 36 2,570 
Insurance 593,464 516,050 
Rents 1,191,968 1,058,435 
Depreciation and amortization 194,170 193,967 
   
 $ 9,062,520 $ 8,734,304 

 
Property and Equipment 

Property and equipment are stated at cost. All costs of acquisition of deli equipment and construction of 
leasehold improvements related to store openings, or remodel projects that total $5,000 or more are 
capitalized. The Company also capitalizes other furniture and equipment purchases that cost $5,000 or 
more per item. Minor repairs and replacements are expensed as incurred.  

Depreciation is computed on the straight-line method for financial reporting purposes based on the following 
useful lives, with no salvage value: 

 Years 
  
Corporate office facilities 31 - 40 
Leasehold improvements 5 - 18 
Deli equipment 5 - 10 
Automobiles 5 
Office furniture and equipment 3 - 10 
Trucks and trailers 4 - 6 

 
Impairment of Long-Lived Assets 

Deli locations are reviewed for impairment on a location by location basis whenever events or changes in 
circumstances indicate that the carrying amount of an asset may not be recovered. The recoverability of 
locations that are to be held and used is measured by comparison of the estimated future undiscounted 
cash flows associated with the asset to the carrying amount of the asset. If such assets are considered to 
be impaired, an impairment charge would be recorded in the amount by which the carrying amount of the 
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assets exceeds their fair value using Level 3 measurements, as defined in Note 15. There were no 
impairment charges of long-lived assets in 2023 or 2022.  

Amortization of Intangibles 

The non-compete covenant related to the acquisition of two deli locations from a franchise in 2012 is being 
amortized over 15 years on a straight-line basis, with no residual value. Reacquired rights associated with 
the purchase of 12 deli locations from five franchisees are being amortized over 2-11 years on a straight-
line basis, with no residual value. Goodwill from the purchase of the assets of seven deli locations from five 
franchisees is being amortized over 10 years each, one beginning in 2013, one in 2014, one in 2015, and 
four in 2019. 

Advertising 

The costs of advertising are expensed as incurred. Advertising expense was $2,807,887 and $2,812,865 
for the years ended December 31, 2023 and 2022, respectively. 

Compensated Absences 

Company policy provides that any unused amounts of accrued vacation and sick leave are forfeited at 
separation from service for any reason. Estimated accrued vacation at December 31, 2023 and 2022 was 
$1,944,143 and $1,881,899, respectively, as reflected in these financial statements. Management does not 
anticipate that the accumulated sick leave benefit will have a material impact on company operations in a 
single year, and no accrual for sick leave has been recorded. 

Income Taxes 

Deli Management, Inc. does not provide for federal income taxes because of the election by the Company, 
with the consent by its stockholders, that profits of the Company be taxed at the stockholder level under 
Subchapter S of the Internal Revenue Code (“IRC”). The Company does, however, pay income and other 
types of taxes to the states in which it operates or from which it generates revenue from franchise 
operations. Income tax payments to states on behalf of shareholders are reflected as distributions rather 
than income tax expense.  

Accounting guidance requires entities to evaluate uncertain tax positions. This guidance prescribes a more-
likely-than-not recognition threshold and a measurement attributable for all tax positions taken or expected 
to be taken on a tax return in order to be recognized in the financial statements. The Company has not 
recorded a liability for uncertain tax positions as of December 31, 2023 and 2022 as the Company has not 
identified any uncertain tax positions that meet the measurement criteria. The Company would recognize 
interest and penalties, if any, related to unrecognized tax benefits in income tax expense. 

Presentation of State Sales Taxes 

The states in which the Company operates impose sales tax on substantially all of the Company’s sales to 
nonexempt customers. The Company collects the taxes from customers and remits the taxes to the states, 
less any applicable discounts. The Company’s accounting policy is to exclude the taxes collected from 
revenue and cost of sales. 

Amortization of Goodwill 

The Company elects to amortize goodwill on a straight-line basis over either 10 years or less than 10 years 
if a shorter useful life is more appropriate. Under the guidance, impairment testing is performed upon the 
occurrence of a triggering event indicating that the fair value of the entity might be less than its carrying 



Deli Management, Inc  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

December 31, 2023 and 2022 

13 

amount, and there is no annual goodwill impairment test. The Company recorded goodwill amortization 
expense in 2023 and 2022 of $339,455 and $494,878, respectively.  

Debt Issuance Costs 

The Company’s policy is to net debt issuance costs against the carrying value of the related financial liability 
for financial statement presentation, in agreement with ASU 2015-03, Interest - Imputation of Interest 
(Subtopic 835-30), the Company reported unamortized debt issuance costs of $1,025,416 and $5,131,130 
in 2023 and 2022, respectively. These costs were netted against long-term outstanding notes payable 
balances of $78,625,000 and $91,088,319 for 2023 and 2022, respectively.  In 2023, the company wrote 
off $4,346,260 in loan originations costs, net of amortization, due to the extinguishment of debt which was 
recognized as interest expense. 

New Accounting Pronouncements 

The Financial Accounting Standards Board (FASB) issued a new accounting standard, Accounting 
Standards Update (ASU) No. 2016-13, Topic 326, Financial Instruments – Credit Losses, on June 16, 2016.   
The new accounting standard introduces the current expected credit losses methodology (CECL) for 
estimating allowances for credit losses.  The standard is effective for annual periods beginning after 
December 15, 2022.  The company adopted the new standard effective January 1,2023.   

Change in Capitalization Policy 

During the first quarter of 2024, the Company made a change to its capitalization policy.  At December 31, 
2022, this change understated property and equipment by $1,142,008 and overstated operating expense 
by $1,142,008.  Our schedule of changes in the December 31, 2022, financial statements can be seen 
below.   

Financial Statement 

Financial 
Statement 
Account As Reported Revision Revised 

     
Consolidated Balance Sheet Property and 

Equipment, net $ 69,551,790 $ 1,142,008 $ 70,693,798 
Consolidated Balance Sheet Retained 

Earnings 53,064,026 1,142,008 54,206,034 
Consolidated Statements of 

Operations 
Operating 
Expenses 266,849,835 (1,142,008) 267,991,843 

Consolidated Changes in 
Equity 

Net Income 
18,222,187 1,142,008 19,364,195 

Consolidated Statements of 
Cash Flows 

Net Income 
18,222,187 1,142,008 19,364,195 

Consolidated Statements of 
Cash Flows 

Depreciation 
and 
amortization 10,382,635 2,267,712 12,650,347 

Consolidated Statements of 
Cash Flows 

Purchase of 
property and 
equipment (4,364,079) (3,409,720) (7,736,799) 

 
We evaluated whether our previously issued consolidated financial statements for December 31, 2022 were 
materially misstated due to this change.  Based upon our evaluation of both quantitative and qualitative 
factors, we concluded that the effects of these changes were not material individually or in the aggregate 
to this previously reported period.   
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Subsequent Events 

The Company has evaluated subsequent events through March 28, 2024, the date on which the 
consolidated financial statements were available for issuance. 

NOTE 3 - REVENUE RECOGNITION  

ASC Topic 606, Revenue from Contracts with Customers (“ASC 606”) provides five core principles to be 
followed by organizations as part of their adoption and transition as follows: (1) Identify the contract; 
(2) Identify performance obligations in the contract; (3) Determine the transaction price as specified in the 
contract; (4) Allocate the transaction price to the performance obligations; and (5) Recognize revenue as 
each performance obligation is satisfied. In applying ASC 606, the Company applied these principles to 
identify components of each of the following goods and service offerings, and to apply changes where 
necessary to meet the standard. 

Deli sales consist of sales of prepared food and beverage to customers on a transaction by transaction 
basis, where the Company’s performance obligation is complete, and substantially all direct costs are 
incurred and recognized within the same period. All deli sales are recognized as revenue in the same period 
that product delivery occurs. Deli revenues total $422,414,574 in 2023 and $408,090,429 in 2022. 

Physical and virtual gift cards (“stored-value products”) are available for sale to customers in deli locations, 
on the Company’s website, on third-party seller websites, and in third-party retail establishments. Sales of 
stored-value products are initially recorded as a contract liability and are included in accrued liabilities at 
their expected redemption value. When the stored-value products are redeemed, the Company recognizes 
revenue, and reduces the contract liability for the amount used. The portion of stored-value products that 
is never redeemed is referred to as “breakage”, and was reported as a credit to discount expense of $55,541 
and $16,479 at December 31, 2023 and 2022, respectively. ASC 606 requires that revenue or credit related 
to contracts with customers be recognized in a timeframe and amount commensurate with costs realized 
to provide the related goods or services. As this objective pertains to credits recognized for stored-value 
product breakage, the Company considers these amounts to be immaterial with respect to application of a 
change in accounting for them and has thus opted to continue present treatment. The Company will monitor 
future credits related to breakage to alter recognition methods to comply with ASC 606 should they become 
material. At December 31, 2023 and 2022, the Company had outstanding contract liability balances related 
to stored-value products, of $5,299,552 and $5,165,002, respectively. The balances represent the 
uncompleted performance obligations associated with the store-value products and $5,034,741 is expected 
to be earned during 2024 fiscal year with the remaining balance earned after 2024. 

As a loyalty reward and future purchase incentive to customers, the Company maintains a loyalty program 
known as “deli-dollars”, whereby customers earn 25 deli-dollars for every $1 ordered online. Total reward 
values are tracked by the customer’s reward account id and expire one year from issuance. For this 
customer contract, the customers’ consideration is their online spend and purchases made in-house using 
their reward id, and the Company’s performance obligation is the honoring of value acquired. DMI 
recognizes sales related to earning deli dollars at their full value as they occur. Discounts and promotional 
reductions in price, including deli-dollars redeemed, are recognized when redeemed as an expense. 
Additionally, DMI records a monthly accrual to a deli-dollar liability account and to discounts expense to 
reflect the average monthly change in deli-dollar liability. The monthly accrual is recalculated annually when 
the liability is adjusted to remove expired deli-dollars; to reflect any difference in actual deli-dollars earned 
versus the value accumulated using an average; and to adjust for changes in customer redemption 
patterns. Costs to maintain the program, other than the costs of the discounts themselves, are nominal due 
to being an automated feature of the Company’s online ordering program. As of December 31, 2023 and 
2022, the Company had outstanding contract liability balances related to deli-dollar loyalty rewards, of 
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$738,867 and $738,867, respectively. The balances represent the uncompleted performance obligations 
associated with the loyalty rewards and is expected to be earned during the 2023 and 2024 fiscal years. 

The Company grants franchises to independent operators (“franchisees”) via a legal contract (“franchise 
agreement”), that is executed by the franchisor and the franchisee, where future consideration (“royalties”) 
is promised by the franchisee in exchange for the rights provided by the franchisor to establish and operate 
a Jason’s Deli in a specified location, and to use, on an ongoing basis, the trade name, service marks, 
trademarks, copyrights, and proprietary operating and technological systems that the franchisor has 
acquired and developed. Royalty revenue is accrued and recognized by the Company monthly as a 
separate line of revenue in the Company’s financial statements. Royalties are calculated at 4% of 
franchisees’ reported gross sales, less discounts and sales tax collected, as allowed by the franchise 
agreement. The underlying costs of the Company’s performance obligations, including development and 
maintenance of registered trademarks, copyrights, and other proprietary systems that the franchisee has 
purchased rights to, are deemed to be provided equally, on average, on each dollar of franchisee sales, 
and are thus matched against royalties in the same period that they are earned and recognized as revenue 
by the franchisor. Franchise royalty revenues total $8,930,335 in 2023 and $8,392,822 in 2022. 

In addition to royalties, the franchise agreement includes an initial franchise fee per location that is 
determined by the size and nature, and thus anticipated cost of performance obligation to the Company, of 
the location being licensed. The franchise fee entitles the franchisee’s location to two weeks of training, 
including payroll cost, benefits, payroll taxes, travel, food, lodging, and any other support cost, for a set 
number of the franchisors’ dedicated training staff and supervision. The Company sets this fee at its 
average cost to provide this service. Where a franchisee is established and elects to supply their own 
training, the franchise agreement allows the franchisor and franchisee to be absolved of the performance 
obligation and related consideration, in which case no revenue or associated costs are recognized. Where 
prior to adoption of ASC 606 franchise fees were recognized entirely in the month of opening, franchise 
fees under ASC 606 are allocated proportionately against the period(s) that underlying payroll and support 
costs are recognized. Franchise fees are recognized by the Company as a separate line of revenue in the 
Company’s financial statements. 

Franchise agreements expire 20 years after a franchise location opens, and include a 10-year renewal 
option. Should the franchisee renew, the franchise agreement includes a renewal fee be paid at the time to 
cover the franchisor’s legal and other filing fees. The fee is recognized and reported in the Company’s 
financials with initial franchise fee revenue, entirely in the period that includes the renewal date. Franchise 
renewal fees were reported at $0 and $4,000 at December 31, 2023 and 2022, respectively. Underlying 
legal and filing costs are recognized as incurred. The Company considers these amounts to be immaterial 
with respect to ASC 606 reporting requirements. 

The Company makes available to franchisees the option of signing an Area Development Agreement 
(“ADA”), which grants the franchisee exclusive rights to establish and operate multiple Jason’s Deli 
locations in a specified area, to be opened over a period of time defined in the ADA. There is no cost to the 
franchisee other than a requirement that they provide a deposit to secure the exclusive rights equal to 100% 
of the first location’s initial franchise fee, and 50% of all remaining locations’ initial franchise fees covered 
by the ADA. These deposits are held in a contract liability account until such time that a location is prepared 
to open. At that time, the above method of accounting for initial franchise fees is followed. At December 31, 
2023 and 2022, the Company had outstanding contract liability balances related to ADA’s of $35,000 and 
$39,000, respectively. The balance represents the uncompleted performance obligations associated with 
the ADA’s and are expected to be earned within the next fiscal year. 

The franchise agreement allows, but does not require franchisees to purchase product from the Company’s 
distribution centers, so while each customer order and subsequent obligation constitutes a customer 
contract, the long-term relationship of franchisee to distribution center does not. Sales by the distribution 
center to franchisees are recognized as revenue on the date of shipment to the franchisee in accordance 
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with shipping terms (FOB shipping-point), with relevant costs to process the order closely preceding, and 
costs to deliver the order closely following. As such, costs to fulfill distribution center customer contract 
obligations are predominantly recognized and reported in the same period as the related revenue. 
Franchise and third-party distribution sales revenue is reported as a separate line of revenue on the 
Company’s financial statements. Distribution sales returns are inconsequential and do not impact timing for 
revenue recognition. The Company has not estimated a sales return allowance as it is not material based 
on historical experience. Distribution center revenues total $65,100,682 in 2023 and $64,170,878 in 2022. 

The distribution center offers Backhaul and over the road (“OTR”) Services on a transaction-by-transaction 
basis, with no long-term contracts involved. Sales are reported as revenue on a dedicated line on the 
Company’s financial statements and are recognized upon completion of the delivery service. Associated 
costs of backhaul and OTR service performance obligations include driver payroll and benefits, fuel, and 
expense to maintain the vehicles, and are recognized and reported as expense in the same period as the 
related revenue. Backhaul and OTR revenues total $2,517,985 and 2,359,114, respectively, in 2023 and 
$4,020,327 and 687,470, respectively, in 2022. 

Other than recognition of franchise renewal fees combined with initial franchise fees, all other sources of 
revenue are presented separately on the financial statements, and thus no additional disaggregation steps 
were necessary to meet this requirement of ASC 606. 

The Company has no contract assets. 

NOTE 4 - PROPERTY AND EQUIPMENT 

The major classes of property and equipment consisted of the following at December 31, 2023 and 2022: 

 2023 2022 
   
Buildings $ 97,548 $ 97,548 
Leasehold improvements 135,495,291 130,714,977 
Deli equipment 60,482,965 56,708,218 
Automobiles 119,710 211,868 
Trucks and trailers 3,619,512 3,116,863 
Office furniture and equipment 4,850,928 4,876,290 
Construction in progress 569,927 1,941,014 
   
 205,235,882 197,666,778 
   
Less accumulated depreciation (133,753,739) (127,381,371) 
   
 71,482,143 70,285,407 
   
Land 408,391 408,391 
   
 $ 71,890,534 $ 70,693,798 

 
Depreciation expenses for the years ended December 31, 2023 and 2022 were $11,333,079 and 
$11,422,553, respectively. 

The estimated amount to complete construction projects in progress was $10,568,240 and $4,242,483 at 
December 31, 2023 and 2022, respectively. 
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NOTE 5 - INTANGIBLE ASSETS INCLUDING GOODWILL 

Intangible assets including goodwill at December 31, 2023 and 2022 consisted of the following: 

 
December 31, 

2022 Additions 
Amortization 

Expense 
December 31, 

2023 
     
Goodwill $ 4,967,527 $ - $ - $ 4,967,527 
Accumulated amortization - 

goodwill (3,538,888) - (339,454) (3,878,343) 
Other intangibles:     
Trade name 9,364 - - 9,364 

Non-compete covenant 256,000 - - 256,000 
Reacquired franchise rights 4,247,003 - - 4,247,003 
Franchise development 

costs 6,530 - - 6,560 
Accumulated amortization - 

other  (3,795,549) - (226,583) (4,022,128) 
     

Total goodwill and 
intangibles - net $ 2,152,017 $ - $ (566,037) $ 1,585,980 

 

Amortization expense for the years ended December 31, 2023 and 2022 was $566,037 and $778,330, 
respectively. Estimated aggregate amortization is $500,384, $331,249, $269,048, $266,484, and $208,230 
for 2024, 2025, 2026, 2027 and 2028, respectively. The weighted-average number of years of amortization 
remaining by major class of intangible assets as of December 31, 2023, was 5 years for reacquired rights; 
5 years for goodwill; and 4 years for the non-compete agreement. 

NOTE 6 - DEBT 

The Company has open irrevocable stand-by letters of credit with banks as security for liability of gross 
receipt taxes, workers compensation insurance, deposits under certain city ordinances. At December 31, 
2023 and 2022, the Company had a total of $7,658,000 and $6,208,000, respectively, in stand-by letters of 
credit, which are evaluated annually for relevance and appropriateness of amount. 

The master term note has certain covenants including a maximum limit on sustaining capital expenditures. 
The Company was in compliance with respect to these covenants as of December 31, 2023 and 2022. 

Amounts due in one year or less are presented as the current maturities of the obligations. The long-term 
portion represents the amount due after one year from the date of these statements. Short-term and long-
term debt are the following at December 31, 2023 and 2022: 
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 2023 2022 
   
Master term note with bank originally dated June 21, 2023, 

aggregated principal of $85,000,000 payable in quarterly 
installments of $1,062,500, with remainder due at maturity on 
June 21, 2028. Interest due monthly, interest at one-month 
SOFR plus 2.25%, Collateralized by substantially all of the 
assets of the Company. $ 82,875,000 $ 95,796,568 

Master term note with bank originally dated June 18, 2021, 
aggregated principal of $105,000,000, payable in quarterly 
installments of $1,312,500, with remainder due at maturity on 
July 18, 2026. Interest due monthly, interest at one-month 
LIBOR plus 7.50%, with a LIBOR floor of 1.0%. Collateralized 
by substantially all of the assets of the Company. - 95,796,568 

   
Note payable to bank, payable in monthly installments of $8,208. 

Interest due monthly, interest at one-month LIBOR plus 2.75%. 
Matures June 17, 2024 with balloon payment of approximately 
$492,500. Collateralized by land and building in Beaumont, 
Texas (Gemba - DOW, LLC). - 640,251 

   
 82,875,000 96,436,819 
   
Less current maturities (4,250,000) (5,348,500) 
   
Deferred loan origination costs, net (927,200) (3,553,316) 
   

Long-term debt $ 77,697,800 $ 87,535,004 

 
Debt is payable as follows: 

Year Ending December 31,  
  
2024 $ 4,250,000 
2025 5,312,500 
2026 6,375,000 
2027 7,437,500 
2028 59,500,000 
Thereafter - 
  

Total $ 82,875,000 
 
The Company incurred interest expenses of $9,029,178 and $9,994,952 in 2023 and 2022, respectively, 
none of which has been capitalized. The amount of interest that should have been capitalized for 
construction projects was immaterial. 

The Company has a new credit agreement in place with a lending group. The issuance date of the credit 
agreement was June 21, 2023. The credit agreement consists of a master term loan with original availability 
of $85,000,000, $82,875,000 of which was outstanding at December 31, 2023, and a master revolving line 
of credit with a limit of $20,000,000. Collectively, the term loan and revolving line of credit are referred to 
as “the notes”. The notes mature on June 21, 2028. At December 31, 2023 and 2022, the Company had 
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$12,342,000 and $10,000,000, respectively, available to borrow under the master revolving line of credit 
total. 

NOTE 7 - ACCRUED LIABILITIES 

Accrued liabilities are comprised of the following: 

 2023 2022 
   
Sales tax payable $          948,811  $ 974,983 
Commissions payable 802,190 533,660 
Payroll taxes payable 492,694 479,376 
Accrued payroll 2,462,820 2,051,954 
Accrued rent accretion payable 207,287 148,930 
Accrued percentage rent 322,460 231,094 
Accrued compensated absences 1,944,143 1,881,899 
Accrued workers compensation 1,827,089 1,788,847 
Other accrued expenses  4,788,614  4,629,915 
Deferred franchise and other income 913,331 1,188,716 
Deferred gift card income 5,299,552 5,165,002 
   
 $     20,008,991 $ 19,074,376 

NOTE 8 - LEASES 

In February 2016, the FASB established Topic 842, Leases, by issuing ASU No. 2016-02, which requires 
lessees to recognize leases on-balance sheet and disclose key information about leasing arrangements. 
Topic 842 was subsequently amended by ASU No. 2018-01, Land Easement Practical Expedient for 
Transition to Topic 842; ASU No. 2018-10, Codification Improvements to Topic 842, Leases; and ASU No. 
2018-11, Targeted Improvements. The new standard establishes a right-of-use (“ROU”) model that requires 
a lessee to recognize a ROU asset and lease liability on the balance sheet for all leases with a term longer 
than 12 months. Leases will be classified as finance or operating, with classification affecting the pattern 
and classification of expense recognition in the income statement. The new standard was effective and we 
adopted and implemented the standard on January 1, 2022 with a modified retrospective transition 
approach, as permitted, applying the new standard to all leases existing at the date of initial application. 
Consequently, financial information will not be updated and the disclosures required under the new 
standard will not be provided for dates and periods before January 1, 2022. The new standard provides a 
number of optional practical expedients in transition. We elected the ‘package of practical expedients’, 
which permits us not to reassess under the new standard our prior conclusions about lease identification, 
lease classification and initial direct costs. 

The Company has operating leases for certain corporate offices and operating locations and finance leases 
for certain vehicles. The Company determines if a contract is a lease or contains an embedded lease at the 
inception of the contract. Operating lease ROU assets are included in other current and other non-current 
assets, operating lease liabilities are included in other current and other non-current liabilities in our 
consolidated balance sheets. Finance lease ROU assets are included in property and equipment, net, and 
finance lease liabilities are included in our current portion of long-term debt, and long-term debt on our 
consolidated balance sheets. 

ROU assets represent the Company’s right to use an underlying asset for the lease term and lease liabilities 
represent our obligation to make lease payments arising from the lease. Operating and finance lease ROU 
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assets and liabilities are recognized at commencement date based on the present value of lease payments 
over the lease term. As most of the Company’s leases do not provide an implicit rate, we use the risk free 
rate using periods comparable with the lease terms based on the information available at commencement 
date in determining the present value of lease payments. The Company uses the implicit rate when readily 
determinable. The Company’s lease terms may include options to extend or terminate the lease. The 
Company’s leases have remaining lease terms of less than one year to five years, some of which include 
options to extend the leases for up to five years, and some of which include options to terminate the leases 
within one year. Lease expense for lease payments is recognized on a straight-line basis over the non-
cancelable term of the lease. 

The Company recognized $25,188,089 of costs related to their operating leases during the 12 months 
ended December 31, 2023. As of December 31, 2023, the Company’s operating leases have a weighted 
average remaining lease term of 15.39 years and a weighted average discount rate of 1.75%.  

Rent expense under operating leases is calculated using the straight-line method whereby an equal amount 
of rent expense is attributed to each period during the term of the lease, regardless of when actual payments 
are made. Rent expense generally begins on the date the Company obtained possession under the lease 
and includes option periods where available. Generally, this results in rent expense in excess of cash 
payments during the early years of a lease and rent expense less than cash payments in the later years, 
as many lease agreements have periodic scheduled rent increases over the lease term. The difference 
between rent expense recognized and actual rental payments is recorded as deferred rent and presented 
as a non-current liability on the consolidated balance sheets. Tenant improvement allowances are 
amortized as a reduction to rent expense on a straight-line basis over the lease term, as defined above. 
Tenant improvement allowances are presented as a non-current liability in the consolidated balance sheets. 

Supplemental balance sheet information related to leases as of December 31, 2023 are as follows: 

ROU assets under operating leases $  239,843,773 
  

Total operating lease assets $ 239,843,773 

  
Operating lease liabilities, current portion $ 19,883,442 
Operating lease liabilities, non-current portion 243,198,531 
  

Total operating lease liabilities $ 263,081,973 
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The maturities of the Company’s operating and finance lease liabilities as of December 31, 2023 are as 
follows: 

Year Ending December 31, 
Operating 

Leases 
  
2024 $ 24,454,806 
2025 23,629,009 
2026 23,558,968 
2027 22,118,022 
2028 21,005,862 
Thereafter 190,467,475 
  

Total lease payments 305,234,142 
  
Less imputed interest 42,152,170 
  

Total $ 263,081,972 

NOTE 9 - RELATED-PARTY TRANSACTIONS 

DMI leases two delis owned entirely by one stockholder of the Company. The leases have option periods 
through 2032 and 2045, with monthly payments escalating every five years. 

Future minimum lease payments for the two delis over the next five years (included in Note 9 totals above), 
are as follows: 

Year Ending December 31,  
  
2024 $ 280,908 
2025 283,567 
2026 296,862 
2027 185,607 
2028 175,492 
Thereafter 321,736 
  

Total $ 1,544,172 
 
Related party lease expense totaled $280,908 and $279,999 per year, respectively, for 2023 and 2022. 

The Company has a franchise that is on the Company’s board of directors and is related to four other 
stockholders. Total revenues from this franchise for 2023 and 2022 were approximately 2.66% and 2%, 
respectively, of consolidated DMI revenues. Total receivables from this franchise as of December 31, 2023 
and 2022 were 2.11% and 3%, respectively, of consolidated DMI current assets. 

NOTE 10 - INCOME TAXES 

The absence of provisions for federal income taxes in 2023 and 2022 for the Company is due to the election 
by DMI in February 1984, and consent by its stockholders, that the stockholders will include their respective 
shares of taxable income of the Company in their individual tax returns in accordance with Section 1362(a) 
of the IRC. As a result, no federal income tax is imposed on the Company. 
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However, the Company does pay income taxes to most states in which it operates or from which it 
generates revenue from franchise operations. These taxes include franchise taxes and income taxes 
imposed on the Company, as well as income taxes imposed on the shareholders based on the 
shareholders’ income from the Company, in lieu of the shareholders filing individual income tax returns with 
the states. These taxes are estimated to be $862,292 in 2023 and $728,987 in 2022. Amounts paid to the 
shareholders to assist in paying their personal income taxes totaled approximately $10,100,000 and 
$13,300,000 in 2023 and 2022, respectively. 

Income tax years where the Company remains subject to examination by federal and state taxing entities 
at December 31, 2022, are 2021, 2020, 2019, and 2018. 

The Company engaged with a third party service provider to assess tax credit opportunities granted by the 
CARES act. Based on review of wages which qualified for an Employee Retention Tax Credit (“ERTC”) it 
was determined the Company is eligible for tax credits totaling $2,340,179. The payroll tax credits will be 
captured through amending of prior period payroll tax returns. The Company received the refund in 2023. 

NOTE 11 - EMPLOYEE BENEFIT PLANS 

401(k) Profit Sharing Plan 

In 1991, the Company established a 401(k) Savings and Incentive Retirement Plan. All full-time employees 
age 21 or older with one year of service are eligible to participate. Participating employees elect to contribute 
from 1% to 100% of compensation up to the maximum allowed by law ($22,500 for 2023 and $20,500 for 
2022). The Company provides a discretionary matching contribution to employee contributions between 
0% and 6% of compensation. 

The Company matching contribution for 2023 and 2022 was 20% of the employees’ contribution, to a 
maximum of 6% of compensation. Employee contributions for 2023 and 2022 totaled $2,230,994 and 
$1,995,474, respectively. Company contributions for 2023 and 2022 totaled $368,029 and $329,646, 
respectively, and vest as follows: 

Years of Service Percentage 
  

0 - 2 0 
2 20 
3 40 
4 60 
5 80 
6 100 

 
Self-Insured Medical Benefits 

In May 1998, the Company established a self-insurance plan covering certain medical benefits for 
substantially all of its management and administrative employees. The Company’s liability is limited through 
the purchase of a reinsurance policy. Liability for specific claims is limited to $250,000 and $200,000 for the 
years ended December 31, 2023 and 2022 respectively. Liability for the remaining aggregate claims is 
based on a formula, which includes estimated premium cost per participant and estimated participation. 
The Company has provided $3,806,482 and $3,015,536 in 2023 and 2022, respectively, for claims incurred 
and reported. An accrual of $441,000 and $476,000 for claims incurred but not reported has been included 
in these financial statements for the years ended December 31, 2023 and 2022, respectively. The contract 
year is May to April. Projections by the third-party administrator for the program indicate that the specific 
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stop-loss point has been reached for various covered employees as of December 31, 2023 and 2022, while 
the aggregate stop-loss point has not been reached for either year. 

Workers’ Compensation Benefits 

The Company maintains workers’ compensation insurance coverage with a deductible of $250,000, and 
$250,000 per incident for the years ended 2023 and 2022, respectively. The estimated realizable receivable 
from subrogation claims of $0 and $33,686 has been netted against the accrued workers’ compensation 
liability as of December 31, 2023 and 2022, respectively. 

Profit-Based Compensation Arrangement 

Effective January 1, 2000, the Company adopted a profit-based compensation arrangement (the “Plan”) for 
certain eligible employees. Under the terms of the Plan, annual bonuses to participants vest immediately, 
except that all amounts due are forfeited immediately upon the participant’s termination for cause. The 
underlying value of the bonuses is based on a formula containing overall profitability of the Company and 
discretionary participation awards from the Plan Administration Committee. For awards granted prior to 
January 1, 2005, each participant has the option to request cash payment at any point after award or to 
allow units of participation to accumulate value based on overall growth and profitability of the Company 
for any period not to exceed 10 years from date of issuance. For awards granted on or after January 1, 
2005, awards are only exercisable by the participant upon the occurrence of one of the following events: 
separation, death, disability, expiration of term or change in control, as those terms are defined in the Plan 
document. 

Under the terms of the Plan, payments of $50,000 or less are to be paid in a lump sum within 30 days of 
redemption. For payments greater than $50,000, the participant shall be paid in five installments of 20% 
each at the following intervals after the triggering event: 30 days, 6 months, 1 year, 18 months, and 24 
months. 

During the years ended December 31, 2023 and 2022, zero and zero units, respectively, of participation 
were issued, and 15,250 and 29,400 units, respectively, were outstanding at year end. Under the terms of 
the Plan, exercise price is computed as of December 31 of each year. At December 31, 2023 and 2022, 
each unit was valued at up to $386.74 and $315.23, respectively, depending upon the year of issuance. 
During the years ended December 31, 2023 and 2022, 12,700 and zero units, respectively, were converted 
to cash, totaling $612,440 and zero, respectively. 

Participation expense is reflected in these financial statements as a charge to compensation for 2023 and 
2022, and a related liability accrual of $962,724 and $811,505, respectively. 

NOTE 12 - CONTINGENT LIABILITIES 

The Company is party to various miscellaneous legal actions normally associated with the retail food 
industry. Management intends to vigorously defend these actions, the aggregate effect of which, if any, is 
not determinable at this time. 

NOTE 13 - CORPORATE STRUCTURE 

The Company filed Restated Articles of Incorporation with the Texas Office of the Secretary of State during 
2003. The primary effect of the reorganization was to have two classes of common stock: Class A voting, 
and Class B non-voting. The authorized number of shares of Class A voting common stock was 24, and 
the authorized number of shares of Class B non-voting common stock was 2,376. All authorized shares 
were issued. Although each shareholder retained the same ownership percentage after the reorganization 
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as was owned previously, the Class A voting shares were held equally by the two primary shareholders 
exclusively. The number of directors and method of selecting directors were also changed. 
Contemporaneously with the filing of the Restated Articles of Incorporation, the Company also adopted 
Amended and Restated By-laws and an Amended and Restated Stock Redemption & Purchase 
Agreement. Each shareholder also assigned his shares of Class A and Class B stock to newly formed 
grantor trusts. 

In April 2011, the Company reorganized, which included the purchase of a portion of the common stock 
shares and a subsequent sale to new shareholders. 1,155 of the 2,400 shares of common stock were 
purchased by the Company for $87,191,177. 45 shares were subsequently sold for cash and 210 shares 
were sold to new shareholders and were financed by the Company through the issuance of notes 
receivable. Based on the terms of the notes, U.S. GAAP requires stock-based compensation accounting 
whereby the notes exchanged for common stock resulted in the recognition of expense in the amount of 
$8,628,060 in 2011. Interest income recognized on the payment on notes receivables from shareholders 
was $148,708 in 2023 and $142,989 in 2022. 
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Board of Directors 
Deli Management, Inc. 

Opinion 
We have audited the consolidated financial statements of Deli Management, Inc. 
(a Texas S corporation) and subsidiaries (the “Company”), which comprise the 
consolidated balance sheets as of December 31, 2022 and 2021, and the related 
consolidated statements of operations, changes in equity (deficit), and cash flows for 
the years then ended, and the related notes to the financial statements. 

In our opinion, the accompanying consolidated financial statements present fairly, in 
all material respects, the financial position of the Company as of December 31, 2022 
and 2021, 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 audits of the consolidated financial statements in accordance with 
auditing standards generally accepted in the United States of America (US GAAS). 
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 
audits. We believe that the audit evidence we have obtained is sufficient and 
appropriate to provide a basis for our audit opinion. 

Emphasis of matter 
As described in Note 9 to the consolidated financial statements, the Company 
adopted ASC 842, Leases, effective January 1, 2022. Our opinion is not modified with 
respect to this matter. 

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. 
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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 for 
one year after the date the financial statements are 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 US GAAS 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 
judgment made by a reasonable user based on the consolidated financial statements. 

In performing an audit in accordance with US GAAS, 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 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. 

 

Houston, Texas 
March 30, 2023 



2022 2021
ASSETS

Current assets:
Cash and cash equivalents 12,073,832$      11,889,933$      
Accounts receivable - trade, net of allowance for doubtful accounts of $177,500 and $177,500 9,105,610          7,772,278          
State income and sales tax refunds receivable 4,501,242          2,340,179          
Tenant improvement allowances receivable -                         260,989             
Other receivables 977,608             542,087             
Inventories 13,571,318        12,665,619        
Prepaid expenses 1,333,023          2,009,808          

Total current assets 41,562,633        37,480,893        

Property and equipment, net 69,551,790        75,185,733        

Other assets:
Intangible assets, net 721,379             1,006,830          
Goodwill, net 1,430,638          1,923,517          
Other investments 6,570                 7,101                 
Operating right of use assets 240,785,256      -                         
Deposits 6,474,727          6,515,793          

Total other assets 249,418,570      9,453,241          

Total assets 360,532,993$    122,119,867$    

LIABILITIES AND EQUITY

Current liabilities:
Accounts payable - trade 11,239,183$      10,908,422$      
Accrued liabilities 19,074,376        21,454,767        
Short term lease liability 20,271,014        -                         
Current maturities of long-term notes payable 5,348,500          5,348,500          

Total current liabilities 55,933,073        37,711,689        

Long-term liabilities:
Deferred rent -                         23,205,661        
Long term lease liability 243,590,795      -                         
Notes payable, net of current maturities 87,535,004        92,177,935        

Total long-term liabilities 331,125,799      115,383,596      

Equity (deficit):
Deli Management, Inc. stockholders’ equity
Common stock ($1 par value; 1.154 and 1,154 shares authorized, issued and outstanding) 1,154                 1,154                 
Treasury stock, 1,344 and 1,344 shares, at cost (99,181,525)       (99,181,525)       
Note receivable for common stock (3,481,253)         (3,481,253)         
Additional paid-in capital 23,071,719        23,071,719        
Retained earnings 53,064,026        48,614,487        

Total deficit (26,525,879)       (30,975,418)       

Total liabilities and equity 360,532,993$    122,119,867$    

Deli Management, Inc.

CONSOLIDATED BALANCE SHEETS

December 31, 2022

The accompanying notes are an integral part of these consolidated financial statements.
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2022 2021

Revenue:
Sales - delis 408,090,429$    341,495,238$    
Sales - distribution centers 64,170,878        76,874,473        
Franchise sales 16,000               8,000                 
Franchise royalties 8,392,822          7,104,517          
Backhaul income 4,020,327          4,008,935          

Total revenue 484,690,456      429,491,163      

Cost of revenue 188,669,325      166,252,053      

Gross profit 296,021,131      263,239,110      

Operating expenses, excluding owners compensation 266,849,835      233,403,383      

Operating income before owners compensation 29,171,296        29,835,727        

Owners compensation 1,470,290          1,401,125          

Income from operations 27,701,006        28,434,602        

Other income (expense):
Interest, net (9,835,946)         (8,630,324)         
Other income 1,086,114          618,489             

Total other expense (8,749,832)         (8,011,835)         

Income before taxes 18,951,174        20,422,767        

State income taxes 728,987             448,771             

NET INCOME 18,222,187$      19,973,996$      

Deli Management, Inc.

CONSOLIDATED STATEMENTS OF OPERATIONS

Years ended December 31, 2022

The accompanying notes are an integral part of these consolidated financial statements.
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Additional Note Receivable
Common Paid-in Retained Treasury for Common Total

Stock Capital Earnings Stock  Stock Equity (Deficit)

Balance at December 31, 2020 1,154$                23,071,719$       29,352,701$       (99,181,525)$     (3,481,253)$       (50,237,204)$     

Distributions -                         -                         (712,210)            -                         -                         (712,210)            
Net income -                         -                         19,973,996         -                         -                         19,973,996         

Balance at December 31, 2021 1,154                  23,071,719         48,614,487         (99,181,525)       (3,481,253)         (30,975,418)       

Distributions -                         -                         (13,772,648)       -                         -                         (13,772,648)       
Net income -                         -                         18,222,187         -                         -                         18,222,187         

Balance at December 31, 2022 1,154$                23,071,719$       53,064,026$       (99,181,525)$     (3,481,253)$       (26,525,879)$     

Deli Management, Inc.

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY (DEFICIT)

Years ended December 31, 2022

The accompanying notes are an integral part of these consolidated financial statements.
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2022 2021
Cash flows from operating activities:

Net income 18,222,187$      19,973,996$      
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 10,382,635        10,516,620        
Amortization of deferred loan origination costs 566,844             1,119,909          
Loss on disposition of assets 805,425             3,196,562          
Proceeds from business interruption insurance, net of deductible -                        352,446             
Bad debt expense 39,061               16,651               
Net (increase) decrease in:

Receivables (3,707,988)         (373,368)            
Inventories (905,700)            (5,056,639)         
Prepaid expenses 720,016             (611,382)            
Deposits 41,066               (6,236,280)         

Net increase (decrease) in:
Accounts payable 331,057             (5,043,323)         
Accrued liabilities (2,504,043)         (209,230)            

Net cash provided by operating activities 23,990,560        17,645,962        

Cash flows from investing activities:
Purchase of property and equipment (4,364,079)         (7,604,113)         
Proceeds from sale of assets 37,755               1,050,531          

Net cash used in investing activities (4,326,324)         (6,553,582)         

Cash flows from financing activities:
Distributions and dividends (13,772,648)       (712,210)            
Proceeds from draws on line of credit 2,500,000          -                        
Proceeds from notes payable -                        105,000,000      
Proceeds from federal Payroll Protection Program -                        2,000,000          
Principal payments on notes payable (5,707,689)         (110,711,537)     
Principal payment of line of credit (2,500,000)         -                        
Payroll Protection Program grant meeting forgiveness criteria -                        (2,000,000)         
Loan origination costs -                        (5,545,255)         

Net cash used in financing activities (19,480,337)       (11,969,002)       

NET INCREASE IN CASH AND CASH EQUIVALENTS 183,899             (876,622)            

Cash and cash equivalents, beginning of year 11,889,933        12,766,555        

Cash and cash equivalents, end of year 12,073,832$      11,889,933$      

Supplemental disclosures of cash flow information:
Interest paid 9,507,244$        8,004,246$        

Income taxes paid:
State 614,987$           297,945$           

Deli Management, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31,

The accompanying notes are an integral part of these consolidated financial statements.
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NOTE 1 - HISTORY AND ORGANIZATION 

Deli Management, Inc. (“DMI”, “Company”, or “Franchisor”) was founded in Beaumont, Texas in 1976, and 
incorporated on October 3, 1983 under the laws of the State of Texas.  The Company was organized for 
the purpose of establishing deli restaurants commonly known as “Jason’s Deli®” throughout the State of 
Texas.  Deli operations have subsequently been expanded across the country.  Corporate owned 
restaurants were in operation in the following states at December 31, 2022 and 2021: 

 2022 2021 
   
Alabama 4 4 
Arizona 5 5 
Florida 10 10 
Georgia 14 15 
Illinois 8 7 
Iowa 1 1 
Louisiana 7 7 
Maryland 1 1 
Nebraska 2 2 
Nevada 4 4 
North Carolina 13 13 
Ohio 0 1 
Pennsylvania 1 1 
South Carolina 3 4 
Tennessee 1 1 
Texas 79 79 
Virginia 7 8 
Wisconsin 1 1 
   
 161 164 

 
The Company offers opportunities for new franchisees, and for the expansion of existing franchisees in 
multiple states.  The franchise agreements offer a program which enables the franchisees to operate a deli 
that offers a variety of delicatessen products, including New Orleans style food and Texas barbecue.  
Current franchises are operational in Alabama, Arkansas, Colorado, Florida, Indiana, Kansas, Kentucky, 
Louisiana, Mississippi, Missouri, New Mexico, North Carolina, Ohio, Oklahoma, Tennessee, and Texas.  At 
December 31, 2022 and 2021, respectively, there were 82 and 82 franchise restaurants in operation.  In 
addition, there were zero and zero unopened franchise locations at December 31, 2022 and 2021, 
respectively. 

The Company has two wholesale food distribution centers.  One distribution center is located in Charlotte, 
North Carolina, and the second distribution center is located in Grand Prairie, Texas.  These centers are 
operated primarily for the servicing of company owned and franchise delis.  However, they generate 
additional revenue in the form of backhaul income, both from company suppliers and for other nearby 
businesses. 
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NOTE 2 - LIQUIDITY AND CAPITAL RESOURCES 

The Company has a new credit agreement in place with a lending group.  The issuance date of the credit 
agreement was June 18, 2021.  The credit agreement consists of a master term loan with original availability 
of $105,000,000, $96,436,819 of which was outstanding at December 31, 2022, and a master revolving 
line of credit with a limit of $10,000,000. Collectively, the term loan and revolving line of credit are referred 
to as “the notes”.  The notes mature on June 18, 2026.  At December 31, 2022 and 2021, the Company 
had $10,000,000 and $10,000,000, respectively, available to borrow under the master revolving line of 
credit total. 

NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

This summary of significant accounting policies is presented to assist in understanding the Company’s 
financial statements.  The financial statements and notes are representations of the Company’s 
management, who is responsible for their integrity and objectivity.  These accounting policies conform to 
accounting principles generally accepted in the United States of America (“U.S. GAAP”) and have been 
consistently applied in the preparation of the consolidated financial statements. 

Principles of Consolidation 

These financial statements present the consolidated financial results of Deli Management, Inc. and its 
subsidiaries after elimination of all significant accounts and transactions.  The financial statements have 
been prepared in accordance with U.S. GAAP.   

Reclassifications have been made for presentation purposes.  These reclassifications did not have a 
material impact on the financial statements. 

Use of Estimates 

The preparation of financial statements in conformity with U.S. GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period.  Actual results could differ from those estimates. 

Cash and Cash Equivalents 

For purposes of these financial statements, all highly liquid demand and time deposits with a maturity of 
three months or less, including money market funds, are considered cash and cash equivalents. 

The Company maintains its cash in bank deposit accounts which exceed federally insured limits.  As of 
December 31, 2022, accounts were guaranteed by the Federal Deposit Insurance Corporation up to 
$250,000.  The total amount in excess of the insured limit at December 31, 2022 was $10,231,018. 

Revenue Recognition  

See Note 4. Revenue Recognition. 

Accounts Receivable and Bad Debts 

All receivable invoices are due upon receipt, but are considered past due 31 days after the date of the 
invoice.  Past due deli trade receivables do not accrue interest. 
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The Company’s policy with respect to distribution center past due trade receivables is to assess finance 
charges at the end of each month on any balance that is older than 31 days.  In February 2020, the 
Company temporarily suspended this policy as a means of providing support to the franchise community 
due to the COVID-19 impact. This policy was reinstituted in February 2021 for all past due balances. The 
Company has remained in close contact with franchisees throughout this period regarding their stores’ 
performance, their liquidity, and any efforts toward obtaining additional capital if necessary. Though past 
due balances have grown as a result of the COVID-19 pandemic, all franchisees are working to bring them 
current, or have pledged to do so. The distribution center receivables past due 90 days or more were 
$500,702 and $714,868 at December 31, 2022 and 2021, respectively. 

Trade receivables are considered uncollectible only after repeated attempts from the collection department 
and/or an outside collection agency have been made.  Past due invoices are routinely monitored by the 
Accounts Receivable Supervisor, who approves the write off of immaterial, uncollectible amounts 
throughout the year.  Material past due balances are periodically discussed between the Accounts 
Receivable Supervisor, the Assistant Controller, and the CFO, to review and schedule their write off at 
yearend, or to elect continued collection efforts if deemed fruitful.  

Bad debts are determined by the allowance method.  The aging of the receivables, historical write-off 
experience, as well as management’s knowledge and experience with the debtor, influences the allowance 
computations.  Management has determined that an allowance of $177,500 was appropriate at 
December 31, 2022, and $177,500 was appropriate at December 31, 2021. 

Inventories 

As noted in Note 1, the Company operates wholesale food distribution centers in Grand Prairie, Texas and 
Charlotte, North Carolina.  At December 31, 2022 and 2021, inventories consist of $3,163,215 and 
$2,923,977 in deli menu items and related supplies at company owned delis, $10,237,500 and $9,398,836 
in food and related supplies at the wholesale distribution centers, and $177,889 and $342,806 in distribution 
center truck parts and miscellaneous corporate supplies, respectively.  Inventories are valued at the lower 
of cost or net realizable value based on the first-in, first-out (“FIFO”) method for distribution centers and a 
combination of first-in, first-out and most recent cost for delis, which approximates the FIFO method due to 
the rapid turnover of items.  

Shipping and Handling 

The Company does not separately charge for shipping and handling.  Company costs for shipping and 
handling are classified in the income statements as follows: 

 2022 2021 
   
Salaries and wages $ 4,272,200 $ 3,791,906 
Delivery expense 2,691,082 1,651,134 
Handling fees (as part of cost of revenue) 2,570 (27,835) 
Insurance 516,050 464,944 
Rents 1,058,435 1,079,140 
Depreciation and amortization 193,967 216,522 
   
 $ 8,734,304 $ 7,175,811 

 

Property and Equipment 

Property and equipment are stated at cost.  All costs of acquisition of deli equipment and construction of 
leasehold improvements related to store openings, or remodel projects that qualify as betterments, and that 
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total $5,000 or more are capitalized.  The Company also capitalizes other furniture and equipment 
purchases that cost $5,000 or more per item, per invoice.  The following costs are expensed: 

 Incidental, non-inventoried materials and supplies when purchased and/or placed in service, regardless 
of amount. 

 Routine maintenance that the Company would reasonably expect to perform more than once during 
the class life of the unit of property being maintained. 

 Repairs and maintenance that keep a unit of property in ordinarily efficient operating condition rather 
than improve it, including deli refresh projects. 

 Projects that constitute <30% replacement of the unit of property being maintained. 

 Removal of a capital asset if separately stated on the invoice. 

 Movement or reinstallation of a capital asset to a new location. 

Depreciation is computed on the straight-line method for financial reporting purposes based on the following 
useful lives, with no salvage value: 

 Years 
  
Corporate office facilities 31 - 40 
Leasehold improvements 5 - 18 
Deli equipment 5 - 10 
Automobiles 5 
Office furniture and equipment 3 - 10 
Trucks and trailers 4 - 6 

 
Impairment of Long-Lived Assets 

Deli locations are reviewed for impairment on a location by location basis whenever events or changes in 
circumstances indicate that the carrying amount of an asset may not be recovered.  The recoverability of 
locations that are to be held and used is measured by comparison of the estimated future undiscounted 
cash flows associated with the asset to the carrying amount of the asset.  If such assets are considered to 
be impaired, an impairment charge would be recorded in the amount by which the carrying amount of the 
assets exceeds their fair value using Level 3 measurements, as defined in Note 15.  There were no 
impairment charges of long-lived assets in 2022 or 2021.  

Amortization of Intangibles 

The non-compete covenant related to the acquisition of two deli locations from a franchise in 2012 is being 
amortized over 15 years on a straight-line basis, with no residual value.  Reacquired rights associated with 
the purchase of 12 deli locations from five franchisees are being amortized over 2-11 years on a straight-
line basis, with no residual value.  Goodwill from the purchase of the assets of seven deli locations from 
five franchisees is being amortized over 10 years each, one beginning in 2013, one in 2014, one in 2015, 
and four in 2019. 

Advertising 

The costs of advertising are expensed as incurred.  Advertising expense was $2,812,865 and $2,488,497 
for the years ended December 31, 2022 and 2021, respectively. 
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Compensated Absences 

Company policy provides that any unused amounts of accrued vacation and sick leave are forfeited at 
separation from service for any reason.  Estimated accrued vacation at December 31, 2022 and 2021 was 
$1,881,899 and $1,707,803, respectively, as reflected in these financial statements.  Management does 
not anticipate that the accumulated sick leave benefit will have a material impact on company operations 
in a single year, and no accrual for sick leave has been recorded. 

Income Taxes 

Deli Management, Inc. does not provide for federal income taxes because of the election by the Company, 
with the consent by its stockholders, that profits of the Company be taxed at the stockholder level under 
Subchapter S of the Internal Revenue Code (“IRC”).  The Company does, however, pay income and other 
types of taxes to the states in which it operates or from which it generates revenue from franchise 
operations.  Income tax payments to states on behalf of shareholders are reflected as distributions rather 
than income tax expense.   

Accounting guidance requires entities to evaluate uncertain tax positions.  This guidance prescribes a more-
likely-than-not recognition threshold and a measurement attributable for all tax positions taken or expected 
to be taken on a tax return in order to be recognized in the financial statements.  The Company has not 
recorded a liability for uncertain tax positions as of December 31, 2022 and 2021 as the Company has not 
identified any uncertain tax positions that meet the measurement criteria.  The Company would recognize 
interest and penalties, if any, related to unrecognized tax benefits in income tax expense. 

Presentation of State Sales Taxes 

The states in which the Company operates impose sales tax on substantially all of the Company’s sales to 
nonexempt customers.  The Company collects the taxes from customers and remits the taxes to the states, 
less any applicable discounts.  The Company’s accounting policy is to exclude the taxes collected from 
revenue and cost of sales. 

Amortization of Goodwill 

Pursuant to Accounting Standards Update (“ASU”) 2014-02, Accounting for Goodwill - a Consensus of the 
Private Company Council (Topic 350), effective January 1, 2013, the Company elected to amortize goodwill 
on a straight-line basis over either 10 years or less than 10 years if a shorter useful life is more appropriate.  
Under the guidance, impairment testing is performed upon the occurrence of a triggering event indicating 
that the fair value of the entity might be less than its carrying amount, and there is no annual goodwill 
impairment test.  The Company recorded goodwill amortization expense in 2022 and 2021 of $494,878 and 
$495,011, respectively.   

Debt Issuance Costs 

The Company’s policy is to net debt issuance costs against the carrying value of the related financial liability 
for financial statement presentation, in agreement with ASU 2015-03, Interest - Imputation of Interest 
(Subtopic 835-30), the Company reported unamortized debt issuance costs of $3,553,316 and $4,618,072 
in 2022 and 2021, respectively.  These costs were netted against long-term outstanding notes payable 
balances of $91,088,319 and $96,796,009 for 2022 and 2021, respectively. 

Government Grants 

U.S. GAAP does not have specific guidance on accounting for government grants that are not in the form 
of a tax credit.  Under the guidance in ASC 105, Generally Accepted Accounting Principles, an entity may 
apply nonauthoritative guidance by analogy when guidance for a transaction is not specified within U.S. 
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GAAP.  Therefore, effective January 1, 2020, the Company elected to adopt the guidance in IAS 20 - 
Accounting for Government Grants and Disclosure of Government Assistance, by analogy for its treatment 
of any government grants received. 

Under IAS 20, grant recipients initially recognize proceeds as an unearned revenue liability.  Recipients 
then relieve the liability through the income statement on a systematic basis over the periods in which they 
recognize expenses for the related costs for which the grants are intended to compensate.  IAS 20 provides 
the option of reflecting the credit recognized as a separate line on the income statement, or as an offset 
directly against related expenses.  For this policy, the Company has elected to reflect grant credit as a 
direct reduction to the expense lines to which they relate.  Similarly, the Company will reflect grant proceeds 
on the statement of cash flows in the same section where the related expenses are presented. The 
company recognized zero and $2,000,000 in government grants in 2022 and 2021. 

New Accounting Pronouncements 

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842).  The new standard requires 
lessees to recognize on the balance sheet a liability to make lease payments and a corresponding right-of-
use asset.  The guidance also requires certain qualitative and quantitative disclosures designed to assess 
the amount, timing and uncertainty of cash flows arising from leases.  The pronouncement is effective for 
annual periods beginning after December 15, 2021.  The Company has adopted the new standard effective 
January 1, 2022.  Please reference Note 9 for details on the impact on the financial statements. 

Subsequent Events 

The Company has evaluated subsequent events through March 30, 2023, the date on which the 
consolidated financial statements were available for issuance. 

NOTE 4 - REVENUE RECOGNITION  

ASC Topic 606, Revenue from Contracts with Customers (“ASC 606”)” provides five core principles to be 
followed by organizations as part of their adoption and transition as follows: (1) Identify the contract; 
(2) Identify performance obligations in the contract; (3) Determine the transaction price as specified in the 
contract; (4) Allocate the transaction price to the performance obligations; and (5) Recognize revenue as 
each performance obligation is satisfied.  In applying ASC 606, the Company applied these principles to 
identify components of each of the following goods and service offerings, and to apply changes where 
necessary to meet the standard. 

Deli sales consist of sales of prepared food and beverage to customers on a transaction by transaction 
basis, where the Company’s performance obligation is complete, and substantially all direct costs are 
incurred and recognized within the same period.  All deli sales are recognized as revenue in the same 
period that product delivery occurs. The timing and amount of revenue recognized related to company sales 
was not impacted by the adoption of ASC 606.  Deli revenues total $408,090,429 in 2022 and $341,495,238 
in 2021. 

Physical and virtual gift cards (“stored-value products”) are available for sale to customers in deli locations, 
on the Company’s website, on third-party seller websites, and in third-party retail establishments.  Sales of 
stored-value products are initially recorded as a contract liability, and are included in accrued liabilities at 
their expected redemption value. When the stored-value products are redeemed, the Company recognizes 
revenue, and reduces the contract liability for the amount used.  The portion of stored-value products that 
is never redeemed is referred to as “breakage”, and was reported as a credit to discount expense of $16,479 
and $6,759 at December 31, 2022 and 2021, respectively.  ASC 606 requires that revenue or credit related 
to contracts with customers be recognized in a timeframe and amount commensurate with costs realized 
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to provide the related goods or services. As this objective pertains to credits recognized for stored-value 
product breakage, the Company considers these amounts to be immaterial with respect to application of a 
change in accounting for them, and has thus opted to continue present treatment.  The Company will 
monitor future credits related to breakage in order to alter recognition methods to comply with ASC 606 
should they become material.  At December 31, 2022 and 2021, the Company had outstanding contract 
liability balances related to stored-value products, of $5,165,002 and $5,274,155, respectively.  The 
balances represent the uncompleted performance obligations associated with the store-value products and 
$4,965,255 is expected to be earned during 2023 fiscal year with the remaining balance earned after 2023. 

As a loyalty reward and future purchase incentive to customers, the Company maintains a loyalty program 
known as “deli-dollars”, whereby customers earn 25 deli-dollars for every $1 ordered online.  Total reward 
values are tracked by the customer’s reward account id and expire one year from issuance. For this 
customer contract, the customers’ consideration is their online spend and purchases made in-house using 
their reward id, and the Company’s performance obligation is the honoring of value acquired.  DMI 
recognizes sales related to earning deli dollars at their full value as they occur.  Discounts and promotional 
reductions in price, including deli-dollars redeemed, are recognized when redeemed as an expense.  
Additionally, DMI records a monthly accrual to a deli-dollar liability account and to discounts expense to 
reflect the average monthly change in deli-dollar liability.  The monthly accrual is recalculated annually 
when the liability is adjusted to remove expired deli-dollars; to reflect any difference in actual deli-dollars 
earned versus the value accumulated using an average; and to adjust for changes in customer redemption 
patterns.  Costs to maintain the program, other than the costs of the discounts themselves, are nominal 
due to being an automated feature of the Company’s online ordering program.  As of December 31, 2022 
and 2021, the Company had outstanding contract liability balances related to deli-dollar loyalty rewards, of 
$738,867 and $953,721, respectively.  The balances represent the uncompleted performance obligations 
associated with the loyalty rewards and is expected to be earned during the 2022 and 2023 fiscal years. 

The Company grants franchises to independent operators (“franchisees”) via a legal contract (“franchise 
agreement”), that is executed by the franchisor and the franchisee, where future consideration (“royalties”) 
is promised by the franchisee in exchange for the rights provided by the franchisor to establish and operate 
a Jason’s Deli in a specified location, and to use, on an ongoing basis, the trade name, service marks, 
trademarks, copyrights, and proprietary operating and technological systems that the franchisor has 
acquired and developed.  Royalty revenue is accrued and recognized by the Company monthly as a 
separate line of revenue in the Company’s financial statements. Royalties are calculated at 4% of 
franchisees’ reported gross sales, less discounts and sales tax collected, as allowed by the franchise 
agreement.  The underlying costs of the Company’s performance obligations, including development and 
maintenance of registered trademarks, copyrights, and other proprietary systems that the franchisee has 
purchased rights to, are deemed to be provided equally, on average, on each dollar of franchisee sales, 
and are thus matched against royalties in the same period that they are earned and recognized as revenue 
by the franchisor.  Franchise royalty revenues total $8,392,822 in 2022 and $7,104,517 in 2021. 

In addition to royalties, the franchise agreement includes an initial franchise fee per location that is 
determined by the size and nature, and thus anticipated cost of performance obligation to the Company, of 
the location being licensed.  The franchise fee entitles the franchisee’s location to two weeks of training, 
including payroll cost, benefits, payroll taxes, travel, food, lodging, and any other support cost, for a set 
number of the franchisors’ dedicated training staff and supervision. The Company sets this fee at its 
average cost to provide this service.  Where a franchisee is established and elects to supply their own 
training, the franchise agreement allows the franchisor and franchisee to be absolved of the performance 
obligation and related consideration, in which case no revenue or associated costs are recognized.  Where 
prior to adoption of ASC 606 franchise fees were recognized entirely in the month of opening, franchise 
fees under ASC 606 are allocated proportionately against the period(s) that underlying payroll and support 
costs are recognized.  Franchise fees are recognized by the Company as a separate line of revenue in the 
Company’s financial statements. 
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Franchise agreements expire 20 years after a franchise location opens, and include a 10-year renewal 
option.  Should the franchisee renew, the franchise agreement includes a renewal fee be paid at the time 
to cover the franchisor’s legal and other filing fees.  The fee is recognized and reported in the Company’s 
financials with initial franchise fee revenue, entirely in the period that includes the renewal date.  Franchise 
renewal fees were reported at $4,000 and zero at December 31, 2022 and 2021, respectively.  Underlying 
legal and filing costs are recognized as incurred.  The Company considers these amounts to be immaterial 
with respect to ASC 606 reporting requirements. 

The Company makes available to franchisees the option of signing an Area Development Agreement 
(“ADA”), which grants the franchisee exclusive rights to establish and operate multiple Jason’s Deli 
locations in a specified area, to be opened over a period of time defined in the ADA.  There is no cost to 
the franchisee other than a requirement that they provide a deposit to secure the exclusive rights equal to 
100% of the first location’s initial franchise fee, and 50% of all remaining locations’ initial franchise fees 
covered by the ADA.  These deposits are held in a contract liability account until such time that a location 
is prepared to open.  At that time, the above method of accounting for initial franchise fees is followed.  At 
December 31, 2022 and 2021, the Company had outstanding contract liability balances related to ADA’s of 
$39,000 and 35,000, respectively.  The balance represents the uncompleted performance obligations 
associated with the ADA’s and are expected to be earned within the next fiscal year. 

The franchise agreement allows, but does not require franchisees to purchase product from the Company’s 
distribution centers, so while each customer order and subsequent obligation constitutes a customer 
contract, the long-term relationship of franchisee to distribution center does not.  Sales by the distribution 
center to franchisees are recognized as revenue on the date of shipment to the franchisee in accordance 
with shipping terms (FOB shipping-point), with relevant costs to process the order closely preceding, and 
costs to deliver the order closely following. As such, costs to fulfill distribution center customer contract 
obligations are predominantly recognized and reported in the same period as the related revenue.  
Franchise and third-party distribution sales revenue is reported as a separate line of revenue on the 
Company’s financial statements.  Distribution sales returns are inconsequential and do not impact timing 
for revenue recognition.  The Company has not estimated a sales return allowance as it is not material 
based on historical experience. 

The distribution center offers Backhaul services on a transaction by transaction basis, with no long-term 
contracts involved.  Sales are reported as revenue on a dedicated line on the Company’s financial 
statements, and are recognized upon completion of the delivery service.  Associated costs of backhaul 
service performance obligations include driver payroll and benefits, fuel, and expense to maintain the 
vehicles, and are recognized and reported as expense in the same period as the related revenue.  
Distribution center revenues total $64,170,878 in 2022 and $76,874,473 in 2021. 

Other than recognition of franchise renewal fees combined with initial franchise fees, all other sources of 
revenue are presented separately on the financial statements, and thus no additional disaggregation steps 
were necessary to meet this requirement of ASC 606. 

The Company has no contract assets. 
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NOTE 5 - PROPERTY AND EQUIPMENT 

The major classes of property and equipment consisted of the following at December 31, 2022 and 2021: 

 2022 2021 
   
Buildings $ 97,548 $ 97,548 
Leasehold improvements 129,341,404 129,793,263 
Deli equipment 54,672,071 55,219,813 
Automobiles 211,868 211,868 
Trucks and trailers 3,116,863 2,932,768 
Office furniture and equipment 4,876,290 4,992,427 
Construction in progress 1,941,014 1,867,199 
   
 194,257,058 195,114,886 
   
Less accumulated depreciation (125,113,659) (120,337,544) 
   
 69,143,399 74,777,342 
   
Land 408,391 408,391 
   
 $ 69,551,790 $ 75,185,733 

 
Depreciation expense for the years ended December 31, 2022 and 2021 was $9,154,841 and $9,688,933, 
respectively. 

The estimated amount to complete construction projects in progress was $4,242,483 and $3,889,156 at 
December 31, 2022 and 2021, respectively. 

NOTE 6 - INTANGIBLE ASSETS INCLUDING GOODWILL 

Intangible assets including goodwill at December 31, 2022 and 2021 consisted of the following: 

 
December 31, 

2021 Additions 
Amortization 

Expense 
December 31, 

2022 
     
Goodwill $ 4,967,527 $ - $ - $ 4,967,527 
Accumulated amortization - 

goodwill (3,044,010) - (494,878) (3,538,888) 
Other intangibles:     
Trade name 9,364 - - 9,364 
Non-compete covenant 256,000 - - 256,000 
Reacquired franchise rights 4,247,003 - - 4,247,003 
Franchise development costs 6,560 - - 6,560 
Accumulated amortization - 

other  (3,512,097) - (283,452) (3,795,549) 
     

Total goodwill and 
intangibles - net $ 2,930,347 $ - $ (778,330) $ 2,152,017 
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Amortization expense for the years ended December 31, 2022 and 2021 was $778,330 and $827,687, 
respectively.  Estimated aggregate amortization is $566,034, $500,384, $331,249, $269,048 and $266,484 
for 2023, 2024, 2025, 2026 and 2027, respectively.  The weighted-average number of years of amortization 
remaining by major class of intangible assets as of December 31, 2022, was five years for reacquired rights; 
6 years for goodwill; and five years for the non-compete agreement. 

NOTE 7 - DEBT 

The Company has open irrevocable stand-by letters of credit with banks as security for liability of gross 
receipt taxes, workers compensation insurance, deposits under certain city ordinances.  At December 31, 
2022 and 2021, the Company had a total of $6,208,000 and $6,267,297, respectively, in stand-by letters of 
credit, which are evaluated annually for relevance and appropriateness of amount. 

The master term note has certain covenants including a maximum limit on sustaining capital expenditures.  
The Company was in compliance with respect to these covenants as of December 31, 2022 and 2021. 

Amounts due in one year or less are presented as the current maturities of the obligations.  The long-term 
portion represents the amount due after one year from the date of these statements.  Short-term and long-
term debt are the following at December 31, 2022 and 2021: 

 2022 2021 
   
Master term note with bank originally dated June 18, 2021, 

aggregated principal of $105,000,000, payable in quarterly 
installments of $1,312,500, with remainder due at maturity on 
July 18, 2026.  Interest due monthly, interest at one-month 
LIBOR plus 7.50%, with a LIBOR floor of 1.0%.  Collateralized 
by substantially all of the assets of the Company. $ 95,796,568 $ 101,405,757 

   
Note payable to bank, payable in monthly installments of $8,208.  

Interest due monthly, interest at one-month LIBOR plus 2.75%.  
Matures June 17, 2024 with balloon payment of approximately 
$492,500.  Collateralized by land and building in Beaumont, 
Texas (Gemba - DOW, LLC). 640,251 738,750 

   
 96,436,819 102,144,507 
   
Less:  Current maturities (5,348,500) (5,348,500) 
   
Deferred loan origination costs, net (3,553,316) (4,618,072) 
   

Long-term debt $ 87,535,004 $ 92,177,935 
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Debt is payable as follows: 

Year Ending December 31,  
  
2023 $ 5,348,500 
2024 5,791,750 
2025 5,250,000 
2026 80,046,569 
2027 - 
Thereafter - 
  

Total $ 96,436,819 
 
The Company incurred interest expense of $9,994,952 and $8,828,226 in 2022 and 2021, respectively, 
none of which has been capitalized.  The amount of interest that should have been capitalized for 
construction projects was immaterial. 

During 2020 the Company acquired additional capital outside of debt, including $10,000,000 in April 2020, 
and $2,000,000 in February 2021, made available under the federal government’s Payroll Protection 
Program (“PPP”).  Provisions of the program allow that these loans can be forgiven if after a specified period 
of time from receipt, the recipient can prove via an application process that the proceeds were used for 
approved purposes, principally to maintain payroll at stipulated levels versus a defined comparative period.  
The Company met this requirement and received forgiveness of both the initial $10,000,000 and the 
subsequent $2,000,000 in 2021.  The Company has applied the Company’s grant accounting policy detailed 
in Note 3 to these financial statements, which states that the Company’s policy is to recognize such 
proceeds directly as an offset to the expenses they’re intended to compensate.  The $10,000,000 received 
in 2020 was entirely used for and reported on the Income Statement as a credit to Operating Expense.  
More specifically, the funds were applied as a $7,500,000 credit to payroll expense; a $1,400,000 credit to 
lease expense; and a $1,100,000 credit to utilities expense. All three applications reflected those amounts 
or greater in realized expenses that were all incurred during 2020 and are allowable uses of PPP funds 
under the government’s forgiveness criteria.  The $2,000,000 received in 2021 was entirely used for and 
reported on the Income Statement as a credit to Operating Expense. More specifically, the funds were 
applied as a $1,381,226 credit to payroll expense; a $488,258 credit to lease expense; and a $130,326 
credit to utilities expense. 
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NOTE 8 - ACCRUED LIABILITIES 

Accrued liabilities are comprised of the following: 

 2022 2021 
   
Sales tax payable $ 974,983 $ 1,075,440 
Commissions payable 533,660 796,922 
Payroll taxes payable 479,376 2,376,385 
Accrued payroll 2,051,954 1,601,092 
Accrued rent accretion payable 148,930 195,803 
Accrued percentage rent 231,094 154,899 
Accrued compensated absences 1,881,899 1,707,803 
Accrued workers compensation 1,788,847 2,753,307 
Other accrued expenses 4,629,915 3,963,025 
Deferred franchise and other income 1,188,716 1,555,936 
Deferred gift card income 5,165,002 5,274,155 
   
 $ 19,074,376 $ 21,454,767 

NOTE 9 - LEASES 

In February 2016, the FASB established Topic 842, Leases, by issuing ASU No. 2016-02, which requires 
lessees to recognize leases on-balance sheet and disclose key information about leasing arrangements. 
Topic 842 was subsequently amended by ASU No. 2018-01, Land Easement Practical Expedient for 
Transition to Topic 842; ASU No. 2018-10, Codification Improvements to Topic 842, Leases; and ASU 
No. 2018-11, Targeted Improvements.  The new standard establishes a right-of-use model (ROU) that 
requires a lessee to recognize a ROU asset and lease liability on the balance sheet for all leases with a 
term longer than 12 months.  Leases will be classified as finance or operating, with classification affecting 
the pattern and classification of expense recognition in the income statement.  The new standard was 
effective and we adopted and implemented the standard on January 1, 2022 with a modified retrospective 
transition approach, as permitted, applying the new standard to all leases existing at the date of initial 
application.  Consequently, financial information will not be updated and the disclosures required under the 
new standard will not be provided for dates and periods before January 1, 2022.  The new standard provides 
a number of optional practical expedients in transition.  We elected the ‘package of practical expedients’, 
which permits us not to reassess under the new standard our prior conclusions about lease identification, 
lease classification and initial direct costs. 

The Company has operating leases for certain corporate offices and operating locations and finance leases 
for certain vehicles.  The Company determines if a contract is a lease or contains an embedded lease at 
the inception of the contract.  Operating lease right-of-use (“ROU”) assets are included in other current and 
other non-current assets, operating lease liabilities are included in other current and other non-current 
liabilities in our consolidated balance sheets.  Finance lease ROU assets are included in property and 
equipment, net, and finance lease liabilities are included in our current portion of long-term debt, and long-
term debt on our consolidated balance sheets. 

ROU assets represent the Company’s right to use an underlying asset for the lease term and lease liabilities 
represent our obligation to make lease payments arising from the lease.  Operating and finance lease ROU 
assets and liabilities are recognized at commencement date based on the present value of lease payments 
over the lease term.  As most of the Company’s leases do not provide an implicit rate, we use the risk free 
rate using periods comparable with the lease terms based on the information available at commencement 
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date in determining the present value of lease payments.  The Company uses the implicit rate when readily 
determinable.  The Company’s lease terms may include options to extend or terminate the lease.  The 
Company’s leases have remaining lease terms of less than one year to five years, some of which include 
options to extend the leases for up to five years, and some of which include options to terminate the leases 
within one year.  Lease expense for lease payments is recognized on a straight-line basis over the non-
cancelable term of the lease. 

The Company recognized $25,361,555 of costs related to their operating leases during the twelve months 
ended December 31, 2022.  As of December 31, 2022, the Company’s operating leases have a weighted 
average remaining lease term of 15.85 years and a weighted average discount rate of 1.74%.  

Rent expense under operating leases is calculated using the straight-line method whereby an equal amount 
of rent expense is attributed to each period during the term of the lease, regardless of when actual payments 
are made.  Rent expense generally begins on the date the Company obtained possession under the lease 
and includes option periods where available.  Generally, this results in rent expense in excess of cash 
payments during the early years of a lease and rent expense less than cash payments in the later years, 
as many lease agreements have periodic scheduled rent increases over the lease term.  The difference 
between rent expense recognized and actual rental payments is recorded as deferred rent and presented 
as a non-current liability on the consolidated balance sheets.  Tenant improvement allowances are 
amortized as a reduction to rent expense on a straight-line basis over the lease term, as defined above. 
Tenant improvement allowances are presented as a non-current liability in the consolidated balance sheets. 

Supplemental balance sheet information related to leases as of December 31, 2022 are as follows: 

Right-of-use assets under operating leases  
  

Total operating lease assets $ 240,785,256 

  
Operating lease liabilities, current portion $ 20,271,014 
Operating lease liabilities, non-current portion 243,590,795 
  

Total operating lease liabilities $ 263,861,809 
 
The maturities of the Company’s operating and finance lease liabilities as of December 31, 2022 are as 
follows: 

Year Ending December 31, 
Operating 

Leases 
  
2023 $ 25,284,531 
2024 23,936,956 
2025 23,488,709 
2026 23,920,652 
2027 21,751,654 
Thereafter 199,873,926 
  

Total lease payments 318,256,429 
  
Less imputed interest 54,394,620 
  

Total $ 263,861,809 
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NOTE 10 - RELATED-PARTY TRANSACTIONS 

DMI leases one deli that is located in a strip-center that is partially owned by two stockholders and several 
key employees of the Company.  The lease expires in 2024 with no option periods, and with monthly 
payments of $11,252 over the remaining term.  

DMI leases an additional two delis owned entirely by one stockholder of the Company.  Both leases have 
option periods through 2045, with monthly payments escalating every five years. 

Future minimum lease payments for the three delis over the next five years (included in Note 9 totals above), 
are as follows: 

Year Ending December 31,  
  
2023 $ 256,388 
2024 259,850 
2025 266,774 
2026 266,774 
2027 185,607 
Thereafter 497,229 
  

Total $ 1,732,622 
 
Related party lease expense totaled $279,999 and $245,483 per year, respectively, for 2022 and 2021. 

The Company has a franchise that is on the Company’s board of directors, and is related to four other 
stockholders.  Total revenues from this franchise for 2022 and 2021 were approximately 2% and 2%, 
respectively, of consolidated DMI revenues.  Total receivables from this franchise as of December 31, 2022 
and 2021 were 3% and 3%, respectively, of consolidated DMI current assets. 

NOTE 11 - INCOME TAXES 

The absence of provisions for federal income taxes in 2022 and 2021 for the Company is due to the election 
by DMI in February 1984, and consent by its stockholders, that the stockholders will include their respective 
shares of taxable income of the Company in their individual tax returns in accordance with Section 1362(a) 
of the IRC.  As a result, no federal income tax is imposed on the Company. 

However, the Company does pay income taxes to most states in which it operates or from which it 
generates revenue from franchise operations.  These taxes include franchise taxes and income taxes 
imposed on the Company, as well as income taxes imposed on the shareholders based on the 
shareholders’ income from the Company, in lieu of the shareholders filing individual income tax returns with 
the states.  These taxes are estimated to be $728,987 in 2022 and $448,771 in 2021.  Amounts paid to the 
shareholders to assist in paying their personal income taxes totaled approximately $13,300,000 and 
$500,000 in 2022 and 2021, respectively. 

Income tax years where the Company remains subject to examination by federal and state taxing entities 
at December 31, 2022, are 2021, 2020, 2019, and 2018. 
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The Company engaged with a third party service provider to assess tax credit opportunities granted by the 
CARES act.  Based on review of wages which qualified for an Employee Retention Tax Credit (ERTC) it 
was determined the Company is eligible for tax credits totaling $2,340,179.  The payroll tax credits will be 
captured through amending of prior period payroll tax returns.  The Company received the refund in 2023. 

NOTE 12 - EMPLOYEE BENEFIT PLANS 

401(k) Profit Sharing Plan 

In 1991, the Company established a 401(k) Savings and Incentive Retirement Plan.  All full-time employees 
age 21 or older with one year of service are eligible to participate. Participating employees elect to contribute 
from 1% to 100% of compensation up to the maximum allowed by law ($20,500 for 2022 and $19,500 for 
2021).  The Company provides a discretionary matching contribution to employee contributions between 
0% and 6% of compensation. 

The Company matching contribution for 2022 and 2021 was 20% of the employees’ contribution, to a 
maximum of 6% of compensation. Employee contributions for 2022 and 2021 totaled $1,995,474 and 
$1,752,015, respectively.  Company contributions for 2022 and 2021 totaled $329,646 and $305,506, 
respectively, and vest as follows: 

Years of Service Percentage 
  

0 - 2 0 
2 20 
3 40 
4 60 
5 80 
6 100 

 
Self-Insured Medical Benefits 

In May 1998, the Company established a self-insurance plan covering certain medical benefits for 
substantially all of its management and administrative employees.  The Company’s liability is limited through 
the purchase of a reinsurance policy.  Liability for specific claims is limited to $200,000 for the years ended 
December 31, 2022 and 2021.  Liability for the remaining aggregate claims is based on a formula, which 
includes estimated premium cost per participant and estimated participation.  The Company has provided 
$3,015,536 and $3,911,267 in 2022 and 2021, respectively, for claims incurred and reported.  An accrual 
of $476,000 and $539,000 for claims incurred but not reported has been included in these financial 
statements for the years ended December 31, 2022 and 2021, respectively.  The contract year is May to 
April.  Projections by the third-party administrator for the program indicate that the specific stop-loss point 
has been reached for various covered employees as of December 31, 2022 and 2021, while the aggregate 
stop-loss point has not been reached for either year. 

Workers’ Compensation Benefits 

The Company maintains workers’ compensation insurance coverage with a deductible of $250,000, and 
$250,000 per incident for the years ended 2022 and 2021, respectively.  The estimated realizable 
receivable from subrogation claims of $33,686 and $60,312 has been netted against the accrued workers’ 
compensation liability as of December 31, 2022 and 2021, respectively. 
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Profit-Based Compensation Arrangement 

Effective January 1, 2000, the Company adopted a profit-based compensation arrangement (the “Plan”) for 
certain eligible employees.  Under the terms of the Plan, annual bonuses to participants vest immediately, 
except that all amounts due are forfeited immediately upon the participant’s termination for cause.  The 
underlying value of the bonuses is based on a formula containing overall profitability of the Company and 
discretionary participation awards from the Plan Administration Committee.  For awards granted prior to 
January 1, 2005, each participant has the option to request cash payment at any point after award or to 
allow units of participation to accumulate value based on overall growth and profitability of the Company 
for any period not to exceed 10 years from date of issuance.  For awards granted on or after January 1, 
2005, awards are only exercisable by the participant upon the occurrence of one of the following events:  
separation, death, disability, expiration of term or change in control, as those terms are defined in the Plan 
document. 

Under the terms of the Plan, payments of $50,000 or less are to be paid in a lump sum within 30 days of 
redemption.  For payments greater than $50,000, the participant shall be paid in five installments of 20% 
each at the following intervals after the triggering event:  30 days, 6 months, 1 year, 18 months, and 
24 months. 

During the years ended December 31, 2022 and 2021, zero and zero units of participation were issued, 
and 29,400 and 46,050 units were outstanding at year end, respectively.  Under the terms of the Plan, 
exercise price is computed as of December 31 of each year.  At December 31, 2022 and 2021, each unit 
was valued at up to 315.23 and zero, respectively, depending upon the year of issuance.  During the years 
ended December 31, 2022 and 2021, zero and zero units were converted to cash, totaling zero and zero, 
respectively. 

Participation expense is reflected in these financial statements as a charge to compensation for 2022 and 
2021, and a related liability accrual of $811,505 and 719,859, respectively. 

NOTE 13 - CONTINGENT LIABILITIES 

The Company is party to various miscellaneous legal actions normally associated with the retail food 
industry.  Management intends to vigorously defend these actions, the aggregate effect of which, if any, is 
not determinable at this time. 

NOTE 14 - CORPORATE STRUCTURE 

The Company filed Restated Articles of Incorporation with the Texas Office of the Secretary of State during 
2003.  The primary effect of the reorganization was to have two classes of common stock:  Class A voting, 
and Class B non-voting.  The authorized number of shares of Class A voting common stock was 24, and 
the authorized number of shares of Class B non-voting common stock was 2,376.  All authorized shares 
were issued.  Although each shareholder retained the same ownership percentage after the reorganization 
as was owned previously, the Class A voting shares were held equally by the two primary shareholders 
exclusively.  The number of directors and method of selecting directors were also changed.  
Contemporaneously with the filing of the Restated Articles of Incorporation, the Company also adopted 
Amended and Restated By-laws and an Amended and Restated Stock Redemption & Purchase 
Agreement.  Each shareholder also assigned his shares of Class A and Class B stock to newly formed 
grantor trusts. 
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In April 2011, the Company reorganized, which included the purchase of a portion of the common stock 
shares and a subsequent sale to new shareholders.  1,155 of the 2,400 shares of common stock were 
purchased by the Company for $87,191,177.  45 shares were subsequently sold for cash and 210 shares 
were sold to new shareholders and were financed by the Company through the issuance of notes 
receivable.  Based on the terms of the notes, U.S. GAAP requires stock-based compensation accounting 
whereby the notes exchanged for common stock resulted in the recognition of expense in the amount of 
$8,628,060 in 2011.  Interest income recognized on the payment on notes receivables from shareholders 
was $142,989 in 2022 and $139,250 in 2021. 

 



 

 

Consolidated Financial Statements and 
Report of Independent Certified Public 
Accountants 

 

Deli Management, Inc. 

 

December 31, 2021 and 2020 
 



 

 

Contents  Page 

Report of Independent Certified Public Accountants  3 

Consolidated Financial Statements  

Consolidated balance sheets 5 

Consolidated statements of operations 6 

Consolidated statements of changes in equity (deficit) 7 

Consolidated statements of cash flows 8 

Notes to consolidated financial statements 9 

 



 

 

 

 

 

 

GT.COM Grant Thornton LLP is the U.S. member firm of Grant Thornton International Ltd (GTIL). GTIL and each of its member firms 
are separate legal entities and are not a worldwide partnership. 

Board of Directors 
Deli Management, Inc. 

Opinion 
We have audited the consolidated financial statements of Deli Management, Inc. (a 
Texas S corporation) and subsidiaries (the “Company”), which comprise the 
consolidated balance sheets as of December 31, 2021 and 2020, and the related 
consolidated statements of operations, changes in equity (deficit), and cash flows for 
the years then ended, and the related notes to the financial statements. 

In our opinion, the accompanying consolidated financial statements present fairly, in 
all material respects, the financial position of the Company as of December 31, 2021 
and 2020, 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 audits of the consolidated financial statements in accordance with 
auditing standards generally accepted in the United States of America (US GAAS). 
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 
audits. We believe that the audit evidence we have obtained is sufficient and 
appropriate to provide a basis for our audit opinion. 

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 for 
one year after the date the financial statements are issued. 
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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 US GAAS 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 
judgment made by a reasonable user based on the consolidated financial statements. 

In performing an audit in accordance with US GAAS, 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 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. 

 

Houston, Texas 
March 30, 2022 

 



2021 2020
ASSETS

Current assets:
Cash and cash equivalents 11,889,933$      12,766,555$      
Accounts receivable - trade, net of allowance for doubtful accounts of $177,500 and $177,500 7,772,278          10,209,533        
State income and sales tax refunds receivable 2,340,179          - 
Tenant improvement allowances receivable 260,989             143,845             
Other receivables 542,087             557,883             
Inventories 12,665,619        7,608,980          
Prepaid expenses 2,009,808          1,441,657          

Total current assets 37,480,893        32,728,453        

Property and equipment, net 75,185,733        81,526,049        

Other assets:
Intangible assets, net 1,006,830          1,337,642          
Goodwill, net 1,923,517          2,420,392          
Other investments 7,101 7,101
Deposits 6,515,793          279,513             

Total other assets 9,453,241          4,044,648          

Total assets 122,119,867$    118,299,150$    

LIABILITIES AND EQUITY

Current liabilities:
Accounts payable - trade 10,908,422$      15,951,441$      
Accrued liabilities 21,454,767        20,279,162        
Current maturities of long-term notes payable 5,348,500          107,117,294      

Total current liabilities 37,711,689        143,347,897      

Long-term liabilities:
Deferred rent 23,205,661        24,590,500        
Notes payable, net of current maturities 92,177,935        597,957             

Total long-term liabilities 115,383,596      25,188,457        

Equity (deficit):
Deli Management, Inc. stockholders’ equity
Common stock ($1 par value; 1,154 and 1,154 shares authorized, issued and outstanding) 1,154 1,154
Treasury stock, 1,344 and 1,344 shares, at cost (99,181,525)       (99,181,525)       
Note receivable for common stock (3,481,253)         (3,481,253)         
Additional paid-in capital 23,071,719        23,071,719        
Retained earnings 48,614,487        29,352,701        

Total deficit (30,975,418)       (50,237,204)       

Total liabilities and equity 122,119,867$    118,299,150$    

Deli Management, Inc.

CONSOLIDATED BALANCE SHEETS

December 31,

The accompanying notes are an integral part of these consolidated financial statements.
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2021 2020

REVENUE:
Sales - delis 341,495,238$    272,173,485$    
Sales - distribution centers 76,874,473        50,759,622        
Franchise sales 8,000                 23,000               
Franchise royalties 7,104,517          5,520,118          
Backhaul income 4,008,935          3,119,308          

Total revenue 429,491,163      331,595,533      

COST OF REVENUE 166,252,053      126,996,909      

Gross profit 263,239,110      204,598,624      

OPERATING EXPENSES, EXCLUDING OWNERS COMPENSATION 233,403,383      213,701,627      

Operating income (loss) before owners compensation 29,835,727        (9,103,003)         

OWNERS COMPENSATION 1,401,125          838,019             

Income (loss) from operations 28,434,602        (9,941,022)         

OTHER INCOME (EXPENSE):
Interest, net (8,630,324)         (5,327,645)         
Other income 618,489             507,509             

Total other expense (8,011,835)         (4,820,136)         

Income (loss) before taxes 20,422,767        (14,761,158)       

STATE INCOME TAXES 448,771             247,045             

Net income (loss) 19,973,996$      (15,008,203)$     

Deli Management, Inc.

CONSOLIDATED STATEMENTS OF OPERATIONS

Years ended December 31,

The accompanying notes are an integral part of these consolidated financial statements.
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Additional Note Receivable
Common Paid-in Retained Treasury for Common Total

Stock Capital Earnings Stock  Stock Equity (Deficit)

Balance at December 31, 2019 1,154$               8,071,719$        46,278,600$      (99,181,525)$     (3,481,253)$       (48,311,305)$     

Distributions -                         -                         (1,917,696)         -                         -                         (1,917,696)         
Net income -                         -                         (15,008,203)       -                         -                         -                         
Contribution of Capital -                         15,000,000        -                         -                         -                         15,000,000        

Balance at December 31, 2020 1,154                 23,071,719        29,352,701        (99,181,525)       (3,481,253)         (50,237,204)       

Distributions -                         -                         (712,210)            -                         -                         (712,210)            
Net income -                         -                         19,973,996        -                         -                         19,973,996        
Contribution of Capital -                         -                         -                         -                         -                         -                         

Balance at December 31, 2021 1,154$               23,071,719$      48,614,487$      (99,181,525)$     (3,481,253)$       (30,975,418)$     

Deli Management, Inc.

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY (DEFICIT)

Years ended December 31, 

The accompanying notes are an integral part of these consolidated financial statements.
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2021 2020

Cash flows from operating activities:
Net income 19,973,996$      (15,008,203)$     
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 10,516,620        12,059,150        
Long lived asset impairment expense -                        2,050,274          
Amortization of deferred loan origination costs 1,119,909          752,824             
Loss on disposition of assets 3,196,562          4,123,706          
Proceeds from business interruption insurance, net of deductible 352,446             58,222               
Bad debt expense 16,651               32,530               
Net (increase) decrease in:

Receivables (373,368)            1,469,010          
Inventories (5,056,639)         4,061,632          
Prepaid expenses (611,382)            (547,855)            
Deposits (6,236,280)         2,000                 

Net increase (decrease) in:
Accounts payable (5,043,323)         1,708,935          
Accrued liabilities (209,230)            (862,440)            

Net cash provided by operating activities 17,645,962        9,899,785          

Cash flows from investing activities:
Purchase of property and equipment (7,604,113)         (716,794)            
Proceeds from sale of assets 1,050,531          2,971,791          

Net cash provided by (used in) investing activities (6,553,582)         2,254,997          

Cash flows from financing activities:
Distributions and dividends (712,210)            (1,917,696)         
Proceeds from draws on line of credit -                        5,800,000          
Proceeds from notes payable 105,000,000      -                        
Proceeds from federal Payroll Protection Program 2,000,000          10,000,000        
Principal payments on notes payable (110,711,537)     (106,707)            
Principal payment of line of credit -                        (23,531,206)       
Payroll Protection Program grant meeting forgiveness criteria (2,000,000)         (10,000,000)       
Loan origination costs (5,545,255)         (502,983)            

Net cash used in financing activities (11,969,002)       (5,258,592)         

Net increase (decrease) in cash and cash equivalents (876,622)            6,896,190          

CASH AND CASH EQUIVALENTS, beginning of year 12,766,555        5,870,365          

CASH AND CASH EQUIVALENTS, end of year 11,889,933$      12,766,555$      

Supplemental disclosures of cash flow information:
Interest paid 8,004,246$        5,508,334$        

Income taxes paid:
State 297,945$           503,651$           

Deli Management, Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years ended December 31,

The accompanying notes are an integral part of these consolidated financial statements.
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NOTE 1 - HISTORY AND ORGANIZATION 

Deli Management, Inc. (“DMI”, “Company”, or “Franchisor”) was founded in Beaumont, Texas in 1976, and 
incorporated on October 3, 1983 under the laws of the State of Texas.  The Company was organized for 
the purpose of establishing deli restaurants commonly known as “Jason’s Deli®” throughout the State of 
Texas.  Deli operations have subsequently been expanded across the country.  Corporate owned 
restaurants were in operation in the following states at December 31, 2021 and 2020: 

 2021 2020 
   
Alabama 4 4 
Arizona 5 5 
Florida 10 10 
Georgia 15 15 
Illinois 7 8 
Iowa 1 1 
Louisiana 7 7 
Maryland 1 1 
Missouri 0 0 
Nebraska 2 2 
Nevada 4 4 
North Carolina 13 12 
Ohio 1 0 
Pennsylvania 1 1 
South Carolina 4 4 
Tennessee 1 1 
Texas 79 81 
Virginia 8 7 
Wisconsin 1 1 
   
 164 164 

 
The Company offers opportunities for new franchisees, and for the expansion of existing franchisees in 
multiple states.  The franchise agreements offer a program which enables the franchisees to operate a deli 
that offers a variety of delicatessen products, including New Orleans style food and Texas barbecue.  
Current franchises are operational in Alabama, Arkansas, Colorado, Florida, Indiana, Kansas, Kentucky, 
Louisiana, Mississippi, Missouri, New Mexico, North Carolina, Ohio, Oklahoma, Tennessee, and Texas.  At 
December 31, 2021 and 2020, respectively, there were 82 and 88 franchise restaurants in operation.  In 
addition, there were zero and zero unopened franchise locations at December 31, 2021 and 2020, 
respectively. 

The Company has two wholesale food distribution centers.  One distribution center is located in Charlotte, 
North Carolina, and the second distribution center is located in Grand Prairie, Texas.  These centers are 
operated primarily for the servicing of company owned and franchise delis.  However, they generate 
additional revenue in the form of backhaul income, both from company suppliers and for other nearby 
businesses. 

NOTE 2 - LIQUIDITY AND CAPITAL RESOURCES 

The Company has a new credit agreement in place with a lending group.  The issuance date of the credit 
agreement was 06/18/2021.  The credit agreement consists of a master term loan with original availability 
of $105,000,000, $102,144,507 of which was outstanding at December 31, 2021, and a master revolving 



Deli Management, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

December 31, 2021 and 2020 

10 

line of credit with a limit of $10,000,000. Collectively, the term loan and revolving line of credit are referred 
to as “the notes”.  The notes mature on June 18, 2026.  At December 31, 2021 and 2020, the Company 
had $10,000,000 and $32,703, respectively, available to borrow under the master revolving line of credit 
total then applicable. 

NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

This summary of significant accounting policies is presented to assist in understanding the Company’s 
financial statements.  The financial statements and notes are representations of the Company’s 
management, who is responsible for their integrity and objectivity.  These accounting policies conform to 
accounting principles generally accepted in the United States of America (“U.S. GAAP”) and have been 
consistently applied in the preparation of the consolidated financial statements. 

Principles of Consolidation 

These financial statements present the consolidated financial results of Deli Management, Inc. and its 
subsidiaries after elimination of all significant accounts and transactions.  The financial statements have 
been prepared in accordance with U.S. GAAP.   

Reclassifications have been made for presentation purposes.  These reclassifications did not have a 
material impact on the financial statements. 

Use of Estimates 

The preparation of financial statements in conformity with U.S. GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period.  Actual results could differ from those estimates. 

Cash and Cash Equivalents 

For purposes of these financial statements, all highly liquid demand and time deposits with a maturity of 
three months or less, including money market funds, are considered cash and cash equivalents. 

The Company maintains its cash in bank deposit accounts which exceed federally insured limits.  As of 
December 31, 2021, accounts were guaranteed by the Federal Deposit Insurance Corporation up to 
$250,000.  The total amount in excess of the insured limit at December 31, 2021 was $11,639,933. 

Revenue Recognition  

See Note 4. Revenue Recognition. 

Accounts Receivable and Bad Debts 

All receivable invoices are due upon receipt, but are considered past due 31 days after the date of the 
invoice.  Past due deli trade receivables do not accrue interest. 

The Company’s policy with respect to distribution center past due trade receivables is to assess finance 
charges at the end of each month on any balance that is older than 31 days.  In February 2020, the 
Company temporarily suspended this policy as a means of providing support to the franchise community 
due to the COVID-19 impact. This policy was reinstituted in February 2021 for all past due balances. The 
Company has remained in close contact with franchisees throughout this period regarding their stores’ 
performance, their liquidity, and any efforts toward obtaining additional capital if necessary. Though past 



Deli Management, Inc. 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - CONTINUED 

December 31, 2021 and 2020 

11 

due balances have grown as a result of the COVID-19 pandemic, all franchisees are working to bring them 
current, or have pledged to do so. The distribution center receivables past due 90 days or more were 
$714,868 and $696,103 at December 31, 2021 and 2020, respectively. 

Trade receivables are considered uncollectible only after repeated attempts from the collection department 
and/or an outside collection agency have been made.  Past due invoices are routinely monitored by the 
Accounts Receivable Supervisor, who approves the write off of immaterial, uncollectible amounts 
throughout the year.  Material past due balances are periodically discussed between the Accounts 
Receivable Supervisor, the Assistant Controller, and the CFO, to review and schedule their write off at 
yearend, or to elect continued collection efforts if deemed fruitful.  

Bad debts are determined by the allowance method.  The aging of the receivables, historical write-off 
experience, as well as management’s knowledge and experience with the debtor, influences the allowance 
computations.  Management has determined that an allowance of $177,500 was appropriate at 
December 31, 2021, and $177,500 was appropriate at December 31, 2020. 

Inventories 

As noted in Note 1, the Company operates wholesale food distribution centers in Grand Prairie, Texas and 
Charlotte, North Carolina.  At December 31, 2021 and 2020, inventories consist of $2,923,977 and 
$2,536,369 in deli menu items and related supplies at company owned delis, $9,398,836 and $4,935,468 
in food and related supplies at the wholesale distribution centers, and $342,806 and $137,143 in distribution 
center truck parts and miscellaneous corporate supplies, respectively.  Inventories are valued at the lower 
of cost or net realizable value based on the first-in, first-out (“FIFO”) method for distribution centers and a 
combination of first-in, first out and most recent cost for delis, which approximates the FIFO method due to 
the rapid turnover of items.  

Shipping and Handling 

The Company does not separately charge for shipping and handling.  Company costs for shipping and 
handling are classified in the income statements as follows: 

 2021 2020 
   
Salaries and wages $ 3,791,906 $ 3,246,288 
Delivery expense 1,651,134 1,043,208 
Handling fees (as part of cost of revenue) (27,835) 5,765 
Insurance 464,944 395,427 
Rents 1,079,140 1,053,171 
Depreciation and amortization 216,522 279,724 
   
 $ 7,175,811 $ 6,023,583 

 

Property and Equipment 

Property and equipment are stated at cost.  All costs of acquisition of deli equipment and construction of 
leasehold improvements related to store openings, or remodel projects that qualify as betterments, and that 
total $5,000 or more are capitalized.  The Company also capitalizes other furniture and equipment 
purchases that cost $5,000 or more per item, per invoice.  The following costs are expensed: 

 Incidental, non-inventoried materials and supplies when purchased and/or placed in service, regardless 
of amount. 
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 Routine maintenance that the Company would reasonably expect to perform more than once during 
the class life of the unit of property being maintained. 

 Repairs and maintenance that keep a unit of property in ordinarily efficient operating condition rather 
than improve it, including deli refresh projects. 

 Projects that constitute <30% replacement of the unit of property being maintained. 

 Removal of a capital asset if separately stated on the invoice. 

 Movement or reinstallation of a capital asset to a new location. 

Depreciation is computed on the straight-line method for financial reporting purposes based on the following 
useful lives, with no salvage value: 

 Years 
  
Corporate office facilities 31 - 40 
Leasehold improvements 5 - 18 
Deli equipment 5 - 10 
Automobiles 5 
Office furniture and equipment 3 - 10 
Trucks and trailers 4 - 6 

 
Impairment of Long-Lived Assets 

Deli locations are reviewed for impairment on a location by location basis whenever events or changes in 
circumstances indicate that the carrying amount of an asset may not be recovered.  The recoverability of 
locations that are to be held and used is measured by comparison of the estimated future undiscounted 
cash flows associated with the asset to the carrying amount of the asset.  If such assets are considered to 
be impaired, an impairment charge would be recorded in the amount by which the carrying amount of the 
assets exceeds their fair value using Level 3 measurements, as defined in Note 15.  There were no 
impairment charges of long-lived assets in 2021. Three locations were impaired during 2020 for a combined 
loss of $2,050,274. 

Straight-line Rent and Tenant Improvement Allowance  

Rent expense under operating leases is calculated using the straight-line method whereby an equal amount 
of rent expense is attributed to each period during the term of the lease, regardless of when actual payments 
are made.  Rent expense generally begins on the date the Company obtained possession under the lease 
and includes option periods where available.  Generally, this results in rent expense in excess of cash 
payments during the early years of a lease and rent expense less than cash payments in the later years, 
as many lease agreements have periodic scheduled rent increases over the lease term.  The difference 
between rent expense recognized and actual rental payments is recorded as deferred rent and presented 
as a non-current liability on the consolidated balance sheets. 

Tenant improvement allowances are amortized as a reduction to rent expense on a straight-line basis over 
the lease term, as defined above.  Tenant improvement allowances are presented as a non-current liability 
in the consolidated balance sheets. 
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Amortization of Intangibles 

The non-compete covenant related to the acquisition of two deli locations from a franchise in 2012 is being 
amortized over 15 years on a straight-line basis, with no residual value.  Reacquired rights associated with 
the purchase of 12 deli locations from five franchisees are being amortized over 2, 3, 4, 5, 6, 7, 8, 9, 10, 
and 11 years on a straight-line basis, with no residual value.  Goodwill from the purchase of the assets of 
seven deli locations from five franchisees is being amortized over 10 years each, one beginning in 2013, 
one in 2014, one in 2015, and four in 2019. 

Advertising 

The costs of advertising are expensed as incurred.  Advertising expense was $2,488,497 and $2,462,712 
for the years ended December 31, 2021 and 2020, respectively. 

Compensated Absences 

Company policy provides that any unused amounts of accrued vacation and sick leave are forfeited at 
separation from service for any reason.  Estimated accrued vacation at December 31, 2021 and 2020 was 
$1,707,803 and $1,834,243, respectively, as reflected in these financial statements.  Management does 
not anticipate that the accumulated sick leave benefit will have a material impact on company operations 
in a single year, and no accrual for sick leave has been recorded. 

Income Taxes 

Deli Management, Inc. does not provide for federal income taxes because of the election by the Company, 
with the consent by its stockholders, that profits of the Company be taxed at the stockholder level under 
Subchapter S of the Internal Revenue Code (“IRC”).  The Company does, however, pay income and other 
types of taxes to the states in which it operates or from which it generates revenue from franchise 
operations.  Income tax payments to states on behalf of shareholders are reflected as distributions rather 
than income tax expense.   

Accounting guidance requires entities to evaluate uncertain tax positions.  This guidance prescribes a more-
likely-than-not recognition threshold and a measurement attributable for all tax positions taken or expected 
to be taken on a tax return in order to be recognized in the financial statements.  The Company has not 
recorded a liability for uncertain tax positions as of December 31, 2021 and 2020 as the Company has not 
identified any uncertain tax positions that meet the measurement criteria.  The Company would recognize 
interest and penalties, if any, related to unrecognized tax benefits in income tax expense. 

Presentation of State Sales Taxes 

The states in which the Company operates impose sales tax on substantially all of the Company’s sales to 
nonexempt customers.  The Company collects the taxes from customers and remits the taxes to the states, 
less any applicable discounts.  The Company’s accounting policy is to exclude the taxes collected from 
revenue and cost of sales. 

Amortization of Goodwill 

Pursuant to Accounting Standards Update (“ASU”) 2014-02, Accounting for Goodwill - a Consensus of the 
Private Company Council (Topic 350), effective January 1, 2013, the Company elected to amortize goodwill 
on a straight-line basis over either 10 years or less than 10 years if a shorter useful life is more appropriate.  
Under the guidance, impairment testing is performed upon the occurrence of a triggering event indicating 
that the fair value of the entity might be less than its carrying amount, and there is no annual goodwill 
impairment test.  The Company recorded goodwill amortization expense in 2021 and 2020 of $495,011 and 
$494,878, respectively.   
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Debt Issuance Costs 

The Company’s policy is to net debt issuance costs against the carrying value of the related financial liability 
for financial statement presentation, in agreement with ASU 2015-03, Interest - Imputation of Interest 
(Subtopic 835-30), the Company reported unamortized debt issuance costs of $4,618,072 and $140,794 in 
2021 and 2020, respectively.  These costs were netted against long-term outstanding notes payable 
balances of $96,796,009 and $738,751 for 2021 and 2020, respectively. 

Government Grants 

U.S. GAAP does not have specific guidance on accounting for government grants that are not in the form 
of a tax credit.  Under the guidance in ASC 105, Generally Accepted Accounting Principles, an entity may 
apply nonauthoritative guidance by analogy when guidance for a transaction is not specified within U.S. 
GAAP.  Therefore, effective January 1, 2020, the Company elected to adopt the guidance in IAS 20 - 
Accounting for Government Grants and Disclosure of Government Assistance, by analogy for its treatment 
of any government grants received. 

Under IAS 20, grant recipients initially recognize proceeds as an unearned revenue liability.  Recipients 
then relieve the liability through the income statement on a systematic basis over the periods in which they 
recognize expenses for the related costs for which the grants are intended to compensate.  IAS 20 provides 
the option of reflecting the credit recognized as a separate line on the income statement, or as an offset 
directly against related expenses.  For this policy, the Company has elected to reflect grant credit as a 
direct reduction to the expense lines to which they relate.  Similarly, the Company will reflect grant proceeds 
on the statement of cash flows in the same section where the related expenses are presented.  

New Accounting Pronouncements 

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842).  The new standard requires 
lessees to recognize on the balance sheet a liability to make lease payments and a corresponding right-of-
use asset.  The guidance also requires certain qualitative and quantitative disclosures designed to assess 
the amount, timing and uncertainty of cash flows arising from leases.  The pronouncement is effective for 
annual periods beginning after December 15, 2021.  The Company has scheduled January 1, 2022 for 
adoption.  The Company is assessing the impact this change will have on its accounting processes and 
recordkeeping, researching a suitable software solution, and monitoring the experience of earlier adopters 
of the pronouncement in preparation for this requirement.  Upon adoption, we expect the amount that will 
be recorded as a gross up to the balance sheet to be significant. 

Subsequent Events 

The Company has evaluated subsequent events through March 30, 2022, the date on which the 
consolidated financial statements were available for issuance. 

NOTE 4 - REVENUE RECOGNITION  

ASC Topic 606, Revenue from Contracts with Customers (“ASC 606”)” provides five core principles to be 
followed by organizations as part of their adoption and transition as follows: (1) Identify the contract; (2) 
Identify performance obligations in the contract; (3) Determine the transaction price as specified in the 
contract; (4) Allocate the transaction price to the performance obligations; and (5) Recognize revenue as 
each performance obligation is satisfied.  In applying ASC 606, the Company applied these principles to 
identify components of each of the following goods and service offerings, and to apply changes where 
necessary to meet the standard. 
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Deli sales consist of sales of prepared food and beverage to customers on a transaction by transaction 
basis, where the Company’s performance obligation is complete, and substantially all direct costs are 
incurred and recognized within the same period.  All deli sales are recognized as revenue in the same 
period that product delivery occurs. The timing and amount of revenue recognized related to company sales 
was not impacted by the adoption of ASC 606. 

Physical and virtual gift cards (“stored-value products”) are available for sale to customers in deli locations, 
on the Company’s website, on third-party seller websites, and in third-party retail establishments.  Sales of 
stored-value products are initially recorded as a contract liability, and are included in accrued liabilities at 
their expected redemption value. When the stored-value products are redeemed, the Company recognizes 
revenue, and reduces the contract liability for the amount used.  The portion of stored-value products that 
is never redeemed is referred to as “breakage”, and was reported as a credit to discount expense of $6,759 
and $9,274 at December 31, 2021 and 2020, respectively.  ASC 606 requires that revenue or credit related 
to contracts with customers be recognized in a timeframe and amount commensurate with costs realized 
to provide the related goods or services. As this objective pertains to credits recognized for stored-value 
product breakage, the Company considers these amounts to be immaterial with respect to application of a 
change in accounting for them, and has thus opted to continue present treatment.  The Company will 
monitor future credits related to breakage in order to alter recognition methods to comply with ASC 606 
should they become material.  At December 31, 2021 and 2020, the Company had outstanding contract 
liability balances related to stored-value products, of $5,274,155 and $5,278,088, respectively.  The 
balances represent the uncompleted performance obligations associated with the store-value products and 
$5,108,527 is expected to be earned during 2022 fiscal year with the remaining balance earned after 2023. 

As a loyalty reward and future purchase incentive to customers who place orders on the Company’s online 
ordering website, the Company maintains a loyalty program known as “deli-dollars”, whereby customers 
earn 25 deli-dollars for every $1 ordered online.  Total reward values are tracked by online id, are only 
redeemable online, and expire one year from issuance. For this customer contract, the customers’ 
consideration is their online spend, and the Company’s performance obligation is the honoring of value 
acquired.  DMI recognizes sales related to earning deli dollars at their full value as they occur.  Discounts 
and promotional reductions in price, including deli-dollars redeemed, are recognized when redeemed as 
an expense.  Additionally, DMI records a monthly accrual to a deli-dollar liability account and to discounts 
expense to reflect the average monthly change in deli-dollar liability.  The monthly accrual is recalculated 
annually when the liability is adjusted to remove expired deli-dollars; to reflect any difference in actual deli-
dollars earned versus the value accumulated using an average; and to adjust for changes in customer 
redemption patterns.  Costs to maintain the program, other than the costs of the discounts themselves, are 
nominal due to being an automated feature of the Company’s online ordering program.  As of December 31, 
2021 and 2020, the Company had outstanding contract liability balances related to deli-dollar loyalty 
rewards, of $953,721 and $879,952, respectively.  The balances represent the uncompleted performance 
obligations associated with the loyalty rewards and is expected to be earned during the 2022 and 2023 
fiscal years. 

The Company grants franchises to independent operators (“franchisees”) via a legal contract (“franchise 
agreement”), that is executed by the franchisor and the franchisee, where future consideration (“royalties”) 
is promised by the franchisee in exchange for the rights provided by the franchisor to establish and operate 
a Jason’s Deli in a specified location, and to use, on an ongoing basis, the trade name, service marks, 
trademarks, copyrights, and proprietary operating and technological systems that the franchisor has 
acquired and developed.  Royalty revenue is accrued and recognized by the Company monthly as a 
separate line of revenue in the Company’s financial statements. Royalties are calculated at 4% of 
franchisees’ reported gross sales, less discounts and sales tax collected, as allowed by the franchise 
agreement.  The underlying costs of the Company’s performance obligations, including development and 
maintenance of registered trademarks, copyrights, and other proprietary systems that the franchisee has 
purchased rights to, are deemed to be provided equally, on average, on each dollar of franchisee sales, 
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and are thus matched against royalties in the same period that they are earned and recognized as revenue 
by the franchisor. 

In addition to royalties, the franchise agreement includes an initial franchise fee per location that is 
determined by the size and nature, and thus anticipated cost of performance obligation to the Company, of 
the location being licensed.  The franchise fee entitles the franchisee’s location to two weeks of training, 
including payroll cost, benefits, payroll taxes, travel, food, lodging, and any other support cost, for a set 
number of the franchisors’ dedicated training staff and supervision. The Company sets this fee at its 
average cost to provide this service.  Where a franchisee is established and elects to supply their own 
training, the franchise agreement allows the franchisor and franchisee to be absolved of the performance 
obligation and related consideration, in which case no revenue or associated costs are recognized.  Where 
prior to adoption of ASC 606 franchise fees were recognized entirely in the month of opening, franchise 
fees under ASC 606 are allocated proportionately against the period(s) that underlying payroll and support 
costs are recognized.  Franchise fees are recognized by the Company as a separate line of revenue in the 
Company’s financial statements. 

Franchise agreements expire 20 years after a franchise location opens, and include a 10-year renewal 
option.  Should the franchisee renew, the franchise agreement includes a renewal fee be paid at the time 
to cover the franchisor’s legal and other filing fees.  The fee is recognized and reported in the Company’s 
financials with initial franchise fee revenue, entirely in the period that includes the renewal date.  Franchise 
renewal fees were reported at zero and $23,000 at December 31, 2021 and 2020, respectively.  Underlying 
legal and filing costs are recognized as incurred.  The Company considers these amounts to be immaterial 
with respect to ASC 606 reporting requirements. 

The Company makes available to franchisees the option of signing an Area Development Agreement 
(“ADA”), which grants the franchisee exclusive rights to establish and operate multiple Jason’s Deli 
locations in a specified area, to be opened over a period of time defined in the ADA.  There is no cost to 
the franchisee other than a requirement that they provide a deposit to secure the exclusive rights equal to 
100% of the first location’s initial franchise fee, and 50% of all remaining locations’ initial franchise fees 
covered by the ADA.  These deposits are held in a contract liability account until such time that a location 
is prepared to open.  At that time, the above method of accounting for initial franchise fees is followed.  At 
December 31, 2021 and 2020, the Company had outstanding contract liability balances related to ADA’s of 
$35,000 and zero, respectively.  The balance represents the uncompleted performance obligations 
associated with the ADA's and are expected to be earned within the next fiscal year. 

The franchise agreement allows, but does not require franchisees to purchase product from the Company’s 
distribution centers, so while each customer order and subsequent obligation constitutes a customer 
contract, the long-term relationship of franchisee to distribution center does not.  Sales by the distribution 
center to franchisees are recognized as revenue on the date of shipment to the franchisee in accordance 
with shipping terms (FOB shipping-point), with relevant costs to process the order closely preceding, and 
costs to deliver the order closely following. As such, costs to fulfill distribution center customer contract 
obligations are predominantly recognized and reported in the same period as the related revenue.  
Franchise and third-party distribution sales revenue is reported as a separate line of revenue on the 
Company’s financial statements.  Distribution sales returns are inconsequential and do not impact timing 
for revenue recognition.  The Company has not estimated a sales return allowance as it is not material 
based on historical experience. 

The distribution center offers Backhaul services on a transaction by transaction basis, with no long-term 
contracts involved.  Sales are reported as revenue on a dedicated line on the Company’s financial 
statements, and are recognized upon completion of the delivery service.  Associated costs of backhaul 
service performance obligations include driver payroll and benefits, fuel, and expense to maintain the 
vehicles, and are recognized and reported as expense in the same period as the related revenue.   
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Other than recognition of franchise renewal fees combined with initial franchise fees, all other sources of 
revenue are presented separately on the financial statements, and thus no additional disaggregation steps 
were necessary to meet this requirement of ASC 606. 

The Company has no contract assets. 

NOTE 5 - PROPERTY AND EQUIPMENT 

The major classes of property and equipment consisted of the following at December 31, 2021 and 2020: 

 2021 2020 
   
Buildings $ 97,548 $ 351,027 
Leasehold improvements 129,793,263 129,842,519 
Deli equipment 55,219,813 55,435,526 
Automobiles 211,868 236,022 
Trucks and trailers 2,932,768 2,893,831 
Office furniture and equipment 4,992,427 4,994,950 
Construction in progress 1,867,199 722,693 
   
 195,114,886 194,476,568 
   
Less accumulated depreciation (120,337,544) (114,320,694) 
   
 74,777,342 80,155,874 
   
Land 408,391 1,370,175 
   

 $ 75,185,733 $ 81,526,049 

 
Depreciation expense for the years ended December 31, 2021 and 2020 was $9,688,933 and $10,825,759, 
respectively. 

The estimated amount to complete construction projects in progress was $3,889,156 and $3,306,229 at 
December 31, 2021 and 2020, respectively. 
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NOTE 6 - INTANGIBLE ASSETS INCLUDING GOODWILL 

Intangible assets including goodwill at December 31, 2021 and 2020 consisted of the following: 

 
December 31, 

2020 Additions 
Amortization 

Expense 
December 31, 

2022 
     
Goodwill $ 4,967,527 $ - $ - $ 4,967,527 
Accumulated amortization - goodwill (2,547,135) - (496,875) (3,044,010) 
Other intangibles:     

Trade name 9,364 - - 9,364 
Non-compete covenant 256,000 - - 256,000 
Reacquired franchise rights 4,247,003 - - 4,247,003 

Franchise development costs 6,560 - - 6,560 
Accumulated amortization - other  (3,181,285) - (330,812) (3,512,097) 
     

Total goodwill and 
intangibles - net $ 3,758,034 $ - $ (827,687) $ 2,930,347 

 
Amortization expense for the years ended December 31, 2021 and 2020 was $827,687 and $1,233,391, 
respectively.  Estimated aggregate amortization is $599,757 for each of the following five years.  The 
weighted-average number of years of amortization remaining by major class of intangible assets as of 
December 31, 2021, was 5.24 years for reacquired rights; 6.27 years for goodwill; and 6.67 years for the 
non-compete agreement. 

NOTE 7 - DEBT 

The Company has open irrevocable stand-by letters of credit with banks as security for liability of gross 
receipt taxes, workers compensation insurance, deposits under certain city ordinances.  At December 31, 
2021 and 2020, the Company had a total of $6,267,297 and $6,267,297, respectively, in stand-by letters of 
credit, which are evaluated annually for relevance and appropriateness of amount. 

The master term note has certain covenants including a maximum limit on sustaining capital expenditures.  
The Company was in compliance with respect to these covenants as of December 31, 2021 and 2020. 
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Amounts due in one year or less are presented as the current maturities of the obligations.  The long-term 
portion represents the amount due after one year from the date of these statements.  Short-term and long-
term debt are the following at December 31, 2021 and 2020: 

 2021 2020 
   
Master term note with bank originally dated June 18, 2021, 

aggregated principal of $105,000,000, payable in quarterly 
installments of $1,312,500, with remainder due at maturity on 
July 18, 2026.  Interest due monthly, interest at one-month 
LIBOR plus 7.50%, with a LIBOR floor of 1.0%.  Collateralized 
by substantially all of the assets of the Company $101,405,757 $ - 

   
Master term loan with bank originally dated April 21, 2011, 

amended July 31, 2020, aggregate principal of $68,062,500 
payable in monthly installments of $527,589, with remainder 
due at maturity on July 31, 2021.  Interest due monthly, interest 
at one-month LIBOR plus 6.0%, with a LIBOR floor of 1.0%.  
Collateralized by substantially all of the assets of the Company.  - 23,288,638 

   
Master term loan with bank originally dated December 19, 2012, 

amended March 2021, aggregate principal of $27,500,000 
payable in monthly installments of $305,744, with remainder 
due at maturity in July 2021. Interest due monthly, interest at 
one-month LIBOR plus 6.0%, with a LIBOR floor of 1.0%.  
Collateralized by substantially all of the assets of the Company. - 12,530,155 

   
Master revolving promissory note with bank originally dated 

April 21, 2011, amended July 31, 2020, aggregate principal of 
$77,500,000. Only interest due monthly, interest at one-month 
LIBOR plus 6.0%, with a LIBOR floor of 1.0%.  Due at maturity 
on July 31, 2021. Collateralized by substantially all of the assets 
of the Company. - 71,200,000 

   
Note payable to bank, payable in monthly installments of $8,208.  

Interest due monthly, interest at one-month LIBOR plus 2.75%.  
Matures June 17, 2024 with balloon payment of approximately 
$492,500.  Collateralized by land and building in Beaumont, 
Texas (Gemba - DOW, LLC). 738,750 837,252 

   
 102,144,507 107,856,045 
   
Less:  Current maturities (5,348,500) (107,117,294) 
   
Deferred loan origination costs, net (4,618,072) (140,794) 
   

Long-term debt $ 92,177,935 $ 597,957 
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Debt is payable as follows: 

Year Ending December 31,  
  

2022 $ 5,348,500 
2023 5,348,500 
2024 5,791,750 
2025 5,250,000 
2026 80,405,757 
Thereafter - 

  
Total $ 102,144,507 

 
The Company incurred interest expense of $8,828,226 and $5,508,334 in 2021 and 2020, respectively, 
none of which has been capitalized.  The amount of interest that should have been capitalized for 
construction projects was immaterial.   

During 2020 the Company acquired additional capital outside of debt, including $10,000,000 in April 2020, 
and $2,000,000 in February 2021, made available under the federal government’s Payroll Protection 
Program (“PPP”).  Provisions of the program allow that these loans can be forgiven if after a specified period 
of time from receipt, the recipient can prove via an application process that the proceeds were used for 
approved purposes, principally to maintain payroll at stipulated levels versus a defined comparative 
period.  The Company met this requirement and received forgiveness of both the initial $10,000,000 and 
the subsequent $2,000,000 in 2021.  The Company has applied the Company’s grant accounting policy 
detailed in Note 3 to these financial statements, which states that the Company’s policy is to recognize 
such proceeds directly as an offset to the expenses they’re intended to compensate. The $10,000,000 
received in 2020 was entirely used for and reported on the Income Statement as a credit to Operating 
Expense. More specifically, the funds were applied as a $7,500,000 credit to payroll expense; a $1,400,000 
credit to lease expense; and a $1,100,000 credit to utilities expense. All three applications reflected those 
amounts or greater in realized expenses that were all incurred during 2020 and are allowable uses of PPP 
funds under the government’s forgiveness criteria.  The $2,000,000 received in 2021 was entirely used for 
and reported on the Income Statement as a credit to Operating Expense. More specifically, the funds were 
applied as a $1,381,226 credit to payroll expense; a $488,258 credit to lease expense; and a $130,326 
credit to utilities expense. 
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NOTE 8 - ACCRUED LIABILITIES 

Accrued liabilities are comprised of the following: 

 2021 2020 
   
Sales tax payable $ 1,075,440 $ 626,386 
Commissions payable 796,922 382,894 
Payroll taxes payable 2,376,385 4,449,147 
Accrued payroll 1,601,092 901,405 
Accrued rent accretion payable 195,803 138,923 
Accrued percentage rent 154,899 108,898 
Accrued compensated absences 1,707,803 1,834,243 
Accrued workers compensation 2,753,307 2,574,065 
Other accrued expenses 3,963,025 2,653,122 
Deferred franchise and other income 1,555,936 1,261,289 
Deferred gift card income 5,274,155 5,278,088 
   
 $ 21,454,767 $ 20,208,460 

NOTE 9 - LEASES 

The Company leases certain restaurants under operating leases that expire over the next 20 years and 
generally contain options to renew for periods of 5 to 10 years, and often contain escalation clauses.  Rental 
payments are based on a minimum rental plus, for certain delis, a percentage of the restaurant’s sales in 
excess of stipulated amounts.  In addition, the Company leases its distribution centers and corporate office 
facilities under operating leases.  Beginning in 2008, the Company also began leasing a portion of its trucks 
and trailers under operating leases. 

Future minimum rental payments required under the leases for the next five years were as follows at 
December 31, 2021: 

Year Ending December 31,  
  

2022 $ 24,550,758 
2023 22,376,306 
2024 20,926,788 
2025 20,424,520 
2026 19,592,312 
Thereafter 176,120,126 

  
Total $ 283,990,810 

 
The Company incurred rental expense of $29,789,150 and $32,060,833 in 2021 and 2020, minimum rental 
expense of $26,227,079 and $28,301,927, respectively.  There was no sub-lease income for either year. 

NOTE 10 - RELATED-PARTY TRANSACTIONS 

DMI leases one deli that is located in a strip-center that is partially owned by two stockholders and several 
key employees of the Company.  The lease expires in 2024 with no option periods, and with monthly 
payments of $11,252 over the remaining term.  
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DMI leases an additional two delis owned entirely by one stockholder of the Company.  Both leases have 
option periods through 2045, with monthly payments escalating every five years. 

Future minimum lease payments for the three delis over the next five years (included in Note 9 totals above), 
are as follows: 

Year Ending December 31,  
  

2022 $ 255,479 
2023 256,388 
2024 259,850 
2025 266,774 
2026 266,774 
Thereafter 1,176,808 

  
Total $ 2,482,073 

 
Related party lease expense totaled $245,483 and $404,858 per year, respectively, for 2021 and 2020. 

The Company has a franchise that is on the Company’s board of directors, and is related to four other 
stockholders.  Total revenues from this franchise for 2021 and 2020 were approximately 2% and 3%, 
respectively, of consolidated DMI revenues.  Total receivables from this franchise as of December 31, 2021 
and 2020 were 3% and 5%, respectively, of consolidated DMI current assets. 

NOTE 11 - INCOME TAXES 

The absence of provisions for federal income taxes in 2021 and 2020 for the Company is due to the election 
by DMI in February 1984, and consent by its stockholders, that the stockholders will include their respective 
shares of taxable income of the Company in their individual tax returns in accordance with Section 1362(a) 
of the IRC.  As a result, no federal income tax is imposed on the Company. 

However, the Company does pay income taxes to most states in which it operates or from which it 
generates revenue from franchise operations.  These taxes include franchise taxes and income taxes 
imposed on the Company, as well as income taxes imposed on the shareholders based on the 
shareholders’ income from the Company, in lieu of the shareholders filing individual income tax returns with 
the states.  These taxes are estimated to be $448,771 in 2021 and $247,045 in 2020.  Amounts paid to the 
shareholders to assist in paying their personal income taxes totaled approximately $500,000 and 
$2,000,000 in 2021 and 2020, respectively. 

Income tax years where the Company remains subject to examination by federal and state taxing entities 
at December 31, 2021, are 2020, 2019, 2018, and 2017. 

The Company engaged with a third party service provider to assess tax credit opportunities granted by the 
CARES act.  Based on review of wages which qualified for an Employee Retention Tax Credit (ERTC) it 
was determined the Company is eligible for tax credits totaling $2,340,179.  The payroll tax credits will be 
captured through amending of prior period payroll tax returns.  The Company is expected to receive the 
refund. 
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NOTE 12 - EMPLOYEE BENEFIT PLANS 

401(k) Profit Sharing Plan 

In 1991, the Company established a 401(k) Savings and Incentive Retirement Plan. All full-time employees 
age 21 or older with one year of service are eligible to participate. Participating employees elect to contribute 
from 1% to 100% of compensation up to the maximum allowed by law ($19,500 for 2021 and $19,500 for 
2020).  The Company provides a discretionary matching contribution to employee contributions between 
0% and 6% of compensation. 

The Company matching contribution for 2021 and 2020 was 20% of the employees’ contribution, to a 
maximum of 6% of compensation. Employee contributions for 2021 and 2020 totaled $1,752,015 and 
$1,683,804, respectively.  Company contributions for 2021 and 2020 totaled $305,506 and $283,533, 
respectively, and vest as follows: 

Years of Service Percentage 
  
0 - 2 0 

2 20 
3 40 
4 60 
5 80 
6 100 

 
Self-Insured Medical Benefits 

In May 1998, the Company established a self-insurance plan covering certain medical benefits for 
substantially all of its management and administrative employees.  The Company’s liability is limited through 
the purchase of a reinsurance policy.  Liability for specific claims is limited to $200,000 for the years ended 
December 31, 2021 and 2020.  Liability for the remaining aggregate claims is based on a formula, which 
includes estimated premium cost per participant and estimated participation.  The Company has provided 
$3,911,267 and $4,657,938 in 2021 and 2020, respectively, for claims incurred and reported.  An accrual 
of $539,000 and $407,000 for claims incurred but not reported has been included in these financial 
statements for the years ended December 31, 2021 and 2020, respectively.  The contract year is May to 
April.  Projections by the third-party administrator for the program indicate that the specific stop-loss point 
has been reached for various covered employees as of December 31, 2021 and 2020, while the aggregate 
stop-loss point has not been reached for either year. 

Workers’ Compensation Benefits 

The Company maintains workers’ compensation insurance coverage with a deductible of $500,000, and 
$250,000 per incident for the years ended 2021 and 2020, respectively.  The estimated realizable 
receivable from subrogation claims of $60,312 and $86,075 has been netted against the accrued workers’ 
compensation liability as of December 31, 2021 and 2020, respectively. 

Profit-Based Compensation Arrangement 

Effective January 1, 2000, the Company adopted a profit-based compensation arrangement (the “Plan”) for 
certain eligible employees.  Under the terms of the Plan, annual bonuses to participants vest immediately, 
except that all amounts due are forfeited immediately upon the participant’s termination for cause.  The 
underlying value of the bonuses is based on a formula containing overall profitability of the Company and 
discretionary participation awards from the Plan Administration Committee.  For awards granted prior to 
January 1, 2005, each participant has the option to request cash payment at any point after award or to 
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allow units of participation to accumulate value based on overall growth and profitability of the Company 
for any period not to exceed 10 years from date of issuance.  For awards granted on or after January 1, 
2005, awards are only exercisable by the participant upon the occurrence of one of the following events:  
separation, death, disability, expiration of term or change in control, as those terms are defined in the Plan 
document. 

Under the terms of the Plan, payments of $50,000 or less are to be paid in a lump sum within 30 days of 
redemption.  For payments greater than $50,000, the participant shall be paid in five installments of 20% 
each at the following intervals after the triggering event:  30 days, 6 months, 1 year, 18 months, and 24 
months. 

During the years ended December 31, 2021 and 2020, zero and zero units of participation were issued, 
and 46,050 and 43,150 units were outstanding at year end, respectively.  Under the terms of the Plan, 
exercise price is computed as of December 31 of each year.  At December 31, 2021 and 2020, each unit 
was valued at up to 7.98 and zero, respectively, depending upon the year of issuance.  During the years 
ended December 31, 2021 and 2020, zero and zero units were converted to cash, totaling zero and zero, 
respectively. 

Participation expense is reflected in these financial statements as a charge to compensation for 2021 and 
2020, and a related liability accrual of $719,859 and zero, respectively. 

NOTE 13 - CONTINGENT LIABILITIES 

The Company is party to various miscellaneous legal actions normally associated with the retail food 
industry.  Management intends to vigorously defend these actions, the aggregate effect of which, if any, is 
not determinable at this time. 

NOTE 14 - CORPORATE STRUCTURE 

The Company filed Restated Articles of Incorporation with the Texas Office of the Secretary of State during 
2003.  The primary effect of the reorganization was to have two classes of common stock:  Class A voting, 
and Class B non-voting.  The authorized number of shares of Class A voting common stock was 24, and 
the authorized number of shares of Class B non-voting common stock was 2,376.  All authorized shares 
were issued.  Although each shareholder retained the same ownership percentage after the reorganization 
as was owned previously, the Class A voting shares were held equally by the two primary shareholders 
exclusively.  The number of directors and method of selecting directors were also changed.  
Contemporaneously with the filing of the Restated Articles of Incorporation, the Company also adopted 
Amended and Restated By-laws and an Amended and Restated Stock Redemption & Purchase 
Agreement.  Each shareholder also assigned his shares of Class A and Class B stock to newly formed 
grantor trusts. 

In April 2011, the Company reorganized, which included the purchase of a portion of the common stock 
shares and a subsequent sale to new shareholders.  1,155 of the 2,400 shares of common stock were 
purchased by the Company for $87,191,177.  45 shares were subsequently sold for cash and 210 shares 
were sold to new shareholders and were financed by the Company through the issuance of notes 
receivable.  Based on the terms of the notes, U.S. GAAP requires stock-based compensation accounting 
whereby the notes exchanged for common stock resulted in the recognition of expense in the amount of 
$8,628,060 in 2011.  Interest income recognized on the payment on notes receivables from shareholders 
was $139,250 in 2021 and $139,708 in 2020. 
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NOTE 15 - FAIR VALUE 

U.S. GAAP establishes a framework for measuring fair value.  That framework provides a fair value 
hierarchy that prioritizes the inputs to valuation techniques used to measure fair value.  The hierarchy gives 
the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 
measurements) and the lowest priority to unobservable inputs (Level 3 measurements).  The three levels 
of fair value hierarchy are: 

Level 1 - Inputs to the valuation methodology are unadjusted quoted prices for identical assets or liabilities 
in active markets that the Company has the ability to access. 

Level 2 - Inputs to the valuation methodology include: 

 Quoted prices for similar assets or liabilities in active markets; 

 Quoted prices for identical or similar assets or liabilities in inactive markets; 

 Inputs other than quoted prices that are observable for the asset or liability; and 

 Inputs that are derived principally from or corroborated by observable market data by 
correlation or other means. 

If the asset or liability has a specified (contractual) term, the Level 2 input must be observable for 
substantially the full term of the asset or liability. 

Level 3 - Inputs to the valuation methodology are unobservable and significant to the fair value 
measurement. 

The asset’s or liability’s fair value measurement level within the fair value hierarchy is based on the lowest 
level of any input that is significant to the fair value measurement.  Valuation techniques used need to 
maximize the use of observable inputs and minimize the use of unobservable inputs. 

The Company has a number of financial instruments, including cash, accounts receivable, accounts 
payable and notes payable, none of which are held for trading purposes.  The Company estimates that the 
fair values of all financial instruments at December 31, 2021 and 2020 do not differ materially from the 
aggregate carrying values of its financial instruments recorded in the accompanying balance sheets, and 
are classified as Level 1. 

The method described above may produce a fair value calculation that may not be indicative of net 
realizable value or reflective of future fair values.  Furthermore, while the Company believes its valuation 
methods are appropriate and consistent with other market participants, the use of different methodologies 
or assumptions to determine the fair value of certain financial instruments could result in a different fair 
value measurement at the reporting date.  There was no impairment for the year ended December 31, 
2021. 

Non-recurring fair value measurements related to impaired property and equipment consist of the following: 

 

Year ended 
December 31, 

2020 Level 1 Level 2 Level 3 
Total Property 
and Equipment 

      
Property and equipment $ 2,050,274 $ - $ - $ 2,050,274 $ 2,050,274 
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