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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
 

 

FORM 8-K/A
 

CURRENT REPORT
 

Pursuant to Section 13 or 15(d)
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Date of Report: October 26, 2018

(Date of earliest event reported)
 

 

 
Enservco Corporation

(Exact name of registrant as specified in its charter)
 

 
Delaware  001-36335  84-0811316

(State or other jurisdiction of incorporation)  (Commission File Number)  (IRS Employer Identification No.)
 

501 South Cherry Street, Suite 1000
Denver, Colorado 80246

(Address of principal executive offices) (Zip Code)
 

(303) 333-3678
(Registrant’s telephone number, including area code)

 
(Former name or former address, if changed since last report)

 

 
Check the appropriate box below if the Form 8-K filing is intended to simultaneously satisfy the filing obligation of the registrant under an y of the following
provisions:
 
☐ Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)
 
☐  Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)
 
☐  Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))
 
☐  Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))
 
Indicate by check mark whether the registrant is an emerging growth company as defined in R ule 405 of the Securities Act of 1933 (§230.405 of this chapter) or
Rule 12b-2 of the Securities Exchange Act of 1934 (§240.12b-2 of this chapter).
 
Emerging growth company    ☐
 
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. ☐
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Explanatory Note
 

On November 1, 2018, Enservco Corporation, a Delaware corporation (the “Company”) filed with the Securities and Exchange Commission (the "SEC")
a Current Report on Form 8-K (the "Original Form 8-K"), to disclose that it had entered into a Membership Interest Purchase Agreement (the “Agreement”) with
Adler Hot Oil Holdings, LLC, a Delaware limited liability company (the “Seller”) pursuant to which the Company acquired all of the outstandingmembership
interests of Adler Hot Oil Service, LLC, a Delaware limited liability company. This Form 8-K/A amends the Original Form 8-K to include the financial information
required by Item 9.01 of Form 8-K

 
Item 9.01 Financial Statements and Exhibits .
 
(d) Exhibits.
 
The following exhibit is furnished with this Current Report on Form 8-K :
 
(a) Financial Statements of Business Acquired
 
(b) Pro Forma financial information
 
(d) Exhibits
 
 
 
Exhibit No.  Description
   

99.1  Audited Financial Statements of Adler Hot Oil Service, LLC as of December 31, 2017 and 2016 and for the years ended December 31, 2017
and 2016

99.2  Unaudited pro forma condensed consolidated financial statements
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SIGNATURE
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned hereunto duly authorized.
 
 
 
                                                       ENSERVCO CORPORATION
   
Date:  January 11, 2019 By:/s/ Ian Dickinson
  Ian Dickinson
  Chief Executive Officer
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EXHIBIT INDEX
 
 
 
Exhibit No.  Description
   

99.1  Audited Financial Statements of Adler Hot Oil Service, LLC as of December 31, 2017 and 2016 and for the years ended December 31, 2017
and 2016

99.2  Unaudited pro forma condensed consolidated financial statements
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Exhibit 99.1
 

ADLER HOT OIL SERVICE, LLC
Vernal, Utah

 
FINANCIAL STATEMENTS

 
Including Independent Auditors' Report

 
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016
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INDEPENDENT AUDITORS' REPORT

Members and Board of Directors
Adler Hot Oil Service, LLC
Vernal, Utah
 
We have audited the accompanying financial statements of Adler Hot Oil Service, LLC, which comprise the balance sheets as of December 31, 2017 and
2016, and the related statements of operations, stockholders' equity and cash flows for the years then ended, and the related notes to the financial
statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles generally
accepted in the United States of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error.
Auditors' Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in accordance with auditing standards
generally accepted in the United States of America. Those standards require that we plan and perform the audits to obtain reasonable assurance about
whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected
depend on the auditors' judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the Company's preparation and fair presentation of the financial statements
in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
 
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Adler Hot Oil Service, LLC as of
December 31, 2017 and 2016 and the results of its operations and cash flows for the years then ended in accordance with accounting principles generally
accepted in the United States of America.
 
Minneapolis, Minnesota
April 30, 2018
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ADLER HOT OIL SERVICE, LLC
 

BALANCE SHEETS
As of December 31, 2017 and 2016

 
ASSETS

 
  2017   2016  
CURRENT ASSETS         
Cash and cash equivalents  $ -  $ 73,402 
Accounts receivable, net   5,475,199   3,071,972 
Inventories   21,361   25,155 
Shop parts and supplies   172,006   172,005 
Prepaid expenses   195,184   164,425 

Total Current Assets   5,863,750   3,506,959 
         
PROPERTY AND EQUIPMENT, NET   2,358,325   3,252,495 
         
OTHER ASSETS         
Customer relationships, net   1,820,105   2,481,965 
Other long-term assets   49,289   53,219 

Total Other Assets   1,869,394   2,535,184 
         
TOTAL ASSETS  $ 10,091,469  $ 9,294,638 
 
 

LIABILITIES AND MEMBERS' (DEFICIT)
 
CURRENT LIABILITIES         
Checks issued in excess of bank balance  $ 197,274  $ - 
Current maturities of long-term debt   603,930   7,412,221 
Current maturities of related party subordinated debt   -   11,519,072 
Accounts payable   787,761   509,705 
Accrued expenses   732,650   446,945 

Total Current Liabilities   2,321,615   19,887,943 
         
LONG-TERM LIABILITIES         
Long-term debt, net of current maturities   4,015,388   - 
Related party subordinated debt   14,199,893   - 
         

Total Liabilities   18,215,281   19,887,943 
         
MEMBERS' (DEFICIT)   (10,445,427)   (10,593,305)
         
TOTAL LIABILITIES AND MEMBERS' (DEFICIT)  $ 10,091,469  $ 9,294,638 

 
See accompanying notes to financial statements.
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ADLER HOT OIL SERVICE, LLC
 

STATEMENTS OF OPERATIONS
For the Years Ended December 31, 2017 and 2016

 
  2017   2016  
         
NET SALES  $ 17,007,890  $ 12,056,577 
         
COST OF GOODS SOLD   6,958,331   5,170,149 
         

Gross Profit   10,049,559   6,886,428 
         
OPERATING EXPENSES         

General and administrative   7,387,057   6,125,838 
Amortization   661,860   661,857 
Depreciation   894,170   923,031 

Gain on disposal of property and equipment   (1,200)   (3,000)
Total Operating Expenses   8,941,887   7,707,726 

         
Operating Income (Loss)   1,107,672   (821,298)
         
OTHER INCOME (EXPENSE)         

Interest expense   (2,819,672)   (2,484,361)
Gain on extinguishment of long-term debt   1,859,878   - 

Total Other Income (Expense)   (959,794)   (2,484,361)
         
NET INCOME (LOSS)  $ 147,878  $ (3,305,659)
 

See accompanying notes to financial statements.
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ADLER HOT OIL SERVICE, LLC
 

STATEMENT OF MEMBERS' (DEFICIT)
For the Years Ended December 31, 2017 and 2016

 

  
Members’

Contributions   
Members'
(Deficit)   

Total
Members'
(Deficit)  

BALANCES, December 31, 2015  $ 7,486,948  $ (14,779,479)  $ (7,292,531)
             
Members' contributions   4,887   -   4,887 
Members’ redemptions   (2)   -   (2)
Net loss   -   (3,305,659)   (3,305,659)
             

BALANCES, December 31, 2016   7,491,833   (18,085,138)   (10,593,305)
             
Net income   -   147,878   147,878 
             

BALANCES, December 31, 2017  $ 7,491,833  $ (17,937,260)  $ (10,445,427)
 

See accompanying notes to financial statements.
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ADLER HOT OIL SERVICE, LLC
 

STATEMENTS OF CASH FLOWS
For the Year Ended December 31, 2017 and 2016

 
  2017   2016  
CASH FLOWS FROM OPERATING ACTIVITIES         
Net income (loss)  $ 147,878  $ (3,305,659)
Adjustments to reconcile net income (loss) to net cash flows from operating activities         
Depreciation   894,170   923,031 
Amortization of customer relationships   661,860   661,857 
Amortization of debt issuance costs   155,290   192,649 
Interest expense added to - related party subordinated debt   2,200,144   1,845,991 
Gain on extinguishment of long-term debt   (1,859,878)   - 
Gain on disposal of property and equipment   (1,200)   (3,000)
Increase (decrease) in allowance for doubtful accounts   (7,950)   45,349 
Changes in assets and liabilities:         

Accounts receivable   (2,395,277)   100,924 
Inventories and shop parts and supplies   3,793   66,362 
Prepaid expenses   (30,759)   11,581 
Other long-term assets   3,930   3,931 
Accounts payable   278,056   (41,538)
Accrued expenses   285,705   (76,447)

Net Cash Flows from Operating Activities   335,762   425,031 
         
CASH FLOWS FROM INVESTING ACTIVITIES         
Proceeds from sale of property and equipment   1,200   3,000 
Net Cash Flows from Investing Activities   1,200   3,000 
         
CASH FLOWS FROM FINANCING ACTIVITIES         
         
Net change in revolving loans   824,896   217,000 
Proceeds from issuance of long-term debt   2,900,000   - 
Payments on long-term debt   (4,146,805)   (808,334)
Debt issuance costs   (185,729)   - 
Member contributions   -   4,887 
Member redemptions   -   (2)
Checks issued in excess of bank balance   197,274   - 
Net Cash Flows from Financing Activities   (410,364)   (586,449)
         
Net change in cash and cash equivalents   (73,402)   (158,418)
         
CASH AND CASH EQUIVALENTS - BEGINNING OF YEAR   73,402   231,820 
         
CASH AND CASH EQUIVALENTS - END OF YEAR  $ -  $ 73,402 

 
(Continued)

 
See accompanying notes to financial statements.
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ADLER HOT OIL SERVICE, LLC
 

STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2017 and 2016

 
Supplemental cash flow disclosures         
Cash paid for interest  $ 464,237  $ 445,720 
         
There were no noncash investing and financing activities for the years ended December 31, 2017 and 2016.  
 

(Concluded)
 

See accompanying notes to financial statements.
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 1 – Summary of Significant Accounting Policies

 
Nature of Operations
 

Adler Hot Oil Service, LLC (the Company) is a leading niche oilfield service company that primarily provides frac water heating and hot oil services for oil and
natural gas well sites. The frac water heating services are provided mainly to assist customers in optimizing the hydraulic fracturing of formations for newly drilled
oil and natural gas wells. Hot oil services provided include hot oiling, acidizing and pressure testing, all of which are primarily performed to ensure proper
maintenance of producing wells. The Company’s primary areas of operations include: the Green River Basin extending from the north east corner of Utah to
western Colorado, the Niobrara Basin in northeast Colorado, and the Bakken Basin extending from western Montana to the middle of North Dakota. The
Company is owned by independent private equity firms and certain members of management. The members of the Company have limited liability for the
obligations or debt of the Company.
 

Cash and Cash Equivalents
 
The Company defines cash and cash equivalents as highly liquid, short-term investments with a maturity at the date of acquisition of three months or less. The
Company maintains its cash in high quality financial institutions. The balances, at times, may exceed federally insured limits.
 

Accounts Receivable
 
Accounts receivable are stated at the amount billed to customers. The Company extends unsecured credit to customers in the normal course of business.
Accounts receivable are considered past due if not paid within the terms established between the Company and the customer. Invoice due dates vary by
customer based on the date of acceptance of the invoice by the customer. The Company provides an allowance for doubtful accounts based on a review of
outstanding receivables, historical collection information and existing economic conditions. Accounts receivable are written off after all collection efforts have
failed. As of December 31, 2017 and 2016, the Company had an allowance for doubtful accounts of $92,399 and $100,349, respectively.
 

Inventories and Shop Parts and Supplies
 
Inventories consist of propane, diesel fuel, and shop parts and supplies used in maintaining property and equipment. Inventories are valued at the lower of cost
(using the average cost method which approximates a first-in, first-out method) or market. Based on the levels of inventories and the rate at which the inventories
are used, management does not believe that an obsolescence reserve is necessary, and therefore no reserve has been recorded as of December 31, 2017 and
2016.
 

Property and Equipment
 
Property and equipment is stated at cost less accumulated depreciation. Depreciation is recorded on a straight-line basis over estimated useful lives of three to
seven years. Maintenance, repairs, and minor renewals are expensed as incurred. When assets are retired or otherwise disposed of, their costs and related
accumulated depreciation are removed from the accounts and resulting gains or losses are included in operating expenses in the statements of operations.
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 1 – Summary of Significant Accounting Policies (cont.)

 
Impairment of Long-Lived Assets

 
The Company evaluates its long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying amount of such assets or
intangibles may not be recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of the asset to future
undiscounted net cash flows expected to be generated by the asset. If such assets are considered to be impaired, the impairment to be recognized is measured
by the amount by which the carrying amount of the assets exceeds the fair value of the assets. As of December 31, 2017 and 2016, management does not
consider the value of any of its long-lived assets to be impaired.
 

Goodwill
 
In January 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) 2014-02, Accounting for Goodwill (a consensus
of the Private Company Council), which provides private companies with the option to elect an accounting alternative for the subsequent measurement of
goodwill. Entities that elect the accounting alternative should amortize goodwill on a straight-line basis over 10 years, or less than 10 years if the entity
demonstrates that another useful life is more appropriate. An entity that elects the accounting alternative is further required to make an accounting policy election
to test goodwill for impairment at either the entity level or the reporting unit level.
 
The Company adopted this goodwill accounting alternative and applied its provisions prospectively beginning January 1, 2014 and elected to test goodwill for
impairment at the entity level. Goodwill represented the excess of the purchase price over the fair value of the net assets of businesses acquired in 2013.
Goodwill was tested for impairment at the entity level as a result of a triggering event occurred that indicates that the fair value of an entity may be below its
carrying amount. When a triggering event occurs, an entity has the option to first assess qualitative factors to determine whether the quantitative impairment test
is necessary. If the qualitative assessment indicates that it is more likely than not that goodwill is impaired, the entity must perform the quantitative test to
compare the entity’s fair value with its carrying amount, including goodwill. If the qualitative assessment indicates that it is not more likely than not that goodwill
is impaired, further testing is unnecessary. The goodwill impairment loss, if any, represents the excess of the carrying amount over its fair value.
 

Intangible Assets
 
Intangible assets, other than goodwill, consist of customer relationships. Customer relationships are amortized using the straight-line method over an estimated
useful life of 7 years. Customer relationships were recorded at fair value in connection with the 2013 acquisition. The Company used the multi-period excess
earnings method (MPEEM) with a customer attrition rate of 12 percent and a discount rate of 30 percent; these estimated rates are considered a level 3 input
within the fair value hierarchy. The use of different methodologies or assumptions to determine the fair value could result in different fair value measurements
and such variations could be material.
 
Customer relationships are evaluated for impairment annually and on an interim basis, if events and circumstances warrant, by comparing the fair value of the
intangible asset with its carrying amount. The impairment evaluation involves testing the recoverability of the asset on an undiscounted cash-flow basis, and, if
the asset is not recoverable, recognizing an impairment charge, if necessary, to reduce the asset carrying amount to its fair value. The Company noted no
impairment loss for customer relationships for the years ended December 31, 2017 and 2016.
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 1 – Summary of Significant Accounting Policies (cont.)

 
Debt Issuance Costs

 
Debt issuance costs include expenses incurred by the Company in raising debt proceeds. These costs are amortized as interest expense over the life of the
related debt. Upon date of inception in 2013, the Company capitalized debt costs of $1,043,517. During the year ended December 31, 2017, the Company
capitalized an additional $185,729 of debt issuance costs upon issuance of new debts. During the years ended December 31, 2017 and 2016, $155,290 and
$192,649, respectively, of amortization of debt issuance costs were expensed to interest expense. The Company wrote off $166,028 of debt issuance costs in
connection with the 2017 debt extinguishment transaction (see Note 6), and this write off was recorded as a reduction of the gain on extinguishment of long-term
debt presented within the statement of operations for the year ended December 31, 2017.
 
Debt issuance costs are presented as a direct reduction of the face amount related to debt.
 

Customer Concentration
 
As of December 31, 2017, three customers each comprised more than 10% of the Company’s accounts receivable balance or total net sales for the year ended
December 31, 2017. The customers accounted for 50%, 16%, and 14%, respectively, of the Company’s accounts balance. Revenues from these customers
represented 42%, 12%, and 11%, respectively, of the Company’s total net sales for the year ended December 31, 2017.
 
As of December 31, 2016, three customers each comprised more than 10% of the Company’s accounts receivable balance; the customers accounted for
approximately 33%, 18% and 11% of the Company’s accounts receivable balances. Revenues from these three customers represented 31%, 13%, and 14%,
respectively, of the Company’s total net sales for the year ended December 31, 2016. No other customer exceeded 10% of total net sales for the years ended
December 31, 2017 and 2016.
 

Revenue Recognition
 
The Company recognizes revenue when it is realized or realizable and has been earned. Service revenue is recognized when persuasive evidence of an
arrangement exists, the service has been delivered, written contract and sales terms are complete, customer acceptance has occurred, and payment is probable.
Sales and use tax, if applicable, are presented net and excluded from net sales and cost of goods sold.
 

Income Taxes
 
The Company is a limited liability company that elected to be a partnership for federal income tax purposes. As a partnership, the net income or loss of the
Company is allocated to the respective members and included on the members’ tax returns.
 
Accounting principles generally accepted in the United States of America require that the Company evaluate tax positions and recognize a liability (or an asset) if
the Company has taken an uncertain tax position that would not be substantiated upon examination by tax authorities. The Company has analyzed its tax
positions, and concluded that as of both December 31, 2017 and 2016, there are no uncertain tax positions taken that would require recognition of a liability (or
an asset), or that would require disclosure in the financial statements. The Company is subject to routine audits by tax authorities, but currently is not under an
examination.
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 1 – Summary of Significant Accounting Policies (cont.)

 
In the event of any future tax assessments, the Company has elected to record the income taxes and any related penalties as income tax expense and any
related interest as interest expense on the Company's consolidated statement of operations.
 
    Fair Value of Financial Investments
 
The Company applies authoritative guidance which provides a framework for measuring fair value. The guidance establishes a hierarchy that prioritizes the inputs
to valuation techniques used to measure fair value. The hierarchy gives the highest priority to valuations based upon unadjusted quoted prices in active markets
for identical assets or liabilities (Level 1 measurement) and the lowest priority to valuations based upon unobservable inputs that are significant to the valuation
(Level 3 measurements). The three levels of the fair value hierarchy under the guidance are described below:
 

Level 1: Inputs that reflect unadjusted quoted prices in active markets for identical assets or liabilities that the Company has the ability to access at the
measurement date.
 

Level 2: Quoted prices in markets that are not considered to be active financial instruments for which all significant inputs are observable either directly or
indirectly.
 
Level 3: Prices or valuations that require inputs that are both significant to the fair value measurement and unobservable.

 
A financial instrument’s 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.
 

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

Comprehensive loss
 
There were no components of comprehensive loss other than net loss for the years ended December 31, 2017 and 2016.
 

New Accounting Pronouncements
 
During May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) No. 2014-09, “Revenue from Contracts with
Customers.” ASU No. 2014-09 establishes principles for recognizing revenue upon the transfer of promised goods or services to customers, in an amount that
reflects the expected consideration received in exchange for those goods or services.  ASU No. 2014-09 as amended on July 5, 2015 is effective for fiscal years
beginning after December 15, 2018, and interim periods within annual periods beginning after December 15, 2019. The Company may elect to apply the
guidance earlier, but no earlier than fiscal years beginning after December 15, 2016. The amendments may be applied retrospectively to each period presented
or retrospectively with the cumulative effect recognized as of the date of initial application. The Company is currently assessing the effect that ASU No. 2014-09
will have on its results of operations, financial position and cash flows.
 

12

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 
 

ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 1 – Summary of Significant Accounting Policies (cont.)

 
During February 2016, the FASB issued ASU No. 2016-02, “Leases.” ASU No. 2016-02 was issued to increase transparency and comparability among
organizations by recognizing all lease transactions (with terms in excess of 12 months) on the balance sheet as a lease liability and a right-of-use asset (as
defined). ASU No. 2016-02 is effective for fiscal years beginning after December 15, 2019, and interim periods within fiscal years beginning after December 15,
2020, with earlier application permitted.  Upon adoption, the lessee will apply the new standard retrospectively to all periods presented or retrospectively using a
cumulative effect adjustment in the year of adoption. The Company is currently assessing the effect that ASU No. 2016-02 will have on its results of operations,
financial position and cash flows.
 

Reclassification
 
For comparability, certain 2016 amounts have been reclassified to conform with classifications adopted in 2017. The reclassification had no impact on net loss or
members’ (deficit).
 

NOTE 2 – Inventories

 
Inventories consisted of the following as of December 31, 2017 and 2016:
 
  2017   2016  
         
Diesel  $ 7,976  $ 25,155 
Propane   13,385   - 

Total  $ 21,361  $ 25,155 
 

NOTE 3 - Property and Equipment, Net

 
Property and equipment consisted of the following as of December 31, 2017 and 2016:
 
  2017   2016  
         
Furniture and fixtures  $ 14,493  $ 14,493 
Leasehold improvements   13,200   13,200 
Machinery and equipment   96,139   96,139 
Vehicles   5,587,223   5,587,223 

Total property and equipment   5,711,055   5,711,055 
Less: accumulated depreciation and amortization   (3,352,730)   (2,458,560)

Property and equipment, net  $ 2,358,325  $ 3,252,495 
 
Depreciation expense on property and equipment was $894,170 and $923,031 for the years ended December 31, 2017 and 2016, respectively.
 
During the years ended December 31, 2017 and 2016, the Company sold property and equipment with a net book value of $0 and $0 for $1,200 and $3,000
resulting in a gain on disposal of property and equipment of $1,200 and $3,000, respectively.
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 4 – Goodwill, Net

 
The Company’s goodwill is tested at the entity level for impairment at December 31. Due to the continued decline in the price of oil, which has led to continued
declines in revenues, operating profits and cash flows for the entity, the carrying value of goodwill was determined to be impaired as of December 31, 2015, and
a goodwill impairment loss of $15,769,570 was recorded. The fair value of the goodwill was estimated using the expected present value of the entity’s future
cash flows, a level 3 fair value measurement.
 
The following is a summary of goodwill as of both December 31, 2017 and 2016:
 
Gross carrying amount  $ 19,711,963 
Less: accumulated amortization   (3,942,393)
Less: impairment loss   (15,769,570)

Net carrying amount  $ - 
 

NOTE 5 – Customer Relationships, Net

 
Customer relationships are amortized on a straight-line basis over the estimated useful life of 7 years.
 
The following is a summary of customer relationships as of December 31, 2017 and 2016:
 
  2017   2016  
         
Gross carrying amount  $ 4,633,000  $ 4,633,000 
Less: accumulated amortization   (2,812,895)   (2,151,035)

Net carrying amount  $ 1,820,105  $ 2,481,965 
 
Aggregate customer relationships amortization expense for the years ended December 31, 2017 and 2016 was $661,860 and $661,857, respectively. The
amortization expense is included in the amortization line item within the statements of operations.
 
The estimated amortization expense for future periods is as follows:
 
2018  $ 661,857 
2019   661,857 
2020   496,391 
     

Total  $ 1,820,105 
 

NOTE 6 – Debt

 
Fifth Third Bank Term Loan and Revolving Loan
 
On October 8, 2013, the Company entered into a Credit Agreement (Fifth Third Bank Credit Agreement) with Fifth Third Bank which was amended May 28,
2015. The Credit Agreement and First Amendment to Credit Agreement provided for committed secured financing consisting of the following: revolving loan
(“Fifth Third Bank Revolving Loan”), available for loans and letters of credit, in an aggregate principal amount of up to $6,000,000 with a final maturity of October
8, 2018; a term loan (“Fifth Third Bank Term Loan”) in an aggregate principal amount of $10,000,000 with a final scheduled maturity of October 8, 2018; and a
capital expenditure term loan (“Capital Expenditure Term Loan”) of up to $1,000,000 with a final maturity date as defined in the Fifth Third Bank Credit
Agreement.
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 6 – Debt  (cont.)

 
The Company agreed to pay to Fifth Third Bank interest on the unpaid principal amount of each loan at the following rates per annum: (a) during such periods
as such Loan is a Prime Rate Loan, the Prime Rate (as in effect from time to time) plus the Applicable Margin for such Class of Loan, and (b) during each
Interest Period for such Loan during which such Loan is a LIBOR Rate Loan, the LIBOR Rate for such Interest Period plus the Applicable Margin for such Class
of Loans.
 
Fifth Third Bank made advances to the Company on the Fifth Third Bank Revolving Loan based on eligible inventories and accounts receivable. As a result of
such limits, the Company was eligible to borrow up to a maximum of $2,452,192 as of December 31, 2016. The outstanding borrowings under the Fifth Third
Revolving Loan were $1,542,000 as of December 31, 2016. The Revolving Loan principal was due in full at the maturity date; however, the Lender requires
certain available cash and cash equivalents to be applied to the outstanding balance daily. Interest on the Fifth Third Bank Revolving Loan was payable monthly,
and the effective interest rate was 7% as of December 31, 2016. Furthermore, the Company was required to pay a monthly fee of 0.5% per annum on the
unused balance of the revolving loan commitment. The Fifth Third Bank Revolving Loan borrowings were collateralized by substantially all assets of the
Company.
 
On October 8, 2013, the Company borrowed $10,000,000 under the Fifth Third Bank Term Loan. The Fifth Third Bank Term Loan principal was payable
beginning December 31, 2013 through April 30, 2017 in approximately quarterly installments ranging from $350,000 to $475,000; the remaining unpaid principal
balance was due in full at the maturity date. The Term Loan interest was payable monthly, and the effective interest rate was 5.5% as of December 31, 2016.
The Fifth Third Term Loan was collateralized by substantially all of the assets of the Company. The Fifth Third Bank Term Loan was extinguished in October
2017.
 
During the year ended December 31, 2014, the Company borrowed $1,000,000 under the Capital Expenditure Term Loan. Principal payments of $27,777 plus
interest was payable monthly under this first tranche of borrowing, beginning September 30, 2014 through August 31, 2018. The effective interest rate for this
loan was 5.1% as of December 31, 2016. The Company was also required to pay a monthly fee of 0.5% per annum on the unused balance of the total capital
expenditure term loan commitment. As of December 31, 2016, $0 was available to borrow under the capital expenditure term loan. The Capital Expenditure
Term Loan was paid in full in October 2017. The capital expenditure term loan was collateralized by substantially all of the assets of the Company.
 
The Company entered into a Forbearance and Second Amendment to Credit Agreement (“Forbearance Agreement”) with Fifth Third Bank on August 31, 2016.
Under the Forbearance Agreement, the Lender agreed to forbear from exercising its rights with respect to the existing defaults until June 30, 2017. Among other
things, the Forbearance Agreement: (1) modified the maturity date for all Fifth Third Bank debts from October 8, 2018 to June 30, 2017; (2) modified the original
principal payment schedule for the Fifth Third Bank Term Loan; (3) significantly modified covenants; (4) prohibited the Company from making any related-party
subordinated debt principal or interest payments; and (5) prohibited the Company from making any related-party management fee payments.
 
In connection with the Credit Agreement and Forbearance Agreement, the Company was required to comply with certain covenants. The Company was in
compliance with the modified covenants per the Forbearance Agreement as of December 31, 2016. However, as the modified maturity date of the debt balances
with the Lender was June 30, 2017, the debt balances as of December 31, 2016 remained classified within the current section of the balance sheet.
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 6 – Debt  (cont.)

 
In October 2017 as a result of troubled debt restructuring, the Company entered into another Forbearance Agreement with Fifth Third Bank. Upon satisfaction of
the Debt Forgiveness Conditions (as defined in Forbearance Agreement), the Company extinguished the Fifth Third Term Loan principal balance of $5,839,872
for $3,750,000. Pursuant to the agreement, the Company was required to pay in full the outstanding accrued interest, fees and other debt balances owed to Fifth
Third Bank at the time of the transaction. The Company paid the full outstanding principal balance of the Capital Expenditure Loan of $83,334. There were no
outstanding borrowings on the Fifth Third Revolving Loan at the time of the extinguishment. This debt extinguishment transaction due to cash flow problems
experienced by the Company resulted in a net gain of $1,859,878 after accounting for the extinguishment transaction expenses of $63,966 and the write down
of the corresponding Fifth Third Term Loan capitalized debt issuance costs of $166,028. The net gain on extinguishment of debt is included in the Other Income
section of the statement of operations for the year ended December 31, 2017. The extinguishment of the debt was partially funded by the issuance of a new $2.5
million term loan and the additional issuance of $0.4 million of related party subordinated debt.
 
CapX Term Loan
 
The Company entered into a Loan and Security Agreement with Cap X Fund IV, LP (“CapX”) on October 17, 2017, and borrowed $2,500,000 as a term loan as
defined (referred to as the “CapX Term Loan”). The CapX Term Loan principal is payable in monthly installments ranging from $31,250 to $72,917 beginning
November 1, 2017 through October 17, 2021. The CapX Term Loan’s stated interest rate is 9% per annum and the interest is payable monthly. The effective
interest was 9.7% as of December 31, 2017. The borrowings are collateralized by substantially all assets of the Company.
 
In connection with the debt issuance, the Company was charged a $50,000 closing fee payable at the time of the transaction. The Company also incurred other
miscellaneous financing fees as a result of the transaction. Total debt issuance costs recorded in connection with the debt issuance was $84,279.
 
Pursuant to the CapX Term Loan agreement, the Company is required to comply with certain covenants.
The Company was in compliance with the covenants as of December 31, 2017.
 
A loan success fee of $37,500 shall be earned and payable to CapX on the maturity date of the CapX Term Loan, or such earlier date that the CapX Term Loan
is refinanced.
 
MB Bank Revolving Loan
 
The Company entered into a Credit and Security Agreement with MB Financial Bank, N.A. (“MB Bank”) on October 17, 2017. The agreement provides for
committed secured financing consisting of a revolving loan facility (“MB Bank Revolving Loan”), available for loans and letters of credit, in an aggregate principal
amount of up to $6,000,000 with a final maturity of October 17, 2020.
 
MB Bank makes advances to the Company on the MB Bank Revolving Loan based on eligible accounts receivable. The outstanding borrowings under the MB
Bank Revolving Loan were $2,366,896 as of December 31, 2017. The MB Bank Revolving Loan principal is due in full at the maturity date; however, MB Bank
requires certain available cash and cash equivalents to be applied to the outstanding balance daily. The Company agreed to pay to MB Bank interest monthly at
a per annum rate equal to MB Bank’s publicly announced prime rate (as in effect from time to time) plus 4.5%. The effective interest rate was 9% as of
December 31, 2017. Furthermore, the Company is required to pay a monthly fee of 0.5% per annum on the unused balance of the revolving loan commitment.
The MB Bank Revolving Loan borrowings are collateralized by substantially all assets of the Company.
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 6 – Debt  (cont.)

 
In connection with the agreement, the Company was charged a $60,000 closing fee payable at the time of the debt issuance. The Company also incurred other
miscellaneous financing fees as a result of the transaction. Total debt issuance costs recorded in connection with the debt issuance was $99,417.
 
Pursuant to the MB Bank Credit and Security Agreement, the Company is required to comply with certain covenants. The Company was in compliance with the
covenants as of December 31, 2017.
 
If the Company prepays all of its outstanding obligations with MB Bank and the Credit and Security Agreement between MB Bank and the Company is
terminated 90 days prior to the maturity date, the Company agrees to pay MB Bank an amount equal to (i) $120,000 if such prepayment occurs two years or
more prior to the maturity date, (ii) $60,000 if such prepayment occurs less than two years, but at least one year prior to the maturity date, or (iii) $30,000 if such
prepayment occurs less than one year prior to the maturity date. As of December 31, 2017, the Company did not have plans to prematurely terminate the
agreement.
 
Related Party Subordinated Debt
 
The Company entered into a Loan Agreement (the "Agreement") effective as of October 8, 2013 with certain entities with ownership interest in the Company (the
“Lenders”). Subject to the terms of this Agreement, each Lender agreed to loan to the Company the dollar amount set forth (each a "Loan" and collectively, the
"Loans"). Each Loan is evidenced by and is repayable in accordance with the Senior Subordinated Note (the “Notes”) issued by the Company to each Lender in
the amount of its Loan. The debt is secured by all Company assets.
 
The Notes were originally issued in October 2013 for a total of $9,000,000 with a 17% interest rate (12% current, 3% deferred, 2% closing fee); with the cash
interest portion only paid on the last day of each calendar month, commencing on October 31, 2013. Outstanding borrowings under all the Notes were
$11,707,906, including deferred interest payable at maturity of $2,706,905, as of December 31, 2016. Beginning November 1, 2015 the Company stopped
making monthly cash interest payments on these debt balances due to existing defaults related to the Fifth Third Bank debts. Therefore, all interest from this
date thru December 31, 2016 was deferred and incurred at a total effective rate of 17% (12% current rate, 3% deferred rate, plus 2% default rate per the
Agreement). Total interest expense on the Notes was $1,845,991 for the year ended December 31, 2016.
 
The Company entered into a Forbearance Agreement (“Forbearance Agreement”) with the Lenders on August 31, 2016. Under the Forbearance Agreement, the
Lenders agreed to forbear from exercising their rights with respect to the existing defaults until June 30, 2017. Among other things, the Forbearance Agreement
significantly modified covenants. In connection with the Loan Agreement and Forbearance Agreement, the Company was required to comply with certain
covenants. The Company was in compliance with the modified covenants per the Forbearance Agreement as of December 31, 2016. However, due to certain
terms of the Forbearance Agreement, the debt balances as of December 31, 2016 remained classified within the current section of the balance sheet.
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 6 – Debt  (cont.)

 
On October 17, 2017, the Loan Agreement was modified by the Amendment No. 2 Agreement and the Lenders issued First Amended and Restated Senior
Subordinated Notes (“Restated Notes”). The amendment agreement allowed the Lenders to lend the Company an additional $400,000 pursuant to the terms of
the original loan agreement, eliminated all financial covenants, allowed for modifications of the terms of the Company’s indebtedness to the Lenders, and
required the Company to enter into a Management Service Agreement with Spell Capital Mezzanine Partners, SBIC, LP, a related party. The Restated Notes
amended and restated in its entirety the Senior Subordinated Notes issued October 8, 2013. The Restated Notes were updated to include the total additional
$400,000 principal issued in October 2017 resulting in a total principal amount of $9,400,000 (excluding previously capitalized deferred interest balances).
Additionally, the Restated Notes extended the maturity date to April 17, 2022 and restated the interest rate to 17% per annum (all deferred). The entire principal
balance is due and payable on the maturity date and may be prepaid without penalty or premium at the option of the Company. The interest on the Restated
Notes shall be computed on all outstanding principal (including deferred interest that has previously been capitalized), compound monthly and be added to the
principal balance. The interest shall be due and payable either with the payment of the outstanding principal or on the maturity date. The Restated Notes are
subordinated to the MB Financial Bank Revolving Loan and the CapX Term Loan and are collateralized by substantially all assets of the Company.
 
Outstanding borrowings under the Restated Notes were $14,307,050, including deferred interest payable at maturity of $4,907,055, as of December 31, 2017.
Interest expense on the Restated Notes for the year ended December 31, 2017 totaled $2,200,144; the entire amount was deferred and capitalized to the
principal. As of December 31, 2017, the Company was not in default on the Restated Notes and the entire balance of the Restated Notes was classified as
long-term due to the restated maturity date.
 
During the year ended December 31, 2017, the Company capitalized additional debt issuance costs of $2,033 in relation to the amendment and restatement of
the Restated Notes.
 
Debt, including long-term debt and related party subordinated debt, consisted of the following as of December 31, 2017 and 2016:
 
  2017   2016  
         
Fifth Third Bank Revolving Loan  $ -  $ 1,542,000 
Fifth Third Bank Term Loan   -   5,877,572 
Fifth Third Bank Capital Expenditure Term Loan   -   222,222 
MB Bank Revolving Loan   2,366,896   - 
CapX Term Loan   2,427,083   - 
Less: capitalized debt issuance costs   (174,661)   (229,573)

Total long-term debt   4,619,318   7,412,221 
Less: current portion   (603,930)   (7,412,221)

Total long-term debt, net of current portion  $ 4,015,388  $ - 
         
         
Related Party Subordinated Debt  $ 14,307,050  $ 11,706,906 
Less: capitalized debt issuance costs   (107,157)   (187,834)

Total related party subordinated debt   14,199,893   11,519,072 
Less: current portion   -   (11,519,072)

Total related party subordinated debt, net of current portion  $ 14,199,893  $ - 
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 6 – Debt  (cont.)

 
Future maturities of debt, including long-term debt and related party subordinated debt, are as follows for the years ending December 31:
 
2018  $ 625,000 
2019   625,000 
2020   2,991,896 
2021   552,083 
2022   14,307,050 
     

Total  $ 19,101,029 
 

NOTE 7 – Members’ (Deficit)

 
On November 14, 2016, the Company entered into a LLC Membership Redemption Agreement to purchase and redeem 40.2% of member units. The purchase
price was $2.00 plus a contingent supplemental payment as defined in the LLC Membership Redemption Agreement. The contingent supplemental payment is
payable if a Liquidity Event, as defined, occurs prior to the fifth anniversary date of the agreement. The Company has determined the fair value of the
supplemental payment is $0 as of December 31, 2017, December 31, 2016 and November 14, 2016.
 

NOTE 8 – Commitments and Contingencies

 
The Company leases various buildings and other miscellaneous properties and equipment. Rent expense totaled $1,095,785 and $994,116 for the years ended
December 31, 2017 and 2016, respectively.
 
Future minimum payment commitments under all non-cancelable leases with initial terms of one year or more at December 31, 2017, consisted of the following:
 
2018  $ 553,380 
2019   90,379 
2020   83,879 
2021   30,279 
     
Total  $ 757,917 
 

NOTE 9 - Related Party Transactions

 
During the year ended December 31, 2016, the Company purchased approximately $1.9 million of propane through a distributor which was a related party. The
related party relationship terminated November 2016; however, the Company continued to purchase propane from the same distributor through the year ended
December 31, 2017.
 
During the year ended December 31, 2016, the Company accrued quarterly management fees owed to IIP, a related party, in the amount of $25,286. On
November 16, 2016, the management fee agreement between the Company and IIP terminated; therefore, there were no additional management fees accrued
or paid to IIP in the year ended December 31, 2017. Accrued management fees owed to IIP and included within the accrued expense balances in the balance
sheets as of both December 31, 2017 and 2016 totaled $99,020. These fees are subordinate to the outstanding debt of the Company.
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ADLER HOT OIL SERVICE, LLC
As of December 31, 2017 and 2016 and for the Years Ended December 31, 2017 and 2016

 

NOTE 9 - Related Party Transactions (cont.)

 
The Company entered into a Management Services Agreement with Spell Capital Mezzanine Partners, SBIC, LP (“Spell”), a related party, on October 17, 2017.
Pursuant to the agreement, the Company shall pay Spell a one-time restructuring fee of $25,000 and a management fee of $25,000 per calendar quarter,
commencing with the quarter ending December 31, 2017. The fees shall be due and payable only upon a sale of the Company and only if at least fifty percent or
more of the original principal amount of all loans by the related party subordinated debt lenders to the Company have been repaid in cash to the lenders. During
the year ended December 31, 2017, the Company accrued $50,000 of management fee expenses pursuant to the agreement and these expenses were
included within the accrued expense balances in the balance sheet as of December 31, 2017. These fees are subordinate to the outstanding debt of the
Company.
 
During the year ended December 31, 2016, certain buildings and property used by the Company were owned by and leased from a related party. The Company
paid $191,935 for leases with related parties during the year ended December 31, 2016. The related party relationship terminated November 2016; however, the
Company continued to lease the same buildings and properties through December 31, 2017.
 

NOTE 10 – Subsequent Events

 
The Company has evaluated subsequent events through April 30, 2018, the date the financial statements were available for issuance. No material events have
occurred since December 31, 2017 requiring disclosure.
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Exhibit 99.2 
 

UNAUDITED PRO FORMA FINANCIAL INFORMATION
 
The following Unaudited Pro Forma Financial Statements (the “pro forma financial statements”) give effect to the acquisition of Adler Hot Oil Service,
LLC ("Adler") by Enservco Corportation, in a transaction to be accounted for under the acquisition method of accounting in accordance with Accounting
Standards Codification 805, Business Combinations, with Enservco as the identified acquirer the "Transaction." These pro forma financial statements have
been derived from the historical financial statements of Enservco and Adler and are prepared in accordance with the rules and regulations of the Securities
and Exchange Commission ("SEC"). The Unaudited Pro Forma Balance Sheet ("the pro forma balance sheet") as of September 30, 2018 and  the Unaudited
Pro Forma Statement of Operations (the “pro forma statement of operations”) for the nine months ended September 30, 2018 and the year ended
December 31, 2017 combine the historical consolidated statement of operations of Enservco and Adler for the respective periods, and give pro forma effect to
the Transaction as if it had been completed on January 1, 2017. 
 
The historical consolidated financial data has been adjusted to give pro forma effect to events that are (i) directly attributable to the Transaction, (ii) factually
supportable and (iii) with respect to the statement of operations, expected to have a continuing impact on the combined results. The pro forma adjustments
are preliminary and based on management’s estimates of the fair value and useful lives of the assets acquired and liabilities assumed and have been
prepared to illustrate the estimated effect of the Transaction and certain other adjustments.
 
The pro forma financial statements have been presented for illustrative purposes only in accordance with Article 11 of Regulation S-X and are not necessarily
indicative of the financial condition or results of operations of future periods or the financial condition or results of operations that actually would have been
realized had the entities been combined during the period presented. The pro forma financial statements do not give effect to the potential impact of current
financial conditions, regulatory matters or any anticipated synergies, operating efficiencies or cost savings that may be associated with the Transaction.
These financial statements also do not include any integration costs, dissynergies or estimated future transaction costs, except for fixed contractual
transaction costs, that the companies may incur as a result of the Transaction.
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ENSERVCO CORPORATION AND SUBSIDIARIES
Pro Forma Condensed Consolidated Balance Sheet

(In thousands)
(Unaudited)

 
  Historical Enservco  Historical Adler       

  September 30, 2018  September 30, 2018  
Pro Forma
adjustment   Pro Forma  

ASSETS               
Current Assets               

Cash and cash equivalents  $ 39 $ 1,891 $ -  $ 1,930 
Accounts receivable, net   3,132  231  -   3,363 
Prepaid expenses and other current assets   977  293  -   1,270 
Inventories   525  179  -   704 
Income taxes receivable, current   57  -  -   57 

Total current assets   4,730  2,594      7,324 
               
Property and equipment, net   26,120  1,849  6,228 (a)  34,197 
Income taxes receivable, noncurrent   57  -  -   57 
Goodwill   -  -  3,717 (b)  3,717 
Other assets   902  1,370  (1,324) (c)  948 
               
TOTAL ASSETS  $ 31,809 $ 5,813     $ 46,243 
               

LIABILITIES AND STOCKHOLDERS' EQUITY               
Current Liabilities               

Accounts payable and accrued liabilities  $ 2,047 $ 684  -  $ 2,731 
Short-term note   -  -  4,800 (d)  4,800 
Current portion of long-term debt   112  -  -   112 

Total current liabilities   2,159  684      7,643 
               
Long-Term Liabilities               

Senior revolving credit facility   22,570  -  6,950 (e)  29,520 
Subordinated debt   1,820  16,261  (16,261) (f)  1,820 
Long-term debt, less current portion   243  1,841  (1,841) (g)  243 
Other liability   -  -  2,000 (h)  2,000 

Total long-term liabilities   24,633  18,102      33,583 
Total liabilities  . 26,792  18,786      41,226 

               
               
Stockholders' Equity               

Preferred stock, $.005 par value, 10,000,000 shares
authorized, no shares issued or outstanding

  -  -  -   - 

Common stock. $.005 par value, 100,000,000 shares
authorized, 54,344,829 shares issued, respectively; 103,600
shares of treasury stock; and 54,241,229 shares outstanding

  
271

  -  -   271 

Additional paid-in capital   21,695  -  -   21,695 
Accumulated (deficit) earnings   (16,949)  (12,973)  12,973 (i)  (16,949)

Total stockholders equity   5,017  (12,973)      5,017 
               
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY  $ 31,809 $ 5,813     $ 46,243 

 
.
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ENSERVCO CORPORATION AND SUBSIDIARIES
Pro Forma Condensed Consolidated Statement of Operations

(In thousands except per share amounts)
(Unaudited)

 
  Historical Enservco  Historical Adler       

  
For the nine months

ended
 

For the nine months
ended

 
Adler acquisition

related
    

  September 30, 2018  September 30, 2018  
Pro Forma
adjustment   Pro Forma  

               
Revenues               
Well enhancement services  $ 29,490 $ 11,217  -  $ 40,707 
Water transfer services   2,558  -  -   2,558 
Water hauling services   2,337  -  -   2,337 
Other   -  -  -   - 
Total revenues   34,385  11,217      45,602 
               
Expenses               
Well enhancement services   22,937  7,430  146 (j)  30,513 
Water transfer services   2,586  -  -   2,586 
Water hauling services   2,634  -  -   2,634 
Functional support and other   467  -  -   467 
Sales, general, and administrative expenses   3,803  2,835  (228) (k)  6,410 
Patent litigation and defense costs   77  -  -   77 
Severance and transition costs   633  -  -   633 
Depreciation and amortization   4,669  1,167  (28) (l)  5,808 
Total operating expenses   37,806  11,432      49,128 
               
Loss from Operations   (3,421)  (215)      (3,526)
               
Other (Expense) Income               
Interest expense   (1,482)  (2,301)  2,118 (m)  (1,665)
Gain on disposals   53  -  -   53 
Other expense   (467)  -  -   (467)
Total other expense   (1,896)  (2,301)      (2,079)
               
Loss Before Tax Expense   (5,317)  (2,516)      (5,605)
Income Tax Expense   (32)  -  -   (32)
Net Loss  $ (5,349) $ (2,516)     $ (5,637)
               
Earnings (loss) per Common Share - Basic  $ (0.10)        $ (0.11)
               
Earnings (loss) per Common Share – Diluted  $ (0.10)        $ (0.11)
               
Basic weighted average number of common shares
outstanding

  52,389         52,389 

Add: Dilutive shares   -         - 
Diluted weighted average number of common shares
outstanding

  52,389         52,389 
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ENSERVCO CORPORATION AND SUBSIDIARIES
Pro Forma Condensed Consolidated Statement of Operations

(In thousands except per share amounts)
(Unaudited)

 
  Historical Enservco  Historical Adler       

  For the year ended  For the year ended  
Adler acquisition

related
    

  December 31, 2017  December 31, 2017  Pro Forma adjustment   Pro Forma  
               
Revenues               
Well enhancement services  $ 34,686 $ 17,003  -  $ 51,689 
Water transfer services   2,128  -  -   2,128 
Water hauling services   3,684  -  -   3,684 
Other   254  -  -   254 
Total revenues   40,752  17,003      57,755 
               
Expenses               
Well enhancement services   25,902  13,574  183 (j)  39,659 
Water transfer services   2,666  -  -   2,666 
Water hauling services   3,979  -  -   3,979 
Functional support and other   1,057  -  -   1,057 
Sales, general, and administrative expenses   4,459  765  (262) (k)  4,962 
Patent litigation and defense costs   129  -  -   129 
Severance and transition costs   784  -  -   784 
Depreciation and amortization   6,488  1,556  (37) (l)  8,007 
Total operating expenses   45,464  15,895      61,243 
               
(Loss) Income from Operations   (4,712)  1,108      (3,488)
               
Other (Expense) Income               
Interest expense   (2,261)  (2,820)  2,442 (m)  (2,639)
Loss on disposals   (18)  -  -   (18)
Other expense   (463)  1,860  (1,859) (n)  (462)
Total other expense   (2,742)  (960)      (3,119)
               
(Loss) Income Before Tax Expense   (7,454)  148      (6,607)
Income Tax Benefit   561  -  -   561 
Net (Loss) Income  $ (6,893) $ 148     $ (6,046)
               
Loss per Common Share - basic and diluted  $ (0.13)        $ (0.12)
               
Basic and diluted weighted average number of common
shares outstanding

  51,070         51,070 
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Note 1 - Description of Transaction and Basis of Pro Forma Information
 
Acquisition of Adler Hot Oil Service, LLC
 
On October 26, 2018, Enservco Corporation entered into a Membership Interest Purchase Agreement (the “Agreement”) with Adler Hot Oil Holdings, LLC, a
Delaware limited liability company (the “Seller”), pursuant to which Enservco acquired all of the outstanding membership interests of Adler Hot Oil Service,
LLC, a Delaware limited liability company (“Adler”) for an aggregate purchase price of $12.5 million, plus approximately $500,000 in working capital
adjustments (the “Transaction”). Certain former members of Adler are also parties to the Agreement. Adler is a national provider of frac water heating and hot
oiling services, whose assets consist primarily of vehicles and equipment, with a complementary base of customers in several oil and gas producing basins
where Enservco operates.
 
The consideration paid or to be paid by Enservco under the Agreement includes: (i) $3.7 million in cash paid to or for the benefit of the Seller at the closing;
(ii) a subordinated promissory note issued to the Seller in the principal amount of $4.8 million, plus interest accrued thereon (the “Seller Subordinated Note”),
as further discussed below; (iii) retirement by Enservco of $2.5 million in indebtedness of Adler; (iv) an earn-out payment of up to $1.0 million in cash payable
to the Seller, the actual amount of which is subject to Enservco’s satisfaction of certain EBITDA-related performance conditions during 2019; and (v) $1.0
million in cash held by Enservco and payable to the Seller on the 18 month anniversary of October 26, 2018, subject to offset by Enservco for any
indemnification obligations owed by the Seller or certain former members of Adler under the Agreement.
 
Subordinated Note
 
In connection with the transaction and pursuant to the terms of the Agreement, on October 26, 2018, Enservco issued to the Seller the Seller Subordinated
Note in the original principal amount of $4.8 million, and unpaid amounts thereunder bear simple interest at a rate of 8% per annum (or 11% while any default
is continuing). Enservco is required to make principal payments on November 30, 2018 of $800,000, on February 28, 2019 of $200,000, and on the final
maturity date of the Seller Subordinated Note of March 31, 2019 of all remaining outstanding principal and interest. Enservco may prepay the Seller
Subordinated Note in whole or in part, without penalty or premium, at any time prior to its maturity date. The Seller Subordinated Note is guaranteed by
Enservco’s subsidiaries and secured by a junior security interest in substantially all assets of Enservco and its subsidiaries. The Seller Subordinated Note is
subject to a subordination agreement by and among Enservco, the Seller, and East West Bank.
 
Second Amendment to Loan and Security Agreement and Consent 
 
In connection with the transaction, on October 26, 2018, Enservco and East West Bank entered into a Second Amendment to Loan and Security Agreement
and Consent (the “Second Amendment to LSA”), which amended the Loan and Security Agreement (the " 2017 Loan Agreement") dated August 10, 2017 by
and between Enservco and East West Bank, a California banking corporation ("East West Bank"). Pursuant to the Second Amendment to LSA, East West
Bank consented to the Transaction and increased the maximum borrowing limit of the senior secured revolving credit facility provided to Enservco under the
Loan Agreement to $37.0 million. Proceeds of $6.2 million from the increased senior secured revolving credit facility were used in the Transaction to make
the cash payments at closing and retire the indebtedness of Adler. In connection with the Second Amendment to LSA the capital expenditure limitation
contained within the Loan Agreement was increased to $3.0 million from $2.5 million.
 
On October 26, 2018, in connection with the Second Amendment to LSA, Adler entered into a Joinder Agreement, pursuant to which Adler was joined as a
party to the Loan Agreement.
 
Basis of Presentation
 
The historical financial information has been adjusted to give pro forma effect to events that are: (a) directly attributable to the acquisition of Adler and the
related financing, (b) factually supportable, and (c) with respect to the unaudited pro forma condensed consolidated statement of operations, expected to
have a continuing impact on the combined results. The unaudited pro forma adjustments related to the Adler acquisition are preliminary and based on
estimates of the fair value and useful lives of the assets acquired and liabilities assumed and have been prepared to illustrate the estimated effect of the
transaction and certain other adjustments. The final determination of the purchase price allocation will be based on the final valuation of the fair values of
assets acquired and liabilities assumed as of the actual closing date of the transaction. The unaudited pro forma adjustments related to the financing are
preliminary in nature and reflect the Company’s best estimates of the proceeds and related interest assumptions at the time of the preparation of the
unaudited pro forma condensed combined financial information.
 
The unaudited pro forma condensed consolidated balance sheet as of September 30, 2018 gives effect to the acquisition of Adler and related financing as if
they had occurred on September 30, 2018. The unaudited pro forma condensed consolidated statement of operations for the year ended December 31,
2017 and nine months ended September 30, 2018 give effect to the acquisition of Adler and the related financing as if they had occurred on January 1, 2017,
the beginning of Enservco's most recently completed fiscal year
 
Note 2 - Summary of Significant Accounting Policies
 
The unaudited pro forma condensed combined financial information has been prepared using the significant accounting policies set forth in the Company’s
annual report filed on Form 10-K for the year ended December 31, 2017 and, as updated, within the Company’s quarterly report filed on form 10-Q for the
period ended September 30, 2018.
 
Except as discussed below, Enservco has not identified any significant differences in the accounting policies used by Enservco or Adler in the preparation of
the unaudited pro forma condensed combined financial information. Enservco is in the process of completing a more detailed review of Adler’s significant
accounting policies and, as a result, differences could be identified between the accounting policies of Enservco and Adler that, when conformed, could have
a material impact on the financial statements.
 
Reclassifications
 
Certain amounts in the historical consolidated financial statements of Adler have been reclassified within the “Pro Forma Adjustment” column in the
unaudited pro forma condensed consolidated financial information so that presentation would conform with Enservco’s financial statement presentation and
existing financial statement line items. These reclassifications have no effect on previous reported total assets, total liabilities, and shareholders’ equity, or net
income (loss) of Adler or Enservco.
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Note 3 - Unaudited Pro Forma Adjustments
 
The following is a description of the unaudited pro forma adjustments reflected in the unaudited pro forma condensed consolidated financial statements.
 
Adjustments to the Condensed Consolidated Balance Sheet:
 
(a) Reflects the write-up of fixed assets to fair value in accordance with purchase price allocation.
 
(b) Reflects the recognition of goodwill.
 
(c) Reflects the write-off of Adler intangible assets related to customer relationship.
 
(d) Reflects the short-term note due to the Seller.
 
(e) Reflects additional debt on the senior secured revolving credit facility.
 
(f) Reflects the payoff of Adler's related party subordinated debt.
 
(g) Reflects the payoff of Adler's term loan.
 
(h) Reflects the contingent liabilities associated with the earnout and indemnification obligations related to the acquisition of Adler.
 
(i) Reflects the elimination of Adler equity.
 
Adjustments to the Condensed Consolidated Statement of Operations
 
(j) Reflects the reclassification of certain amounts from Sales, general, and administrative expenses to Well enhancement services expense.
 
(k) In addition to reclassification discussed in (j), there is also an adjustment related to certain professional fees which will no longer be incurred.
 
(l) Reflects additional estimated depreciation expense related to the acquired property and equipment.
 
(m) Reflects reduced interest expense based on the use of the 2017 Loan Agreement with East West Bank.
 
(n) Reflects adjustment for gain recognized on extinguishment of debt by Adler in 2017.
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