








Qualified Opinion

In our opinion, except for the effects of not consolidating all entities, as discussed in the Basis for Qualified
Opinion paragraph, the consolidated financial statements referred to in the first paragraph present fairly, in all
material respects, the financial position of Garney Holding Company and Subsidiaries as of December 31, 2019
and 2018, and the results of their operations and their cash flows for the years then ended in accordance with
accounting principles generally accepted in the United States of America.

T Vot rosa MplCann L.

Kansas City, Missouri
March 6, 2020



GARNEY HOLDING COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31, 2019 and 2018

2019 2018
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 231,891,930 277,661,684
Short-term investments 72,554,048 70,049,092
Contract receivables, net 99,466,273 180,181,947
Accounts receivable 945,041 1,358,257
Other receivables - 14,650,000
Costs and estimated earnings in excess of
billings on contracts in progress - 31,061,876
Contract assets 61,286,830 -
Inventory 767,732 1,657,235
Prepaids and deposits 4,230,808 3,441,166
TOTAL CURRENT ASSETS 471,142,662 580,061,257
PROPERTY AND EQUIPMENT get 13,809,501 13,622,219
GOODWILL, net i 13,000,771 15,259,339
INTANGIBLE ASSETS, ne ¥ 15,327,664 17,080,000
EQUITY IN UNCONSOLIDA DWRY 35,372,962 35,372,962
EQUITY IN EQUITY METHOD INYESTM 2,962,154 500,000
EQUITY IN CONSTRUCTION JOINT,) S 4,900 4,866
OTHER LONG-TERM ASSETS i 317,395 340,000
TOTAL ASSETS 3 A $ 561,938,008 662,240,643
LIABILITIES /
CURRENT LIABILITIES
Accounts payable $ 107,703,715 86,775,777
Accrued Employee Stock Ownership Plan contribution 3,610,313 3.271.619
Accrued employee incentive plan liability 42,537,107 41,552,044
Accrued liabilities 4,735,008 5,336,603
Billings in excess of costs and estimated earnings on
contracts in progress - 206,793,842
Coniract liabilities 85,732,623 -
Warren purchase price payable 24,588,909
Current portion of stock appreciation rights 10,440,620
Curment portion of Warren earnout liability -
TOTAL CURRENT LIABILITIES 378,759,414
STOCK APPRECIATION RIGHTS, less current portion above 18,990,157
WARREN EARNOQUT LIABILITY, less current portion above 3423419
OTHER LONG-TERM LIABILITIES 5,464,345 5,464,345
TOTAL LIABILITIES 291,046,680 406,637,335
STOCKHOLDER'S EQUITY
Contributed capital
Common stock: authorized 15,000,000 shares of $0.01 par
value; 2,624,291 issued and 1,975,856 outstanding shares 26,243 26,243
Additional paid-in capital 13,703,250 13,703,250
Total contributed capital 13,729.493 13,729,493
Retained earnings 292,278,259 285,104,136
Treasury stock, at cost - 648,435 shares (47.575,169) {47.575,169)
TOTAL STOCKHOLDER'S EQUITY
OF GARNEY HOLDING COMPANY 258,432,583 251,258,459
Non-controlling interest equity 2,458,745 4,344,849
TOTAL EQUITY 260,891,328 255,603,308
TOTAL LIABILITIES AND EQUITY $ 551,938,008 662,240,643

See Notes to Consolidated Financial Statements
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
Years Ended December 31, 2019 and 2018

2019 2018
Construction revenues 3 1,108,910,032 $ 920,403,914
Costs of construction revenues 919,969,429 733,838,960
CONSTRUCTION GROSS PROFIT 188,940,603 186,564,954
Manufacturing sales and other revenue 6,713,854 1,099,124
Cost of goods sold and leased 3,070,923 404,473
MANUFACTURING GROSS PROFIT 3,642,931 694,650
TOTAL GROSS PROFIT 192,583,534 187,259,604
General and administrative expenses 23,158,431 18,631,877
Employee Stock Ownership Plan ution expense 17,568,893 15,293,839
Employee incentive plan and shfre-basipd compensation expense 63,664,487 59,489,246
OPERATING INCOME O 88,191,723 93,844,642
OTHER INCOME (EXPENSE)
Investment income 5,471,139 4,905,496
Unrealized gain (loss) on trading securities A 2,948,501 (1,348,168)
Amortization of goodwill and intangibles {4,010,904) (1,465,260)
Equity in income of construction joint ventures / 34 68,787
Miscellaneous expense (970,000) {336,016)
TOTAL OTHER INCOME (EXPENSE) 3,438,770 1,824,839
NET INCOME 91,630,493 95,669,482
NET INCOME ATTRIBUTABLE TO
NON-CONTROLLING INTERESTS / 1,053,897 4832172
NET INCOME ATTRIBUTABLE TO
GARNEY HOLDING COMPANY 576,597 90,837,310

See Notes to Consolidated Financial Statements
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2019 and 2018

2019 2018
CASH FLOWS FROM OPERATING ACTIVITIES
Net income attributable to Gamey Holding Company $ 90,576,597 $ 90,837,310
Adjustments to reconcile net income to net cash
flows from operating activities:
Depreciation 1,740,789 1,213,570
Gain on sale of property and equipment (72,828) (241,374)
Amortization of goodwill and intangibles 4,010,904 1,465,260
Unrealized (gain) loss on short-term investments (2,948,501) 1,348,168
Compensation expense for stock appreciation rights 18,879,340 15,789,325
Equity in eamnings of JV's (34) (68,787)
Non-controlling interest eamings 1,053,897 4,832,172
Decrease {increase) in operating assets
Contract receivables, net (1,393,236) (23,580,657)
Accounts receivable 413,216 (386,587)
Other receivables 14,650,000 (14,650,000}
Costs and estimated earnin
bilings on contracts in progress - {3,826,305)
Contract assets (7,354,313) -
Inventory 889,503 296,228
Prepaids and deposits (789,642) (933,368)
Increase (decrease) in liabilities
Accounts payable 20,927,938 17,110,588
Accrued Employee Stock Ownership Plan contributi 338,694 448,791
Accrued employee incentive plan liability 985,062 6,806,533
Accrued liabilities {601,596) 350,040
Bilings in excess of costs and estimated
earnings on contracts in progress 29,808,528
Contract liabilities (61,822 950) -
Stock appreciation rights {10,448,900) {9,120,164)
NET CASH FLOWS FROM OPERATING ACTIVIiTIES 69,033,940 117,499,280
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and squipment 66,243) {1,833,654)
Proceeds from sale of property and equipment 111,000 634,052
Purchases of and reinvestments into trading securities ,723,554) {13,141,339)
Proceeds from sales of trading securities 13,167,099 9,240,605
Capital investment in equity method investment (2,462,154) (500,000)
Distribution from joint ventures - 1,657,316
Other long-term assets 22,605 (189,545)
Purchase of Warren Environmental & Coatings, LLC, see Note 17 (24,588,909) (3,150,000)
Payments to reduce Warren products eamout liabilty {21,067) (26,581)
NET CASH FLOWS FROM INVESTING ACTIVITIES (28,461,222) (7,309,145)
CASH FLOWS FROM FINANCING ACTIVITIES
Distributions {83,402,473) (32,612,880)
Non-controlling interest equity (2,940,000) {2,994,000)
NET CASH FLOWS FROM FINANCING ACTIVITIES (86,342 472) {35,606,880)
NET CHANGE IN CASH AND CASH EQUIVALENTS (45,769,754) 74,583,255
CASH AND CASH EQUIVALENTS, BEGINNING CF PERIOD 277,661,684 203,078,429
CASH AND CASH EQUIVALENTS, END OF PERIOD $ 231,891,931 3 277,661,684

See Notes to Consolidated Financial Statements
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies

Principles of consolidation -

The accompanying consolidated financial statements include the accounts of Garney Helding Company
(GHC) {(an employee-owned company) and its wholly-owned subsidiaries, Garney Companies, Inc.
{(including its wholly-owned subsidiary Garney P3, LLC (GP3) and GP3's cost method investment in Vista
Ridge, LLC (VR), and its consolidated joint venture Garney/Wharton Smith), Garney Federal, Inc. (including
its consolidated joint venture CWG, JV), Garney Pacific, Inc., Garney Hawaii, Inc., Warren Environmental &
Coatings, LLC {Warren) (See Note 17), A&W Maintenance & Coatings, LLC (A&W) (See Note 17), and GP3
I, LLC, hereinafter collectively referred to as "Garney”. All significant intercompany balances and
transactions have been eliminated in consolidation.

Garney elected to record VR on the cost method of accounting instead of full consolidation. As of December
31, 2019 and 2018, th method investment in VR totaled $35,372,962 and is included in equity in
unconsolidated subsigfary ofithe consolidated balance sheets. Gamey believes the cost method provides a
more accurate repre tqyoﬁ,alm_e risks of Gamey's investment and associated revenues and expenses
from construction activiti .ﬁarne},does not guarantee any liabilities of VR and has no additional capital
contributions required, withthe 9;596 ion of the $20,619,719 contribution due April 2020, currently
supported by a letter of credil, &% diftlissed in Note 9. If the financial statements of VR had been
consolidated with those of Gamef, tqlal#Sse
liabilities would be increased by applKimtiteld
decreased by approximately $3,800,008 frote thgradoption of Topic 606 for revenue recognition, net income
would be decreased by approximately $1,700400048gd net income attributable to Garney would be
decreased by approximately $867,000 as offangfor this year ended December 31, 2019. Total assets would
¢ algiiiies would be increased by approximately
fikimBtely $600,000, and net income attributable to
Garney would be increased by approximately $306,8Q0 a% of for the year ended December 31, 2018.

. S )
Garney participates in various joint ventures and partnersﬁ';(;; i

method of accounting for joint ventures in which it has the abiliy to
control. Garney consolidates those joint ventures where it has de;

tures). Gamey uses the equity
se significant influence, but not
egithat it has a variable interest and
agds Baard (FASB) Accounting
Standards Codification (ASC) Topic 810, Consolidation, and related Siapds ""' The factors used to
determine the primary beneficiary of a variable interest entity (VIE) include Wfe dg€ision authority of each
partner, which partner manages the day-to-day operations of the project aritl jffe amount of equity
investment in relation to that of other partners.

Nature of operations -

Garney specializes in water and wastewater construction. Operations are overseen by Profit Center Officers
and Directors. Profit centers focus on pipelines (the Pipe Group),on treatment plants, pump stations and
tanks (the Plant Group), and on epoxy manufacturing and application (Epoxy Coatings). Profit Centers
perform work for municipal, industrial, private, and Federal government clients. Geographically, work is
performed throughout the U.S. Work is procured through traditional hard-bid and qualifications-based,
alternative-delivery methods. Garney, as a condition for entering into some of its construction contracts, had
outstanding surety bonds as of December 31, 2019 and 2018.

Operating cycle -
Assets and liabilities related to long-term contracts are included in current assets and current liabilities in the

accompanying consolidated balance sheets as they will be liquidated in the normal course of contract
completion, although this may require more than one year.

Page 7



1)

GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies {continued)

Use of estimates -

Management uses estimates and assumptions in preparing these consolidated financial statements in
accordance with accounting principles generally accepted in the United States of America. Those estimates
and assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent assets
and liabilities, and the reported revenues ahd expenses. Actual results could vary from the estimates that
were used. Management's estimates and assumptions include, but are not limited to, estimates of contract
revenue, costs and gross profit, collectability of accounts receivable, fair value of trading securities and
intangible assets, and estimated useful lives of property and equipment and intangible assets.
Management's estimates and assumptions are derived from and are continually evaluated based upon
available information, judgment, and experience. Because of inherent uncertainties in estimating costs on
construction contracts, it is at least reasonably possible that the estimates used will change within the near

term. Q
Revenue and cost it ap construction contracts and epoxy sales -

Garney adopted ASC Top 4!@ enue from Contracts with Customers (Topic 6086) effective January 1,
2019, using the modified retfaggsCtiygimethod. Therefore, financial results for periods beginning January 1,
2019 are presented under the ney*agtowMing standard, while financial results for prior periods are
presented under historical accounting | 50 i Topic 606 provides for a five-step model for recognizing
revenue from contracts with customets geYgllows;

sYgllo
1. Identify the contract /
2. Identify performance obligations
3. Determine the transaction price @

4_ Allocate the transaction price
5. Recognize revenue

Revenue is derived from fixed price, unit price, guamntee% ice, master service arrangements,
job order contracting and time and materials construction con he lgngth of contracts vary and can
span several months or years. The amount of revenue to be earifed construction contracts is

measured based on the amount of consideration specified in the ori ct plus the value of
subsequent modifications to the original contract.

Most contracts include clauses providing for termination of the contract at thégonvenience of the
counterparty. These clauses require payment for work performed through the &fate of termination, including
demobilization cost.

To determine the proper revenue recognition method for contracts, Garney evaluates whether two or more
contracts should be combined and evaluated as a single contract. A contract is evaluated to determine if it
should be accounted for as one performance obligation or more than one performance obligation. Contracts
are considered to have a single performance obligation if the promise to transfer the individual goods or
services is not distinct from other promises in the contracts. Generally, contracts are not combined for
evaluation and each contract is determined to have a single performance obligation. These evaluations
require significant judgment and could change the amount of revenue and profit recorded in a given period.
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policles (continued)

Revenue and cost recognition on construction contracts and epoxy sales {continued) -

Garney recognizes revenue from construction contracts over time as performance obligations are satisfied,
due to the continuous transfer of control to the customer. Gamey's contracts for pipeline construction, site
construction, and epoxy applications recognize gross profit and revenue on long-term contracts, measured
by the percentage of labor costs incurred to date to estimated total labor costs for each contract. This
method is used because management considers total labor costs to be the best available measure of
progress on these contracts. Garney’s performance of the contract follows labor costs {more difficult
sections of pipeline construction require more labor), which is why this is the best measure of progress.
Material costs are recorded in the job at a zero gross margin, making the revenue recognized equal to the
cost of the material.

Garney's contracts for g treatment plant construction recognizes gross profit and revenue on long-term
contracts, measured iy the gercentage of total costs, excluding materials, incurred to date to estimated total
costs, excluding mat&_&fq;m contract. This method is used because management considers total
costs, excluding materials, {if be th best available measure of progress on these contracts. Gamey's
performance of the contracﬂplloy , subcontractor, and equipment costs {more difficult sections of
plant construction require mordTa pegialty subcontractors, and large equipment), which is why this is
the best measure of progress. Miterj simare recorded in the job at a zero gross margin, making the

revenue recognized equal to the co:

For contracts with multiple performance obw pe transactlon pnce is ailocated to each performance
obligation using Gamey's best estimate of te sf ¢

contract. The primary method used to estimaté &S
approach, under which expected costs of satisfying gfeg oﬁanoe obligation are forecasted and then an
appropriate margin for that distinct good or service ifgdde

g

Garney recognizes revenue on epoxy sales after the protflfct

h%g and title has transferred to the
customer.

Contract costs include all direct material, labor and suboontractor{,oﬁ ipdirect costs related to contract
performance. Changes to total estimated contract cost are recognized thagtig a cumulative catch-up in the

: Ir"

period in which they are determined as assessed at the performance oblig alion mel. When total estimated

costs exceed the amount of revenue to be eared from the performance oMliggion, the estimated loss is
recognized in the period in which the loss is determined. Customer-fumished" paterials are included in both
contract revenue and cost of revenue when management concludes that the Company has obtained control
of the customer-furnished materials. Customer-furnished materials recognized in revenue and cost of

revenue are measured at fair value as of the inception date of the contract.

Contracts are often modified to account for changes in contract specifications and requirements. The effect
of a contract modification on the transaction price and Garney's measure of progress for the performance
obligation to which it relates, is recognized as an adjustment to revenue (either as an increase in or a
reduction of revenue) on a cumulative catch-up basis.

Costs incurred purstuing a contract (pre-contract costs) are generally expensed as incurred and included in
operating expenses unless they are expected to be recovered from the customer. If recovery is expected,
pre-contract costs are capitalized, classified as a current asset under contract assets and amortized to
contract costs over the period the refated performance obligation is satisfied. Costs to mobilize equipment
and labor to a job site prior to substantive work beginning (mobilization costs} are generally charged to the
contract as incurred when they are an integrated part of the performance obligation being transferred to the
client.
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies {(continued)

Revenue and cost recognition on construction contracts and epoxy sales (continued) -

Contract assets include amounts due under retainage provisions as well as costs and estimated earnings in
excess of billings. Retainage represents amounts withheld from billings by customers pursuant to the
contract and are not payable until completion of specific tasks or the project. Retainage may also be subject
to restrictive conditions such as performance guarantees. Costs and estimated earnings in excess of billings
are amounts earned and reimbursable under contracts, but have not met a conditional right for billing and
payment, such as achievement of milestones or completion of the project.

Contract liabilities consist of provisions for losses and billings in excess of costs and estimated earnings.
Provisions for losses are recognized in the period when the estimated total cost of a performance obligation
exceeds its estimated total revenue, Billings in excess of costs and estimated eamings are billings to

customers on contr vance of work performed, including advance payments negotiated as a contract
condition.
Contract assets and liabffigffare Ryported in a net position on a contract-by-contract basis at the end of

each reporting period and dje
contract assets and contract T

Sales taxes -

Garney records revenues net of any a@ ed.

Advertising -
Garney expenses advertising costs as they are ertising expensas for the years ended

December 31, 2019 and 2018, were $178,749 and {4, M6, regpectively.
Treasury stock - @
Common stock held in GHC’s treasury has been recorded at »
Income taxes - /
The stockholder of GHC has elected to be taxed under the provisions ¢hapler S of the Internal
Revenue Code. Under these provisions, GHC does not pay corporate incqffie Jfkes on its income, nor is it
allowed a net operating loss carryforward or a carryback as a deduction. IrisfBad, the stockholder is liable

for income tax on GHC’s taxable income or loss. Accordingly, no provision ha®sbeen made for federal
income taxes. Garney pays certain state and local income taxes.

There has been no interest or penalties recognized either in the consolidated statements of income or in the
consolidated balance sheets related to uncertain tax positions. In addition, no tax positions exist for which it
is reasonably possible that the total amounts of unrecognized tax benefits will significantly increase or
decrease within the next 12 months. Tax years with open statutes of limitations are 2016 and forward.

Reclassification -
Certain items in the 2018 consolidated financial statements have been reclassified to conform to the 2019
consolidated financial statement presentation.
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies {(continued)

Cash and cash equivalents -

Garney constders cash on hand, bank checking accounts, overnight investment accounts, money market
accounts, and temporary investments with an original maturity of three months or less to be cash
equivalents. Garney maintains its cash at several financial institutions which, at times, is in excess of
federally insured limits. Management monitors the soundness of these financial institutions and feels
Garney's rigk is negligible. Garney has not experienced any losses in such accounts. At December 31,
2019 and 2018 Garney had approximately $211,000,000 and $265,000,000, respectively, in excess of FDIC
and SIPC insurance limits.

Certain of Garney’s insurance agreements require Gamey to post cash collateral. These cash amounts are
reported in the consolidated balance sheets depending on when the cash will be contractually released. At
December 31, 2019 an 8, such restricted cash amounts were $1,518,888.

Investments -

Garney determines the #pf priat'qlclasslﬁcation of its investments in debt and equity securities at the time
of purchase and re-evaluat _suqlﬁ.’! atprminations at each balance sheet date. Debt securities are
classified as held-to-maturity WHengSamey has the positive intent and ability to hold the securities to
maturity. Held-to-maturity securiffes Bra#lassified as either short-term or long-term on the balance sheet
based on their contractual maturity -'_' 65 4ndBge stated at amortized cost. Debt and equity securities that
are bought and held principally for the ﬁrp ;

securities and are reported at fair value, with yfteafigad gains and losses recognized in eamings. Debt
securities not classified as held-to-maturity & t ' gecuritias are classified as available-for-sale and are
carried at fair market value, with unrealized gz -:_- gloghgs included in the determination of
comprehensive income (loss) and reported in stoCkhg  guity.

Contract receivables and accounts receivable - v ﬁ%

Garney grants credit generally without collateral to qualified custafhers retains lien rights if available
against the property. Garney does not accrue finance or interest chagpges.

accounts receivable are carried at cost less an allowance for losses, ifé '
On a periadic basis, Garney evaluates its contract receivables and accoun{f ragéivable to determine the
necessity for an allowance for losses, based on history of past write-offs, colictions, and current conditions.
Contract receivables and accounts receivable are written off when it is determiied that all collection efforts
have been exhausted.

g is deemed necessary.

Inventory -

Inventory is stated at the lower of standard cost or net realizable value. Standard cost has been determined
using the average cost basis and is updated periodically based on the most recent invoice cost for raw
materials and the approximate production cost of finished goods. Net realizable value has been determined
using replacement cost less allowance for selling and distribution expenses and normal gross profit. An
allowance for excess and obsolete inventory is provided when necessary; no such allowance was deemed
necessary as of December 31, 2019 or 2018.
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies {continued)

Shipping and handling costs -
Shipping costs billed to customers are considered manufacturing revenue and the related shipping costs as
a cost of goods sold.

Property and equipment -
Depreciation of property and equipment is computed over their estimated useful lives by the straight line
method.

Asset Useful life
Buildings and improv 15-39 years
Machinery and equipgient 3-10 years

Office furniture and ipme 3-7 years

Long-lived assets -
Long-lived assets and certain ideg
whenever events or changes in circ
recoverable. When required, impai
excess of the asset’s carrying amount 8

igble jatangibles to be held and used are tested for recoverabitity
;‘,a indicate that the related carrying amount may not be
went "Q on assets to be held and used are recognized based on the

er alue of the asset.
Goodwilil and intangibles -

The cost of investments in purchased companies in gfths
of acquisition are recorded as goodwill. Gamey adopigd ASUEN14-02 effective January 1, 2014 and
amortizes goodwill over a 10-year period. Amortization #f jfadbible assets is computed over their estimated
useful lives. Patents have an estimated useful life of 10 years ‘ names have an estimated useful life
of 3 years.

Fair value of financlal Instruments and fair value measurament:/
Fair value for items measured and reported on a fair value basis in the fina
would be received to sell an asset or paid to transfer a liability in an orderi saction between market
participants at the measurement date (an exit price). The exit price is base the amount that the holder
of the asset or liability would receive or need to pay in an actual transaction (or In a hypothetical transaction
if an actual transaction does not exist) at the measurement date. In some circumstances, the entry and exit
price may be the same; however, they are conceptually different.

tements is the price that

Fair value is generally determined based on quoted market prices in active markets for identical assets or
liabilities. If quoted market prices are not available, Garney uses valuation techniques that place greater
reliance on observable inputs and less reliance on unobservable inputs. In measuring fair value, Garney
may make adjustments for risks and uncertainties if a market participant would include such an adjustment
in its pricing.

Garney’s financial instruments include cash and cash equivalents, contract and accounts receivable, and
accounts payable. The recorded values of cash and cash equivalents, contract and accounts receivable,
and accounts payable approximate their fair values based on their short-term nature. Garney has no
borrowings outstanding on its line of credit.

Fair values of short-term investments are established based upon quoted market prices.
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summary of significant accounting policies (continued)

Stock appreciation rights -

GHC issues certain stock appreciation rights (SARs) which will be settled in cash upon becoming fully
vested at the earlier of five years or if the participant retires upon reaching normal retirement age as defined
in the SARs agreements. Because of the complexity of the terms of the SARs, management has
determined that it is not reasonably possible to estimate their fair value at the grant date. Accoerdingly, the
SARSs are accounted for using the intrinsic value method. The SARs are reported as liabilities on Garney’s
consolidated balance sheets and will be re-measured at each financial reporting date through the date of
settlement.

Investments
_ December 31,
Y 4 2019 2018
Short-term investmen&
Corporate bonds -‘F $ 53,283613 § 50,355,507
State and local govemmew Jps 5,237,907 4,958,415
Asset-backed securities y 4 y 3,616,008 5,500,291
U.3. government and agency sec j _;‘Jh 433,366 900,824
U.S. government bonds b ‘535: b 9,917,681 7,926,476
Mortgage-backed securities ) f %_»'}‘i p 65,473 404,579
Y ‘ 72,554,048 $ 70,049,092

i =
X ™
Garney has determined that the appropriate classifi vestments held is trading securities. The
unrealized gains and losses of all trading securities afy recoghilred on the consolidated statements of
income and included in unrealized gain (loss) on trad.% Sutitiog

Contract receivables

2018
Contracts in progress 180,881,947
Allowance for losses (700,000)
Contract receivables, net $ 99,466,273 $ 180,181,947

Accounts payable
December 31,

2019 2018
Accounts payable, current $ 76,377,878  $ 63,343,775
Accounts payable, retainage 31,325,837 23,432,002
Accounts payable 3 107,703,715  § 86,775,777

Accounts payable, retainage expected to be held longer than one year was $9,291,560 and $8,339,060 at
December 31, 2019 and 2018, respectively.
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Contract assets and liabilities

Costs incurred on contracts in progress
Estimated eamings

Total costs and estimated
earnings on contracts in progress

Less billings to date

Included in the acc nying consolidated
balance sheets und [aifWigg captions

Costs and estimated eamings in
on contracts in progress

Billings in excess of costs and estimated e 7

on contracts in progress

Costs and estimated eamings in excess of billings
on contracts in progress
Contract retainage

Total contract assets

Billings in excess of costs and estimated earnings
on contracts in progress
Contract retainage

Total contract liabilities

December 31,

2019

2018

2,135,789,832 %
401,841,677

1,685,742,796
305,198,382

2,537,631,509
2,656,908,590

1,890,941,178
2,166,673,144

(119,277,081) %

(175,731,966)

21,191,850

(140,468,931)

31,061,876

(206,793,842)

119,277,081) §

(175,731,966)

ber 31, January 1,
20 2019

31,061,876

22,870,641

$ 53,932,517

140,468,931 206,793,842
(54,736,308) (59,238,269)

85,732,623 $ 147,555,573
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

6) Inventory

December 31,
2019 2018
Raw materials $ 419,275 $ 660,933
Finished goods 348,457 996,302
Inventory $ 767,732 % 1,657,235

7) Property and equipment

December 31,
2019 2018
Cost O
Land % 1,092,000 % 1,092,000

Land held for sale 2,008,199 2,008,199
Machinery and equipment A 7,043,621 6,914,271
Office furniture and equipment 2,541,051 2,008,807
Buildings and improvements / 5,850,840 5,850,840
Equipment leased to others 1,105,819 -
Total cost of property and equipment 19,641,530 17,874,117

Accumulated depreciation (5,832,029} (4,251,898)

Property and equipment, nat ; 5 809,501 3 13,622,219

Depreciation expense for property and equipment was $1,740,789 a®570 for the years ended

December 31, 2019 and 2018, respectivaly. (

—
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Goodwill and intangible assets

December 31,
2019 2018
Goodwill $ 22585639 § 22,585,639
Accumulated amortization (9,584,868) (7,326,300}
Goodwill, net $ 13,000,771 3 15,259,339
Patents $ 16,890,000 $ 16,890,000
Trade name 190,000 120,000
Total cost of intang ets 17,080,000 17,080,000
Accumulated amorti tion (1,752,336) -
Intangible assets, net 15,327,664 $ 17,080,000
Amortization expense totaled &@ 1,465,260 for the years ended December 31, 2019 and
2018, respectively, and is included irfo e on the consolidated statements of income.
Future amortization of goodwill and intangib as follows:
Years Ending December 31,
2020 4,010,901
2021
2022
2023
2024
Thereafter
Total
Line of credit

Garney has available a line of credit up to $75,000,000 with a bank. The line carries an interest rate at the
one month LIBOR daily floating rate plus 1.50% (3.26% at December 31, 2019). Monthly payments of
interest on outstanding principal are due through November 2022, at which time the entire amount of unpaid
principal and any unpaid interest are due if the line is not renewed. The line is collateralized by all accounts
of Gamey. The line of credit is subject to various financial covenants. No borrowings were outstanding under
the line at December 31, 2019 or 2018. However, Garney had letters of credit outstanding at December 31,
2019 and 2018 totaling $55,624,718 and $35,624,719, respectively, which reduce the amount of borrowing
available on the line of credit. $20,619,719 of the outstanding letters of credit serve as collateral for an
additional equity contribution to VR, due April 2020, at which point the amount will be paid and the letter of
credit will be cancelled. Additionally, $15,000,000 of the outstanding letters of credit are required under a
design-build contract and $20,000,000 was required in exchange for a 35% equity interest in New Mexico
Regional Water, LLC.
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Self-insurance liabilities

Garney has a worker's compensation policy whereby Gamey is liable for claims up to a maximum amount of
$300,000 ($400,000 for 2018) per occurrence for specific claims and with no aggregate plan limit for total
claims per plan year. Garney has a health insurance policy for employees whereby Gamey is liable for
claims up to a maximum of $250,000 ($350,000 for 2018) per occurrence with no maximum per employee
for the plan year. Garney has included $1,713,036 and $1,317,541 in accrued liabilities at December 31,
2019 and 2018, respectively, to reflect an estimate of all costs necessary to close both outstanding claims
and potential unreported incurred claims.

Employee stock ownership plan

The Board of Directors of GHC adopted the Garney Holding Company Employee Stock Ownership Plan and
Trust (ESOP) on Jan 1986. The ESOP covars eligible employees of Gamey. An employee becomes
eligible on the first dajg of er&:loymant with Garney. Employer contributions and earnings distributions to the
ESOP are made as d’@]ﬁgc}:mmard of Directors of GHC.

The ESOP has a 401(k} feé‘{; gt ptovides for participant investment direction of contributions received
from voluntary wage reductions. Eg 3

matches the employee's contribd ;
1% of compensation and 50% of theifex
3.5%. f

r 4

F N

Garney expensed contributions of $17.568,6§;3d‘h/d $15.293,839 to the ESOP during the years ended

December 31, 2019 and 2018, respectively. E&E’ on expense consisted of the following:
ﬁ.’:?‘%% 5 o

i
@ =

Deacember 31,

2018
401(k) matching contributions $ 2,952,882
Board of Directors discretionary contributions 12,340,957
Total ESOP contribution expense $ 15,293,839

Garney's bylaws restrict ownershlip of substantially all shares of Garney's stock to current employees and
the ESOP trust. Currently, all outstanding shares are owned by the ESOP trust. Participants generally
receive distributions entirely in cash based on the current fair market value of the shares in their accounts.
The fair value of Garney's common stock at December 31, 2019, based on initial estimate, was $312.36 per
share. The fair value of Garney's common stock at December 31, 2018, based on appraisal, was $274.36
per share.

The ESOP contains a requirement that Garney repurchase employee's shares after termination of
employment, and distribute the proceeds after a five-year waiting period. The distribution is accelerated
immediately once the employee attains normal retirement as defined by the ESOP or in the event of death
or disability.

Garney performs a repurchase study on an annual basis. As of December 31, 2019, the results of this study
indicate that the ESOP trust is capable of managing its repurchase obligations through the next ten years,
using investments currently controlled by the ESOP trust and the estimated contributions and earnings
distributions expected to be made by Garney to the ESOP trust over that same period.

The ESOP plan is audited annually, and Form 5500 is filed with the Internal Revenue Service.
Page 17
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Employee incentive plans

Garney has an incentive bonus plan for substantially all empioyees. The total bonus pool is calculated using
a formula that is further divided into amounts for various employee categories. The individual employee
bonuses are determined based on management's evaluation of performance within each category.
Employee incentive plan expense was $44,785,147 and $43,699,921 for the years ended December 31,
2019 and 2018, respectively.

Share-based compensation

Garney has granted cash-settled stock appreciation rights (SARs) with a five-year life to certain employees.
Each SAR entitles the holder to receive an amount in cash for the difference in vaiue of a share of GHC

stock at the end of the r vesting period plus any dividend credits over the value at the date of grant,
SARs granted and ol ndifig as of December 31, 2019 are as follows:

O Stock price SARs
Date of grant and year vest at grant date granted
Granted January 1, 2015, vest $ 140.48 51,000
Granted January 1, 2016, vested 20 A 143.61 48,000
Granted January 1, 2017, vested 202 175.43 64,000

Granted January 1, 2019, vested 2024

Granted January 1, 2018, vested 2023 / 216.26 49,750
274.36 37,800

Compensation cost equal to the increase in the fair C's stock over the value at date of grant plus
dividend credits will be recognized cver the five-year ¥ aqigriod. The estimated fair value of one SAR
unit, plus dividend credits of $112.72 and $82.51, respettjgalyy/is §284.60 at December 31, 2019 and
$227.15 at December 31, 2018. Accordingly, the intrinsic vaiué#t the3§ARs is $52,433,195 at December 31,

: Hpefsation liability at December 31,
2019 and 2018 was $37,861,217 and $29 430 777, respectively! om pgnsation cost recognized was
$18,879,340 for 2019 and $15,789,325 for 2018.

The following is an analysis of issued and outstanding SARs:

Average
Number intrinsic
of SARs value
SARs outstanding, January 1, 2018 261,000 § 234.24
Granted 2018 49,750 154.82
Exercised and paid 2018 (52,000} 172.86
SARs outstanding, December 31, 2018 258,750 231.30
Granted 2019 37,800 80.21
Exercised and paid 2019 (46,000) 227.15
SARs outstanding, December 31, 2019 250,550 209.27
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Operating leases

Garney leases certain equipment and office space from related and unrelated parties under operating
leases expiring from 2020 through 2025. In the normal course of business, operating leases are generally
renewed or replaced by other leases. Rental payments associated with operating leases are charged to
expense as incurred. Rental payments under operating leases for the years ended December 31, 2019 and
2018 were $13,343,792 and $11,960,576, respectively. Minimum future lease payments under non-
cancelable operating leases with terms in excess of one year, including the lease for Garney's new
corporate headquarters which was signed January 2020, are as follows:

Years Ending December 31,

2020 $ 6,193,309
2021 4,057,586
2022 915,631
2023 501,591
2024 354,204
Thereafter 236,136

$ 12,258,457

. A
Fair value measurement V4 %
£

4 N upon a fair value hierarchy that distinguishes
puta) and Garmey's assumptions (unobservable

Garney currently records trading securities at fai
between assumptions based on market data (ocbs
inputs). Determining where an asset or liability falls w the
that is significant to the fair value measurements as a whefs. Bn.
within Level 2 inputs could generate a fair value measuremeri$
hierarchy.

} tment to the pricing method used

Garney's investments in bonds are measured at fair value on a recurf
measurement techniques.

Garney currently has no financial liabilities measured at fair value on a recu basis. Garney currently has
no non-financial liabilities measured at fair value on a nonrecurring basis.
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Joint ventures

Garney participates in various construction joint venture partnerships. Each construction joint venture is
formed to complete construction contracts and is jointly controlled by the joint venture partners. The joint
venture agreements provide that Garney's interests in any profits and assets, and Garney's respective share
in any losses and liabilities resulting from the performance of the contract are limited to Garney's stated
percentage interest in the project. Gamey has no significant commitments beyond completion of the
contracts. Under the contractual arrangements, Garney provides capital to these joint ventures in retumn for
an ownership interest. In addition, partners dedicate resources to the ventures necessary to complete the
contracts and are reimbursed for their cost. The operational risks of each construction joint venture are
passed along to the joint venture partners. As Gamey absorbs its share of these risks, Garney’s investment
in each venture is exposed to potential losses.

ownership was majol or Gamey was determined to have ultimate decision making power. These

For the years ended r 31, 2019 and 2018, Gamey was involved in two joint ventures in which its
entities are consolida th pmpanying consolidated financial statements.

B, Gamey was involved in two joint ventures in which its ownership
was not majority-owned and GGarmg¥ Was pot considered to be the primary beneficiary of the joint ventures.
For the year ended December 31, 201 8{"Gatgey was involved in three joint ventures in which its ownership
was not majority-owned and GarneyWagh ansidered to be the primary beneficiary of the joint ventures.
Garney has accounted for these joint venturés r the equity method. The equity in construction joint
ventures on the consolidated balance shee 00 and $4.866 at December 31, 2019 and 2018,

Summary financial information related to the t péctidated construction joint ventures as of and for
the years ended December 31, 2019 and 2018 is as §ifloys:

2018
ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 225,409
Contract receivables, net 76,429
TOTAL ASSETS $ 301,838
LIABILITIES
CURRENT LIABILITIES
Accounts payable $ 81,032
Billings in excess of costs and estimated
earnings on contracts in progress - 210,874
TOTAL LIABILITIES - 291,906
PARTNERS' CAPITAL
PARTNERS' CAPITAL 10,000 9,932
TOTAL LIABILITIES AND PARTNERS' CAPITAL $ 10,000 $ 301,838
STATEMENTS OF INCOME
Earned revenues $ 261,324 $ 1,566,186
Costs of earned revenues 261,526 1,428,341
GROSS PROFIT {(LOSS) (202) 137,845
General and administrative expenses {270) 270
NET INCOME $ 68 $ 137,575
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Acquisitions

On November 9, 2018, Garney purchased the assets and liabilities of Warren Environmental, Inc. & A&W
Maintenance, Inc. for use in two newly formed subsidiaries, Warren Environmental & Coatings, LLC and
A&W Maintenance & Coatings, LLC, respectively. Accordingly, the results of operations for Warren and
A8W have been included in the accompanying consolidated statements of income from that date through
December 31, 2018 and 2019. All operations of A&W are included and reported under Warren in the
accompanying supplementary consolidating information.

The primary reason for the acquisitions of Warren and A&W was to develop and expand Garney's
capabilities in the water and wastewater rehabilitation market.

Consideration for the acquisitions was comprised of an initial cash payment of $3,150,000, a second
payment of $24,588,9 in January 2019, and additional contingent consideration to be paid over the
next eight years with gh estirjated fair value of $3,450,000. The excess of the purchase price over the

identifiable net assetsiy &W as goodwill.
3 .

The following table summalikes t_ﬁ total consideration for Warren and A&W and the amounts of the assets
acquired and liabilities assurr ?d at the acquisition date.

prior to December 31, 2018 A $

Cash consideration transferred

Cash consideration transferred /

January 2019 24,588,909
Fair value of contingent consideration 3,450,000

3,150,000

Inventory 1,953,462

Total @ $ 31,188,909
Contract receivables 1,941,212
Accounts receivable ) 971,670

Prepaids and other assets 66,430

Machinery and equipment / 1,636,338
Intangible assets 17,080,000
Goodwill 7,933,077

Accounts payable (216,354)
Other liabilities (176,926)
Total identifiable net assets $ 31,188,909

Garney was in the process of determining the estimated useful lives of the intangible assets during 2018
and accordingly, no amortization was recorded during the year ended December 31, 2018. Gamey began
amortization in 2019. See Note 8 for the estimated amortization expense for future years. The estimated fair
value of intangible assets acquired is listed below.

Patents 16,890,000
Trade name 190,000
Total intangible assets $ 17,080,000

Acquisition costs in the amount of $152,275 were expensed during the year ended December 31, 2018 and
are included in general and administrative expenses on the consolidated statements of income.
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Union retirement plans

Garney participates in various construction industry multi-employer pension plans in accordance with
collective bargaining agreements. These plans cover Garney employees who are members of those
bargaining units. The risks of participating in these multi-employer plans are different from single-employer
plans. If a participating employer stops contributing to the plan, the unfunded obligations of the plan may be
borne by the remaining participating employers. If Garney chooses to stop participating in some of the multi-
employer plans, Garney may be required to pay those plans an amount based on the underfunded status of
the plan, referred to as a withdrawal liability.

The following table presents Garney's participation in multi-employer plans:

Expiration
Penslon FiP I RP date of
ngloyer Protection Act status collective
i (PPA) certifisd pending / Contributions Surcharge bargalning
Ponsion trust fund 2098 2017 Impismented 2019 2018 imposed  agreement
Pension Trust Fund
for Operating Engineers liow Red Yes $ 424,423 § 588,128 No Junia 2020
Laborers Pension Trust Fund
for Northern California B84-6277! allow No 611,968 685,638 No June 2023
All other funds A 29,389 144,702

Total contributions

/ $ 1065780 § 1439476
The most recent PPA zone status available n 2t aH 2018 is for the plan's year-end during 2018 and
certlf ed by the plan s actuary. Among other factors " &R, in the red zone are generally less than 65 percent

pHipd and have an Accumulated Funding
plans in the yellow zone are less than 80

The “FIP/RP Status Pending/Implemented” column indicates pla

a financial improvement plan
{FIP) or a rehabilitation plan {RP) is either pending or has been imp n

The expiration dates of the collective-bargaining agreements to which the re subject are listed.
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Adoption of Revenue Recognition Topic 606

Topic 606 was initially applied on January 1, 2019, using a modified retrospective adoption method and
applied only to contracts that were not completed as of that date. Amounts reported related to 2018 are
unadjusted for the effects of Topic 606. The adoption of Topic 606 had an immaterial impact to revenue

recognition.

In addition, as of January 1, 2019, Garney began to separately present contract assets and liabilities on the
consolidated balance sheets. Contract assets include amounts due under contractual retainage provisions
that were previously included in accounts receivable as well as costs and estimated earnings in excess of
billings that were previously separately presented. Contract liabilities include billings in excess of costs and
estimated earnings that were previously separately presented.

The amounts by which @
affected by the adop
below. The changes fte all
change in retained ea

December 31, 2019

Balance Sheat

Assets
Contract receivables, net
Costs and estimated samings in
excess of billings

consolidated balance sheet line item as of December 31, 2019 and was
pic 606 relative to the previous revenue guidance are presented in the tables
to reclassifications on the consolidated balance sheet. There was no

L iﬂé a';}sult of initially applying Topic 606.

Balances
without
adoption of Effect of
Topic 606 adoption

$ 194,297,561

21,191,850

(94,831,288)

(21,191,850)

Contract assets 61,286,830
Liabilities
Billings in excess of costs and
estimated earnings (140,468,931)
Contract liabilities 85,732,623 85,732,623
Year Ended December 31, 2019
adoption of Effect of
Statement of Cash Flow As Reported Topic 606 adoption
Decrease (increase) in assets
Contract receivables, net $ (1,393,236) § (14,115,614) 12,722,378
Costs and estimated earnings in
excess of billings - 9,870,026 (9,870,026)
Contract assets (7,354,313) - (7,354,313)
Increase (decrease) in liabilities
Billings in excess of costs and
estimated earnings - (66,324 911) 66,324,911

Contract liabilities

(61,822,950) -

(61,822,950)
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GARNEY HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Risk concentrations

As of December 31, 2019, approximately 19% of Gamey's receivables were due from one customer. As of
December 31, 2018, approximately 23% of Gamey's receivables were due from two customers.

Garmney had two major customers which contributed to 35% of revenues for the year ended December 31,
2019. Garney had one major customer which contributed to 21% of revenues for the year ended December
31, 2018.

As of December 31, 2019 and 2018, there were no significant accounts payable risk concentrations.

Garney had no major suppliers for the years ended December 31, 2019 and 2018.

Litigation

proceedings and believes that the nature and number of these
on fim of its size and scope and that none of these proceedings are

Garney is partytoa n ;1
proceedings are typical for
material to Garney's financidtpodttigh

1

Subsequent events

occurred during such period that would require Bigg
would be required to be recognized in the consolids
December 31, 2019.
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Mayer Hoffman McCann P.C. |
700 W 47th St Ste 1100 = Kansas City, MO 64112
Main: 816.945.5600 = Fax; 816.897.1280 » www.mhmecpa.com

INDEPENDENT AUDITORS' REPORT ON CONSOLIDATING INFORMATION

To the Board of Directors

Garney Holding Company
Kansas City, Missouri

We have audited the consolidated financial statements of Garney Holding Company and Subsidiaries as of and
for the years ended December 31, 2019 and 2018, and our report thereon dated March 6, 2020, which appears
on pages 1 and 2, was qualified because Gamey Holding Company's subsidiary, Gamey P3, LLC, reports its
investment in Vista Ridge, variable interest entity, on the cost method of accounting. Our audits were
conducted for the purposd of forMing an opinion on the consolidated financial statements taken as a whole. The
consolidating information 528

f nanmal statements rather tha -*"

if8d part of the oonsolldated financial statements Such information is the
ivegl from and relates directly to the underlying accounting and other

';- Mnancial statements. Such information has been subjected to the
auditing procedures applied in the adf consolidated financial statements and certain additional
procedures, including comparing and recorgllin ! information directly to the underlying accounting and other

a = i

records used to prepare the consolidated fina
themselves, and other additional procedures irf'ag
United States of America. In our opinion, excéft
consolidating statement of income and retained eaffif
statements as described above, the consolidating inforr
the consolidated financial statements as a whole.

T Moo ZeConn L.

Kansas City, Missouri
March 6, 2020

e with auditing standards generally accepted in the 4

heseffects on the consolidating balance sheet and \
(Mg qualified opinion on the consolidated financial

aigly stated in all material respects in relation to

ﬂKRESTON Member of Kreston Intermational - a global network of independent accounting firms
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