LOAN REVIEW BOARD MEETING

July 28, 2016
Present: Liddicoat, Rich, Werch, Will
Absent: Rockwood, Wapneski
Other: Staff Accountant Mashack

Will called the meeting to order at 3:00 p.m.

Request for new loan — Ernessi Organics

Bryan Ernst, Owner of Ernessi Organics, was present to address the Board. At the Loan
Review Board’s request, Ernst provided a current balance sheet for Ernessi Organics,
LLC. Liddicoat thanked Ernst for the good job on the balance sheet, as it provides clarity
and shows the success of the business. Liddicoat stated he still views this as a young
company with risk and would prefer a 50/50 split with bank and City funding. The
Avery’s investment of $60,000 can be considered as the bank funding. Ernst invested
$60,000 of his own funds with the first $60,000 loan from the City. Plus he still has
additional equity in the business. Liddicoat stated the loan is for a large amount and
questioned if the City should be investing this much. The most recent status report shows
that the Board has given out larger loans. The Ripon Family Restaurant loan was for
$100,000, and the Ripon Hotel Group was for $150,000. Werch inquired about owners
equity. Ernst explained that he subtracted his liabilities from the assets to arrive at the
owners equity amount. The funding from the City would go toward the purchase of
equipment, not toward building renovations. The Avery’s are okay with their funds
going toward the renovations. After this expansion there will be room for 8 or 9 more
racks. Rent is only $500 per month, so Ernst would keep this facility for growing
mushrooms on all spent grain from Knuth Brewing. Werch inquired about specific
equipment as collateral, and the Board reviewed the listing in the application. Ernst
stated there is a high resale on hydroponic equipment. Ernst has his own design, which
he was not able to get patented because he used a combination of published sources to
come up with his design. Mashack suggested that Ernst provide copies of invoices and
checks to document where the City funds would be spent. Ernst inquired if the Board
still would like his Standard Operating Procedures sent to Gary Born’s office, since he
has an Operations Manager now, who would be capable of running the business in
Ernst’s absence. Because it was a condition of the last loan, the consensus of the Board
was that the SOP’s need to be submitted. Liddicoat expressed concern that the loan is
light on collateral. Will inquired if Ernst had any additional collateral to offer. Ernst
stated that in additional to the equipment and his personal guaranty he has a 2010 Subaru
Forester, which will be paid off in September. Werch stated this may not be
advantageous because for 7 years the vehicle would be tied up. Werch added that it’s
more than just about the loan; it’s about economic development and job creation. Werch
complimented Ernst on his product and packaging that is available at Pick ‘n Save. Ernst
stated he has a very loyal customer base, which is only demanding more. All of the new




product is already sold, and he can’t keep up. Ernst is expanding to Hy-Vee in Madison,
Pick ‘n Save, and Willie Street Co-op in Madison. Ernst decided not to pursue
Woodman’s or Kroger. Liddicoat suggested a 4 or 5 year amortization instead of 7 years.
Ernst agreed he could do a 5-year amortization. His payment to the Avery’s is $815 per
month, $820 to the City, and the new loan would be $1,000, for a total of $2,635 per
month or $31,620 per year. With revenues over $45,000 Liddicoat calculated a 1.5
coverage ratio which is strong.

Liddicoat moved and Rich seconded a motion to recommend approval of the $60,000
loan to Ernessi Organics, LLC with terms set at 4% interest for 5 years, with equipment
and the 2010 Subaru Forester as collateral and the condition that SOP’s are delivered to
Gary Born’s office and Ernst’s life insurance policy is amended to include the City’s
second loan. Werch inquired about requiring ACH for the monthly loan payments. Ernst
replied he is okay with ACH and already utilizes autopay for some of his other regular
monthly payments. Motion carried 3-1 (Werch voting no).

With no other business before the Board, Rich moved and Will seconded a motion to
adjourn. Motion carried 4-0. Will declared the meeting adjourned at 3:46 p.m.

Respectfully submitted,
Lori Rich, City Administrator



