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PART I
Special Note Regarding Forward-Looking Statements

This Annual Report on Form 10-K contains forward-looking statements, within the meaning of Section 27A of the
Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, as
amended (the “Exchange Act”), that reflect our current estimates, expectations and projections about our future results,
performance, prospects and opportunities. Forward-looking statements include, without limitation, statements about
our market opportunities, our business and growth strategies, our projected revenue and expense levels, possible

future consolidated results of operations, the adequacy of our available cash resources, our financing plans, our
competitive position and the effects of competition and the projected growth of the industries in which we intend to
operate, as well as the following statements:

This Annual Report on Form 10-K also contains forward-looking statements attributed to third parties relating to their
estimates regarding the size of the future market for products and systems such as our products and systems, and the
assumptions underlying such estimates. Forward-looking statements include all statements that are not historical facts

and can be identified by forward-looking statements such as “may,” “might,” “should,” “could,” “will,” “intends,” “estimates,’
“predicts,” “projects,” “potential,” “continue,” “believes,” “anticipates,” “plans,” “expects” and similar expressions. Forward-I
statements are only predictions based on our current expectations and projections, or those of third parties, about

future events and involve risks and uncertainties.
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Although we believe that the expectations reflected in the forward-looking statements contained in this Annual Report
on Form 10-K are based upon reasonable assumptions, no assurance can be given that such expectations will be
attained or that any deviations will not be material. In light of these risks, uncertainties and assumptions, the
forward-looking statements, events and circumstances discussed in this Annual Report on Form 10-K may not occur
and actual results could differ materially and adversely from those anticipated or implied in the forward-looking
statements. Important factors that could cause our actual results, level of performance or achievements to differ
materially from those expressed or forecasted in, or implied by, the forward-looking statements we make in this
Annual Report on Form 10-K are discussed under “Item 1A. Risk Factors,” “Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operation” and elsewhere in this Annual Report on Form 10-K and
include:

* our ability to regain the listing of our common stock on the Over The Counter Stock Market (“OTC:BB”); and
* our ability to successfully consider, review, and if appropriate, implement other strategic opportunities.

You should not place undue reliance on any forward-looking statements. In addition, past financial or operating
performance is not necessarily a reliable indicator of future performance, and you should not use our historical
performance to anticipate future results or future period trends. Except as otherwise required by federal securities
laws, we disclaim any obligation or undertaking to disseminate any updates or revisions to any forward-looking
statement contained in this Annual Report on Form 10-K to reflect any change in our expectations or any change in
events, conditions or circumstances on which any such statement is based. All forward-looking statements attributable
to us, or persons acting on our behalf, are expressly qualified in their entirety by the cautionary statements included in
this Annual Report on Form 10-K.

ITEM 1. BUSINESS

The Company
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Media Exchange Group, Inc. (formerly known as China Wireless Communications, Inc.) (the “Company”) is a Nevada
corporation formed in March 1999. The Company operated as AVL Sys International Inc . (between March 1999 and
March 2000), I-Track, Inc. (between March 2000 and March 2003, and as China Wireless Communications, Inc.
between March 2003 and May 2010. As China Wireless Communications, the Company marketed information
technology systems integration and internet protocol services to customers. It also provided IP routing equipment and
network cabling and its customers are principally in the People’s Republic of China (“China”). In March 2008, the
Company discontinued its operations in China.

The Company’s current plan of operations consists of acquiring an operating business. The Company identified certain
acquisition target(s) but as not reached any final agreements. The Company’s current plan of business is to seek merger
or acquisition opportunities. The Company’s information technology systems business operations are accounted for as
discontinued operations in the accompanying financial statements.
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We currently license certain rights from a related party (Malibu Entertainment Group, Inc.) an affiliate by means of
common ownership and management, to market a youth sports social program under the following brand:

www.myespnhighlights.com

Among other things, this website allows young sports participant to personalize, showcase and share their passion for
a professional sport. We work with various national youth sports leagues to help build the player database through
registrations, the profile control, the management and sharing of sport profiles, statistics and content. We use the
Capsa platform to ensure support across significant carriers and handset.

Our principal executive offices are located at 101 Church Street, Suite 14, Los Gatos, California, 95030. Our
telephone number is (408)821-3083. Unless the context provides otherwise, when we refer to the “Company,” “we,” “our,”
or “us” in this Annual Report on Form 10-K, we are referring to Media Exchange Group, Inc. and its consolidated

subsidiaries.

We file or furnish with or to the Securities and Exchange Commission, or SEC, our quarterly reports on Form 10-Q,
annual reports on Form 10-K, current reports on Form 8-K, annual reports to stockholders and annual proxy
statements and amendments to such filings. Our SEC filings are available to the public on the SEC’s website at
http://www.sec.gov. These reports are also available free of charge from our website at
http://www.mediaexchangegroup.com as soon as reasonably practicable after we electronically file or furnish such
material with or to the SEC. The information on our website is not incorporated by reference into this Annual Report
on Form 10-K or any annual report that incorporates this Annual Report on Form 10-K by reference.

We plan to investigate and, if such investigation warrants, acquire a target company or business seeking the perceived
advantages of being a publicly held corporation. Our principal business objective for the next 12 months and beyond
such time will be to achieve long-term growth potential through a combination with a business rather than immediate,
short-term earnings. We will not restrict our potential candidate target companies to any specific business, industry or
geographical location and, thus, may acquire any type of business.

Our management will undertake the analysis and supervision of new business opportunities. We have unrestricted
flexibility in seeking, analyzing and participating in potential business opportunities. Potentially available business
opportunities may occur in many different industries, and at various stages of development, all of which will make the
task of comparative investigation and analysis of such business opportunities extremely difficult and complex. Due to
our limited capital available for investigation, we may not discover or adequately evaluate adverse facts about the
opportunity to be acquired.

The manner in which we participate in an opportunity will depend upon the nature of the opportunity, the respective
needs and desires of our company and the promoters of the opportunity, and the relative negotiating strength of our
company and such promoters.

It is likely that we will acquire our participation in a business opportunity through the issuance of our common stock

or other securities. Although the terms of any such transaction cannot be predicted, it should be noted that in certain
circumstances the criteria for determining whether or not an acquisition is a so-called “tax free” reorganization under
Section 368(a)(1) of the Internal Revenue Code of 1986, as amended (the “Code”), depends upon whether the owners of
the acquired business own 80% or more of the voting stock of the surviving entity. If a transaction were structured to
take advantage of these provisions rather than other “tax free” provisions provided under the Code, all prior stockholders
would in such circumstances retain 20% or less of the total issued and outstanding shares. Under other circumstances,
depending upon the relative negotiating strength of the parties, prior stockholders may retain substantially less than

20% of the total issued and outstanding shares of the surviving entity. This could result in substantial additional
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dilution to the equity of those who were our stockholders prior to such reorganization.
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Our present stockholders will likely not have control of a majority of the voting shares of the surviving company
following a reorganization transaction. As part of such a transaction, our sole director may resign and new directors
may be appointed without any vote by stockholders.

In the case of an acquisition, the transaction may be accomplished upon the sole determination of management

without any vote or approval by stockholders. In the case of a statutory merger or consolidation directly involving our
company, it will likely be necessary to call a stockholders’ meeting and obtain the approval of the holders of a majority
of the outstanding shares. The necessity to obtain such stockholder approval may result in delay and additional
expense in the consummation of any proposed transaction and will also give rise to certain appraisal rights to
dissenting stockholders. Most likely, management will seek to structure any such transaction so as not to require
stockholder approval.

It is anticipated that the investigation of specific business opportunities and the negotiation, drafting and execution of
relevant agreements, disclosure documents and other instruments will require substantial management time and
attention and substantial cost for accountants, attorneys and others. If a decision is made not to participate in a
specific business opportunity, the costs theretofore incurred in the related investigation would not be

recoverable. Furthermore, even if an agreement is reached for the participation in a specific business opportunity, the
failure to consummate that transaction may result in our loss of the related costs incurred.

Competition

We compete with two other content providers in the digital trading card space, customsportscard.com and
costumtradingcardmaker.com. We are now in a highly competitive market for a small number of business
opportunities which could reduce the likelihood of consummating a successful business combination. We are and will
continue to be an insignificant participant in the business of seeking mergers with, joint ventures with and acquisitions
of small private and public entities. A large number of established and well-financed entities, including small public
companies and venture capital firms, are active in mergers and acquisitions of companies that may be desirable target
candidates for us. Nearly all these entities have significantly greater financial resources, technical expertise and
managerial capabilities than do. Consequently, we will be at a competitive disadvantage in identifying possible
business opportunities and successfully completing a business combination. These competitive factors may reduce the
likelihood of our identifying and consummating a successful business combination.

While there is no publicly-traded information on our existing competitors, we believe that we differentiate from our
existing competition with our branding and end-user ease of flow of our Internet offerings.

Employees

At December 31, 2009, we had no employees apart from our management. Our Chief Executive Officer and our
General Counsel are engaged in outside business activities and anticipates that they will devote to our business limited
time until the acquisition of a successful business opportunity has been identified. We expect no significant changes
in the number of our employees other than such changes, if any, incident to business combination.

Item 1A. Risk Factors

In addition to other information included in this annual report, the following factors should be considered in
evaluating our business and future prospects.
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As we are contemplating transactions with target business with which to complete a business combination, investors
are unable to currently ascertain the merits or risks of the target business’ operations.

One of our business objectives is to locate and acquire a privately owned operating company. Since we have not
completed any definitive agreement with a prospective target business, investors in this offering have no current basis
to evaluate the possible merits or risks of the target business’ operations. To the extent we complete a business
combination with a financially unstable company or an entity in its development stage, we may be affected by
numerous risks inherent in the business operations of those entities. Although our management will endeavor to
evaluate the risks inherent in a particular target business, we cannot assure you that we will properly ascertain or
assess all of the significant risk factors. We also cannot assure you that an investment in our securities will not
ultimately prove to be less favorable than a direct investment, if an opportunity were available, in a target business.

10
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We expect to incur losses in the future and may not achieve profitability.

As we have no operations, we have no source of revenues. Accordingly, until we acquire an operating company, we
expect to incur expenses without any sources of revenues, which will result in net losses. We cannot be certain that
we will ever generate sufficient revenues to achieve or if achieved, sustain profitability.

We may issue shares of our capital stock or debt securities to complete a business combination, which would reduce
the equity interest of our stockholders and likely cause a change in control of our ownership.

Our amended and restated certificate of incorporation authorizes the issuance of up to 250,000,000 shares of common
stock, par value $.001 per share, and 3,000,000 shares of preferred stock, par value $.001 per share. As of the date of
the filing of this annual report, we have approximately 249,460,762 issued and outstanding shares of common
stock. This leaves approximately 539,238 authorized and unissued shares of our common stock which have not been
reserved and accordingly, are available for future issuance and all of the 3,000,000 shares of preferred stock available
for issuance. We may issue a substantial number of additional shares of our common stock or preferred stock, or a
combination of common and preferred stock, to complete a business combination, to raise capital or to satisfy our
obligations under promissory notes. The issuance of additional shares of our common stock or any number of shares
of our preferred stock:

* may significantly reduce the equity interest of existing investors;

¢ will likely cause a change in control if a substantial number of our shares of common stock are issued and most
likely also result in the resignation or removal of our present officers and directors; and

* may adversely affect prevailing market prices for our common stock.

Our ability to effect a business combination and to be successful afterward will be totally dependent upon the efforts
of our key personnel, some of whom may join us following a business combination and whom we would have only a
limited ability to evaluate. It is also possible that our current officers and directors will resign upon the consummation
of a business combination.

Our ability to effect a business combination will be totally dependent upon the efforts of our key personnel. The future
role of our key personnel following a business combination, however, cannot presently be fully ascertained. Although
we expect our Chief Executive Officer, Joseph Cellura, to remain associated with us following a business
combination, we may employ other personnel following the business combination. Moreover, our current
management will only be able to remain with the combined company after the consummation of a business
combination if they are able to negotiate and agree to mutually acceptable employment terms as part of any such
combination, which terms would be disclosed to stockholders in any proxy statement relating to such transaction. If a
business combination were structured as a merger or stock purchase whereby the stockholders of the target company
were to control the combined company following a business combination, it may be less likely that our current
management would remain with the combined company unless it was negotiated as part of the transaction via the
acquisition agreement, an employment agreement or other arrangement. In making the determination as to whether
current management should remain with us following the business combination, management will analyze the
experience and skill set of the target business’ management and negotiate as part of the business combination that
certain members of current management remain if it is believed that it is in the best interests of the combined company
post-business combination. If management negotiates such retention as a condition to any potential business
combination, management may look unfavorably upon or reject a business combination with a potential target
business whose owners refuse to retain members of our management post-business combination, thereby resulting in a
conflict of interest. While we intend to closely scrutinize any additional individuals we engage after a business

11
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combination, we cannot assure you that our assessment of these individuals will prove to be correct. These individuals
may be unfamiliar with the requirements of operating a public company as well as United States securities laws which
could cause us to have to expend time and resources helping them become familiar with such laws. This could be
expensive and time-consuming and could lead to various regulatory issues which may adversely affect our operations.

12
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If we seek to effect a business combination with an entity that is directly or indirectly affiliated with one or more of
our existing stockholders, conflicts of interest could arise.

Our existing stockholders either currently have or may in the future have affiliations with various companies. If we
were to seek a business combination with a target company with which one or more of our existing stockholders is
affiliated, conflicts of interest could arise in connection with negotiating the terms of and completing the business
combination. If conflicts arise, they may not necessarily be resolved in our favor.

Our officers and directors may allocate their time to other businesses thereby causing conflicts of interest in their
determination as to how much time to devote to our affairs. This could have a negative impact on our ability to
consummate a business combination.

Our officers and directors are not required to, and do not intend to, commit their full time to our affairs, which may

result in a conflict of interest in allocating their time between our operations and other businesses. We do not intend to

have any full time employees prior to the consummation of a business combination. Our Chief Executive Officer is

engaged in several other business endeavors and is not obligated to contribute any specific number of hours per week

to our affairs. If our Chief Executive Officer’s other business affairs require him to devote more substantial amounts
of time to such affairs, it could limit his ability to devote time to our affairs and could have a negative impact on our

ability to consummate a business combination. We cannot assure you that these conflicts will be resolved in our

favor.

It is possible that our initial business combination will be with a single target business, which may cause us to be
solely dependent on a single business and a limited number of services.

We may not be able to acquire more than one target business. Accordingly, the prospects for our success may be:

¢ solely dependent upon the performance of a single business, or
e dependent upon the development or market acceptance of a single or limited number of processes or services.

In this case, we will not be able to diversify our operations or benefit from the possible spreading of risks or offsetting
of losses, unlike other entities which may have the resources to complete several business combinations in different
industries or different areas of a single industry.

Because of our limited resources and the significant competition for business combination opportunities, we may not
be able to consummate an attractive business combination.

We expect to encounter intense competition from other entities having a business objective similar to ours, including
venture capital funds, leveraged buyout funds and operating businesses competing for acquisitions. Many of these
entities are well established and have extensive experience in identifying and effecting business combinations directly
or through affiliates. Many of these competitors possess greater technical, human and other resources than we do and
our financial resources will be relatively limited when contrasted with those of many of these competitors. While we
believe that there are numerous potential target businesses that we could acquire with the net proceeds of this offering,
our ability to compete in acquiring certain sizable target businesses will be limited by our available financial
resources. This inherent competitive limitation gives others an advantage in pursuing the acquisition of certain target
businesses.

We may be unable to obtain additional financing, if required, to complete a business combination or to fund the

operations and growth of the target business, which could compel us to restructure the transaction or abandon a
particular business combination.

13
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As we have not yet consummated a transaction with any prospective target business, we cannot ascertain the capital
requirements for any target business subsequent to a business combination. We cannot assure you that such financing
would be available on acceptable terms, if at all. If we were unable to secure additional financing, we would most
likely fail to consummate a business combination in the allotted time and would dissolve and liquidate our assets as
part of our plan of dissolution and liquidation. In addition, if we consummate a business combination, we may require
additional financing to fund the operations or growth of the target business. The failure to secure additional financing
could have a material adverse effect on the continued development or growth of the target business. None of our
officers, directors or existing stockholders is required to provide any financing to us in connection with or after a
business combination.

14
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We may grant stock options to certain members of our management, which could have a negative impact on our
results of operations.

As we do not have adequate cash resources to pay them salaries or fees, we may grant options to purchase shares of
our common stock to members of our management. Because any grant of the options will be deemed to be
stock-based compensation, commencing on the date of grant, we will be required to record a charge to earnings in an
amount equal to the fair value of such options, which will be estimated using the Black-Scholes formula or other
similar valuation methodology. Any such charge to earnings could have a negative impact on our results of
operations, particularly when we expect to have operating revenues following a business combination. Although there
can be no assurance, we do not believe the grant of such options will have a material impact on our ability to effect a
business combination.

We have approximately $860,000 in accounts payable and accrued expenses and accrued compensation and $1.3
million in promissory notes and accrued interest at December 31, 2009. If we are unable to satisfy these obligations,
then our business will be adversely effected.

Our liabilities exceed $2.1 million at December 31, 2009. We intend to satisfy such liabilities with a combination of
issuance of stock and cash consideration. However, to satisfy the liabilities by such means, we intend to 1) increase
our number of authorized shares and/or 2) effectuate a stock split, and 3) generate proceeds from private placements
which would most likely require that we also increase the number of authorized shares and effectuate a stock
split. We are unable to determine whether we will be able to satisfy the liabilities in the manners we intend.

The time and cost of preparing a private company to become a public reporting company may preclude us from
entering into a merger or acquisition with the most attractive private companies.

Target companies that fail to comply with SEC reporting requirements may delay or preclude acquisition. Sections 13
and 15(d) of the Exchange Act require reporting companies to provide certain information about significant
acquisitions, including certified financial statements for the company acquired, covering one, two, or three years,
depending on the relative size of the acquisition. The time and additional costs that may be incurred by some target
entities to prepare these statements may significantly delay or essentially preclude consummation of an
acquisition. Otherwise suitable acquisition prospects that do not have or are unable to obtain the required audited
statements may be inappropriate for acquisition so long as the reporting requirements of the Exchange Act are
applicable.

The Company may be subject to further government regulation which would adversely affect our operations.

Although we will be subject to the reporting requirements under the Exchange Act, management believes we will not
be subject to regulation under the Investment Company Act of 1940, as amended (the “Investment Company Act”),
since we will not be engaged in the business of investing or trading in securities. If we engage in business
combinations which result in our holding passive investment interests in a number of entities, we could be subject to
regulation under the Investment Company Act. If so, we would be required to register as an investment company and
could be expected to incur significant registration and compliance costs. We have obtained no formal determination
from the SEC as to our status under the Investment Company Act and, consequently, violation of the Investment
Company Act could subject us to material adverse consequences.

Because we may acquire a company located outside of the United States, we may be subject to various risks of the
foreign jurisdiction in which we ultimately operate.

15
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If we acquire a company that has sales or operations outside the United States, we could be exposed to risks that
negatively impact our future sales or profitability following a business combination, especially if the acquired
company is in a developing country or a country that is not fully market-oriented. If we were to acquire a business that
operates in such a country, our operations might not develop in the same way or at the same rate as might be expected
in the United States or another country with an economy similar to the market-oriented economies of member
countries which are members of the Organization for Economic Cooperation and Development, or the OECD (an
international organization helping governments through the economic, social and governance challenges of a
globalized economy).
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We are delinquent in our compliance with applicable reporting requirements of the Securities Exchange Act of 1934
(the “Exchange Act”).

As such we are a non-reporting company, and subject to an adverse review by the SEC at any time. The results from
such a review could result in being deregistered, which would have an adverse effect on our ability to return to the
OTC:BB.

We will continue to incur the expenses of complying with public company reporting requirements.

We have an obligation to continue to comply with the applicable reporting requirements of the Exchange Act, which
includes the filing with the SEC of periodic reports, proxy statements and other documents relating to our business,
financial conditions and other matters, even though compliance with such reporting requirements is economically
burdensome.

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable.
ITEM 2. PROPERTIES

For the year 2009, we 1) owned no property/real estate/ or engaged into any property leases or rentals at the corporate
headquarters, and 2) did not own/lease/rent any vehicle or equipment for the year 2009 at the corporate headquarters.
We currently operate from an office space also occupied by our General Counsel, which consists of 400 square feet,
for which we pay $3,000 per month.

ITEM 3. LEGAL PROCEEDINGS

There are no material pending proceedings to which the Company or any of our subsidiaries is a party or of which any
of our property is the subject.

ITEM 4. (REMOVED AND RESERVED)
PART II

ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS,
AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock is traded as a “Pink Sheet” Stock under the symbol “CWLC.PK” The Company’s common stock is
listed on the OTC Pink Quote. The following table presents the high and low sales price for our common stock for the
periods indicated:

Fiscal Year Ended December 31, 2009 High Low
Quarter ended December 31, 2009 $0.0024 $0.0008
Quarter ended September 30, 2009 $0.0019 $0.0008
Quarter ended June 30, 2009 $0.0017 $0.0002
Quarter ended March 31, 2009 $0.001 $0.0002
Fiscal Year Ended December 31, 2008 High Low

Quarter ended December 31, 2008 $0.0012 $0.0006
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Quarter ended September 30, 2008 $0.0018 $0.0005

Quarter ended June 30, 2008 $0.006 $0.0007

Quarter ended March 31, 2008

Earnings per common share — basic and diluted $ 0.24 $0.13

For the three months ended November 30, 2017 and 2016, 40,000 potential common shares (issuable upon conversion
of 36,000 shares of the Company’s Series A Cumulative Convertible Preferred Stock) have been excluded from the
computation of diluted earnings per share because their inclusion would be anti-dilutive since the conversion price
was greater than the average market price of the common stock.

Note 5. Related Party Transactions

The Company leases buildings under operating lease agreements from its majority shareholder, who is also the
Company’s Chairman and CEO. During the three months ended November 30, 2017 and 2016, the Company incurred
approximately $68,000 and $163,000, respectively, of expense related to these leases.

On November 21, 2017, the Company entered into a Commercial and Industrial Lease Agreement (the “Lease’) with the
Trust, which is the grantor trust of Glen Ceiley, our Chief Executive Officer, Chairman of the Board and the

Company’s majority shareholder, for the lease of a facility in Glendale Heights, Illinois. The Company relocated its
Chicago sales office and distribution center to this facility in December 2017. The Lease is a ten year lease with an
initial monthly rental rate of $22,600, which is subject to annual rent increases of approximately 2.5% as set forth in

the Lease.

Note 6. Income Taxes

The Company accounts for income taxes under the asset and liability method, whereby deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply in the years in which those temporary differences are expected to
be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income
in the period that includes the enactment date. Management evaluates the need to establish a valuation allowance for
deferred tax assets based upon the amount of existing temporary differences, the period in which they are expected to
be recovered, and expected levels of taxable income. A valuation allowance to reduce deferred tax assets is
established when it is “more likely than not” that some or all of the deferred tax assets will not be realized. Management
has determined that other than deferred tax assets associated with certain state net operating losses and capital losses,
net deferred tax assets will more likely than not be utilized. Therefore, a valuation allowance has been established
against only those assets related to state net operating losses and capital losses.
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During the three months ended November 30, 2017, the Company recorded an income tax provision of $746,000
resulting in an effective tax rate of 38.4%. The effective tax rate differs from the statutory rate of 34% primarily due to
the existence of a valuation allowance against certain deferred tax assets, state income tax expenses and permanent
book to tax differences.
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Accounting for uncertainty in income taxes prescribes a recognition threshold and measurement attribute for the
financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return and
provides guidance on de-recognition, classification, interest and penalties, accounting in interim periods, disclosure,
and transition. For the three months ended November 30, 2017, the Company did not have a liability for unrecognized
tax benefit. The Company has elected to classify interest and penalties as a component of its income tax provision. For
the three months ended November 30, 2017, the Company did not have a liability for penalties or interest. The
Company does not expect any changes to its unrecognized tax benefit for the next twelve months that would
materially impact its consolidated financial statements.

Note 7. Commitments and Contingencies

From time to time, we may be subject to legal proceedings and claims which arise in the normal course of our
business. Any such matters and disputes could be costly and time consuming, subject us to damages or equitable
remedies, and divert our management and key personnel from our business operations. We currently are not a party to
any legal proceedings, the adverse outcome of which, in management’s opinion, individually or in the aggregate,
would have a material adverse effect on our consolidated results of operations, financial position or cash flows.

Note 8. Subsequent Events

Management has evaluated events subsequent to November 30, 2017, through the date that these consolidated
financial statements are being filed with the Securities and Exchange Commission, for transactions and other events
which may require adjustment of and/or disclosure in such financial statements.

On December 22, 2017, the Tax Cut and Jobs Act was signed into law, which enacts significant changes to U.S. tax
and related laws. Some of the provisions of the new tax law affecting corporations include, but are not limited to a
reduction of the federal corporate income tax rate from 35% to 21%, limiting the interest expense deduction,
expensing of cost of acquired qualified property and elimination of the domestic production activities deduction. The
Company is currently evaluating the impact the new tax law will have on its financial condition and results of
operations. Preliminarily, the Company anticipates a significant reduction in its effective income tax rate and its net
deferred federal income tax assets as a result of the income tax rate reduction, with such changes being included in the
Company’s financial statements beginning in the three months ending February 28, 2018.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
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Cautionary Statements

This Quarterly Report on Form 10-Q contains certain forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended (the
“Exchange Act”). Such statements can be identified by the use of terminology such as “anticipate,” “believe,” “could,”
“estimate,” “expect,” “forecast,” “intend,” “may,” “plan,” “possible,” “project,” “should,” “will” and similar words or expressi
forward-looking statements include, but are not limited to, statements regarding our anticipated revenue, expenses,

profits and capital needs. These statements are based on our current expectations, estimates, projections, and the

impact of certain accounting pronouncements, and are subject to a number of risks and uncertainties that could cause

our actual results to differ materially from those projected or estimated, including but not limited to adverse economic
conditions, competitive pressures, unexpected costs and losses from operations or investments, increases in costs and
overhead, our ability to maintain an effective system of internal controls over financial reporting, potential losses from

trading in securities, our ability to retain key personnel and good relationships with suppliers, the willingness of

Community Bank or other lenders to extend financing commitments and the availability of capital resources, and the

other risks set forth in “Risk Factors” in Part II, Item 1A of this report or identified from time to time in our other filings

with the SEC and in public announcements. You should not place undue reliance on these forward-looking statements

that speak only as of the date hereof. We undertake no obligation to revise or update publicly any forward-looking

statement for any reason, including to reflect events or circumstances after the date hereof or to reflect the occurrence

of unanticipated events. The inclusion of forward looking statements in this Quarterly Report should not be regarded

as a representation by management or any other person that the objectives or plans of the Company will be achieved.

LT3 99 ¢ EEINT3 LT3
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Overview

The condensed consolidated financial statements comprise the accounts of EACO and its wholly-owned subsidiary,
Bisco Industries, Inc. (“Bisco”) and Bisco’s wholly-owned Canadian subsidiary, Bisco Industries Limited (which are

LR INT3 LRI

collectively referred to herein as the “Company”, “we”, “us” and “our”).

EACO was incorporated in the State of Florida in September 1985, is a holding company primarily comprised of its
wholly-owned subsidiary, Bisco. Bisco was incorporated in Illinois in 1974 and is a distributor of electronic
components and fasteners with 48 sales offices and seven distribution centers located throughout the United States and
Canada. Bisco supplies parts used in the manufacture of products in a broad range of industries, including the
aerospace, circuit board, communication, computer, fabrication, instrumentation, industrial equipment and marine
industries.

Revenues derived from the Bisco and its subsidiary represents 100% of our total revenues and are expected to
continue to represent all of the Company’s total revenues for the foreseeable future.

Critical Accounting Policies

There have been no changes to the Company’s critical accounting policies for the three months ended November 30,
2017. Please see “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in the
Company’s Annual Report on Form 10-K for the year ended August 31, 2017 as filed with the SEC on November 22,
2017.

Results of Operations

Comparison of the Three Months Ended November 30, 2017 and 2016

Revenues and Gross Profit ($ in thousands)
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Three Months

Ended

November 30,

$ %

2017 2016 Change Change
Revenues $42,171 $37,207 $4964 133 %
Cost of revenues 29,992 26,651 3,341 125 %
Gross margin $12,179 $10,556 $1,623 154 %
Percent of revenues 289 % 284 % 0.5 %

Revenues consist primarily of sales of component parts and fasteners, but also include, to a lesser extent, kitting
charges and special order fees, as well as freight charged to customers. The increase in revenues in the three months
ended November 30, 2017 (“Q1 2018”) as compared to the three months ended November 30, 2016 (“Q1 2017”) was
largely due to a higher volume of product sales, increased sales department headcount over prior year quarter, and
increased productivity from the Company’s employees. Revenues have also increased due to the Company focusing on
relationship building programs with current and potential customers and vendors.

The gross margins in Q1 2018 remained relatively consistent with Q1 2017, improved slightly by 0.5%. This increase
was primarily due to a larger volume orders at lower margins in Q1 2017. This was primarily due to volume discounts
and mix of products sold in Q1 2017. Increases in large individual orders are due to the Company focusing on
relationship building with key customers and vendors.

11
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Selling, General and Administrative Expenses ($ in thousands)

Three Months
Ended

November 30,
2017 2016 $ %

Change Change

Selling, general and administrative expenses $10,340  $9,387 $ 953 102 %
Percent of revenues 245 % 252 % 0.7 Y

Selling, general and administrative expense (“SG&A”) consists primarily of payroll and related expenses for the
Company’s sales and administrative staff, professional fees including accounting, legal and technology costs and
expenses, and sales and marketing costs. SG&A in Q1 2018 increased from Q1 2017 largely due to an increase in
annual raises, and to a lesser extent, due to rent escalation in leased properties, increases in IT consulting, depreciation
expense, and annual bonuses, which are typically payable or incurred in the first fiscal quarter. SG&A as a percent of
revenue in Q1 2018 decreased from Q1 2017 primarily due to the Company being able to increase sales with current
and new customers without having to incur additional significant SG&A expenses.

Other Income (Expense), Net ($ in thousands)

Three Months
Ended $ %
November 30,

2017 2016 ~ Change Change
Other income (expense):

Net gain (loss) on trading securities $203 $(102) $ 305 299.0 %
Interest (expense), net (101) @ ) 97 ) 2,425.0%
Total other income (expense), net $102 $(106) $ 208 (96.2 %)

Total other income (expense), net as a percent of revenues 00 % 00 %

Other income (expense), net primarily consists of income or losses on investments in short-term marketable equity

securities of publicly-held corporations, interest related to the Company’s line of credit and other long-term debt and
gains and losses associated with sales of capital assets. The Company’s investment strategy consists of both long and
short positions, as well as utilizing options designed to improve returns. During Q1 2018, the Company recognized a
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net gain of $203,000 as compared to a net loss of $102,000 in Q1 2017 in net realized and unrealized gains. The
increase in trading securities gains in Q1 2018 was primarily due to timing of sales and purchases and general market
climate of short and long positions during the year.

Interest and other expense increased in Q1 2018 compared to Q1 2017 due to an increase in the Company’s line of
credit with Community Bank and an increase in long-term debt, both of which were primarily related to the Company’s
$5.4 million term loan from Community Bank obtained in connection with the Company’s acquisition of the Lakeview
Property in May 2017.

Income Tax Provision ($ in thousands)

Three Months

Ended $ %
November 30,

2017 2016 Change Change

Income tax provision $746  $402 $ 344 85.6 %
Percent of pre-tax income 38.4% 37.8% 06 %

The provision for income taxes increased by $344,000 in Q1 2018 over the prior year period. This increase was
primarily a result of higher taxable income in the current quarter as compared to the prior year period. The percent of
pre-tax income increased from 37.8% at Q1 2017 to 38.4% for Q1 2018. The increase in the rate is also due to an
increase in the blended state and federal tax rate in Q1 2018.

12

25



Edgar Filing: Media Exchange Group, Inc. - Form 10-K

Liquidity and Capital Resources

The Company has historically been funded from positive cash flow from its operations. As of November 30, 2017 and
August 31, 2017, the Company held approximately $3,604,000 and $3,870,000 of cash and cash equivalents,
respectively. The Company has a $10,000,000 line of credit agreement with Community Bank. Borrowings under this
agreement bear interest at the bank’s reference rate (4.25% at November 30, 2017 and August 31, 2017). Borrowings
are secured by substantially all of the assets of the Company and its subsidiaries. The line of credit agreement expires
in March 2019. The amounts outstanding under this line of credit as of November 30, 2017 and August 31, 2017 were
$7,285,000 and $6,967,000 respectively. The line of credit agreement contains certain nonfinancial and financial
covenants, including the maintenance of certain financial ratios. As of November 30, 2017 and August 31, 2017, the
Company was in compliance with all such covenants.

On May 15, 2017, the Company entered into a $5,400,000 loan agreement with Community Bank. The proceeds of
the loan were used to purchase the Lakeview Property that houses the Company’s corporate headquarters and
distribution center located in Anaheim, California. This loan is payable in 35 regular monthly payments of $27,142
and one irregular last payment of $5,001,607 due on the maturity date of the loan on May 16, 2020. The loan is
secured by a deed of trust to the Lakeview Property and bears interest at the bank’s reference rate (1.79% at November
30, 2017) plus 1.70%. At November 30, 2017, the outstanding balance of this loan was $5,331,000. EACO has

entered into a commercial guaranty agreement, pursuant to which EACO is the guarantor of both Bisco’s $10,000,000
line of credit and the $5,400,000 loan.

EACO has also entered into a business loan agreement (and related $100,000 promissory note) with Comerica Bank in
order to obtain a $100,000 of credit as security for the Company’s worker’s compensation requirements.

The Company also held $2,146,000 and $1,596,000 of marketable securities at November 30, 2017 and August 31,
2017, respectively, which could be sold, if needed.

Cash Flows from Operating Activities

Cash provided by operating activities was $113,000 for the three months ended November 30, 2017 as compared with
cash used in operations of $3,925,000 for the three months ended November 30, 2016. The current period cash
provided by operating activities was primarily due to the increase in net income and accounts payable, which was
largely related to the higher revenues in the current quarter, as well as less inventory purchased in Q1 2018 compared
to Q1 2017. This was offset by an increase in trade accounts receivables and an increase in prepaid expenses and other
assets. The prior year cash used in operating activities was primarily due to the decrease in accrued expenses and an
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increase in inventory in the prior year quarter.

Cash Flows from Investing Activities

Cash used in investing activities was $1,196,000 for the three months ended November 30, 2017 as compared with
cash used in such activities of $351,000 for the three months ended November 30, 2016. The increase in investing
activities comparing Q1 2018 to Q1 2017 was primarily due to the Company’s purchases in Q1 2018 of equipment and
leasehold improvements and marketable securities related to Q1 2018.

Cash Flows from Financing Activities

Cash provided by financing activities for the three months ended November 30, 2017 was $669,000 as compared with
cash provided of $4,545,000 for the three months ended November 30, 2016. The decrease in cash provided by
financing activities comparing Q1 2018 to Q1 2017 is primarily due to larger borrowing of $4,079,000 on the
Company’s line of credit and a larger bank overdraft in Q1 2017. The increase in borrowing on the line of credit in Q1
2017 was primarily due to an increase in purchasing of inventory and payment of corporate income taxes related to
fiscal year 2016. The income tax extension for fiscal year 2017 was due on December 15, 2017, while in the previous
tax year it was due on November 15, 2016.
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Off-Balance Sheet Arrangements

The Company has no off-balance sheet arrangements that are reasonably likely to have a material current or future
effect on the financial position, revenues, results of operations, liquidity or capital expenditures.

Contractual Financial Obligations

In addition to using cash flow from operations, the Company finances its operations through borrowings under its line
of credit. These financial obligations are recorded in accordance with accounting rules applicable to the underlying
transactions, with the result being that amounts owed under debt agreements and capital leases are recorded as
liabilities on the accompanying consolidated balance sheets while lease obligations recorded as operating leases are
disclosed in the notes to the consolidated financial statements and management’s discussion and analysis of financial
condition and results of operations in the Company’s annual report on Form 10-K for the year ended August 31, 2017
as filed with the SEC on November 22, 2017.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

The Company is a smaller reporting company as defined by Rule 12b-2 of the Exchange Act and is not required to
provide the information required under this item.

Item 4. Controls and Procedures

Evaluation of disclosure controls and procedures. As required by Rule 13a-15(e) and 15d-15(e) under the

Exchange Act, as of the end of the period covered by this report, the Company carried out an evaluation of the
effectiveness of the design and operation of the Company’s disclosure controls and procedures. This evaluation was
carried out under the supervision and with the participation of the Company’s Chief Executive Officer, who also serves
as the Company’s principal financial officer. Based upon that evaluation, the Company’s Chief Executive Officer has
concluded that the Company’s disclosure controls and procedures were effective as of the end of the period covered in
this report.
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Changes in internal control over financial reporting. There have been no changes in internal control over financial
reporting during the fiscal quarter covered by this report that have materially affected or are reasonably likely to
materially affect the Company’s internal control over financial reporting.
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PART II

OTHER INFORMATION

Item 1. Legal Proceedings

From time to time, we may be subject to legal proceedings and claims which arise in the normal course of our
business. Any such matters and disputes could be costly and time consuming, subject us to damages or equitable
remedies, and divert our management and key personnel from our business operations. We currently are not a party to
any legal proceedings, the adverse outcome of which, in management’s opinion, individually or in the aggregate,
would have a material adverse effect on our consolidated results of operations, financial position or cash flows.

Item 1A. Risk Factors

Our business is subject to a number of risks, some of which are discussed below. Other risks are presented elsewhere
in this report and in our other filings with the SEC, including our Annual Report on Form 10-K and subsequent
reports on Forms 10-Q and 8-K . If any of the risks actually occur, our business, financial condition, or results of
operations could be seriously harmed. In that event, the market price for shares of our common stock may decline,
and you could lose all or part of your investment.

Changes and uncertainties in the economy have harmed and could continue to harm our operating results.

As a result of the continuing economic uncertainties, our operating results, and the economic strength of our
customers and suppliers, are increasingly difficult to predict. Sales of our products are affected by many factors,
including, among others, general economic conditions, interest rates, inflation, liquidity in the credit markets,
unemployment trends, geopolitical events, and other factors. Although we sell our products to customers in a broad
range of industries, the significant weakening of economic conditions on a global scale has caused some of our
customers to experience a slowdown that has had adverse effects on our sales and operating results. Changes and
uncertainties in the economy also increase the risk of uncollectible accounts receivable. The pricing we receive from
suppliers may also be impacted by general economic conditions. Continued and future changes and uncertainties in
the economic climate in the United States and elsewhere could have a similar negative impact on the rate and amounts
of purchases by our current and potential customers, create price inflation for our products, or otherwise have a
negative impact on our expenses, gross margins and revenues, and could hinder our growth.

30



Edgar Filing: Media Exchange Group, Inc. - Form 10-K

The Company’s Chairman and CEO holds almost all of our voting stock and can control the election of
directors and significant corporate actions.

Glen Ceiley, our Chairman and CEO, beneficially owns or controls approximately 97.3% of our outstanding voting
stock. As a result, Mr. Ceiley is able to exert significant influence over the outcome of almost all corporate matters,
including significant corporate transactions requiring a stockholder vote, such as a merger or a sale of the Company or
our assets. This concentration of ownership and influence in management and board decision-making could also harm
the price of our common stock by, among other things, discouraging a potential acquirer from seeking to acquire
shares of our common stock (whether by making a tender offer or otherwise) or otherwise attempting to obtain control
of the Company.

We do not have long-term supply agreements or guaranteed price or delivery arrangements with the majority
of our suppliers.

In most cases, we have no guaranteed price or delivery arrangements with our suppliers. Consequently we may
experience inventory shortages on certain products. Furthermore, our industry occasionally experiences significant
product supply shortages and customer order backlogs due to the inability of certain manufacturers to supply products
as needed. We cannot assure you that suppliers will maintain an adequate supply of products to fulfill our orders on a
timely basis, at a recoverable cost, or at all, or that we will be able to obtain particular products on favorable terms or
at all. Additionally, we cannot assure you that product lines currently offered by suppliers will continue to be available
to us. A decline in the supply or continued availability of the products of our suppliers, or a significant increase in the
price of those products, could reduce our sales and negatively affect our operating results.
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We rely on third party suppliers for most of our products, and may not be able to identify and procure relevant
new products and products lines that satisfy our customers’ needs on favorable terms and prices, or at all.

We currently rely on a large number of third party suppliers for most of our products. Since we do not manufacture
our products, we rely on these suppliers to provide quality products that are in demand by our customers. Our success
depends in part on our ability to develop product expertise and continue to identify and provide future high quality
products and product lines that complement our existing products and product lines and that respond to our customers’
needs. We may not be able to compete effectively unless we can continue to offer a broad range of high quality,
reliable products that address the trends in the markets in which we compete.

Our supply agreements are generally terminable at the suppliers’ discretion.

Substantially all of the agreements we have with our suppliers, including our authorized distributor agreements, are
terminable with little or no notice and without any penalty. Suppliers that currently sell their products through us
could decide to sell, or increase their sales of, their products directly or through other distributors or channels. Any
termination, interruption or adverse modification of our relationship with a key supplier or a significant number of
other suppliers would likely adversely affect our operating income, cash flow and future prospects.

We generally do not have long-term sales contracts with our customers.

Most of our sales are made on a purchase order basis, rather than through long-term sales contracts. As such, our
customers typically do not have any obligation to purchase any products from us. A variety of conditions, both
specific to each customer and generally affecting each customer’s industry, may cause customers to reduce, cancel or
delay orders that were either previously made or anticipated. In addition, customers may go bankrupt or fail, or default
on their payments. Significant or numerous cancellations, reductions, delays in orders by customers, losses of
customers, and/or customer defaults on payment could materially adversely affect our business and revenues.

If we fail to maintain an effective system of internal controls over financial reporting or experience additional
material weaknesses in our system of internal controls, we may not be able to report our financial results
accurately or timely or detect fraud, which could have a material adverse effect on the market price of our
common stock and our business.
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We have from time to time had material weaknesses in our internal controls over financial reporting due to a veriety
of issues, including, without limitation, deficiencies in the process related to the preparation of our financial
statements, segregation of duties, sufficient control in the area of financial reporting oversight and review, and
appropriate personnel to ensure the complete and proper application of GAAP as it relates to certain routine
accounting transactions. Although we believe we have addressed these material weaknesses, we may experience
material weaknesses or significant deficiencies in the future and may fail to maintain a system of internal control over
financial reporting that complies with the reporting requirements applicable to public companies in the United States.
Our failure to address any deficiencies or weaknesses in our internal control over financial reporting or to properly
maintain an effective system of internal control over financial reporting could impact our ability to prevent fraud or to
issue our financial statements in a timely manner that presents fairly, in accordance with GAAP, our financial
condition and results of operations. The existence of any such deficiencies and/or weaknesses, even if cured, may also
lead to the loss of investor confidence in the reliability of our financial statements, could harm our business and
negatively impact the trading price of our common stock. Such deficiencies or material weaknesses may also subject
us to lawsuits, investigations and other penalties.

We have incurred significant losses in the past from trading in securities, and we may incur such losses in the
future, which may also cause us to be in violation of covenants under our loan agreement.

Bisco has historically funded its operations in part from cash generated by trading in marketable domestic equity
securities. Bisco’s investment strategy includes taking both long and short positions, as well as utilizing options to
maximize return. This strategy can lead, and has led, to significant losses based on market conditions and trends. We
may incur losses in future periods from such trading activities, which could materially and adversely affect our
liquidity and financial condition.
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In addition, unanticipated losses from our trading activities may cause Bisco to be in violation of certain covenants
under its line of credit agreement with Community Bank. The agreement is secured by substantially all of Bisco’s
assets. The loan agreement contains covenants which require that, on a quarterly basis, Bisco’s losses from trading in
securities not exceed its pre-tax operating income. We cannot assure you that unanticipated losses from our trading
activities will not cause us to violate our covenants in the future or that the bank will grant a waiver for any such
default or that it will not exercise its remedies, which could include the refusal to allow additional borrowings on the
line of credit or the acceleration of the obligation’s maturity date and foreclosure on Bisco’s assets, with respect to any
such noncompliance, which could have a material adverse effect on our business and operations.

We rely heavily on our internal information systems, which, if not properly functioning, could materially and
adversely affect our business.

Our information systems have been in place for many years, and are subject to system failures as well as problems
caused by human error, which could have a material adverse effect on our business. Many of our systems consist of a
number of legacy or internally developed applications, which can be more difficult to upgrade to commercially
available software. It may be time consuming and costly for us to retrieve data that is necessary for management to
evaluate our systems of control and information flow. In the future, management may decide to convert our
information systems to a single enterprise solution. Such a conversion, while it would enhance the accessibility and
reliability of our data, could be expensive and would not be without risk of data loss, delay or business interruption.
Maintaining and operating these systems requires continuous investments. Failure of any of these internal information
systems or material difficulties in upgrading these information systems could have material adverse effects on our
business and our timely compliance with our reporting obligations.

We may not be able to attract and retain key personnel.

Our future performance will depend to a significant extent upon the efforts and abilities of certain key management
and other personnel, including Glen Ceiley, our Chairman and CEO, as well as other executive officers and senior
management. The loss of service of one or more of our key management members could have a material adverse
effect on our business.

The competitive pressures we face could have a material adverse effect on our business.

The market for our products and services is very competitive. We compete for customers with other distributors, as
well as with many of our suppliers. A failure to maintain and enhance our competitive position could adversely affect
our business and prospects. Furthermore, our efforts to compete in the marketplace could cause deterioration of gross
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profit margins and, thus, overall profitability. Some of our competitors may have greater financial, personnel, capacity
and other resources or a more extensive customer base than we do.

Our strategy of expanding into new geographic areas could be costly.

One of our primary growth strategies is to grow our business through the opening of sales offices in new geographic
markets. Based on our analysis of demographics in the United States, Canada and Mexico, we currently estimate there
is potential market opportunity in North America to support additional sales offices. We cannot guarantee that our
estimates are accurate or that we will open enough offices to capitalize on the full market opportunity or that any new
offices will be successful. In addition, a particular local market’s ability to support a sales office may change because
of a change due to competition or local economic conditions.

We may be unable to meet our goals regarding new office openings.

Our growth, in part, is primarily dependent on our ability to attract new customers. Historically, our most effective
way to attract new customers has been opening new sales offices in additional geographic regions or new markets.
Our current business strategy focuses on opening a specified number of new sales offices each year, and quickly
growing each new sales office. Given the recent economic slowdown, we may not be able to open or grow new offices
at our projected or desired rates or hire the qualified sales personnel necessary to make such new offices successful.
Failure to do so could negatively impact our long-term growth and market share.
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Opening sales offices in new markets presents increased risks that may prevent us from being profitable in
these new locations, and/or may adversely affect our operating results.

Our new sales offices do not typically achieve operating results comparable to our existing offices until after several
years of operation. The added expenses relating to payroll, occupancy, and transportation costs can impact our ability
to generate earnings. In addition, offices in new geographic areas face additional challenges to achieving profitability.
In new markets, we have less familiarity with local customer preferences and customers in these markets are less
familiar with our name and capabilities. Entry into new markets may also bring us into competition with new,
unfamiliar competitors. These challenges associated with opening new offices in new markets may have an adverse
effect on our business and operating results.

Our ability to successfully attract and retain qualified sales personnel is uncertain.

Our success depends in large part on our ability to attract, motivate, and retain a sufficient number of qualified sales
employees, who understand and appreciate our strategy and culture and are able to adequately represent us to our
customers. Qualified individuals of the requisite caliber and number needed to fill these positions may be in short
supply in some areas, and the turnover rate in the industry is high. If we are unable to hire and retain personnel
capable of consistently providing a high level of customer service, as demonstrated by their enthusiasm for our culture
and product knowledge, our sales could be materially adversely affected. Additionally, competition for qualified
employees could require us to pay higher wages to attract a sufficient number of employees. An inability to recruit
and retain a sufficient number of qualified individuals in the future may also delay the planned openings of new
offices. Any such delays, material increases in existing employee turnover rates, or increases in labor costs, could
have a material adverse effect on our business, financial condition or operating results.

Increases in the costs of energy, shipping and raw materials used in our products could impact our cost of
goods and distribution and occupancy expenses, which would result in lower operating margins.

Costs of raw materials used in our products and energy costs have been rising during the last several years, which has
resulted in increased production costs for our suppliers. These suppliers typically look to pass their increased costs
along to us through price increases. The shipping costs for our products have risen as well and may continue to rise.
While we typically try to pass increased supplier prices and shipping costs through to our customers or to modify our
activities to mitigate the impact, we may not be successful. Failure to fully pass these increased prices and costs
through to our customers or to modify our activities to mitigate the impact would have an adverse effect on our
operating margins.
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We may not have adequate or cost-effective liquidity or capital resources.

Our ability to satisfy our cash needs depends on our ability to generate cash from operations and to access our line of
credit and the capital markets, which are subject to general economic, financial, competitive, legislative, regulatory
and other factors that are beyond our control. Our net cash provided in operations for the Q1 2018 was approximately
$113,000. The total outstanding on our line of credit as of November 30, 2017 was approximately $7.3 million, which
the line of credit is secured by substantially all of Bisco’s assets. Our ability to continue to draw on our line of credit is
subject to our satisfaction of certain covenants contained in such agreement. As such, we may need to pursue
additional debt or equity financing, which funding may not be available on acceptable terms, on a timely basis or at
all. The securities to be issued in any future equity financing may have rights, preferences, and privileges that are
senior to our common stock. Our failure to obtain such funding could adversely impact our ability to execute our
business plan and our financial condition and results of operations.

Sales of our common stock by Glen Ceiley could cause the price of our common stock to decline.

There is currently no established trading market for our common stock, and the volume of any stock sales has
generally been low. As of November 30, 2017, the number of shares held by non-affiliates of Mr. Ceiley is less than
140,000 shares. If Mr. Ceiley or any other shareholder sells or seeks to sell a substantial number of his shares of our
common stock in the future, the market price of our common stock could decline. The perception among investors that
these sales may occur could produce the same effect.
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Inclement weather and other disruptions to the transportation network could impact our distribution system.

Our ability to provide efficient shipment of products to our customers is an integral component of our overall business
strategy. Disruptions at distribution centers or shipping ports may affect our ability to both maintain core products in
inventory and deliver products to our customers on a timely basis, which may in turn adversely affect our relationship
with our customers and our results of operations. In addition, severe weather conditions could adversely impact
demand for our products in particularly hard hit regions.

Our advertising and marketing efforts may be costly and may not achieve desired results.

We expect to continue to incur substantial expense in connection with our advertising and marketing efforts. Postage
represents a significant advertising expense for us because we generally mail fliers to current and potential customers
through the U.S. Postal Service. Any future increases in postal rates will increase our mailing expenses and could have
a material adverse effect on our business, financial condition and results of operations.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

None.

Item 3. Defaults Upon Senior Securities

None.

Item 4. Mine Safety Disclosures

Not applicable.
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Item 5. Other Information

None.

Item 6. Exhibits

The following exhibits are filed as part of this report on Form 10-Q.

No. Exhibit

311 Certification of Principal Executive Officer and Principal Financial Officer pursuant to Exchange Act Rules
— 13a-14(a) and 15d-14(a) as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
301 Certification of Principal Executive Officer and Principal Financial Officer pursuant to Section 906 of the

Sarbanes-Oxley Act.
101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LAB XBRL Taxonomy Extension Label Linkbase Document
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document
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SIGNATURES

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 thereunto duly authorized.

EACO CORPORATION
(Registrant)

Date: January 15, 2018 /s/ Glen Ceiley
Glen Ceiley
Chief Executive Officer
(Principal Executive Officer & Principal Financial Officer)

/s/ Michael Narikawa
Michael Narikawa

Controller

(Principal Accounting Officer)
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EXHIBIT INDEX

No. Exhibit

311 Certification of Principal Executive Officer and Principal Financial Officer pursuant to Exchange Act Rules
— 13a-14(a) and 15d-14(a) as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
301 Certification of Principal Executive Officer and Principal Financial Officer pursuant to Section 906 of the

Sarbanes-Oxley Act.
101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LAB XBRL Taxonomy Extension Label Linkbase Document
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document
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