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REPORT OF INDEPENDENT ACCOUNTANTS

To the Stockholders
WhiteClouds, Inc.
Ogden, Utah

We have audited the accompanying financial statements of WhiteClouds, Inc. (the “Company”),
which comprise the balance sheets as of December 31, 2020 and 2019, and the related
statements of operations, changes in stockholders’ deficit, and cash flows for the years then
ended and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and
fair presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity's internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

> Certified Public
Accountants & Consultants
4401 Dominion Boulevard
Glen Allen, VA 23060
T:804.747.0000 F:804.747.3632
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Total current liabilities 1,204,183
Long-term labilties.
Notes payable - less current portion, net 1562974

Capital lease obligations - less current portion
Other long term liabilities
Total long-term liabilities
Total liabilities
Stockholders' deficit:
Common stock $0.0001 par value; 70,000,000 shares
authorized; 49 948,591 shares issued and outstanding

as of December 31, 2020 and 39,794,704 shares 49.948
issued and outstanding as of December 31, 2019

Additional paic-in capital 7,804,686

SAFE - future equity obligation 1,636,656

Accumulated deficit
Total stockholders' deficit

See accompanying notes to financial siatements
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Total liabilities and stockholders' deficit $ 310522 $ 847,104

Total current liabilities
Long-term labilities:

Notes payable - less current portion, net

Capital lease obligations - less current portion

Other long term liabilities

Total long-term liabilities
Total liabiliies
Stockholders' deficit:

Common stock $0.0001 par value; 70,000,000 shares
authorized: 49,948,591 shares issued and outstanding
as of December 31, 2020 and 39,794,704 shares
issued and outstanding as of December 31, 2019

Additional paid-in capital

SAFE - future equity obligation

Accumulated deficit

Total stockholders’ deficit

Total liabiliies and stockhalders' deficit
See accompanying notes to-financial statements.
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(31,196)
(13,268)
267,400

222,036

(18.075)

21,118

(255.474)
(6.668)

246,975

190,000

174,833

(2.490)

23,608
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Payments on notes payable
Payments on capital lease obligations.
Proceeds from Paycheck Protection Program loan
Praceeds from issuance of SAFEs
Proceeds from issuance of common stock
Net cash provided by financing activities

Net change in cash
Cash, beginning of year
Cash, end of year

Supplemental disclosure of cash flow information:
Cash paid for interest

Noncash investing and financing activities:
Convertible note converted to comman stock

Agcounts payable forgiven in equipment dis posal
See accompanying notes to financial siatements
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222936

21,118

$

(31,196)
(13,268)
267.400

(16,075)

3043 §

4,765,000

(255,474)
(6,668)

246,975

190,000
174,833

(2.490)

23,608

21,118

129001 § 389,861

Payments on notes payable
Payments on capital lease obligations
Proceeds from Paycheck Protection Program loan
Proceeds from issuance of SAFES
Proceeds from issuance of common stock
Net eash provided by financing activities

Net change in cash

Cash, beginning of year

Cash, end of year 3
Supplemental disclosure of cash flow information

Cash paid for interest g
Nencash investing and financing activities:

Convertible note converted to common stock $

Accounts payable forgiven in equipment disposal $

See accompanying notes to-financial statements.
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of time.

Basis of Accounting: The accompanying financial statements have been prepared on
the accrual basis of accounting in accordance with accounting principles generally
accepted in the United States (“GAAP”) as determined by the Financial Accounting
Standards Board (“FASB”) Accounting Standards Codification (“ASC”).

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

Concentrations and Credit Risk: Financial instruments which potentially subject the
Company to concentrations of credit risk consist principally of cash and accounts
receivable. The Company maintains its cash in various financial institutions with balances
that periodically exceed federally insured limits. Accounts receivable is made up of many
customers across various geographic regions.

At December 31, 2020 and 2019, four customers account for 68% of accounts receivable
and one customer accounts for 10% of accounts receivable, respectfully. During 2020
and 2019 one customer accounted for 17% and 11% of revenue, respectively.

Accounts Receivable: The Company sells its services to customers on an open credit
basis. The Company's accounts receivable are generally uncollateralized. Management
closely monitors outstanding accounts receivable and provides an allowance for any
balances that are determined to be uncollectible. An allowance of was not deemed
necessary as of December 31, 2020 and 2019.

Inventory: Inventory consists of raw materials and is valued at the lower of cost or net
realizable value on a first-in, first-out basis. Management periodically evaluates the need
for a reserve for obsolescence and determined that no reserve was deemed necessary at
December 31, 2020 and 2019.



Intangible Assets: Intangible assets consist of certain licensing fees and a patent. The
licensing fees are amortized over their useful life of 10 years and the patent is amortized
over its expected benefit period of 20 years. These intangible assets may also be subject
to an impairment assessment based on the undiscounted future cash flows derived from
those assets. Amortizable intangible assets are stated at cost, less accumulated
amortization. No impairment was recorded during 2020 or 2019.

Deferred Financing Costs: Deferred financing costs represent costs associated with the
issuance of debt. The Company reports deferred financing costs as a direct deduction
from the face amount of the related debt instrument. These costs are amortized to interest
expense over the term of the related borrowings by a method that approximates the
effective interest method. Amortization amounted to $20,146 and $10,995 for 2020 and
2019, respectively. Net deferred financing costs are included as a component of notes
payable (Note 5).

Advertising Costs: The Company expenses advertising and sales promotion costs as
incurred. Advertising expense was $72,195 for 2020 and $52,267 for 2019.

Paycheck Protection Program Loans: The Company’s policy was to account for the
Paycheck Protection Program loans (“PPP loans”) as debt. The Company recorded the PPP
loans as a liability until the loans were entirely forgiven and the Company was legally
released, at which point the amount forgiven was recorded into other income in the
statements of operations (see Note 12).

Revenue Recognition: Effective January 1, 2020, the Company adopted ASU No. 2014-
09, “Revenue from Contracts with Customers (Topic 606)” (“Topic 606”), which provides
guidance for revenue recognition. Topic 606 affects any entity that enters into contracts
with customers to transfer goods or services. The update eliminates all transaction and
industry-specific accounting principles and replaces them with a unified, five step
approach. The standard’s core principle is that a company should recognize revenue when
it transfers promised goods or services to customers in an amount that reflects the
consideration to which a company expects to be entitled in exchange for those goods or
services. The Company adopted the standard during 2020, under the full retrospective
transition method. The adoption of Topic 606 did not have a material impact on the
Company’s beginning of year stockholders’ deficit or sales for 2020 and 2019.
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Lustomers are evaluatea Tor Creait-worthiness prior 10 acceptance of the contract and
contracts do not include variable consideration or financing components. Substantially all
contracts are completed within one year of acceptance and payment typically is expected
within 30 days.

Contract assets relate to the Company's right to payment for performance completed to
date under a contract. Accounts receivable are recorded when the right to payment
becomes unconditional. Contract liabilities relate to payments received in advance of
performance under a contract. Contract liabilities are recognized as revenue as (or when)
the Company performs under the contract. There were no contract assets at December
31, 2020 and 2019. Contract liabilities consist of customer deposits at December 31, 2020
and 2019.

Income Taxes: Deferred income taxes are provided on temporary differences between
financial statement and income tax reporting. Temporary differences are differences
between the amounts of assets and liabilities reported for financial statement purposes
and their tax basis. Deferred tax assets are recognized for temporary differences that will
be deductible in future years’ tax returns and for operating loss and tax credit
carryforwards. Deferred tax assets are reduced by a valuation allowance if it is deemed
more likely than not that some or all of the deferred tax assets will not be realized. Deferred
tax liabilities are recognized for temporary differences that will be taxable in future years’
tax returns.

Income Tax Uncertainties: The Company follows FASB guidance for how uncertain tax
positions should be recognized, measured, disclosed and presented in the financial
statements. This requires the evaluation of tax positions taken or expected to be taken in
the course of preparing the Company's tax returns to determine whether the tax positions
are "more-likely-than-not" of being sustained "when challenged" or "when examined" by
the applicable tax authority. Tax positions not deemed to meet the more-likely-than-not
threshold would be recorded as a tax expense and liability in the current year.
Management evaluated the Company's tax positions and concluded that the Company
has taken no uncertain tax positions that require adjustment to the financial statements to
comply with the provisions of this guidance. The Company is not currently under audit by
any tax jurisdiction.

Sales Taxes Collected and Remitted: The Company presents sales taxes collected
from customers and remitted to government authorities on a net basis, excluding such
amounts from sales and cost of revenue.
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recognized on the balance sheet with a right of use asset and a lease liability. The
standard will require entities to classify leases as either a finance, or operating lease based
upon the contractual terms. For finance leases, the right to use asset and lease liability
will be calculated based upon the present value of the lease payments. The asset will
then be amortized and the interest on the obligation will be recognized separately within
the statement of operations. For operating leases, the right to use asset and lease liability
will also be calculated based upon the present value of the lease payments. However,
the cost of the lease will generally be allocated over the lease term on a straight-line basis
and presented as a single expense on the statement of operations. The new standard will
be effective for periods beginning after December 15, 2021, and will require entities to use
a modified retrospective approach to the earliest period presented. The Company is
currently evaluating the reporting and economic implications of the new standard.

Subsequent events: Management has evaluated subsequent events through February
7, 2022, the date the financial statements were available to be issued, and has determined
there are no subsequent events to be reported in the accompanying financial statements.

Property and Equipment:

Property and equipment consisted of the following at December 31:

Depreciation expense was $378,000 and $482,784 for 2020 and 2019 respectively.

10
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Amortization expense was $7,170 for 2020 and 2019 respectively. Estimated future
amortization expense of intangibles is $7,170 annually.

Convertible Notes:

The Company has various convertible notes agreements outstanding during 2020 and
2019. The notes bear interest at 8% per annum. Certain notes have beneficial conversion
features upon which the principal will convert at the lesser of 80% of the per unit price paid
by investors, as identified in the note agreements, or the valuation cap divided by shares
outstanding prior to the conversion to common stock. Certain notes also have valuation
caps up to $18,000,000. All unpaid principal and accrued interest are due upon maturity
which ranged from November 2017 to March 2020 or would convert upon an equity
financing or change in control event. Principal of $80,000 and $4,845,000 was outstanding
as of December 31, 2020 and 2019 respectively.

During 2020, notes held by an executive of the Company with a principal amount of
$4,765,000 were converted to 10,153,887 shares of common stock.

The Company had $80,000 of convertible notes outstanding at December 31, 2020. The
maturity date of these convertible notes was extended to December 31, 2022.

11
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(deferred financing charge) of $160,044 and $180,190 at December 31, 2020 and 2019,
respectively.

In December 2017, the Company entered into a promissory note with an executive of the
Company for an original principal amount of $549,580. In December 2020, the Company
executed an amendment to the promissory note that increased the principal amount to
$805,374. The note bears no stated interest rate, but requires monthly interest payments
of $3,800. QOutstanding principal and accrued interest is due upon maturity in December
2022. The outstanding balance on the note was $805,374 and $727,540 as of December
31, 2020 and 2019, respectively.

Stockholders’ Deficit:

Pursuant to the Company’s articles of incorporation, the Company is authorized to issue
120,000,000 shares of stock, consisting of 70,000,000 shares of common stock and
50,000,000 shares of preferred stock, each at $0.0001 par value per share.

The Company has issued and outstanding 49,948,591 and 39,794,704 shares of common
stock at December 31, 2020 and 2019, respectively. The holder of each share of common
stock is entitled to one vote per share. The voting, dividend, and liquidation rights of the
holders of the common stock are subject to and qualified by the rights, powers and
preferences of the holders of the preferred stock. The Company has no issued and
outstanding shares of preferred stock at December 31, 2020 and 2019.

SAFE - Future Equity Obligation:

The Company has various Simple Agreements for Future Equity (“SAFE”) outstanding for
a total amount of $1,636,656 at December 31, 2020 and 2019. The SAFEs do not bear
interest. The SAFEs will convert upon any of the following events: equity financing,
liquidity event, dissolution, or termination of the SAFE which will occur if any of the
previous events take place or the SAFE is settled by the Company in stock or payment of
amounts due as defined in the agreement. At December 31, 2020 and 2019, the SAFE
agreements were not converted into equity. The remaining SAFE agreements outstanding
have not been terminated or expired based on the terms of the agreements.

12
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a cliff-vesting clause. The Company determined the value of the options to be immaterial
to the financial statements.

The Company has warrants outstanding to advisors and lenders of the Company for the
right to purchase 3,420,000 shares of the Company’s common stock. The Company
determined the value of the warrants to be immaterial to the financial statements.

Related Party Transactions:

During 2020 and 2019, the Company had note agreements with an outstanding balance
with an executive of the Company (see Note 4 and 5).

Operating Leases:

The Company leases its office space through a non-cancelable operating lease
agreement. The Company’s previous lease terminated in May 2019 and called for monthly
lease payments of $26,571 plus various operating charges. The Company’s current lease
is on a month-to-month basis and calls for monthly rent payments of $11,148 plus various
common area maintenance charges. Rent expense was $134,214 for 2020 and $178,356
for 2019.

Capital Leases:

The Company has various capital leases outstanding for equipment. These leases mature
on dates ranging from April 2021 through January 2024 and are payable in monthly
installments ranging from $224 to $1,002. The leases provide for purchase options which
allow the Company to purchase the related equipment at below market rates or span the
duration of the related asset’s economic life.

The cost of the equipment under the capital leases amounted to $87,690 at December 31,
2020 and 2019. Accumulated depreciation was $56,074 as of December 31, 2020 and
$32,507 as of December 31, 2019. Imputed interest rates ranged from 1.38% to 0.86%
at December 31, 2020 and 2019. Interest expense related to the capital leases was
$3,865 for 2020 and $8,087 for 2019.

13



FAVPRY] £,00 1

2024 109
Total minimum lease payments 53,745
Less imputed interest 3,152
Obligations under capital leases 50,593
Less current portion 40,318
Obliations under capital leases - less current portion $ 10,275

Paycheck Protection Program Loan:

In response to the economic instability caused by COVID-19, the Coronavirus Aid Relief,
and Economic Security Act (“CARES Act”) was passed by Congress and signed into law
by the President on March 27, 2020. The Paycheck Protection Program was a component
of the CARES Act and provided for a loan (“PPP Loan”) to provide a direct incentive for
employers to keep their employees on the payroll. A PPP Loan is eligible for full or partial
forgiveness if the funds are used for qualifying costs including payroll, rent, mortgage
interest, or utilities during the covered period, as further defined in the CARES Act.

The Company applied for and was approved for a PPP Loan in the amount of $267,400.
The loan was funded on April 18, 2020. The loan accrues interest at 1.0% and loan
payments begin either (1) the date that SBA remits the borrower’'s loan forgiveness
amount to the lender of (2) if the borrower does not apply for loan forgiveness, 10 months
after the end of the borrower’s loan forgiveness covered period. The Company was
eligible for loan forgiveness of up to 100% of the loan, upon meeting certain requirements.
The PPP loan was uncollateralized and was fully guaranteed by the Federal government.

On November 19, 2020, the Company received notice that their loan was forgiven in full
and therefore the balance of the proceeds was recorded as other income.
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