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INDEPENDENT AUDITOR’S REPORT

To the Stockholders and Board of Directors of
Recompose, PBC

Opinion

We have audited the accompanying consolidated financial statements of Recompose, PBC,
which comprise the balance sheets as of December 31, 2021 and 2020, and the related statements
of income, stockholders’ equity, and cash flows for the years then ended, and the related notes to
the financial statements.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Recompose, PBC as of December 31, 2021 and 2020, and the results of
its operations and its cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We
are required to be independent of Recompose, PBC and to meet our other ethical responsibilities
in accordance with the relevant ethical requirements relating to our audits. We believe that the
audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Responsibilities of Management for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and
for 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.

In preparing the financial statements, management is required to evaluate whether there are
conditions or events, considered in the aggregate, that raise substantial doubt about Recompose,
PBC’s ability to continuc as a going concern within one year after the date that the financial
statements are available to be issued.



Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but
is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance
with generally accepted auditing standards will always detect a material misstatement when it
exists. The risk of not detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control. Misstatements are considered material if
there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with generally accepted auditing standards, we:

e Exercise professional judgment and maintain professional skepticism throughout the
audit.

e Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, and design and perform audit procedures responsive to those risks.
Such procedures include examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statements.

e Obtain an understanding of internal control relevant to the audit 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 Recompose, PBC’s internal control.
Accordingly, no such opinion is expressed.

e FEvaluate the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluate the overall
presentation of the consolidated financial statements.

e Conclude whether, in our judgment, there are conditions or events, considered in the
aggregate, that raise substantial doubt about Recompose, PBC’s ability to continue as a
going concern for a reasonable period of time.

We are required to communicate with those charged with governance regarding, among other
matters, the planned scope and timing of the audit, significant audit findings, and certain internal
control related matters that we identified during the audit.



Report on Supplementary information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a
whole. The supplementary information on page 17 is presented for purposes of additional
analysis and is not a required part of the financial statements. Such information is the
responsibility of management and was derived from and relates directly to the underlying
accounting and other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the information is
fairly stated in all material respects in relation to the financial statements as a whole.

M Fre

Springfield, Massachusetts
March 15, 2023
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Long-term accounts receivable............oooooreiieii i
Property, plant and equipment, Net.............c.ccoooeeeiiinieciiiieeeeeee,
Intangible assets, NEt. .. .....ooiviireieeee et e
Other NON-CUITENE ASSEES.......cuiuiiieieieeirteee e et e

TOLAL ASSELS.....uiieeiiieieienie e teeees e e et eee et eeressereestaeeseeeserneenneenneeseneesnes

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities

Accounts payable............ccoo.oiiiiii e
Other current HabilIties....c.ooueevieriereirieceeieiecee e e e

Total current Habilities.......ccoviveiiiiiis e e e

DEferred TEVEIUES........ceieviieieeie ettt et et srtesee e snee st e ennreeneees
Other noncurrent HabIlItIES. ........covvivevviveee e

TOtA] HHADTIEIES. ..ottt ettt st ee et e e s een et e e

Stockholders' equity
Common stock, $.0001 par value, 20,000,000 shares authorized,

7,595,000 shares issued and outstanding..............ccceveeereervenenee.

Preferred stock, $.0001 par value, 12,500,000 shares authorized,

6,374,788 shares issued and outstanding...............cccceeeeveninrennne.
Additional paid-in capital...........cccceevveeieeiireeeiieeee e
Accumulated defiCit........ccooivveeviiieiee e

Total stockholders' eqUIty........ccoeeieieeieiiieieiiee et e

Total liabilities and stockholders' equity...........coeeeeeerevecieieceeieeeeiee e,

..... 2,733,471 1,149,700
2,310,310 922,394
..... 815,369 562,932
..... 3,750 3,750
..... $ 16234910 $ 7,596,083
..... $ 505,692 $ 104,081
..... 6,929 4,828
..... 512,621 108,909
..... 5,447,287 2,050,054
..... 30,923 9,050
..... 5,990,831 2,168,013
..... 760 759
..... 657 524
..... 13,843,495 7,559,368
(3,600,833) (2,132,581)
..... 10,244,079 5,428,070
$ 16234910 $  7.596,083

See notes to financial statements.
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Non-operating income

INEETESE IMCOMIE. .eeiiviveeieiiee ettt et ree s 2,232 2,685
Total NON-0perating INCOME..........cccurievieerieeieerrieeeeseeeeesreeesseeeas 2,232 2,685
N LOSS .ottt $ (1,468,252) § (1,138,234)

See notes to financial statements.
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Balance at December 31, 2019 (unaudited)............cc.c........ $ 759 § 254 §  3,027419 $ (994,347) § 2,034,085
Issuance of StOCK.........ooiviieeieeeiiee e 270 4,531,949 4,532,219
NEE LOSS.cnivieiii ettt (1,138,234) (1,138,234)

Balance at December 31, 2020........ccccoeiuieiieiceeeeeineeenenn 759 524 7,559,368 (2,132,581) 5,428,070
Issuance of StocK.........eooiiiiiiiiiiiiiie e, 1 133 6,284,127 6,284,261
NEE LOSS.cneeveeniiieeteetetere et (1,468,252) (1,468,252)

Balance at December 31, 2021......cooveiiiieieieeeeeee e $ 760 $ 657 $§ 13,843495 § (3,600,833) §$ 10,244,079

See notes to financial statements.
6
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Prepaid expenses and other current assets..........ccveveeeeeeieeieencins 2,139 63,997
Pre-need trust........ooo oo e (1,577,995) (575,733)
Long-term accounts receivable..........ccoeceeieiiin i e, (1,819,238) (1,474,321)
Other NON-CUITENT SSELS.....uviieeeeiieeieieereee e e serreereessreessreresanees 217,990
Increase (decrease) in operating liabilities:
Accounts payable...........oooiouiiiiie e 401,611 27,062
Other current Habilities..........cccooeviiiiieicee e 2,101 2,470
Deferred reVENUE. ... .....ooooe e 3,397,233 2,050,054
Other noncurrent HabilitieS.......c.covviiieereeiie e e eie e 21,873 9,050
Net cash used in operating aCtivities...........cceeceevereeeierreieeeere e, (801,989) (399,964)
Cash flow from investing activities
Purchases of property, plant and equipment, net.............ccocooeveeiinenin. (1,553,808) (1,107,752)
Purchases of intangible assets........c.ooeeeivieeiieiie e (325,084) (464,521)
Net cash used in investing aCtiVItieS......couieveereecrieceeieie e e (1,878,892) (1,572,273)
Cash flow from financing activities activities
Proceeds from 1SSUance of StOCK. ...t 6,284,261 4,532,249
Net cash provided by financing activities........ccceeeveveeeecveeveneeenenns 6,284,261 4,532,249
Net change 1N Cash........cciviiie e 3,603,380 2,560,012
Cash, beginning Of YEaT..........ccoueiiiiiirie et 4,054,791 1,494,779
Cash, end Of Year..........ooiiviiieice e e $ 7,658,171 $ 4,054,791
Reconciliation
(O 11 s RO UTRR $ 7,482,622 $ 4,054,791
RESIIICEA CASI......eeiiiiiie ittt ettt ettt e st e e seeee s saeae s 175,549
Total cash and restricted CaSh.........c..oiiioieeee e $ 7,658,171 $ 4,054,791

See notes to financial statements.
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Use of Estimates

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

Concentration of Cash
The Company maintains cash balances with a financial institution, which at times exceeds
federally insured limits. As of December 31, 2021 and 2020, the uninsured bank balance was
approximately $8,785,000 and $3,921,000, respectively.

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).

Restricted Cash

Long-term restricted cash of $175,549 reflected on the balance sheets consists of a deposit
maintained with a financial institution. This restricted cash is a certificate of deposit which is
required pursuant to the terms of the Company’s lease agreement. See footnote 9 for detail
regarding lease agreement.
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margin for these deferred revenues to account for the projected future costs of providing services
on pre-need contracts. These revenues are recognized when the related services are performed
and are presented on a gross basis on the statements of income.

Long-Term Accounts Receivable

The Company sells pre-need funeral contracts whereby the customer enters into arrangements for
future pre-need services. At the time of a pre-need sale, the Company records an account
receivable in an amount equal to the total contract value less any cash deposit paid. Management
evaluates customer receivables for impairment based upon its historical experience, including the
age of the receivables and the customers’ payment histories. Management believes all
receivables are fully collectible as of December 31, 2021 and 2020 and, accordingly, there is no
reserve for uncollectible receivables.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Depreciation is computed on the straight-line
basis over the estimated useful life of the assets. Additions and major improvements are
capitalized. When assets are sold or retired, the related costs and accumulated depreciation are
removed from the respective accounts and the resulting gain or loss is recorded in income.
Maintenance and repairs are charged to expense as incurred. The Company follows the practice
of capitalizing all property and equipment with a cost exceeding $5,000.

Construction in progress costs represent fixed assets costs not yet placed in service. No
depreciation was taken on these capitalized costs.

Income Taxes
The Company is a Public Benefic Corporation. As such, the Company is required to pay income

taxes on taxable income. A provision for income taxes is recorded in the accompanying
financial statements.



The Company recognizes revenue in accordance with ASC 606 in the amount to which the
Company expects to be entitled to when it satisfies a performance obligation by transferring
control over a product or service to a customer.

The Company generates revenues primarily from contracts with customers through the sale of
death services.

At the time of a non-cancellable pre-need sale, the Company records an account receivable in an
amount equal to the total contract value less unearned finance income and any cash deposit paid.
The revenue from both the sales and interest income from trusted funds are deferred until the
services are performed. For a sale in a cancellable state, an account receivable is only recorded
to the extent control has transferred to the customer for interment rights or services for which the
Company has not collected cash. The amounts collected from customers in states in which pre-
need contracts are cancellable may be subject to refund provisions.

In addition, the Company maintains a reserve representing the fair value of the refund obligation
that may arise due to state law provisions that include a guarantee of customer funds collected on
unfulfilled performance obligations and maintained in trust to the extent that the funds are
refundable upon a customer’s exercise of any cancellation rights. As of December 31, 2021 and
2020, no reserve has been established for refund obligations.

Service revenue is recognized when the services are performed and the performance obligation is
thereby satisfied.

Intangible Assets
Intangible assets consist of research and development costs, patents, and software costs. They

are initially measured at fair value and then amortized over their estimated useful lives between 5
and 15 years.
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measurements) and the lowest priority to unobservable inputs (level 3 measurements). The three
levels of the fair value hierarchy are as follows:

Level 1 - Inputs are unadjusted quoted prices for identical assets and liabilities in active markets
that the Company has the ability to access.

Level 2 - Inputs, other than the quoted prices included within level 1 that are observable ecither
directly or indirectly.

Level 3 - Inputs are unobservable inputs for the asset or liability.

The asset or liability’s fair value measurement level within the fair value hierarchy is based on
the lowest level of any input that is significant to the fair value measurement. Valuation
techniques used need to maximize the use of observable inputs and minimize the use of
unobservable inputs.

Following is a description of the valuation methodology applied to assets measured at fair value.
There have been no changes in the methodologies used at December 31, 2021 and 2020.

Intangible assets: Management tests intangible assets at the reporting unit level for impairment
when a triggering event occurs that would more likely than not reduce the fair value of a
reporting unit below its carrying amount.

Subsequent Events

The Company has evaluated subsequent events through March 15, 2023, which is the date the
financial statements were available to be issued. See footnote 11 for subsequent events.

11



2,500,301 946,493
Less accumulated depreciation 189,991 24,099

$ 2,310,310 $ 922,394

Depreciation expense for the year ended December 31, 2021 was $165,892 (524,099 — 2020).

Pre-Need Trust

At December 31, 2021 and 2020, the Company’s pre-need trust consisted of cash equivalents.
When the Company receives a payment from a pre-need customer, the Company deposits the
amount required by law into the pre-need trust that may be subject to cancellation on demand by
the pre-need customer. The Company’s pre-need trust related to states in which pre-need
customers may cancel contracts with the Company comprises 100% of the total pre-need trust as
of December 31, 2021. The assets held in the pre-need trust are required to be used to provide
the services to which they relate. If the value of these assets falls below the cost of providing
such services, the Company may be required to fund this shortfall.

A reconciliation of the Company’s pre-need trust activities for the years ended December 31,
2021 and 2020 is presented below:

2021 2020
Balance at beginning of period $ 575,733
Contributions 1,732,537 $ 576,687
Distributions (155,371) (1,044)
Interest 829 90
Balance at end of period $ 2,153,728 $ 575,733

Cash flows from pre-need contracts are presented as operating cash flows in the Company’s
statements of cash flows.

12
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Less accumulated amortization

128,027

sy o

55,3%0

$ 815,369

562,932

Amortization expense for each of the next five years and thereafter is as follows:

Fair Value Measurements

2022
2023
2024
2025
2026
Thereafter

$ 90,878
90,878

77,643

53,908

48,901

453,161

$ 815,369

The following table summarizes the Company's financial assets that are accounted for at fair
value within the fair value hierarchy as of December 3 1:

Description

Pre-need trust
Intangible assets

Description

Pre-need trust
Intangible assets

Level 1 Level 2 Level 3 2021 Total
$ 2,153,728 $ 2,153,728
$ 815,369 815,369
$ 2,153,728 $ $ 815,369 $ 2,969,097
Level Level 2 Level 3 2020 Total
$ 575,733 $ 575,733
$ 562,932 562,932
$ 575,733 $ $ 562,932 $ 1,138,665

13




Intangible assets 2021 Total

Purchases $ 464,521 $ 464,521
Intangible assets 2020 Total
Purchases $ 325,084 $ 325,084

There were no transfers and sales of the Company’s level 3 assets for the years ended December
31,2021 and 2020.

Deferred Revenue

The Company defers revenue of pre-need funeral services until the services are performed. All
other selling costs are expensed as incurred. Deferred revenues were $2,153,728 and $575,733
at December 31, 2021 and 2020.

The Company cannot estimate the period when it expects its performance obligations will be
recognized, because certain performance obligations will only be satisfied at the time of death.

401(k) Plan

The Company has a qualified 401(k) plan under which employees can invest up to a specified
amount of their earnings as promulgated by the Internal Revenue Service. The Company made
contributions of $10,643 for the year ended December 31, 2021 (2020 — $445).

14
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2021 and 2020 was $107,975 and $159,392, respectively.

In May 2019, the Company entered into a lease agreement for a building located in Seattle,
Washington. In May 2020, the Company terminated this lease agreement carly resulting in a
loss on abandonment. The Company recorded a loss on abandonment in the amount of $401,282
of which $354,634 related to the abandonment of property and $46,648 related to termination
fees.

Future minimum lease payments for the above lease are as follows:

2022 $ 241,800

2023 247,200

2024 254,616

2025 262,260
2026 270,120
Thereafter 1,250,268
$ 2,526,264

Preferred Stock

The Company has issued 6,578,443 shares of Preferred Stock with a par value of $.0001. These
shares provide for a 6% cumulative dividend payable only if declared by the board of directors.
The Preferred shares also have a right to convert to common stock. As of December 31, 2021,
the cumulative and unpaid and undeclared dividends are $2,525,251 (2020 - $667,525).

15
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No additional events have occurred subsequent to year end which required recognition or
disclosure.

16



Vieals and eNtErtaINIMENT. ... ........eeeueeeiureeiueeeiaieeiiaeeeiaeeenns 1,434 50U
Miscellaneous EXPEnSes........cc.evvveereeeieereeieieeieeeeeeneenseeens 14,750 3,581
OffICE EXPENSES...cuviiiirieiee et 6,597 10,310
Salaries and WageS........cccccueeiieiiieniiiiieeeiieer it cee et 755,861 309,663
Payroll taXES.....cooviiiiiieiiiieciieee e 81,343 28,395
Pension and retir€ment............eveevveeeeiieeeeiieeeeiieeeeieeeeeeeeeee 10,643 445
Professional fEes........uuiviiiiiiiiieiieiee e 124,305 37,709
RENL. ittt et 107,975 560,674
Repairs and maintenance..........c.eeeeveeeeeveveeeieciieeeeeceeee e 28,161 7,987
TelEPhONE. .....eoviiiiiiiii ettt 959 1,179
TIAVEL. ..o 22,603 4,799
UBIIIEIES. .o eveee et e 9,573 5,235
MArKEHINE....c.vecviieiieiieee ettt e e 22,848 17,059
Operations EXPENSES.......cccveerererreurerinreennrensnreiesseeessseeanseeens 211,221 45,573
TEChNOLOEY....vvieeeeieeeiieeeece et e 66,222 17,724
Taxes AnNd FEES.....uviiiiiiiiiieiteii et 29,876 47,750
Outreach and public policy.......ccccevviviciiieinieie e 38,885 32,359
TORBL. oo § 1933350  § 1243790

See Independent Auditors’” Report.
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