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VIP cea

INDEPENDENT AUDITORS’ REPORT

To the Stockholders and Board of Directors of
Recompose, PBC

Opinion

We have audited the accompanying financial statements of Recompose, PBC, which comprise
the balance sheets as of December 31, 2022 and 2021, and the related statements of operations,
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, 2022 and 2021, 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
Auditors’ 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 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 continue as a going concern within one year after the date that the financial
statements are available to be issued.



Auditors’ Responsibilities for the Audit of the 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
auditors’ 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.

¢ 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 Evaluate 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 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 22, which are the responsibility of management,
are presented for purposes of additional analysis and is not required part of the financial
statements. Such information has not been subjected to the auditing procedures applied in the
audit of the financial statements, and, accordingly, we do not express an opinion or provide any
assurance on it.

SpringﬁLEﬁgé sachusetts

April 20, 2023



RECOMPOSE, PBC
BALANCE SHEETS

December 31, 2022 and 2021

2022 2021
ASSETS
Current assets
(2T s WO $ 2,305,867 $ 7,482,622
ACCOUNTS TECEIVADIE. ...cevvvviiiieiiiir ettt ettt te e e s s sr e e s evee arees 509,073 560,088
Other CUITENE ASSELS....iieiviiiiiiesceeeeeee et e s eeete e s sane e e saee s s aneens 132 23
Total CUITENT ASSEES ...t e e e 2,815,072 8,042,733
RESITICEEA CASN. ..ot 175,549 175,549
Pre-need trust, TESTTICTE . .ooe oot 3,160,569 2,153,728
Long-term accounts receivable..........coouiiviieeiieieeeiseeriece e 3,024,679 2,733,471
Property and equipment, Net..............c.ooveeiiieee e 8,739,702 2,310,310
Intangible assets, NEt. .. ..cooi i 1,002,365 815,369
SeCurity dePOSItS.......ccvovieriiieeiiiiie ettt et 204,225 3,750
Right-of-use asset - operating [ease.........ccovveeeeeceeiiieieseecieeeeeeee s e 5,798,724
TOtAL ASSEES.....evieeeeeiieeei e ctee et ettt et e e bt e ete e e s sae e e srbe s eeebesenraeeens $ 24,920,885 $ 16,234,910
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
ACCOUNTS PAYADIC.......cuviviiiiiiiieie ettt e e st re e eaee s e s b e stenerneae e $ 449,897 $ 505,692
Accrued liabilities and other current liabilities.............cocoooeeeiieieeinene .. 126,354 6,929
Lease liability, current - Operating...........cccveveveveieieverreesiereeieeeieee e eseeenens 441,828
Total current Habilities.......cceeviiiieceiiieiee et e 1,018,079 512,621
DEfRITEA TEVEIUES......c.veviieieceeiicee ettt et eee e st st e sassee e et erneessnes 6,694,321 5,447,287
Other non-current labilities.......ccocviiieeiiiiie i e 15,808 30,923
PIrOMISSOTY NOLES...cueiivieeeitieeeeetiereetiestieeertse e e sreeteess e saeeseesaesbesseetesensesnensens 1,999,980
Lease liability, noncurrent - Operating..........coceceeeevecrereeerieieenesveseesresee e 5,356,896
Total HaDIIIES ..o e 15,085,084 5,990,831
Stockholders' equity
Common stock, $.0001 par value, 20,000,000 shares authorized,
7,613,866 shares issued and outstanding.............cccoeeeeeeveveeeeriernnene. 765 760
Preferred stock, $.0001 par value, 12,500,000 shares authorized,

7,232,016 shares issued and outstanding...............c.ccoocvoeviecnnenn.n 723 657
Additional paid-in capital...........ccoeeeericiereereiceceece e e 17,189,321 13,843,495
Additional paid-in capital - stock Options............cceceeerieveeeriecieeeennn 3,806
ACCUMUIALEd AETICTE. ...eeeeeeeeeee e e (7,358,814) (3,600,833)

Total stockholders' @qUILY.........cceeieiieeiieieies e e 9.835.801 10,244,079
Total liabilities and stockholders' equity...........ccooviieieniecieiienieieieieeee $ 24,920,885 $§ 16,234,910

See notes to financial statements.
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RECOMPOSE, PBC
STATEMENTS OF OPERATIONS

for the years ended December 31, 2022 and 2021

2022 2021
REVEIUES. ...ttt sttt ettt ettt et et s e et st esa e s eres $ 836,764 $ 699,470
DITECE COSES..eeviiiiiiiiiritieie ittt ettt ettt sttt 443,897 236,604
GTOSS PIOTTt.cniiiiiiieiiieeriteeee ettt e 392,867 462,866
OPETatiNg EXPETISES . ..eieuieeiierieeeieeeiteesteesseeesee e eeees e eeeeereeenees e 4,159,558 1,933,350
L0388 frOm OPETAtiONS...ccc.uvieeeieeriereie et ee e e e e seeenens (3,766,691) (1,470,484)
Non-operating income

INterest INCOME......ccveeeiieecreteeeeeeceteeee e e e e es s 8,710 2,232
Total non-operating INCOME.........ocveeirrieerrieie e e e 8,710 2,232
INEE LOSS. ottt e $ (3,757,981) § (1,468,252)

See notes to financial statements.
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RECOMPOSE, PBC
STATEMENTS OF STOCKHOLDERS’ EQUITY

for the years ended December 31, 2022 and 2021

Additional Total
Common Preferred Additional Paid-In Capital - Accumulated Stockholders'
Stock Stock Paid- In Capital Stock Options Deficit Equity

Balance at December 31, 2020......cooeoveeeeeeeeieeee e $ 759 $ 524§ 7,559,368 $ (2,132,581) $ 5,428,070
Issuance of ST0CK......cccveverinriieiceeece e 133 6,280,208 6,280,341
Exercise of stock options.........cccveveeveiiniicinceicieninenn 1 3,919 3,920
Nt LOSS. ceeiiee e et (1,468,252) (1,468,252)
Balance at December 31, 2021....c.ccoocviiiiiiiiieiineeciiieeenne, 760 657 13,843,495 (3,600,833) 10,244,079
Issuance of ST0CK........oevvrviiririiciiicee e 66 3,338,019 3,338,085
Exercise of stock options.........c.ccveveeeieiieiiciiieicieninenn 2 7,278 7,280
Stock-based compensation..........c..c.eeveeevereieesrsiennnnnas 3 529§ 3,806 4338
N LOSS. cureeertiierienieiere et sttt ene s ere e enen (3,757,981) (3,757,981)
Balance at December 31, 2022 .ooooeeoeeeeeeeeeeeeeeeeen $ 765 $ 723 § 17,189,321 § 3,806 $ (7,358,814) $ 9,835,801

See notes to financial statements.
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RECOMPOSE, PBC

STATEMENTS OF CASH FLOWS

for the years ended December 31, 2022 and 2021

2022 2021
Cash flows from operating activities
INEE LOSS ettt et et et e e e e e et e e e eaeesataeestetesaraeesteeseseeesesaeereeasane $ (3,757,981) (1,468,252)
Adjustments to reconcile net loss to net cash
used in operating activities:
DePreCiation......eieieieieeiee e 604,504 165,892
AMOTTIZALION. ....euiiveieieseeieest e e eee s et e et eree s e e s en e e neeeseesneasean 98,272 72,647
Stock-based COMPENSALON.........oevviiiiieiiiiieiie e 4,338
(Increase) decrease in operating assets:
Prepaid expenses and other current assets..............ccoceevveeeeeaie. (109) 2,139
Pre-need trlSt. . e et se sttt ere e (1,006,841) (1,577,995)
Long-term accounts receivable..........ocveeieeeeeeiieiecie e (240,193) (1,819,238)
Security dePOSILS. ....ccvvrrrrereereiesrie e s s re s (200,475)
Right-of-use asset - Operating...........ccecveeeereeeieesvereeeseereeeeeeeennns 196,541
(Decrease) increase in operating liabilities:
Accounts payable.........ccivieiii i e (55,795) 401,611
Accrued liabilities and other current liabilities..........ccccevvennee... 119,425 2,101
Deferred TrEVENUE. .....veveeee ettt e et e e ssee e e 1,247,034 3,397,233
Other noncurrent liabilities.......cccceeeeeeieiieciiieie e, (15,115) 21,873
Lease liability - operating............c.ccveevvvervvereereereeninnesreeressnseenns (196,541)
Net cash used in operating aCtivities........couvivreiverrererenreesisnecviererinnens (3,202,936) (801,989)
Cash flows from investing activities
Purchases of property and equipment..............ccocoeiioineiiiieinieeeeee, (7,033,896) (1,553,808)
Purchases of intangible assets........ccocceeveieriieiereesiii e (285,268) (325,084)
Net cash used in investing aCtivities.......ooveveveeerierieeiieniieii e (7,319,164) (1,878,892)
Cash flows from financing activities
Proceeds from issuance of StoCK.......ocvvveiveriiieiiecieieee e, 3,338,085 6,280,341
Proceeds from exercise of stock options..........cccceveverieeevierecieeriinieenn 7,280 3,920
Proceeds from promissory NOtES........cevvevieiveesvereerieresieeeeisresienseresesees 1,999,980
Net cash provided by financing activities........ccoeeeevveerrierernrresrennnn 5,345,345 6,284,261
Net change in cash.......oooooiiiii e (5,176,755) 3,603,380
Cash, beginning of Year..........cc.coieviiriieiicie et 7,658,171 4,054,791
Cash, end OF YEAL........cccvivieeieeiece ettt e ea e er s $ 2,481,416 7,658,171
Reconciliation
] TSRS $ 2,305,867 7,482,622
REStIICtEd CaASNL ..ttt e e e eee e 175,549 175,549
Total cash and restricted Cash..........ooooi i $ 2,481,416 7,658,171

See notes to financial statements.

7



RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS

Organization and Summary of Significant Accounting Policies

Nature of Operations

Recompose, PBC (the “Company”) is a licensed funeral home offering death care services,
specializing in human composting. The Company operates out of Seattle, Washington and offers
services to clients across the United States. The Company sells services at the time of death,
which is referred to as at-need, and prior to the time of death, which is referred to as pre-need.

The Company’s funeral home services include consultation, the removal and preparation of
remains, and the use of the funeral home facility for ceremonial services.

New Pronouncements

In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842), which supersedes
existing guidance for accounting for leases under Topic 840, Leases. The FASB also
subsequently issued the following additional ASUs, which amend and clarify Topic 842: ASU
2018-01, Land Easement Practical Expedient for Transition to Topic 842; ASU 2018-10,
Codification Improvements to Topic 842, Leases; ASU 2018-11, Leases (Topic 842): Targeted
Improvements; ASU 2018-20, Narrow-scope Improvements for Lessors; and ASU 2019-01,
Leases (Topic 842): Codification Improvements. The most significant change in the new leasing
guidance is the requirement to recognize right-to-use (ROU) assets and lease liabilities for
operating leases on the balance sheet.

The Company elected to adopt these ASUs effective January 1, 2022 and utilized all of the
available practical expedients. The adoption had a material impact on the Company’s balance
sheet but did not have a material impact on the statements of operations. The most significant
impact was the recognition of ROU assets and lease liabilities for operating leases. Adoption of
the standard required the Company to restatc amounts as of January 1, 2022, resulting in an
increase in operating lease ROU assets of $5,798,724 and an increase in current and non-current
lease liabilities of $441,828 and $5,356,896.

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.



RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Concentration of Cash

The Company maintains cash balances with a financial institution, which at times exceeds
federally insured limits. As of December 31, 2022 and 2021, the uninsured bank balance was
approximately $4,817,000 and $8,785,000, 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 consist 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.

Pre-Need Trust

Pursuant to state law, a portion of the proceeds from pre-need sales of services is put into the
trust ("pre-need trust") until such time that the Company meets the requirements for releasing
trust principal, which is generally performance of services. All investment earnings generated by
the assets in the pre-need trust (including interest) are deferred until the services are performed.

Deferred Revenue

Revenues from the sale of services as well as any investment income from the pre-need trust are
deferred until such time that the services are performed. The Company provides for a profit
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 operations.

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, 2022 and 2021 and, accordingly, there is no
reserve for uncollectible receivables.



RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Property and Equipment

Property 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 Benefit Corporation. As such, the Company is required to pay income
taxes on taxable income.

The Company follows ASC 740 “Income taxes” regarding the accounting for deferred tax assets
and liabilities. Under this method, 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 and
measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. A deferred tax asset will be
reduced by a valuation allowance when, based on the Company’s estimates, it is more likely than
not that a portion of those assets will not be realized in a future period.

The Company has recorded a full valuation allowance on its net deferred tax assets since
management believes it is more likely than not that these assets will not be realized because
future taxable income necessary to utilize these losses cannot be established or projected.

The Company evaluates all significant tax positions as required by generally accepted
accounting principles in the United States. As of December 31, 2022, the Company does not
believe that it has taken any tax positions that would require the recording of any additional tax
liability nor does it believe that there are any unrealized tax benefits that would either increase
or decrease within the next twelve months. The Company’s income tax returns are subject to
examination by the appropriate taxing jurisdictions. As of December 31, 2022, the Company’s
federal and state tax returns generally remain open for examination for the last three years.

10



RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Stock-Based Compensation

The Company maintains an equity incentive plan under which equity awards may be granted to
eligible employees, officers or directors, or consultants or advisors of the Company. The
Company accounts for the awards on fair value measurement guidance and amortize to expense
over the vesting period using straight-line basis. The Company accounts for forfeitures as
incurred.

Advertising

The Company expenses advertising costs as they are incurred. Advertising expense for the year
ended December 31, 2022 was $78,272 ($22,848 - 2021).

Revenue from Contracts with Customers

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, 2022 and
2021, no reserve has been established for refund obligations.

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

11



RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Fair Value Measurements

FASB ASC 820, Fair Value Measurements and Disclosures, provides the framework for
measuring fair value. That framework provides a fair value hierarchy that prioritizes the inputs
to valuation techniques used to measure fair value. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets or liabilities (Level 1
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 either
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.

The following is a description of the valuation methodology applied to assets measured at fair
value.

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.

There have been no changes in the methodologies used at December 31, 2022 and 2021.

Leases

The Company leases two buildings. The determination of whether an arrangement is a lease is
made at the lease’s inception. Under ASC 842, a contract is (or contains) a lease if it conveys
the right to control the use of an identified asset for a period of time in exchange for
consideration. Control is defined under the standards as having both the right to obtain
substantially all of the economic benefits from use of the asset and the right to direct the use of
the asset. Management only reassesses its determination if the terms and conditions of the
contract are changed.

Operating leases are included in non-current assets and current and non-current liabilities in the

balance sheet. Leases with an initial term of 12 months or less are not recorded on the balance
sheet. Lease expense is recognized for these leases on a straight-line basis over the lease term.

12



RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Leases, Continued

ROU assets represent the Company’s right to use an underlying asset for the lease term, and
lease liabilities represent the Company’s obligation to make lease payments. Operating lease
ROU assets and liabilities are recognized at the lease commencement date based on the present
value of lease payments over the lease term. The Company uses the implicit rate when it is
readily determinable. Since most of the Company’s leases do not provide an implicit rate, to
determine the present value of lease payments, management uses the Company’s incremental
borrowing or rate risk-free rate based on the information available at lease commencement.
Operating lease ROU assets also includes any lease payments made and excludes any lease
incentives. Lease expense for lease payments is recognized on a straight-line basis over the lease
term. The Company’s lease terms may include options to extend or terminate the lease when it is
reasonably certain that they will exercise the option.

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.

Subsequent Events
The Company has evaluated subsequent events through April 20, 2023, which is the date the

financial statements were available to be issued.

Property and Equipment

Property and equipment consist of the following at December 31:

2022 2021

Leasehold improvements $ 6,295,717 $ 593,544

Machinery and equipment 1,003,992 228,858

Vessels 1,709,436 606,867
Fumiture and fixtures 57,184

Construction in progress 467,868 1,071,032

9,534,197 2,500,301

Less accumulated depreciation 794,495 189,991

$ 8,739,702 $ 2,310,310

Depreciation expense for the year ended December 31, 2022 was $604,504 ($165,892 —2021).

13



RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

3. Intangible Assets

Intangible assets consist of the following at December 31:

2022 2021
Research and development $ 1,056,543 $ 822,423
Patents 37,323 37,323
Software costs 134,798 83,650
1,228,664 943,396
Less accumulated amortization 226,299 128,027
$ 1,002,365 $ 815,369

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

2023 $ 112,850
2024 97,728

2025 75,875
2026 70,867
2027 72,669
Thereafter 572,376
$ 1,002,365

4. Pre-Need Trust

At December 31, 2022 and 2021, 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, 2022. 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.

14



RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Pre-Need Trust, Continued

A reconciliation of the Company’s pre-need trust activities for the years ended December 31,

2022 and 2021 is presented below:

Balance at beginning of period

Contributions
Distributions
Interest

Balance at end of period

2022
$ 2,153,728
1,191,200
(193,409)
9,050
$ 3,160,569

021

$ 575,733
1,732,537
(155,371)

829

$ 2,153,728

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

statements of cash flows.

Fair Value Measurements

The following table summarizes the Company's financial assets that are accounted for at fair
value within the fair value hierarchy as of December 31:

Description

Pre-need trust
Intangible assets

Description

Pre-need trust
Intangible assets

Level 1 Level 2 Level 3 2022 Total
3,160,569 $ 3,160,569
$ 1,002,365 1,002,365
3,160,569 $ $ 1,002,365 $ 4,162,934
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

The availability of observable data is monitored to assess the appropriate classification of
financial assets within the fair value hierarchy. Changes in economic conditions or valuation

techniques may require the transfer between one fair value level to another.

The Company

evaluates the significance of transfers between levels based upon the nature of the financial

account and size of the transfer.

15



RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Fair Value Measurements, Continued

The following table sets forth a summary of certain changes in the fair value of the Company’s
level 3 assets for the year ended December 31:

Intangible Assets Total
Beginning balance at December 31, 2021 $ 815,369 $ 815,369
Amortization expense (98,272) (98,272)
Purchases 285,268 285,268
Ending balance at December 31, 2022 $ 1,002,365 $ 1,002,365

Intangible Assets Total
Beginning balance at December 31, 2020 $ 562,932 $ 562,932
Amortization expense (72,647) (72,647)
Purchases 325,084 325,084
Ending balance at December 31, 2021 $ 815,369 $ 815,369

There were no transfers and sales of the Company’s level 3 assets for the years ended December
31,2022 and 2021.

Related Party Transactions

The Company’s board members are invested into the Company’s pre-need trust. As of
December 31, 2022 and 2021, the amount invested into the pre-need trust by these board
members was $9,941 and $9,902.

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 $3,160,569 and $2,153,728
at December 31, 2022 and 2021.

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.
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RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

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 $35,226 for the year ended December 31, 2022 (2021 — $10,643).

Promissory Notes

In October 2022, the Company entered into a subscription agreement for an unsecured
subordinated promissory note (the “Agreement”) with an accredited investor pursuant to which
the investor agreed to lend the Company $250,000, subject to the terms and conditions of the
agreement. The note is unsecured with a 7-year maturity date term, maturing in October 2029
with an interest rate of 3.00%. The outstanding principal balance and all accrued but unpaid
interest will become due and shall be paid within 60 calendar days after the maturity date subject
to the renewal provision within the agreement. As of December 31, 2022, the outstanding
balance on the note was $250,000.

In November 2022, the Company entered into a subscription agreement for an unsecured
subordinated promissory note (the “Agreement”) with an accredited investor pursuant to which
the investor agreed to lend the Company $250,000, subject to the terms and conditions of the
agreement. The note is unsecured with a 10-year maturity date term, maturing in November
2032 with an interest rate of 4.00%. The outstanding principal balance and all accrued but
unpaid interest will become due and shall be paid within 60 calendar days after the maturity date
subject to the renewal provision within the agreement. As of December 31, 2022, the
outstanding balance on the note was $250,000.

In November 2022, the Company entered into a subscription agreement for an unsecured
subordinated promissory note (the “Agreement”) with an accredited investor pursuant to which
the investor agreed to lend the Company $1,000,000, subject to the terms and conditions of the
agreement. The note is unsecured with a 5-year maturity date term, maturing in November 2027
with an interest rate of 2.00%. The outstanding principal balance and all accrued but unpaid
interest will become due and shall be paid within 60 calendar days after the maturity date subject
to the renewal provision within the agreement. As of December 31, 2022, the outstanding
balance on the note was $1,000,000.

In December 2022, the Company entered into a subscription agreement for an unsecured
subordinated promissory note (the “Agreement”) with an accredited investor pursuant to which
the investor agreed to lend the Company $499,980, subject to the terms and conditions of the
agreement. The note is unsecured with a 7-year maturity date term, maturing in December 2029
with an interest rate of 3.00%. The outstanding principal balance and all accrued but unpaid
interest will become due and shall be paid within 60 calendar days after the maturity date subject
to the renewal provision within the agreement. As of December 31, 2022, the outstanding
balance on the note was $499,980.
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RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Supplemental Disclosure of Cash Flow Information

2022

Noncash transactions:
Leased assets obtained in exchange for lease obligations $ 5,995,265

Stock-Based Compensation

The Company maintains an equity incentive plan (the “Plan™) under which incentive stock
options, non-statutory stock options, stock appreciation rights, restricted stock, and restricted
stock units may be granted to eligible employees, officers or directors, or consultants or advisors
of the Company. The Company maintains an option pool of 1,300,000 shares of common stock
available for grant.

Compensation expense is recognized on a straight-line basis over the vesting period. For the
year ended December 31, 2022, stock-based compensation for stock options amounted to $4,338.
Stock-based compensation is included in payroll expenses, which is included in operating
expenses on the Statements of Operations.

Stock Options
The granting of stock option awards is of the sole discretion of the Company. Each stock option

award under the Plan is evidenced by an Award Agreement in which specifies the exercise price,
the term of the option, number of shares subject to the option, and any exercise restrictions.
Incentive stock option awards vest at 25% per year following the Vesting Commencement Date,
subject to the participant continuing employment with the Company. Non-statutory stock
options are fully vested at the date of grant. Stock option awards will expire 10 years from the
date of grant.

The fair value at the grant date for stock options issued during 2022 was $.055 per share. The
fair value of options issued was estimated utilizing the Black-Scholes valuation model.
Assumptions used in calculating the fair value of stock options granted during the year are as
follows:

Valuation assumptions:

Risk-free interest rate 1.52%
Expected volatility 0.50%
Expected term (years) 4.0

18



12.

RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Stock-Based Compensation, Continued

Stock option activity during fiscal year 2022 was as follows:

Total outstanding shares, beginning of year 318,000
Granted 153,500
Exercised (18,866)
Forfeited (16,634)
Expired

Total outstanding shares, end of year 436,000

For the years ended December 31, 2022 and 2021, the total intrinsic value of options exercised
$7,279 and $3,920. For the year ended December 31, 2022, the total unrecognized compensation
cost related to stock options was $8,594.

Stock Appreciation Rights

The granting of stock appreciation rights is of the sole discretion of the Company. Each stock
appreciation right granted under the Plan is evidenced by an Award Agreement in which
specifies the exercise price, term of the stock appreciation right, conditions of exercise. As of
December 31, 2022 and 2021, no stock appreciation rights have been granted.

Restricted Stock

The granting of restricted stock is of the sole discretion of the Company. Each restricted stock
granted under the Plan is evidenced by an Award Agreement in which specifies the period of
restriction and number of shares granted. The Company as escrow agent will hold shares of
restricted stock until restrictions on such shares have lapsed. As of December 31, 2022 and
2021, no restricted stock has been granted.

Restricted Stock Units

The granting of restricted stock units is of the sole discretion of the Company. Each restricted
stock unit granted under the Plan is evidenced by an Award Agreement in which specifies the
terms, conditions, and restrictions related to the grant, including the number of restricted stock
units. As of December 31, 2022 and 2021, no restricted stock has been granted.

Lease Activities

The Company has operating leases for two buildings. The leases have remaining lease terms of
10 years to 11 years.
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RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Lease Activities, Continued

The following summarizes the line items in the balance sheet which include amounts for
operating leases:

2022
Right-of-use-asset $ 5,798,724
Lease liability, current $ 441,828
Lease liability, noncurrent 5,356,896
Total operating lease liabilities $ 5,798,724

The maturity of lease liabilities for the next five years and thereafter are as follows:

2023 § 650,622
2024 658,114
2025 670,842
2026 699,188
2027 728,897
Thereafter 3,552,011
6,959,674
Less: imputed interest (1,160,950)
$ 5,798,724

The following summarizes the line items in the statement of operations for the components of
lease expense:

2022

Operating lease cost $ 196,541

In 2021, rent expense under operating leases amounted to $107,975.

13. Reclassification

Certain amounts in the 2021 financial statements have been reclassified to conform to the 2022
presentation.
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RECOMPOSE, PBC

NOTES TO FINANCIAL STATEMENTS, Continued

Preferred Stock

Each outstanding share of preferred stock bears a cumulative dividend of 6% per year based on
original issue price. Preferred stock is convertible into that number of fully paid, nonassessable
shares of common stock determined by dividing the original issue price for the relevant series by
the conversion price for such series. Each outstanding share of preferred stock has a liquidation
preference in the amount equal to the original purchase price of the shares plus accrued and
unpaid dividends. The preferred stock votes together as a single class with the common stock
and are entitled to the number of votes equal to the number of shares of common stock into
which the shares of preferred stock held by such holder could be converted as of the record date.
At December 31, 2022, 7,232,016 shares of preferred stock were issued and outstanding (2021 —
6,574,788).

The determination to pay dividends on the Company’s preferred stock and common stock is at
the discretion of the Company’s Board of Directors, and is also subject to the provisions of
Delaware Law. Delaware Law provides that a Company may pay dividends on its stock only (1)
out of its “surplus” or (2) from its net profits for the fiscal year in which the dividend is paid or
for the preceding fiscal year. At December 31, 2022 and 2021, the Company had negative
“surplus” and did not have net profits in either of the years December 31, 2022 or 2021. The
terms of the preferred stock provide for cumulative dividends on that stock and prohibit the
payment of dividends on common stock until all cumulative dividends on the preferred stock
have been paid. As of December 31, 2022, the cumulative and unpaid and undeclared dividends
are $4,571,676 (2021 - $2,525,251).
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RECOMPOSE, PBC
OPERATING EXPENSES

for the years ended December 31, 2022 and 2021

2022 2021

Salaries and WAaZES......c.ccvrerverieniereeeeaesieseeienseeesiesseseaseenns $ 1,262,226 $ 728,677
Depreciation and amortization.............ceceveeeieeeieceeeieeeennes 702,776 238,539
RENE.cceiiiiieee et 369,526 107,975
Repairs and maint€nance...........ccceevveeeveeerieeervveceneiesneennnes 229,254 67,405
Payroll €XPenses......cccueeiiieiiiieeeieiene e eeeeriee e seae s 171,479 34,830
TeChNOlOZY...cc.viiiiiiiiiiiie e 166,128 79,048
Professional fees...........ccooveiviiiiiieeieie e 158,942 124,305
INSULANCE. . ..eeerieiiieitee ettt veeeereeeeveeeeeees 132,850 57,418
OPEration EXPENSES......uuereruiieerieeeieeesieeeereeeenrreersseessseassseens 132,825 93,266
Taxes and fEES..uuuuiuieiiiiieeeeee e 153,696 40,020
Payroll taXeS......cccvevviiviiiiiiiiie et 107,540 81,343
OffiCE EXPENSES....crvireerieereiirierie et seaeereeeereeneee e sneennessneens 93,635 16,425
MaArKeting.......cveeieiiieriecce e 78,272 22,848
Small equIpMEent.......cc..eevieeeiiie e 62,758 50,126
Outreach and public poliCy.......ccceeeviiiiiiiiniieiiiieieceee, 43,463 38,885
Education and SEMINars............cc.coevveeeiiniieeeiineeeenereee e 37,260 15,832
Pension and retire€ment.........coovvvvvveeeeeeeeeeeeeeeeeeeeeeeee e e 35,226 10,643
BanK f€S.....uviiiiii e e 62,737 49,101
COMPULET EXPENISE...uveererereeeeeieeeeeeeieeeerereesesrreeesseneesesesnes 24,162 17,287
UHIIEIES. 1ottt ettt ettt etee ettt aeaeenae e 25,275 10,532
TIAVEL ... et 21,407 22,603
Laundry and uniforms..........ccccevvvveeioieieciieniiece e 18,212 10,024
Meals and entertainment..............ccoevvereeeiieeeeeeeneeeneinnneeeennns 11,941 7,556
Miscellaneous EXPenSEes. .....cuuerveereceeeeirreeiieeereeeseeeeeieeenens 57,968 8,602

L 5 4159558  $ 1933350

See Independent Auditors’” Report.
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