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In our opinion, the accompanying financial statements present fairly, in all material respects, the financial
position of Gryphon Online Safety, Inc. 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
Gryphon Online Safety, Inc. 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.

Substantial Doubt About the Company’s Ability to Continue as a Going Concern

The accompanying financial statements have been prepared assuming that the Company will continue as a
going concern. As discussed in Note 12 to the financial statements, the Company has yet to achieve positive
cash flows from operations and has incurred losses from inception and has stated that substantial doubt
exists about the Company’s ability to continue as a going concern. Management’s evaluation of the events
and conditions and management’s plans regarding these matters are also described in Note 12. The financial
statements do not include any adjustments that might result from the outcome of this uncertainty. Our
opinion is not modified with respect to this matter.

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 Gryphon Online Safety, Inc.’s ability
to continue as a going concern within one year after the date that the financial statements are available to be
issued.
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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 Gryphon Online Safety, Inc.’s internal
control. Accordingly, no such opinion is expressed.

o 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 Gryphon Online Safety, Inc.’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.

Spokane, Washington
April 24,2023
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accepted in the United States of America (“GAAP”). In the opinion of management, all adjustments considered necessary for a fair
presentation have been included. All such adjustments are normal and recurring in nature. The Company’s fiscal year-end is December
31

Use of Estimates
The preparation of financial statements in accordance with GAAP requires management to make certain judgments, estimates and
assumptions that affect the amounts reported in the financial statements and the disclosures made in the accompanying notes. Despite

the Company’s intention to establish accurate estimates and use reasonable assumptions, actual results may differ from the estimates.

Revenue Recognition and Deferred Revenue

The Company accounts for revenue arising from contracts with customers pursuant to ASC Topic 606, which outlines the following
five-step process for revenue recognition:

Identification of the contract with a customer;

Identification of the performance obligations in the contract;

Determination of the transaction price;

Allocation of the transaction price to the performance obligations in the contract; and
Recognition of revenue when, or as, the Company satisfies the performance obligations.
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Company analyzes inventory for any potential obsolescence or shrinkage, and records impairment and obsolescence reserve against
inventory as deemed necessary. At December 31, 2022 and 2021, the Company determined that allowances of $215,000 and $60,000,
respectively were necessary.

Returns are recognized on the date the returned inventory is received by the Company or its sales channel partners.
At December 31, 2022 and 2021, inventory consisted of completed hardware units.
Intangibles

Intangible assets purchased or developed by the Company are recorded at cost. Amortization is recognized over the estimated useful
life of the asset using the straight-line method for financial statement purposes. The Company reviews the recoverability of intangible
assets, including the related useful lives, whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. No impairment was considered necessary at December 31, 2022 or 2021.

Costs for internally developed software to be marketed to outside users are recorded pursuant to ASC Section 985 Software. Research
and development costs prior to attaining ‘technological feasibility’ are expensed as incurred. Costs incurred thereafter to develop final
product are capitalized and amortized over an estimated useful life of the asset using the straight-line method for financial statement
purposes. The Company reviews the recoverability of internally-developed software assets, including the useful lives, whenever events
or changes in circumstances indicate that the carrying amount may not be recoverable. No impairment was considered necessary at
December 31, 2022 or 2021.
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income tax rates applicable to the period in which the deferred tax assets and liabilities are expected to be realized or settled as
prescribed in Financial Accounting Standards Board (FASB) ASC 740. As changes in tax laws or rates are enacted, deferred tax assets
and liabilities are adjusted through the provision for income taxes.

Current year taxable income (loss) varies from income (loss) before current year tax expense primarily due to the method of revenue
recognition and the use of accelerated amortization for tax reporting purposes.

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original maturity of 90 days or less to be cash equivalents. At December
31,2022 and 2021, the Company had no items, other than bank deposits, that would be considered cash equivalents. The Company
maintains its cash in bank deposit accounts, that may at times, exceed federal insured limits.

Accounts Receivable and Allowance for Uncollectible Accounts

Accounts receivable are recorded at the amount the Company expects to collect. The Company recognizes an allowance for losses on
accounts receivable deemed to be uncollectible, in accordance with ASU 2016-13, Measurement of Credit Losses on Financial
Instruments. The allowance is based on an analysis of historical bad debt experience as well as an assessment of specific identifiable
customer accounts considered at risk or uncollectible. The Company also considers any changes to the financial condition of its
customers and any other external market factors that could impact the collectability of the receivables in the determination of the
allowance for uncollectible accounts. Based on management’s assessment, the Company provides for estimated uncollectible amounts
through a charge to earnings and credit to the allowance. At December 31, 2022 and 2021, the Company had no accounts receivable.
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No recently issued accounting pronouncements are expected to have a significant impact on the Company’s financial statements.

Subsequent Events

The Company has evaluated subsequent events through April 24, 2023 , the date these financial statements were available to be issued.
Subsequent to December 31, 2022:

I :21ccled. The manufacturer claims that it cannot sell the components. The Company believes that it can find buyers for a majority
of the components and that only $150,000 of customized parts cannot be resold. A reserve has been recorded for this amount.
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Level 3 - Unobservable inputs for the asset or liability. Financial instruments are considered Level 3 when their fair values are
determined using pricing models, discounted cash flows or similar techniques and at least one significant model assumption or
input is unobservable.

The carrying amounts reported in the balance sheets approximate their fair value. Fair value of stock options issued during the years
ended December 31, 2022 and 2021 were determined using level 3 inputs.

NOTE 3 — INTANGIBLE ASSETS (NET)

Intangible assets consist of the following at December 31:

December 31,2022 December 31, 2021

Amortization expense for the years ended December 31, 2022 and 2021, was $526,058 and $433,706, respectively.
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In August 2022, the Company received $150,000 of proceeds from a commercial loan. The loan accrues interest at a rate of 15.77% per
annum and matures in January 2024.

In May 2022, the Company received $120,000 of proceeds from a loan from a sales channel partner. The loan accrued interest at a rate
of 8.99% per annum and matured in November 2022. During the year ended December 31, 2022, the Company incurred $3,166 of
interest expense on this short-term loan. This loan was repaid in full in November 2022.

March 2021, the Company borrowed $85,000 from a payment processing vendor to provide working capital. The fixed fee for the loan
was $11,135. The loan and fee were repaid in full in July 2021.

LONG TERM DEBT

In 2020, the Company received proceeds from an SBA loan of $150,000. The SBA loan is secured by substantially all of the
Company’s assets and accrues interest at 3.75% per annum. Repayment has been extended until January 2023 and the loan matures in
June 2050. In February 2022, the Company received additional proceeds of $350,000 from the SBA, bringing the total SBA loan
amount to $500,000.

Following is a summary of long-term minimum debt payments required over the next 5 years:
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The Company incurred $81,233 of costs associated with the issue of these instruments. Amortization expense for the year ended
December 31, 2022 included $13,539 of amortization of expense related to the issue of the convertible equity instruments.

NOTE 7 - PREFERRED STOCK

The Company has 19,137,353 $0.0001 par value, shares of Preferred Stock authorized at December 31, 2022 and 2021. At December
31, 2022 and 2021, there were issued and outstanding preferred shares of 15,207,537.

At December 31, 2022 and 2021, the authorized Preferred Stock consists of 9,582,809 shares designated Series Seed, 9,100,000 shares
designated Series A-1 and 454,544 shares designated Series A-2.

The Company conducted an offering of its Series A-1 Preferred Stock during the year ended December 31, 2021, issuing 5,616,525
shares at $1.10 per share, providing gross proceeds of $6,178,182. Direct costs associated with the offering, including brokerage and
legal fees, totaled $1,559,558, and were recorded as a reduction to the proceeds received in the offering on the statements of changes in
stockholders’ equity.
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During the year ended December 31, 2022, the Company issued 470,000 stock options to employees for services. In addition, stock
options issued in prior years continued to vest during the current year. The Company recognized $109,741 of stock compensation
expense related to stock options during the year ended December 31, 2022. During the year ended December 31, 2021, the Company
issued 55,000 stock options for services and recognized $30,784 of stock compensation expense.

During the year ended December 31, 2022, the Company issued 10,000 shares of common stock at $0.0001 per share, for cash
proceeds of $1 from exercised stock options. During the year ended December 31, 2021, the Company issued 341,600 shares of
common stock at an average of $0.06 per share, for cash proceeds of $19,454 from exercised stock options.

A summary of option activity for the periods is as follows:

Weighted Average Weighted Average

Share Equivalents  Exercise Price Remaining Term

Options exercisable at December 31, 2022 and 2021 are 838,177 and 636,177, respectively.

The options issued during 2022 and 2021 vest ratably over periods of one to four years. At December 31, 2022, there are 554,323
unvested stock options outstanding and approximately $303,370 of unrecognized stock-based compensation expense.
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The Company assessed the need for a valuation allowance against net deferred tax assets and determined a full valuation allowance is
appropriate, due to taxable losses for the years ended December 31, 2022 and 2021 and no history of generating taxable income.
Therefore, valuation allowances of $2,901,730 and $1,952,392 were recorded as of December 31, 2022 and 2021, respectively.
Deferred tax assets and liabilities were calculated using the Company’s combined effective tax rate, which is estimated to be 29%. The
effective rate is reduced to 0% due to the full valuation allowance on the net deferred tax assets.
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The accompanying financial statements have been prepared assuming the Company will continue as a going concern, which
contemplates the recoverability of assets and the satisfaction of liabilities in the normal course of business.

The Company has yet to achieve positive cash flow from operations and has incurred losses from inception of $9,959,279 which
raises substantial doubt about the Company's ability to continue as a going concern. The ability of the Company to continue as a going
concern is dependent upon management's ability to raise additional capital from the issuance of debt or the sale of stock, its ability to
commence profitable sales of its flagship product, and its ability to generate positive operational cash flow. The accompanying
financial statements do not include any adjustments that might be required should the Company be unable to continue as a going
concern.

NOTE 13 — RELATED PARTIES

During the years ended December 31, 2022 and 2021, the Company paid $79,480 and $113,510 respectively for legal counsel to a
firm in which one of the directors is a partner.
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