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REPORT OF INDEPENDENT ACCOUNTANTS

To the Stockholders
Allocortech, Inc.
Waynesboro, Virginia

We have reviewed the accompanying financial statements of Allocortech, Inc. (the “Company”),
which comprise the balance sheets as of December 31, 2021 and 2020, and the related
statements of operations, changes in stockholders’ equity, and cash flows for the years then
ended and the related notes to the financial statements. A review includes primarily applying
analytical procedures to management's financial data and making inquiries of Company
management. A review is substantially less in scope than an audit, the objective of which is the
expression of an opinion regarding the financial statements as a whole. Accordingly, we do not
express such an opinion.

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.

Accountant’s Responsibility

Our responsibility is to conduct the review engagements in accordance with Statements on
Standards for Accounting and Review Services promulgated by the Accounting and Review
Services Committee of the AICPA. Those standards require us to perform procedures to obtain
limited assurance as a basis for reporting whether we are aware of any material modifications
that should be made to the financial statements for them to be in accordance with accounting
principles generally accepted in the United States. We believe that the results of our procedures
provide a reasonable basis for our conclusion.

We are required to be independent of the Company and to meet our other ethical responsibilities,
in accordance with the relevant ethical requirements related to our reviews.

Accountant’s Conclusion

Based on our reviews, we are not aware of any material modifications that should be made to the
accompanying financial statements in order for them to be in accordance with accounting
principles generally accepted in the United States.

Ktite—
April 14, 2022 c
Glen Allen, Virginia Ac Consultants

4401 Dominion Boulevard
Glen Allen, VA 23060

T:804.747.0000 F:804.747.3632
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its expertise in enterprise sales. By the Company raising capital it will enable us to fast
track its growth goals and to take advantage of the demand in the market and to
differentiate from competitors. The Company believes that by executing its strategic plan,
it will enable it to continue for a reasonable period 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 cash equivalents
and accounts receivable. The Company maintains its cash and cash equivalents in various
financial institutions with balances that periodically exceed federally insured limits.

As of and for the year ended December 31, 2021, two customers accounted for 93% of
accounts receivable and four customers accounted for 87% of revenue. As of and for the
year ended December 31, 2020, one customer accounted for 87% of accounts receivable
and two customers accounted for 69% of revenue.

Cash and Cash Equivalents: The Company considers all highly liquid debt instruments
purchased with a maturity of three months or less, or that the Company has direct access
to withdrawal funds, to be cash equivalents.

Accounts Receivable: The Company offers services to customers on an open credit
basis. The Company’s trade accounts receivable are generally uncollateralized.
Management closely monitors outstanding accounts receivable and reports accounts
receivable net of an allowance for doubtful accounts when deemed necessary. This
allowance is based on management’'s estimate of the amount of receivables that will
actually be collected. As of December 31, 2021 and 2020, the Company determined no
allowance for doubtful accounts was necessary.
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usetul lives of the related assets, which range from five to seven years. Upon retirement
or sale of an asset, the cost and accumulated depreciation are removed from the accounts
and any gain or loss is reflected in operations.

Paycheck Protection Program Loan: The Company’s policy was to account for the
Paycheck Protection Program loan (“PPP loan”) as debt. The Company recorded the PPP
loan as a liability until the loan was entirely forgiven and the Company was legally released,
at which point the amount forgiven was recorded in other income in the statement of
operations (see Note 3).

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 effective January 1, 2020, under the
modified retrospective transition method. The adoption of Topic 606 did not have a
material impact on the Company’s beginning of year stockholder’s equity or revenue for
2020.

The Company has two primary sources of revenue consisting of revenue earned for the
sale of products and fees earned for engineering services. Each of these contracts consist
of a single performance obligation. The Company’s product revenue is typically
recognized at the time the product is shipped and accepted by the customer and the
Company’s engineering services revenue is typically recognized as work is performed by
the engineers. Product service revenue was $339,063 for 2021 and $128,027 for 2020.
Engineering service revenue was $1,299,967 for 2021 and $1,059,913 for 2020. There
were no contract assets or liabilities at December 31, 2021 or 2020.

Economic factors may impact the nature, amount, and timing of revenue recognition.
Customers are evaluated for credit-worthiness prior to 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
at the time the product is shipped and as services are performed or billed at completion of
the engineering service project.
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are differences between the amounts of assets and liabilities reported tor 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.

Stock-Based Compensation: The Company follows FASB guidance, related to share-
based payments, which requires that share-based compensation fransactions be
accounted for using a fair-value based method and recognized as expense in the
statements of operations. Stock-based compensation is recognized and amortized to
compensation expense over the applicable service or vesting period.

Recent Accounting Pronouncements: The FASB issued ASU 2016-02 Leases, which
requires companies with leases to recognize on their balance sheets the assets and
liabilities generated by contracts longer than a year. The total value is calculated based
on the present value of the future lease payments and the expense is recognized over the
life of the lease on a straight-line basis. The standard is effective for private companies for
fiscal years beginning after December 15, 2021, with early adoption permitted. The
Company is currently evaluating the implications of this new standard.



Depreciation expense was $5,527 for 2021 and $2,903 for 2020.
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, as further defined in the CARES Act.

During April 2020, the Company received a PPP loan in the amount of $125,900 with a
maturity date of April 2022. The loan accrued interest at 1%. 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.

As of December 31, 2020, the Company had used all of the loan proceeds for qualifying
costs and was approved for full forgiveness of the loan in December 2020. As such, the
Company reflected the full amount of the loan forgiveness as other income in the
accompanying statement of operations for 2020.

Notes Payable — Related Party:

During 2020, the Company had notes payable outstanding from two stockholders of the
Company for an outstanding principal amount of $65,353. The notes bore interest at 6%
per annum and were paid in full during 2020.

9



of becember 31, 2UZ1 and 2UZU, there were 3U1 and /62 shares avallable for tuture
issuance. Options vest ratably over a four year vesting term with a one year cliff vesting
clause.

The Company follows FASB guidance, related to share-based payments, which requires
that share-based compensation transactions be accounted for using a fair-value-based
method and recognized as expenses in the statements of operations. The Company uses
the Black-Scholes pricing model to value options.

A summary of the Company'’s stock options outstanding at December 31, 2021 and 2020
and changes during the years then ended, is presented below:
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2021 2020 2021 2020 2021
$536.53 $406.12 Stock price $536.53 $406.12 Stock price $536.5
rs yrs Expected life of options (in years) ayrs ayrs Expected life of options (in years) Iyrs
$406.12 - $536.53 $406.12 - $484.84 Exercige price $406.12 - $536.53 $406.12 - $484.84 Exercise price $406.12- §
61.86% 49.97% Expected stock price volatility 61.86% 9.97% Expected stock price volatility 61.86¢
0.47% - 0.17% 0.17% - 1.45% Discount rate - bond equivalent yield 0.47% - 0.17% 0.17% - 1.45% Discount rate - bond equivalent yield 0.47% -0
N expense of $18,695 and $7.145 in 2021 The Company recognized stock compensation expense of $18,695 and §7,145 in 2021 The Gempany recognized stock compensation expensa of
'pensation expense tataling $110,191 is and 2020, respectively. Unrecognized compensation expense lotaling $110,191 is and 2020, respectively. Unrecognized compensation &)

expected 10 be recognized through 2025. expected to be recognized through 2025.
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The following table summarizes additional information about stock options outstanding
and exercisable at December 31, 2020:

The fair value of each option was estimated as of the grant date using the Black-Scholes
pricing model. The assumptions used in calculating the estimated fair values of stock
options granted during 2021 and 2020 are as provided below:

The Company recognized stock compensation expense of $18,695 and $7,145 in 2021
and 2020, respectively. Unrecognized compensation expense totaling $110,191 is
expected to be recognized through 2025.
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payments rare expected to be $39,225 1or 2022 and $5,6UU tor 2023.
Rent expense was $46,194 for 2021 and $50,480 for 2020.
Retirement Plan:

The Company sponsors a Simple IRA plan for its employees. The plan is available to all
full time employees upon beginning employment with the Company. The Company
matches up to 3% of employee’s annual compensation up to the federal Simple IRA
contribution limits. The Company's expenses under this plan were $29,200 for 2021 and
$22,356 for 2020.

Income Taxes:

The Company has federal and state net operating loss carry forwards of approximately
$41,000 at December 31, 2021, available to offset future taxable income in accordance
with the Internal Revenue Service regulations.

Management believes that a full valuation allowance is appropriate given the current
estimates of future taxable income, as well as consideration of available tax planning
strategies. The ultimate realization of the net deferred tax asset is dependent upon the
generation of future taxable income during periods in which temporary differences become
deductible.
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