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INDEPENDENT AUDITORS’ REPORT

To the Management and Sharcholders
of Powur, PBC

Opinion
We have audited the accompanying financial statements of Powur, PBC (the “Company”), 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 the Company 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 the Company 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 the Company’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 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, including omissions, 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.

o 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.

s 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 the
Company’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 the Company’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 audits, significant audit findings, and certain internal control related matters that we identified during
the audits.

aléékwé CHAOU

dbbmckennon
San Diego, California
December 6, 2023
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installation process, including racking, site survey, engineering, and permitting, and interconnection.

The Company continued to sell systems under the prior years’ model through general contractor partners who directly
contracted with the customer (“Non-GC”). Non-GC revenue represented less than 1% for 2021 total, as this was
completely phased out by December 31, 2021.

The Company also provides its solar consultants with a user friendly yet sophisticated Software as a Service (SaaS)
platform that provides a suite of services to facilitate project management, team management, commissions,
disbursement and communication among all stakeholders. The SaaS platform, including onboarding and training fees,
represented approximately 2% of 2022 total revenue and is the core product that allows for seamless communication
between stakeholders.

The Company continues to expand its technology stack, with additional features and functionality accessible to its
consultants, customers, and installers nationwide, elevating the solar experience for all stakeholders, and driving further
adoption of solar energy nationwide.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accounting and reporting policies of the Company conform to accounting principles generally accepted in the
United States of America ("GAAP").

Risks and Uncertainties

The Company's operations are subject to new innovations in product design and function. Significant technical changes
can have an adverse effect on product lines offered by the Company. Staying current and deploying new products are
important elements to achieve and maintain profitability in the Company's industry segment.



Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash
and cash equivalents. The Company generally maintains balances in various operating accounts at financial institutions
that management believes to be of high credit quality, in amounts that may exceed federally insured limits. The
Company has not experienced any losses related to its cash and cash equivalents and does not believe that it is subject
to unusual credit risk beyond the normal credit risk associated with commercial banking relationships. At December
31,2022, approximately 97% of cash and cash equivalents were held across three accredited financial institutions, with
approximately 3% in payment processor partners awaiting transactions.

Cash and Cash Equivalents

The Company considers all highly liquid investments with maturities of three months or less at the date of purchase to
be cash equivalents.

Equity Investments

Equity investments with readily determinable fair values are recorded at fair value with changes in fair value recorded
as unrealized gain/loss on investments. Realized gains or losses resulting from the sale of equity investments are
calculated using the specific identification method and are included in realized gain/loss on investments. As of
December 31, 2021, the Company had approximately $5.0 million in equity investments in a highly liquid investment
account. During 2022, the account was completely liquidated. The Company recognized a realized loss related to the
investment of $3,829, which was recorded within other income and expense on the statement of operations.

Fair Value Measurements

Certain assets and liabilities of the Company are carried at fair value under GAAP. Fair value is defined as the exchange
price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous
market for the asset or liability in an orderly transaction between market participants on the measurement date. Valuation
techniques used to measure fair value must maximize the use of observable inputs and minimize the use of unobservable
inputs. Financial assets and liabilities carried at fair value are to be classified and disclosed in one of the following three
levels of the fair value hierarchy, of which the first two are considered observable and the last is considered
unobservable:

« Level 1—Quoted prices in active markets for identical assets or liabilities.



Accounts receivable are derived from services delivered to customers and are stated at their net realizable value. Fach
month, the Company reviews its receivables on a customer-by-customer basis and evaluates whether an allowance for
doubtful accounts is necessary based on any known or perceived collection issues. Any balances that are eventually
deemed uncollectible are written off against the allowance after all means of collection have been exhausted and the
potential for recovery is considered remote. As of December 31, 2022 and 2021, the Company had an allowance for
doubtful accounts of $879,870 and $155.408, respectively.

Inventory

Inventory i1s stated at the lower of cost or market and accounted for using the specific identification cost method. As of
December 31, 2022 and 2021, inventory consisted of solar equipment purchased from the Company’s suppliers.
Management determined that an allowance for obsolete inventory was not significant for years ended December 31,
2022 or 2021.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation is computed using the straight-
line method over the estimated useful lives of the assets. Equipment, computers, software and furniture and fixtures are
depreciated over periods ranging from three to five years, and leasehold improvements over the shorter period of the
lease or the life of the asset. The cost of maintenance and repairs is charged to expense as incurred; significant renewals
and betterments are capitalized. Deductions are made for retirements resulting from renewals or betterments.
Depreciation expense for the year ended December 31, 2022 and 2021 was $183,464 and $131,037, respectively.

Internal Use Software

Intangible Assets - Digital Assets




Leases

On January 1, 2022, the Company adopted Accounting Standards Update No. 2016-02, Leases (Topic 842) (ASU 2016-
02), which establishes ASC 842 and supersedes the lease accounting guidance under ASC 840. The standard generally
requires lessees to recognize operating and finance lease liabilities and corresponding right-of-use (ROU) assets on the
balance sheet and provide enhanced disclosures on the amount, timing, and uncertainty of cash flows arising from lease
arrangements. The Company adopted ASC 842 using the modified retrospective approach. The Company elected the
package of practical expedients available for existing contracts, which allowed the Company to carry forward historical
assessments of lease identification, lease classification, and initial direct costs. The Company also elected a policy to
not apply the recognition requirements of ASC 842 for short-term leases with a term of 12 months of less.

The adoption of ASC 842 resulted in a recognition of a right of use asset and liability - operating of $321.471 on the
Company’s balance sheet relating to the lease as of January 1, 2022, The adoption of the standard had an immaterial
effect on the Company’s statements of operations and cash flows.

Revenue Recognition
The Company determines revenue recognition through the following steps:

Identification of a 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 performance obligations are satisfied.

Revenue is recognized when control of the promised goods or services is transferred to customers, in an amount that
reflects the consideration the Company expects to be entitled to in exchange for those goods or services. As a practical
expedient, the Company does not adjust the transaction price for the effects of a significant financing component if, at
contract inception, the period between customer payment and the transfer of goods or services 1s expected to be one
year or less.

The Company’s revenues primarily result from the sale of solar photovoltaic energy generation systems to both retail
(homeowner) customers and lite commercial customers and subscriptions to its sales consultants to the Company’s SaaS
platform. A small percentage of revenue is derived through fees paid by the Company’s sales consultants for onboarding
and training, along with access and support on the Company’s sales platform.

11
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prior to December 31, 2021.

Under ASC 606, revenue and associated profit, engineering, procurement and construction (“EPC”) projects for
residential projects that require us to deliver functioning solar power systems are generally completed within two to
twelve months from commencement of construction. Revenues and related costs on construction contracts are
recognized as the performance obligations for work are satisfied over time in accordance with ASC 606, Revenue from
Contracts with Customers. We recognize revenue from EPC services over time as our performance creates or enhances
an energy generation asset controlled by the customer.

The cost of materials or equipment will generally be excluded from our recognition of profit, unless specifically
produced or manufactured for a project, because such costs are not considered to be a measure of progress. All un-
allocable indirect costs and corporate general and administrative costs are charged to the periods as incurred. However,
in the event a loss on a contract is foreseen, the Company will recognize the loss in the period it is determined.

Revisions in cost and profit estimates during the course of the contract are reflected in the accounting period in which
the facts which require the revision become known. We use an input method based on costs incurred as we believe that
this method most accurately reflects our progress toward satisfaction of the performance obligation. Under this method,
revenue arising from fixed-price construction contracts is recognized as work is performed based on the ratio of costs
incurred to date to the total estimated costs at completion of the performance obligations. Changes in job performance,
job conditions, and estimated profitability, including those arising from contract penalty provisions, and final contract
settlements may result in revisions to costs and income and are recognized in the period in which the revisions are
determined.

Contract assets represent revenues recognized in excess of amounts invoiced to customers on contracts in progress.
Contract liabilities represent amounts invoiced to customers in excess of revenues recognized on contracts in progress.
As of December 31, 2022 and 2021, contract assets and liabilities were insignificant to the financial statements and thus
have been presented within accounts receivable, accounts payable and accrued liabilities. As of December 31, 2022 and
2021, the Company had unbilled revenue, considered a contract asset, of approximately $20.3 million recorded in
accounts receivable.

12
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‘I'he Company generates revenue from fees paid by their independent consultants. New consultant onboarding tees are
charged upfront to cover set up, training and access to the Powur platform. Ongoing monthly subscriptions continue to
compensate the Company for the content, training, and data provided by the platform. The Company recognizes revenue
for these services upon receipt, as the benefits are immediate and continually derived from the platform. As of
December 31, 2022 and 2021, the amounts deferred were insignificant to the financial statements.

Deferred Revenue and Customer Deposits

The Company recognizes deferred revenue as the performance obligations for work are satisfied over time in accordance
with ASC 606. The Company also recognizes a liability for milestone payments received in advance of the project
installations, which is considered a contract liability. The milestone receipts are recognized within twelve months of the
advance, unless a project cancellation occurs and a customer rebate is made.

Cost of Revenues

Cost of revenues consists primarily of the cost of delivered solar equipment, subcontractor design and installation costs,
salaries and wages, and other costs directly related to the revenues recognized.

Commissions

The Company records a commission payable to its advisors at the time the solar installation is confirmed installed.
Commissions paid in advanced are initially recorded as an asset, and recognized as an expense when the sale process is
completed. Commissions are included within sales and marketing expense in the statements of operations.

Warranty Liability

The Company establishes warranty liability reserves to provide for estimated future expenses as a result of installation,
product and performance defects, product recalls and litigation incidental to the Company’s business. Liability estimates
are determined based on management’s judgment, considering such factors as historical experience, the likely current
cost of corrective action, manufacturers” and subcontractors’ participation in sharing the cost of corrective action, and
consultations with third party experts such as engineers. Solar panel manufacturers currently provide substantial
warranties of between ten to twenty-five years with full reimbursement to replace and install replacement panels.
Inverter manufacturers currently provide warranties covering ten to thirty years including replacement and installation.
Additionally, 67% of the Company’s projects include a purchased extended warranty product covering equipment or
installation repairs for 30 years. Warranty costs for the Company will be largely the time to support customer requests,
and coordinate the equipment or installation repairs. The Company also anticipates costs to cover labor and parts
expense not handled by installers. The warranty liability for estimated future warranty costs at December 31, 2022 and
13



The Company is dependent on third-party vendors to supply solar equipment inventory, with one vendor accounting for
93% and 93% during the years ended December 31, 2022 and 2021, respectively. In addition, as of December 31, 2022
the vendor accounted for 85% of accounts payable. The loss of this vendor may have a negative short-term impact on
the Company’s operations; however, the Company believes there are acceptable substitute vendors that can be utilized
longer-term.

During the years ended December 31, 2022 and 2021, 90% and 93% of the Company’s GC model contracts were
financed through lender partners who execute loan agreements directly with the Company’s customers, respectively.
The remaining percentages are paid in cash. Of the financed projects, three lenders accounted for 97% of the loans for
the year ended December 31, 2022, and one lender accounted for 72% of the loans for the year ended December 31,
2021. The Company provides 4-5 lender options, it is the homeowner’s choice, with guidance {rom the sales consultant.
With many financing options in the solar industry the concentration does not present a risk to the Company.

Accounting for Preferred Stock

ASC 480, Distinguishing Liabilities from Equity, includes standards for how an issuer of equity (including equity shares
issued by consolidated entities) classifies and measures on its balance sheet certain financial instruments with
characteristics of both liabilities and equity.

Management is required to determine the presentation for the preferred stock as a result of the redemption and
conversion provisions, among other provisions in the agreement. Specifically, management is required to determine
whether the embedded conversion feature in the preferred stock is clearly and closely related to the host instrument, and
whether the bifurcation of the conversion feature is required and whether the conversion feature should be accounted
for as a derivative instrument. If the host instrument and conversion feature are determined to be clearly and closely
related (both more akin to equity), derivative liability accounting under ASC 815, Derivatives and Hedging, is not
required. Management determined that the host contract of the preferred stock is more akin to equity, and accordingly,
liability accounting is not required by the Company. The Company has presented preferred stock within stockholders'

equity.

Costs incurred directly for the issuance of the preferred stock are recorded as a reduction of gross proceeds received by
the Company, resulting in a discount to the preferred stock. The discount is not amortized.

Stock-Based Compensation

The Company accounts for stock-based compensation in accordance with ASC 718, Compensation - Stock
Compensation. The Company measures all stock-based awards granted to employees, directors and non-employee

14



lite ot the option.

The Company recognizes stock option forfeitures as they occur as there is insufficient historical data to accurately
determine future forfeiture rates. The assumptions used in calculating the fair value of stock-based awards represent
management’s best estimates and involve inherent uncertainties and the application of management’s judgment. As a
result, if factors change and management uses different assumptions, stock-based compensation expense could be
materially different for future awards.

Income Taxes

The Company uses the liability method of accounting for income taxes as set forth in ASC 740, Income Taxes. Under
the liability method, deferred taxes are determined based on the temporary differences between the financial statement
and tax basis of assets and liabilities using tax rates expected to be in effect during the years in which the basis
differences reverse. A valuation allowance is recorded when it is unlikely that the deferred tax assets will not be realized.
We assess our income tax positions and record tax benefits for all years subject to examination based upon our
evaluation of the facts, circumstances and information available at the reporting date. In accordance with ASC 740-10,
for those tax positions where there is a greater than 50% likelihood that a tax benefit will be sustained, our policy will
be to record the largest amount of tax benefit that is more likely than not to be realized upon ultimate settlement with a
taxing authority that has full knowledge of all relevant information. For those income tax positions where there is less
than 50% likelihood that a tax benefit will be sustained, no tax benefit will be recognized in the financial statements.

Recent Accounting Pronouncements

Management does not believe that any other recently issued, but not yet effective, accounting standards could have a
material effect on the accompanying financial statements. As new accounting pronouncements are issued, the
Company will adopt those that are applicable under the circumstances.

3. NOTES PAYABLE

In May 2020, the Company received $120,219 in payroll protection program loans (“PPP™). In March 2021, the
Company received forgiveness and thus recorded as other income and expense.

In June 2020, the Company received a $150,000 economic injury disaster loan (“EIDL™). The loan accrued interest at

a rate of 3.75% annually and was collateralized by all personal property and intangible assets of the Company. The loan
was repaid in 2021.
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5. RELATED PARTY TRANSACTIONS

In February 2022, the Company entered into a note with the Chief Executive Officer. Under the terms of the note, the
Company loaned the Chief Executive Officer a $1.0 million for a period of up to ten years incurring interest at 1.92%
per annum. The Chief Executive Officer pledged 126,118 shares as collateral to the note. Principal and accrued interest
1s due on the first to occur of (1) 30 days after expiration date of any lock-up period placed on the pledged shares
following an IPO of the Company, (2) closing date of the sale of the Company, (3) closing date of any sale of shares of
the Company’s stock, (4) 10 years from the effective date of the note, and (5) upon an occurrence of default.

6. COMMITMENTS AND CONTINGENCIES
Commitments

The Company records provisions for project installations in process or completed to which the credit application was
no longer valid, the transaction was deemed fraudulent and the pertaining loans were either in the process of being
cancelled or were cancelled. This cancellation requires the Company to reimburse the lender the loaned amount. The
Company has or will execute internal loan agreements with customers which have the ability to pay. If repayment is
not provable the Company expenses the amount.

Contingencies

The Company may be subject to pending legal proceedings and regulatory actions in the ordinary course of business.
The results of such proceedings cannot be predicted with certainty, but the Company does not anticipate that the final
outcome, if any, arising out of any such matters will have a material adverse effect on its business, {inancial condition
or results of operations. The Company holds general reserves related to such matters.

7. STOCKHOLDERS’ EQUITY
Preferred Stock

The Company has issued Series 1 preferred stock, Series 2 preferred stock, Series 3 preferred stock, Series 4 preferred
stock and Series 5 preferred stock (collectively referred to as “Preferred Stock™). As of December 31, 2022 and 2021,
the Company's certificate of incorporation, as amended and restated, authorized the Company to issue a total of
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The holders of the Preferred Stock have the following rights and preferences:

Voting

The holders of Preferred Stock are entitled to vote, together with the holders of Class B common stock as a
single class, on all matters submitted to stockholders for a vote and have the right to vote the number of shares equal to
the number of shares of Class B common stock into which each share of Preferred Stock could convert on the record
date for determination of stockholders entitled to vote.

Dividends

Dividends shall accrue from day to day, and shall be payable if and when declared by the Company’s Board of
Directors, in preference and priority to the payment of dividends on any shares of common stock. The Company shall
not declare, pay or set aside any dividends on shares of any other class or series of capital stock unless the holders of
Preferred Stock then outstanding shall first receive, or simultaneously receive, a dividend on each outstanding share of
Preferred Stock in an amount equal to the aggregate accrued dividends on such share of Preferred Stock which has not
been previously paid. Holders of Preferred Stock are entitled to receive, in liquidation preference order, an annual
cumulative dividend of a) $0.02 per share for Series 1 Preferred Stock, b) $0.017 per share for Series 3 Preferred Stock,
¢) $0.029 per share for Series 2 Preferred Stock, and d) $0.173 per share for Series 4 Preferred Stock. The dividends
shall be payable for a period of five years after the date of issuance of the respective class of Preferred Stock. The
Company may at any time accelerate the payment of the accrued dividends by paying to the preferred stockholders the
accrued dividends in the amount of a) $0.10 per share for Series 1 Preferred Stock, b) $0.085 per share for Series 3
Preferred Stock (for which the Series 3 Preferred Stock will automatically convert to Class B common stock), ¢) $0.145
per share for Series 2 Preferred Stock, and d) $0.0865 per share for Series 4 Preferred Stock. Dividends are payable on
the Series 5 Preferred Stock only if and when declared by the Board of Directors.

Liquidation

In the event of any voluntary or involuntary liquidation, dissolution or winding up of the Company or deemed
liquidation event, the preferred stockholders shall be entitled to a liquidation preference, in the following order, equal
to:

17



43UV LIV PUYLIIVLIL UL UL PLVIVIVLILIAL GV UL WY PIVIVLI VG O WUV LIVIUAL O, LIV LVILLALLLLE ddDVLY AV AlLdUIV LUL WIDUIUULIVLL

shall be distributed among common stockholders on a pro-rata basis.

The total liquidation preferences as of December 31, 2022 and 2021 amounted to $7.900,105 and $7,900,105,
respectively.

Conversion

Each share of Preferred Stock is convertible into Class B common stock, at the option of the holder, at any time
after the date of issuance. In addition, each share of Preferred Stock will be automatically converted into shares of Class
B common stock at the applicable conversion ratio then in effect upon the closing of a firm-commitment public offering
resulting in at least $25,000,000 of gross proceeds to the Company.

The conversion ratio of each series of Preferred Stock is determined by dividing the Original Issue Price of each
series by the Conversion Price of each series. The Conversion Price per share is $0.40 for Series 1 Preferred Stock,
$0.58 for Series 2 Preferred Stock, $0.34 for Series 3 Preferred Stock, $0.346 for Series 4 Preferred Stock and $9.59 for
Series 5 Preferred Stock, each subject to appropriate adjustment in the event of any stock dividend, stock split,
combination or other similar recapitalization. Accordingly, as of December 31, 2022 and 2021, each share of each series
of Preferred Stock was convertible into shares of Class B common stock on a one-for-one basis.

Common Stock

As of December 31, 2022 and 2021, the Company's certificate of incorporation, as amended and restated, authorized
the Company to issue a total of 25,000,000 shares of common stock, of which 8,500,000 shares were designated to
Class A common stock and 16,500,000 shares were designated to Class B common stock.

Class A and Class B common stockholders have voting rights of one vote per share. The voting, dividend, and
liquidation rights of the holders of common stock are subject to and qualified by the rights, powers, and preferences of
preferred stockholders.

During the year ended December 31, 2022, the Company issued 14,658 shares of Class B common stock pursuant to
exercises of stock options for proceeds of $6,567. During the year ended December 31, 2021, the Company issued
337,800 shares of Class B common stock pursuant to exercises of stock options for proceeds of $64,208.

During the year ended December 31, 2021, the Company issued 361,385 shares of Class B common stock for net
proceeds of $3,240,416. The Company paid the placement agent $225,270 in connection with the offering.
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and 2021 there were 57 160 and 21 1 321 shares avallable for grant u:nder the 2015 Plan. All underlying securities under
the 2015 Plan were shares of Class B common stock. Stock options granted under the 2015 Plan have vesting terms
ranging from immediate vesting to over a five-year period.

A summary of information related to stock options for the years ended December 31, 2022 and 2021 is as follows:

Weighted
Average
Exercise Price Instrinsic Value
4,114,358 $ 0.19 $ 25,140,013
899,158 5.71
(337,800) 0.19
(98,750) 1.88
4,576,966 $ 1.63 $ 36,412,339
407,609 948
(14,658) 2.68
(253,348) 0.45
4,716,569 $ 236 $ 34,086,147
3,563,620 $ 1.28

The following table presents, on a weighted average basis, the assumptions used in the Black-Scholes option-pricing
model to determine the grant-date fair value of stock options granted:

19



December 31, 2022 and 2021

2022 2021
Current mcome tax provision:
Federal $ 2313153 $ 514,721
State 422,997 324,868
Total current income tax provision 2,736,150 839,589
Deferred ncome tax benefit:
Federal (670,990) (180471)
State 323,075 (64.225)
Total deferred income tax benefit (347,915) (244,696)
Change m deferred tax asset valuation allowance - -
Total provision for income taxes $ 2388235 $ 594,893

The components of our deferred tax assets (liabilities) for federal and state income taxes consisted of the following as

of December 31, 2022 and 2021:

2022 2021
Deferred tax assets:
Net operating loss carryforwards $ (357.520) $ 170,728
Depreciation and amortzation (306,032) (215224)
Reserves and accruals 1,713,417 838,750
Other 94,569 2253
Net deferred tax assets $ 1144428 $ 796,513

Deferred taxes are recognized for temporary differences between the basis of assets and liabilities for financial statement
and income tax purposes.
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income tax expense. The Company is not presently sub]ect to any income tax audit in any taxing jurisdiction, though
its 2018-2022 tax years remain open to examination.

10. SUBSEQUENT EVENTS

Management has evaluated subsequent events through December 6, 2023, the date the financial statements
were available to be issued.

Based on this evaluation, no material events were identified which require adjustment or disclosure in these financial
statements, other than disclosed below.

Subsequent to December 31, 2022, the Company increased the authorized shares of the Company’s stock option plan
from 5.6 million to 6.6 million.
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