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INDEPENDENT AUDITOR'S REPORT

To the Board of Directors and Shareholders of
Koios Medical, Inc.

Report on the Audit of the Financial Statements
Opinion

We have audited the accompanying financial statements of Koios Medical, Inc. (the "Company"), which
comprise the balance sheets as of December 31, 2022 and 2021, 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.

In our opinion, the accompanying financial statements 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 each of 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 ("GAAS"). 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.

Substantial Doubt about the Entity'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 A to the financial statements, the Company has had recurring losses
from operations and net cash outflows 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 A. 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.

Change in Accounting Principle
As discussed in Note H to the financial statements, in 2022, the Company adopted new accounting

guidance for the accounting for leases in accordance with Accounting Standards Codification Topic 842,
Leases. Our opinion is not modified with respect to this matter.
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Responsibilities of Management 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 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 concemn for 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 GAAS 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 GAAS, we:
» Exercise professional judgment and maintain professional skepticism throughout the audit.

» |dentify 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 the Company's internal control. Accordingly, no such opinion is expressed.

+ 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.

» 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 audit, significant audit findings, and certain internal control-related matters
that we identified during the audit.
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EISNERAMPER LLP
New York, New York
March 29, 2024

EisnerAmper LLP
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LIABILITIES
Current liabilities:
Accounts payable
Accrued expenses
Deferred revenue
Line of credit, including interest of $10,166
Convertible notes payable, current - at fair value
Lease liability, current
Other current liabilities
Total Current liabilities

Convertible notes payable, non-current - at fair value
Lease liability, non-current
Total liabilities

STOCKHOLDERS' EQUITY

Series A voting preferred stock $.00001 par value, 7,000,000
shares authorized; 6,333,209 shares issued outstanding,
(liquidation preference of $18,861,737)

Common stock $.00001 par value, 13,000,000 shares authorized,;
6,586,561 and 6,434,381 shares issued and 4,315,011 and
4,162,831 outstanding, respectively

Additional paid-in capital

Accumulated deficit

Treasury stock at cost (2,271,550 shares of common stock)

Total stockholders' deficit

Total liabilities and stockholders' deficit

See accompanying notes to financial statements

Acrred pxoanses

$ 429,737 $ 1,466,393

$ 260,572 $ 171,051

88,008 75310

593,840 40,685

210,166 -

- 5961,868

100,168 -

180,102 90,345

1,432,856 6,339,259

9,207,988 -

107,237 -

10,748,081 6,339,259

63 63

66 64

20,528,145 20,467,973
(28,575,068) (23,069,416)
(8,046,794) (2,601,316)
(2,271,550) (2,271,550)
(10,318,344) (4,872,868)

$ 429,737 $ 1,466,393
3




Loss from operations

Other income (expense):
Change in fair value on convertible notes payable
Interest expense - net
Other income (expense) - net

Total other income (expense) - net

Net loss

See accompanying notes to financial statements

(4,541,484) (4,620,006)
(835,920) (1,276,317)
(125,945) (59,773)

(2,303) 355,861
(964,168) (980,229)
$ (5505652) $ (5600,235)
4
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Exercise of employee stock option - - 152,180 2 - - 35,081 - 35,083
Stock-based compensation - - - - - - 25,091 - 25,091

Net loss - - - - - - - (5,505,652) (5,505,652)
Balance, December 31, 2022 6,333,209 $ 63 6,586,561 $ 66 2,271,550 $ (2,271,550) $ 20,528,145 $ (28,575,068) $ (10,318,344)

See accompanying notes to financial statements 5
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Frepald expenses
Other assets
Accounts payable
Accrued expenses
Other current liabilities
Deferred revenue
Lease liabilities

Net cash used in operating activities
Cash flows from financing activities:
Proceeds from line of credit
Exercise of stock options
Proceeds from Convertible Notes

Net cash provided by financing activities

Net change in cash and cash equivalents
Cash and cash equivalents - beginning of year

Cash and cash equivalents - end of year

Supplemental disclosures of cash paid:
Income taxes

Supplemental disclosures of non-cash financing activity:

Conversion of note payable to preferred stock

See accompanying notes to financial statements
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41,03V (84,499)
- (16,868)
89,521 (5,095)
12,698 (86,028)
129,689 35,188
553,155 2,702
(150,981) -
(3,780,514) (4,748,541)
200,000 -
35,083 20,669
2,410,200 4,685,551
2,645,283 4,706,220
(1,135,231) (42,321)
1,193,518 1,235,839
$ 58,287  $ 1,193,518
$ 2,303 $ 5,228
$ - $ -
6




The accompanying financial statements have been prepared on the basis that the Company is a going
concern, which contemplates, among other things, the realization of assets and satisfaction of liabilities in the
normal course of business. The Company has generated minimal revenues from operations since inception
but does expect to do so in the foreseeable future. For the years ended December 31, 2022 and 2021, the
Company incurred a net loss in the amount of $5,505,652 and $5,600,235 respectively, and has a working
capital deficit of $1,003,119 and shareholders deficit of $10,318,344 as at December 31, 2022, respectively.
The Company has financed its working capital requirements to date through the sale of common stock,
preferred stock, and convertible promissory notes. At December 31, 2022, the Company had cash totaling
approximately $ 58,287. The Company plans to raise additional funds through the sale of common stock and
preferred stock, although there are no assurances the Company will be successful. These conditions raise
substantial doubt as to 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. The financial
statements do not include any adjustments to reflect the possible future effects on the recoverability and
classification of assets or the amount and classifications of liabilities that may result should the Company be
unable to continue as a going concern.

NoTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

[1]

[2]

[3]

Basis of presentation:

The Company's financial statements have been prepared using the accrual basis of accounting in conformity
with accounting principles generally accepted in the United States ("U.S. GAAP"). Any reference in these
notes to applicable guidance is meant to refer to the authoritative U.S. GAAP as found in the Accounting
Standards Codification ("ASC") of the Financial Accounting Standards Board ("FASB").

Use of estimates:

The preparation of financial statements in conformity with U.S. 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 revenues
and expenses during the reporting period. Actual results could differ from those estimates.

Cash and cash equivalents:

Cash and cash equivalents include all highly liquid instruments with maturity of three months or less, when
purchased. Cash equivalents consist primarily of balances in money market accounts. The Company
maintains some of its cash and cash equivalent balances in two financial institutions which are insured by the
Federal Deposit Insurance Corporation ("FDIC"). The Company also maintains separate money market
accounts which are insured by the Securities Investor Protector Corporation ("SIPC"). Cash and cash
equivalents from time to time may exceed federally insured limits.
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repairs and maintenance are expensed as incurred.
Borrowings:

On May 1, 2020, the Company received loan proceeds in the amount of approximately $361,000 under the
Paycheck Protection Program ("PPP"). The PPP, established as part of the Coronavirus Aid, Relief, and
Economic Security Act ("CARES Act"), provides for loans to qualifying businesses. The Company determined
that they met the criteria to be eligible to obtain a loan under the PPP. The loan and accrued interest is
forgivable as long as it is used for eligible purposes. On May 21, 2021, the loan was forgiven.

The Company entered into a revolving promissory note with Bespoke Limited Ventures LLC dated August 25,
2022 up to a limit of $500,000. The interest on this note is 14% annually. The Company borrowed $200,000
during the year 2022. As of December 31, 2022, the loan amount along with the accrued interest of
approximately $10,000 is outstanding.

Revenue recognition:

The Company enters into service agreements with customers that include multiple performance obligations.
These performance obligations include the right to use the software, customer support and installation
services. The Company allocates revenues to each performance obligation within an arrangement based on
the stand-alone selling price. Generally, the Company recognizes revenue under Topic 606 for each of its
performance obligations as follows:

e Software access and support revenue is recognized over the term of the contract.
e |nstallation revenue is recognized when the service is performed.

For the years ended December 31, 2022 and 2021, $85,135 and $45,411, respectively, of the revenue
recognized was related to software and support services and $0 and $4,500, respectively, was related to
installation services.

Deferred revenue:

Deferred revenue is a liability primarily related to billings in advance of revenue recognition from the
Company's software access and support revenue described above. Deferred revenue is recognized as the
Company satisfies its performance obligations. The Company generally invoices its customers in annual
installments. Amounts that have been invoiced are initially recorded in accounts receivable and deferred
revenue. Deferred revenue that will be recognized in the succeeding 12-month period is recorded in other
current liabilities on the balance sheet. Deferred revenue as of December 31, 2022 and 2021 was $593,840
and $40,685, respectively, which is included in other current liabilities. The deferred revenue of $37,983 as of
December 31, 2020, was fully recognized during the year ended December 31, 2021. The deferred revenue
of $40,685 as of December 31, 2021 was fully recognized during the year ended December 31, 2022.

8
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Fair Value measurement:

The Company determines fair value measurements used in its financial statements based upon the exit price,
that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market
participants exclusive for any transaction costs. A fair value hierarchy provides for prioritizing inputs to
valuation techniques used to measure fair value into three levels:

Level 1 - Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2 - Inputs other than quoted market prices that are observable, either directly or indirectly, and
reasonably available. Observable inputs reflect the assumptions market participants would use
in pricing the asset or liability and are developed based on market data obtained from sources
independent of the Company.

Level 3 - Unobservable inputs. Unobservable inputs reflect the assumptions that the Company develops
based on available information about what market participants would use in valuing the asset or
liability.

An asset's or liability's level within the fair value hierarchy is based on the lowest level of any input that is
significant to the fair value measurement. The Company's convertible notes payable as described in Note D
are level 3 liabiliies. The Company's cash, current assets and liabilities are carried at cost, which
approximates fair value due to the short-term nature of these instruments.

Income taxes:

The Company accounts for income taxes using the asset and liability method in accordance with ASC Topic
740, Income Taxes. Under the asset and liability method, deferred income taxes are recognized for differences
between the financial reporting and tax bases of assets and liabilities at enacted statutory tax rates in effect
for the year in which the differences are expected to reverse. The effect on deferred taxes of a change in a
tax rates is recognized in income in the period that includes the enactment date. Valuation allowances are
established when necessary to reduce deferred tax assets to the amount expected to be realized.

The Company also accounts for uncertain tax positions in accordance with ASC Topic 740, Income Taxes.
This guidance prescribes a more-likely-than-not threshold for financial statement recognition and
measurement of a tax position taken in the Company's income tax returns. As of December 31, 2022 and
2021, the Company had no uncertain tax positions which affected its financial position, its results of operations
or its cash flows, and will continue to evaluate for uncertain tax positions in the future. There are no estimated
interest costs or penalties provided for in the Company's financial statements for the years ended
December 31, 2022 and 2021. If at any time the Company should record interest and penalties in connection
with income taxes, the interest and the penalties will be expensed within the interest and general and
administrative expenses.
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In consideration the fair value of the underlying stock when the Company granted options, the Company will
consider several factors including the fair values established by market transactions. Stock option-based
compensation includes significant estimates and judgments of when stock options might be exercised,
forfeiture rates and stock price volatility. The timing of option exercises is out of the Company's control and
depends upon a number of factors including the Company's market value and the financial objectives of the
option holders. These estimates can have a material impact on the stock compensation expense but will have
no impact on the cash flows. The estimation of share-based awards that will ultimately vest requires judgment,
and to the extent actual results or updated estimates differ from original estimates, such amounts are recorded
as a cumulative adjustment in the period the estimates are revised.

The fair value of each stock option grant is estimated on the date of grant using the Black-Scholes option
pricing model. The Company is a private company and lacks company-specific historical and implied volatility
information. Therefore, it estimates its expected stock volatility based on the historical data regarding the
volatility of a publicly traded set of peer companies. The expected term of stock options granted to
nonemployees is between 5 and 7 years. The risk-free interest rate is determined by reference to the U.S.
Treasury yield curve in effect at the time of grant of the award for time periods approximately equal to the
expected term of the award.

Leases:

In February 2016, the FASB issued guidance ASC Topic 842, Leases to increase transparency and
comparability among organizations by requiring the recognition of right-of-use ("ROU") assets and lease
liabilities on the balance sheet. Most prominent among the changes in the standard is the recognition of ROU
assets and lease liabilities by lessees for those leases classified as operating leases. Under the standard,
disclosures are required to meet the objective of enabling users of financial statements to assess the amount,
timing, and uncertainty of cash flows arising from leases.

The Company adopted the standard effective January 1, 2022 and recognized and measured leases existing
at January 1, 2022 (the beginning of the period of adoption), with certain practical expedients available. Lease
disclosures for the year ended December 31, 2021 are made under prior lease guidance in FASB ASC 840.
Accordingly, the Company applied the guidance to each lease that had commenced as of the adoption date
and also elected a package of practical expedients which included the following: no requirement to reassess
(a) whether any expired or existing contracts are, or contain, leases, (b) the lease classification for any expired
or existing leases, and (c) the recognition requirements for initial direct costs for any existing leases. The
Company also elected a practical expedient to account for lease and non-lease components as a single lease
component for all classes of underlying assets.

10
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The Company leases its building facility and records the lease as operating lease ROU assets and operating
lease liabilities (current portion and long-term portion) on the accompanying consolidated balance sheet.
Operating lease ROU assets and the related lease liabilities are recognized based on the present value of the
future minimum lease payments over the lease term at commencement date. The operating lease ROU assets
also include lease incentives and initial direct costs incurred. For operating leases, interest on the lease liability
and the amortization of ROU asset result in straight-line rent expense over the lease term.

In December 2022, the Company extended the existing lease for a period of two years which will expire in
December 2024 and also to reduce the monthly lease payments. As this modification does not result in
recognition of separate contract, the Company reallocated the remaining consideration in the contract and
remeasure the lease liability using a discount rate for the lease determined at the effective date of the
extension. The Company also reassessed the lease classification and concludes to be an operating lease. As
aresult of the lease extension, the Company remeasured its lease liability and recognize the amount resulting
from the remeasurement of the lease liability as an adjustment to the corresponding ROU Asset.

Leases may include options to extend or terminate the lease which are included in the ROU operating lease
assets and operating lease liability when they are reasonably certain of exercise. Certain leases include lease
and non-lease components, which are accounted for as one single lease component. Occupancy lease
agreements, in addition to contractual rent payments, generally include additional payments for certain costs
incurred by the landlord, such as building expenses and utilities. To the extent these are fixed or determinable,
they are included as part of the minimum lease payments used to measure the operating lease liability.
Operating lease expense associated with minimum lease payments is recognized on a straight-line basis over
the lease term. When additional payments are based on usage or vary based on other factors, they are
considered variable lease payments and are excluded from the measurement of the ROU asset and lease
liability. These payments are recognized as an expense in the period in which the related obligation was
incurred. See Note H for more information about the Company's lease obligations.

The standard had a material impact on the Company's consolidated balance sheets but did not have an impact
on its consolidated statements of operations, nor consolidated statements of cash flows. The most significant
impact was the recognition of ROU assets and lease liabilities for operating leases.

Our lease agreements do not contain any material residual value guarantees or material restrictive covenants.

11
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NoTE C - PROPERTY AND EQUIPMENT

Property and equipment consist of the following as of December 31, 2022 and 2021:

2022 2021
Furniture and equipment $ 178,755 $ 178,755
Less: accumulated depreciation (178,755) (126,395)
$ - $ 52,360

Depreciation expense during the years ended December 31, 2022 and 2021 was $52,360 and $59,085,
respectively.

NoTeE D - CONVERTIBLE NOTES

From January to April 2021, the Company issued Series B-1 convertible promissory note ("Series B-1 Notes") to
various investors inclusive of issuances to certain shareholders of the Company, aggregating to $3,612,595. During
November and December 2021, the Company issued Series B-2 convertible promissory notes ("Series B-2 Notes")
to various investors, inclusive of issuances to certain shareholders of the Company, aggregating to $1,072,956.
During 2022, the Company issued additional Series B-2 Notes to various investors, inclusive of issuances to certain
shareholders of the Company, aggregating to $2,410,200.

The Series B-1 and B-2 Notes provided the lenders with various rights and preferences, including interest at a rate
of 2% per annum and discounted conversion rights. The Series B-1 and B-2 Notes were setto mature in December
31, 2022 and were due and payable in full, if not otherwise converted. The Series B-1 and Series B-2 Notes were
originally due on December 31, 2022. At December 31, 2022 and 2021, total accrued interest on the notes was
$176,402 and $60,579 on the Series B1 and Series B-2 Notes, included in other current liabilities. The notes
contained a redemption feature that allowed for conversion upon satisfaction of certain provisions as described in
the note agreements.

The Series B-1 and B-2 Notes contained several embedded conversion rights, including (1) automatic conversion
into a future round of equity in a qualified financing or change in control, as defined, at a conversion price at the
lessor of a discount of the valuation of the Company as part of the transaction or a Valuation Cap, as defined, or
(2) upon election of the holders into Series A Preferred Stock. In January 2023, all principal and accrued interest
of Series B-1 and Series B-2 Notes were converted into Series B Preferred Shares upon the completion of a
qgualified financing (See Note ).

12
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The Series B-1 and B-2 Notes are measured based on a probability-weighted model based on the various
settlement alternatives.

The following table summarizes the change in fair value, as determined by Level 3 inputs, for the convertibles notes
for the years ended December 31, 2022 and 2021:

Fair value, December 31, 2020 -

Issued 4 685,551
Change in fair value 1,276,317
Fair value, December 31, 2021 5,961,868
Issued 2,410,200
Change in fair value 835,920
Fair value, December 21, 2022 9,207,988

NoTE E - STocK-BASED COMPENSATION

On March 20, 2018, the Company established the 2018 Equity Incentive Plan, which was later amended on
December 28, 2019. The number of shares available for grant or option under the plan shall not exceed 2,088,000
shares. The shares granted or optioned under this plan may be either authorized but unissued or reacquired shares.
Awards under the plan may consist of (i) options, (ii) stock awards, and (iii) restricted stock.

The 2018 Stock Incentive Plan may grant restricted stock to eligible persons which entitle the participants to receive
the shares underlying those awards upon vesting or upon the expiration of a designated time period following the
vesting of those awards. Restricted stock may, in the discretion of the plan administrator, vest in one or more
installments over the participant's period of service or upon the attainment of specified performance objectives.
Qutstanding restricted stock shall automatically terminate, and no shares of common stock shall be issued in
satisfaction of those awards, if the performance goals or service requirements established for those awards are not
attained or satisfied. The plan administrator shall have the discretionary authority to issue vested shares of common
stock under one or more outstanding awards of restricted stock as to which the designated performance goals or
service requirements have not been attained or satisfied.

13



Vil ea Coitaiaul

R B T Y N S S L ) AP e e ewens L0 Tien, L0

Granted 103,980 0.46 9.11
Exercised (90,970) 0.23
Outstanding as of December 31, 2021 1,143,730 0.23 712
Granted 69,800 0.34 6.15
Exercised (152,180) 0.25
Outstanding as of December 21, 2022 1,061,350 $ 0.23 6.20
Options exercisable at December 31, 2022 791,760 3 0.19 5.76
Vested and expected to vest at December 31, 2022 976,819 3 0.22 6.20

The Company has estimated the fair value of all stock option awards as of the date of grant by applying the Black-
Scholes option-pricing model. The weighted average assumptions used in determining the fair value of options

granted during the years ended December 31, 2022 and 2021 are as follows:

Assumptions 2022
Risk-free interest rate 1.8% to 3.6% 1.1%1t0 1.7%
Expected life 7 years 7 years
Expected volatility 64% - 65% 63% -64%
Expected dividend yield 0%

The weighted average grant date fair value of options granted during the year ended December 31, 2022 and 2021
was $0.22 and $0.21 per option, respectively. The aggregate intrinsic value for options outstanding and exercisable
at December 31, 2022 and 2021 was approximately $71,258 and $134,048, respectively.

For the years ended December 31, 2022 and 2021, the Company recognized share-based compensation expense
of $25,091 and $33,117, respectively, and had unrecognized share-based compensation of $26,809 as of

December 31, 2022, which is expected to be recognized over the next 2.3 years.

14



The Series A Preferred Stock has the following summarized terms:

a.

Dividends:

The Series A Preferred Stock does not have a stated dividend rate. The Company cannot declare, pay or
set aside any dividends on shares of any other class or series of capital stock of the Company unless the
holders of the Series A Preferred Stock then outstanding shall first receive a dividend on each outstanding
share of Series A Preferred Stock in accordance with the certificate of incorporation.

Liquidation:

In the event of any voluntary or involuntary liquidation, dissolution or winding up of the Company or
deemed liquidation event, the holders of shares of Series A Preferred Stock then outstanding shall be
entitled to be paid, on a pari passu basis, out of the assets of the Company available for distribution to its
stockholders before any payment shall be made to the holders of Common Stock by reason of their
ownership thereof, an amount per share equal to the Series A Criginal Issue Price plus any dividends
declared but unpaid thereon. If upon any such liquidation, dissolution or winding up of the Company or
deemed liquidation event, the assets of the Company available for distribution to its stockholders shall be
insufficient to pay the holders of shares of Series A Preferred Stock the full amount to which they shall be
entitled, the holders of shares of Series A Preferred Stock shall share ratably in any distribution of the
assets available for distribution in proportion to the respective amounts which would otherwise be payable
in respect of the shares held by them upon such distribution if all amounts payable on or with respect to
such shares were paid in full.

After the payment of all preferential amounts required to be paid to the holders of shares of Series A
Preferred Stock, the remaining assets of the Company available for distribution to its stockholders shall
be distributed among the holders of the shares of Common Stock and Series A Preferred Stock, treating
for this purpose all outstanding Series A Preferred Stock as if it had been converted to Common Stock
pursuant to the terms of this Second Amended and Restated Certificate of Incorporation immediately prior
to such liquidation, dissolution or winding up of the Company, without any requirement that any such
conversion shall have actually occurred.

15
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Shareholders, the terms thereof shall govern the votlng by the Shareholder In add|t|on the Company is
required to obtain the written consent or affirmative vote of the Series A Preferred stockholders for
Corporate activity as defined in the protective provision of the Certificate of Incorporation.
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Conversion:

Each share of Series A Preferred Stock shall be convertible, at the option of the holder thereof, at any
time and from time to time, and without the payment of additional consideration by the holder thereof, into
such number of fully paid and non-assessable shares of Common Stock as is determined by dividing the
Series A Original Issue Price by the Series A Conversion Price in effect at the time of conversion. The
"Series A Conversion Price" shall initially be equal to $2.98. The initial Series A Conversion Price, and
the rate at which shares of Series A Preferred Stock may be converted into shares of Common Stock,
shall be subject to adjustment.

Redemption:

If requested by the Requisite Holders at any time after the seventh anniversary of the Series A Original
Issue Date, December 28, 2018 (the "Redemption Request"), and unless prohibited by Delaware law
governing distributions to a stockholder, all issued and outstanding shares of Series A Preferred Stock
shall be redeemed by the Company at a price per share equal to the greater of (A) the Series A Original
Issue Price per share ($2.98), plus all declared but unpaid dividends thereon and (B) then fair market
value of a single share of Series A Preferred Stock as of the date of the Company's receipt of the
Redemption Request.
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Total 7,592,525 6,335,022

Valuation allowance (7,592,525) (6,335,022)

Net deferred tax assets $ - $ -

The Company does not have a current tax provision in 2022 and 2021 due to net losses generated for income tax
purposes. As the Company is unable to conclude, due to its pre-tax losses since inception, thatit is more likely than
not that the benefits will be realized, it has provided a valuation allowance to offset the related deferred tax assets.
The valuation allowance increased by $1,257 503 and $1,349,078, respectively, during the years ended
December 31, 2022 and 2021, respectively. As of December 31, 2022, the Company had federal net operating loss
carryforwards of approximately $18,900,000 which $1,022 000 which will begin to expire in 2032. The Federal Net
Operating losses incurred after December 31, 2017 of approximately $17,880,000 will carry forward indefinitely.
The Company has state net operating losses of approximately $16,450 000 as of December 31, 2022 which will
begin to expire in 2032.

The Company has available, for federal income tax purposes, a research credit carryforward of $692 000 as of
December 31, 2022 which will begin to expire in 2032.

Due to the change in ownership provisions of the Internal Revenue Code, the availability of the Company's net
operating loss carryforwards may be subject to annual limitations against taxable income in future periods, which
could substantially limit the eventual utilization of such carryforwards. The Company has not analyzed the historical
or potential impact of its equity financings on beneficial ownership, and therefore, no determination has been made
whether the net operating loss carryforward is subject to any Internal Revenue Code Section 382 limitation. To the
extent there is a limitation, there would be a reduction in the deferred tax asset with an offsetting reduction in the
valuation allowance.

NoTE H - OPERATING LEASES

The Company leases office space in 242 West 38" Street, New York, NY United States under operating lease
agreements since 2019 which expired in December 2022. During 2021 and 2022, the monthly rent payments under
this lease are approximately $12,000 and $12,450 respectively.

Total minimum payments required for the year ended 2022 was $145,800.

In December 2022, the Company renewed the existing lease agreement for a period of two years. The lease extends
the lease term for two years and the agreement will expire in December 2024 The lease also reduces the monthly
rent to $8,921 effective January 2023.The Company is also required to pay utilities, insurance and other costs
relating to the leased facilities which are variable. The lease was granted for fixed rental payments with no rent
holidays or any lease incentives during the lease renewal term and also does not contain any bargain purchase
options or any extended renewal options.
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2023 $ 107,046

2024 109,722

Total lease payments 216,768
Less: imputed interest 9,363
$ 207,405

Lease liabilities (current) $ 100,168
Lease liabilities (non-current) 107,237
Total lease liabilities $ 207,405

Other information
Cash paid for amounts included in the measurement of
operating lease liabilities:

Operating cash flows from operating leases $ 110,967
Weighted-average remaining lease term 2 years
Weighted-average discount rate 4.25%

NOTE | - SUBSEQUENT EVENTS

On January 25, 2023, the Company issued 1,994,626 shares of Series B-3 Preferred Stock to a new investor at a
purchase price of $4.01 per share. At the same time all the convertible note balance of $7,286,148 including the
accrued interest of $190,000 was converted into 1,169,227 shares of Series B-1 Preferred Stock at an effective
conversion discount of 20% at a price of $3.21 per share and 1,175,016 shares of Series B-2 Preferred Stock at an
effective conversion discount of 25% at a price of $3.01 per share.

On February 3, 2023, the Company's Certificate of Incorporation was amended to increase the number of shares
authorized for the Common and Preferred Stock. The total number of shares of capital stock that the Company has
available to issue was increased to 31,773,209, consisting of 20,000,000 shares of Common Stock, 11,773,209
shares of Preferred Stock.
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