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INDEPENDENT AUDITOR’S REPORT

To the Stockholders
of Cusa Tea, Inc.
Boulder, Colorado

Opinion

We have audited the accompanying financial statements of Cusa Tea, 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 (deficit), 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 Cusa Tea, Inc. as of December 31, 2021 and 2020, and the results of its
operations, changes in stockholders’ equity (deficit) and its cash flows for the years then ended
in accordance with accounting principles generally accepted in the United States.

Basis for Opinion

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Our responsibilities under those standards are further described in the Auditor's
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, 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.
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e Exercise professional judgment and maintain professional skepticism throughout the
audit.

o |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.

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

August 26, 2022
Glen Allen, Virginia
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- 29,077
469,708 489,565
431,695 -
961,401 518,642

1.091.044 732,506
1.000 1.000
629 591

3,205,766 2,972,713
(2.343.448)  (2.470.845)

(136,053) 503,459

§ 954091 § 1,235965

Long-term liabilities Long-term liabilties:
Payaheck Proteation Program loan 49,077 Paychack Protaction Program loan
Notes payable - net of current portion 469,565 Notes payabla - net of current portion

Convertible notes payable Convertible notes payable

Total long-term liabilities 961,401 518642 Total long-term libiliies
Total liabilies 1,091,044 752,506 Total liabilies
Stockholdars' aquity (deficit): Stockholders' equity (deficit):
Common stock $0.001 par value; 2,035,000 sharas Gomrmon stock $0.001 par value; 2,035,000 shares
‘authorized and 1,000,000 shares issued and outstanding authorized and 1,000,000 shares issued and outstandir
as of December 31, 2021 and 2020 1,000 1,000 as of December 31, 2021 and 2020
Preferred stock $0.001 par value; 792,635 shares Preferred stock $0.001 par value; 792,635 shares
authorized and 629,128 and 590,841 sharos issued and authorized and 629,129 and 590,941 shares issued anc
autstanding as of December 31, 2021 and 2020 629 591 outstanding as of December 31, 2021 and 2020
Additional paid-in capital 3,205,766 2972713 Additional paid-in capital
Accumulated deficit (3.343,448) 2.470,845) Accumulated deficit
Total stockholders' (deficit) equity (136.053) 503459 Total stockholders' (deficit) squity
Total lizbiliies and stockholders' (deficit) equity § 950991 § 123595 Total liabilties and stockholders' (deficit) aquity
See accompanying notes to financial siatements See accompanying notes to financial statements
3 3

See accompanying notes to financial statements.

3



statements. See accompanying notes to financial siatements See accompanying notes to financial statements.
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See accompanying notes to financial statements.
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231,992 678396 Issuance of preferred stock. 231,992 678,396 Issuance of preferred stock
ncing activities 734375 __ 1238973 Net cash provided by financing activities 734375 1.238973 Net cash provided by financing activiies
(306,826) 490,678 Net change in cash (306,826) 490, w5+, ange in cash
578.258 87.5680 Cash, beginning of year 578,258 a7, ~ . seginning of year
$ 271432 § 578,258 Cash, end of year 3 271432 3§ 578, 2nd of year
vinformation: Supplemental disclosure of cash fiow information mental disclosure of cash flow information:
$ 22189 § 2171 Cash paid for interest s 22189 § 2, h paid for interest

tatements. See accompanying notes to financial siatements
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(10,513) (111)
180,518 61,170
(204,012) (7,152)
(17,017) (114,153)
(25,269) 79,612

(1,039,171) (747,512)

734,375

(306,826)
578,258

271,432

Supplemental disclosure of cash flow information:

See accompanying notes to financial statements.
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sales without increasing overall expenses as a percentage of revenue. The Company
plans to be profitable by late 2023 and beyond through a combination of direct to
consumer, wholesale, and private label business. The Company believes the combination
of their growth strategy together with additional financing through external investors will
enable the Company 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.

Accounts Receivable: Accounts receivable represents receivables recorded at the
invoiced amount from customers in the ordinary course of business, and do not bear
interest. The Company regularly analyzes its significant customer accounts and when it
becomes aware of a specific customer’s inability to meet its financial obligations to the
Company, such as the case of bankruptcy filings or deterioration in the customer’s
operating results or financial positions, the Company records a specific estimated bad
debt expense as an allowance for doubtful accounts to reduce the related receivable
amount to what it reasonably believes will be collected. Management determined the
allowance for doubtful accounts to be $8,241 at December 31, 2021 and $1,390 at
December 31, 2020.

Inventory: Inventory consists of finished goods and is stated at the lower of cost or net
realizable value using the first-in, first-out method. The Company evaluates inventory
levels and expected usage on a periodic basis and records valuation allowances as
deemed necessary. At December 31, 2021 and 2020, management determined that no
valuation allowance was necessary.
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Concentrations and Credit Risk: Financial instruments which potentially subject the
Company to concentrations of credit risk consist principally of cash and accounts
receivable. The Company maintains its cash 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 43% of
accounts receivable. As of and for the year ended December 31, 2020, four customers
accounted for 85% of accounts receivable. Concentration of credit risk is limited due to
the large number of customers comprising the Company’s customer base and Company
policies, which include credit analysis of each customer. Accounts receivable is comprised
of customers across various geographic regions.

Advertising Costs: The Company expenses advertising and sales promotion costs as
incurred. Advertising expense was $437,115 for 2021 and $256,216 for 2020.

Revenue Recognition: The Company recognizes revenue in accordance with 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 expecits to be entitled in exchange for those
goods or services.

Revenue from product sales is recognized at the point in time when title and risk of loss
pass to the customer. Shipping and handling costs billed to customers are included in net
sales and related costs incurred by the Company are included in cost of sales.

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
within 30 days.
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purchases of materials is included in costs of goods sold while shipping costs related to
customer orders is included in revenues.

Sales Taxes Collected and Remitted: The Company presents sales taxes collected
from customers and remitted to governmental authorities on a net basis, excluding such
amounts from sales and cost of goods sold.

Income Taxes: Deferred income taxes are provided on temporary differences between
financial statement and income tax reporting. Temporary differences are differences
between the amounts of assets and liabilities reported for 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 stock-
based payments, which requires that stock-based compensation transactions be
accounted for using a fair-value based method and recognized as expense in the
statement of operations. Stock-based compensation is recognized and amortized to
compensation expense over the requisite service period.
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Paycheck Protection Program Loan: The Company’s policy was to account for the
Paycheck Protection Program loans (“PPP loans”) as debt. The Company recorded the PPP
loans as a liability until the loans were entirely forgiven and the Company was legally
released, at which point the amount forgiven was recorded into other income in the 2021
statement of operations (see Note 9).

Subsequent Events: Management has evaluated subsequent events through August
26, 2022, the date the financial statements were available for issuance, and has
determined that other than disclosed in Note 3, there are no other subsequent events to
be reported in the accompanying financial statements.

Property and Equipment:

Property and equipment consisted of the following at December 31:

Depreciation expense was $10,185 for 2021 and $10,124 for 2020.
Notes Payable:

During 2020, the Company entered into a loan agreement with the Small Business
Administration for the total principal amount of $96,500. The loan accrues interest at
3.75% per annum and matures in 2050. Monthly principal and interest payments of $471
begin in December 2022. The outstanding balance of the loan was $96,500 at December
31, 2021 and 2020.

10
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During 2020, the Company entered into various agreements with investors of the
Company for a total principal amount of $400,000. The notes were to originally mature in
December 2030 or upon full payment prior to this date. Payments on the outstanding loan
balance were due quarterly in an amount equal to 5% of the Company’s net sales for the
preceding quarter. The loans were to be repaid at 1.6X the original principal loan amount.
The outstanding balance of the loans was $373,206 at December 31, 2021 and $398,226
at December 31, 2020. Subsequent to year end, certain note holders agreed that their
outstanding principal amount would be repaid upon the close of a successful financing
event during 2022 and the remaining outstanding principal amounts would be converted
into various convertible notes payable under the current fundraising terms.

During 2020, the Company entered into a short-term financing agreement for a total
principal amount of $50,860. The outstanding principal amount was due on demand and
bore no interest. The outstanding principal amount was $16,774 at December 31, 2020.
The remaining balance was paid in full during 2021.

Convertible Notes Payable:

During 2021, the Company entered into various convertible notes with investors of the
Company for a total principal amount of $491,695. The notes bear interest at 8% per
annum. The full balance of the notes including accrued interest are due in December
2023 unless otherwise converted to equity upon a qualified financing event or the notes
have not been paid in full at the maturity date in which the notes will convert at the
conversion rate specified in the agreements. The full balance of the notes were
outstanding at December 31, 2021.

11
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preferred stock.

The following table summarizes the shares issued and outstanding at December 31:

Stock Option Plan:

The Company has granted options to certain employees pursuant to the terms of its 2019
Equity Incentive Plan (the “Plan”). Under the Plan, the maximum number of shares to be
granted is 152,250 shares of common stock. As of December 31, 2021 and 2020, there
were 126,000 and 139,125 shares, respectively, available for future issuance. Options
vest over three year terms with a one-year cliff.

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

12
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Shares Prices Shares Life {years) Shares Prices Shares Lifes (y
547 § 087 13125 9.81 547 $ 087 13.125

The following tables summarize additional information about stock options outstanding
and exercisable at December 31, 2021 and 2020:

13
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The Company recognized stock compensation expense of $1,099 in 2021 and $157 in
2020. Unrecognized compensation expense totaling $6,292 is expected to be recognized
through 2025.

Related Party Transactions:

The Company has various notes payable and convertible notes payable with investors of
the Company (see Notes 3 and 4).

Leases:

The Company leases its office and warehouse space under a non-cancellable operating
lease agreement that expires in 2023. The agreement requires a monthly payment ranging
from $6,694 to $6,894 in 2021 and 2020. The lease calls for annual rent escalations and
the Company records rent on a straight-line basis. Total rent expense incurred under the
lease was $82,434 for 2021 and $85,667 for 2020.

Future minimum lease payments at December 31, 2021 are as follows:

Year Amount

The Company also subleases space to various tenants on a month-to-month basis.
Rental income related to these leases totaled $30,550 for 2021 and $19,027 for 2020.
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allowance is appropriate given the cument Management believes that a full valuation allowance is appropriate given the current Management believes that a full valuation allowance is
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31,2021 31,2021

The Company applied for and was approved for a PPP loan in the amount of $57,482 in
2021 and $44,077 in 2020. The loans accrued interest at 1.0%, but payments were not
required to begin for ten months after the end of the period covered by the loan. 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.

he Company applied for

and was approved for loan forgiveness in March and December 2021. The forgiveness of
the loans is recognized as other income on the accompanying 2021 statement of
operations. At December 31, 2020, the Company accounted for its 2020 PPP loan totaling
$44,077 as debt as it had not yet been approved for forgiveness.

Income Taxes:

The Company has federal and state net operating loss carry forwards of approximately
$2,700,000 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. The Company has no other deferred tax assets or liabilities as of December
31, 2021.
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