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Explanatory Note
 

On November 30, 2020, Fathom Holdings Inc. (“Fathom” or the “Company”) filed a Current Report on Form 8-K (the “Original 8-K”) disclosing, among other things,
that on November 24, 2020, Fathom completed the transaction contemplated by a Stock Purchase Agreement (the “Agreement”) by and among the Company and Verus Title
Inc. (“Verus”).

 
This amendment to the Original 8-K is being filed for the purpose of satisfying the Company’s undertaking to file the financial statements and pro forma financial

information required by Item 9.01 of Form 8-K, and this amendment should be read in conjunction with the Original 8-K. Except as set forth herein, no modifications have
been made to information contained in the Original 8-K, and the Company has not updated any information contained therein to reflect events that have occurred since the date
of the Original 8-K.
 
Item 9.01 Financial Statements and Exhibits.
 
(a) Financial Statements of Businesses Acquired.
 

The audited financial statements of Verus for the year ended December 31, 2019 and from inception through December 31, 2018 and the related notes, and the
unaudited condensed financial statements of Verus for the nine months ended September 30, 2019 and 2020 and the related notes are attached hereto as Exhibit 99.1 and



Exhibit 99.2 and incorporated herein by reference.
 
(b) Pro Forma Financial Information.
 

Unaudited pro forma condensed combined financial statements, which include a pro forma condensed combined balance sheet as of September 30, 2020 and pro
forma condensed combined statements of operations for the year ended December 31, 2019 and the nine months ended September 30, 2020 and the notes related thereto, are
filed as Exhibit 99.3 to this report and incorporated herein by reference.

 
(d) Exhibits.
 

Exhibit
No.

 
Exhibit Description  

   
23.1  Consent of Independent Auditors.

   
99.1  Audited financial statements of Verus Title, Inc. for the year ended December 31, 2019 and the period from inception through December 31, 2018 and the

related notes to such financial statements.
   

99.2  Unaudited financial statements of Verus Title, Inc. for the nine months ended September 30, 2019 and 2020 and the related notes to such financial statements.
   

99.3  Unaudited pro forma condensed combined financial statements, which include a pro forma condensed combined balance sheet as of September 30, 2020 and
pro forma condensed combined statements of operations for the year ended December 31, 2019 and the nine months ended September 30, 2020 and the notes
related thereto.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned hereunto

duly authorized.
 
 FATHOM HOLDINGS INC.
  
Date: February 8, 2021 /s/ Marco Fregenal
 Marco Fregenal
 President and Chief Financial Officer
 

 



 
Exhibit 23.1

 
Consent of Independent Registered Public Accounting Firm

 
We hereby consent to the incorporation by reference in the Registration Statement on Form S-8 (No. 333-248234) of Fathom Holdings Inc. of our report dated June 15, 2020
(except for the paragraphs discussing the reverse stock split in Note 13, as to which the date is July 13, 2020), relating to the consolidated financial statements, which is
incorporated by reference in this Form 8-K.
 
/s/ BDO USA, LLP
Raleigh, NC
February 8, 2021
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VERUS TITLE INC.

FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2019 AND FROM INCEPTION 

THROUGH DECEMBER 31, 2018
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VERUS TITLE INC.

Index to Financial Statements
 
Independent Auditor's Report 3
  
Balance Sheets as of December 31, 2019 and 2018 4
  
Statements of Operations for the year ended December 31, 2019 and for the period from inception through December 31, 2018 5
  
Statements of Changes in Stockholders' Equity for the year ended December 31, 2019 and for the period from inception through December 31, 2018 6
  
Statements of Cash Flows for the year ended December 31, 2019 and for the period from inception through December 31, 2018 7
  
Notes to Financial Statements 8
 

The accompanying notes are an integral part of these financial statements.
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VERUS TITLE INC.

Independent Auditor's Report
 
Independent Auditor’s Report
 
Management
Verus Title Inc.
Durham, North Carolina
 
We have audited the accompanying financial statements of Verus Title Inc., which comprise the balance sheets as of December 31, 2019 and 2018, and the related statements of
operations, changes in stockholders’ equity, and cash flows for the year ended December 31, 2019 and the period from inception through December 31, 2018, and the related
notes to the financial statements.
 
Management’s Responsibility for the Financial Statements
 
Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.
 
Auditor’s Responsibility
 
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial statements 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 entity’s internal control. Accordingly, we express no such opinion. An audit also
includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating the
overall presentation of the financial statements.
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
 
Opinion
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Verus Title Inc. as of December 31, 2019 and 2018, and
the results of its operations and its cash flows for the year ended December 31, 2019 and the period from inception through December 31, 2018 in accordance with accounting
principles generally accepted in the United States of America.
 
/s/ BDO USA, LLP
 
Raleigh, North Carolina 
February 8, 2021
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VERUS TITLE INC.
BALANCE SHEETS

 
  December 31,  
  2019   2018  

ASSETS         
Current assets:         

Cash  $ 35,344  $ 3,998 
Restricted cash   217,263   626,056 
Accounts receivable   43,754   10,498 
Prepaid and other current assets   15,863   16,493 

Total current assets   312,224   657,045 
Property and equipment, net   28,112   34,432 
Goodwill   497,509   497,509 
Lease right of use assets   204,734   266,508 
Deferred tax assets   27,260   18,737 
Other asset   2,500   — 

Total assets  $ 1,072,339  $ 1,474,231 
         

LIABILITIES AND STOCKHOLDERS EQUITY         
Current liabilities:         

Accounts payable and accrued liabilities  $ 126,914  $ 32,783 
Escrow liabilities   228,249   624,727 
Notes payable, current portion ($10,094 and $89,843 payable to related parties at December 31, 2019 and 2018, respectively)   77,029   89,843 
Lease liability - current portion   68,787   61,596 

Total current liabilities   500,979   808,949 
Notes payable to related parties, net of current portion   87,500   86,935 
Lease liability, net of current portion   136,442   205,229 

Total liabilities   724,921   1,101,113 
         

Stockholders' Equity         
Common stock, $0.01 par value, 5,000 shares authorized, 1,050 and 1,000 shares issued and outstanding as of December 31,
2019 and 2018   11   10 
Additional paid-in capital   424,075   420,552 
Accumulated deficit   (76,668)   (47,444)

Total stockholders' equity   347,418   373,118 
Total liabilities and stockholders' equity  $ 1,072,339  $ 1,474,231 

 
The accompanying notes are an integral part of these financial statements.
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VERUS TITLE INC.

STATEMENTS OF OPERATIONS
 
 

  

Year ended
December 31, 

2019   
Inception through
December 31, 2018 

       
Revenue  $ 533,962  $ 211,320 
         
Operating expenses:         

Salaries and employee benefits   294,233   175,864 
General and administrative   102,399   57,893 
Rent expense   99,467   28,868 
Title search and closing costs   43,429   7,131 
Advertising and marketing   23,786   4,306 

Total operating expenses   563,314   274,062 
         
Loss from operations   (29,352)   (62,742)
         
Other expense, net         

Interest expense, net   8,395   3,439 
Other expense, net   8,395   3,439 
         
Loss from operations before income taxes   (37,747)   (66,181)
Income tax (expense) benefit   8,523   18,737 
Net loss  $ (29,224)  $ (47,444)
 

The accompanying notes are an integral part of these financial statements.
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VERUS TITLE INC.

STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
 

  Common Stock   
Additional 

Paid in   Accumulated     
  Shares   Amount   Capital   Deficit   Total  
Balance at inception June 27, 2018   —  $ —  $ —  $ —  $ — 

Issuance of common stock   1,000   10   13,630   —   13,640 
Cash provided by shareholder   —   —   406,922   —   406,922 
Net loss   —   —   —   (47,444)   (47,444)

Balance at December 31, 2018   1,000  $ 10  $ 420,552  $ (47,444)  $ 373,118 
Share based compensation   50   1   3,523   —   3,524 
Net loss   —   —   —  (29,224)   (29,224)

Balance at December 31, 2019   1,050  $ 11  $ 424,075  $ (76,668)  $ 347,418 
 

The accompanying notes are an integral part of these financial statements.
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VERUS TITLE INC.

STATEMENTS OF CASH FLOWS
 

  
Year ended 

December 31, 2019  
Inception through
December 31,2018  

CASH FLOWS FROM OPERATING ACTIVITIES:         
Net loss  $ (29,224)  $ (47,444)

Adjustments to reconcile net income (loss) to net cash (used in) provided by operating activities:         
Depreciation and amortization   6,320   2,158 
Deferred taxes   (8,523)   (18,737)
Share based compensation   3,524   — 
Change in operating assets and liabilities:         

Accounts receivable   (33,256)   (10,498)
Prepaid and other current assets   630   (16,493)
Accounts payable and accrued liabilities   94,131   32,783 
Escrow liabilities   (396,478)   624,727 
Other assets   (2,500)   — 
Operating lease right of use assets   61,774   19,263 
Operating lease liabilities   (61,596)   (18,946)

Net cash (used in) provided by operating activities   (365,198)   566,813 
         

CASH FLOWS FROM INVESTING ACTIVITIES:         

Acquisition of business   —   (404,099)
Net cash provided by (used in) investing activities   —   (404,099)

         
CASH FLOWS FROM FINANCING ACTIVITIES:         

Proceeds from notes payable   60,000   62,194 
Payments on notes payable   (72,249)   (15,416)
Cash provided by shareholder   —   406,922 
Proceeds from issuance of common stock   —   13,640 

Net cash (used in) provided by financing activities   (12,249)   467,340 
         

Cash and restricted cash:         
Net (decrease) increase in cash and restricted cash   (377,447)   630,054 
Cash and restricted cash at beginning of period   630,054   — 
Cash and restricted cash at end of period  $ 252,607  $ 630,054 
         

Supplemental disclosure of cash and non-cash transactions:         
Cash paid for interest  $ 4,659  $ 1,505 
Right of use assets obtained in exchange for lease liabilities  $ —  $ 285,771 
Promissory note issued for acquisition of business  $ —  $ 130,000 
         

Reconciliation of cash and restricted cash         
Cash   35,344   3,998 
Restricted cash   217,263   626,056 
Total cash and restricted cash shown in statement of cash flows  $ 252,607  $ 630,054 

 
The accompanying notes are an integral part of these financial statements.
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VERUS TITLE INC.

NOTES TO FINANCIAL STATEMENTS
 



Note 1. Description of Business and Nature of Operations
 
Verus Title Inc. (“Verus”, "our", "we" or the “Company”), incorporated in the state of Delaware on June 27, 2018, is a company that partners with real estate brokerage firms
and lender institutions to offer title and settlement solutions, as well as insurance premium services, associated with real estate transactions. Verus operates as a technology
enabled title agency offering a client-focused approach to real estate transactions in Maine, Maryland, Virginia, District of Columbia, Florida, South Carolina, New Jersey,
Pennsylvania, Georgia and North Carolina.
 
Note 2. Summary of Significant Accounting Policies
 
Basis of Presentation
 
The financial statements and accompanying notes have been prepared in accordance with generally accepted accounting principles in the United States of America (“GAAP”)
as determined by the Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”).
 
Certain Significant Risks and Business Uncertainties
 
The Company is subject to the risks and challenges associated with companies at a similar stage of development. These include dependence on key individuals, successful
development and marketing of its offerings, and competition with larger companies with greater financial, technical, and marketing resources. Further, during the period
required to achieve substantially higher revenue in order to become profitable, the Company may require additional funds that might not be readily available or might not be on
terms that are acceptable to the Company.
 
Liquidity
 
The Company has a history of negative cash flows from operations and operating losses and experienced a net loss of $29,224 and $47,444 for the year ended December 31,
2019 and for the period from inception through December 31, 2018, respectively. Additionally, the Company anticipates further expenditures associated with the process of
expanding the business. Combined with the Company’s negative working capital and stockholders’ deficit, management determined these conditions raised substantial doubt as
to the Company’s ability to continue as a going concern. On November 4, 2020 the Company completed a stock purchase agreement with Fathom Holdings Inc., a North
Carolina corporation ("Fathom"), and The Yurashevich Community Property Trust of 2016, a community property trust, the Kaila Family Trust, a revocable living trust
(collectively with The Yurashevich Trust Community Property Trust of 2016, the “Sellers”) and Paul Yurashevich, an individual resident of North Carolina (“Yurashevich”), in
his individual capacity as Sellers representative, pursuant to which Fathom agreed to acquire all of the outstanding stock of the Company (the “Acquisition”). Fathom paid
approximately $0.7 million in cash, as well as shares of Fathom’s common stock having an aggregate value of approximately $1.0 million. The Acquisition closed on
November 24, 2020. Management believes that the Acquisition which closed on November 24, 2020, as well as its projected and actual results alleviates the substantial doubt
about our ability to continue as a going concern for a period of at least one year from the date of the issuance of these financial statements. (see Note 12)
 
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 expenses during the reporting period. The
Company regularly evaluates estimates and assumptions related to the determination of the fair value of assets acquired in business combinations, share-based compensation,
imputed discount rates for leased assets, legal contingencies, income taxes, and deferred income taxes. The Company bases its estimates and assumptions on current facts,
historical experience and various other factors that it believes to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities and the accrual of costs and expenses that are not readily apparent from other sources. The actual results experienced by the Company
might differ materially and adversely from the Company’s estimates. To the extent there are material differences between the estimates and the actual results, future results of
operations will be affected.
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VERUS TITLE INC.

NOTES TO FINANCIAL STATEMENTS
 
Cash
 
From time to time, the Company's cash deposits exceed federally insured limits. The Company has not experienced any losses resulting from these excess deposits.
 
Restricted Cash
 
Restricted cash represents escrow funds held in bank accounts owned by the Company as part of facilitating the closing of real estate transactions, to which the Company does
not have the right to use for any purposes, other than distributing upon close. Upon receiving escrow funds, the Company records a corresponding escrow liability.
 
Fair Value Measurements
 
FASB ASC 820, Fair Value Measurement (“ASC 820”), defines fair value as the price that would be received to sell an asset or paid to transfer a liability (an exit price) in an
orderly transaction between market participants at the reporting date. The methodology establishes consistency and comparability by providing a fair value hierarchy that
prioritizes the inputs to valuation techniques into three broad levels, which are described below:
 

• Level 1 inputs are quoted market prices in active markets for identical assets or liabilities (these are observable market inputs).
 

• Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability (includes quoted market prices for similar assets or
identical or similar assets in markets in which there are few transactions, prices that are not current or prices that vary substantially).

 
• Level 3 inputs are unobservable inputs that reflect the entity’s own assumptions in pricing the asset or liability (used when little or no market data is available).

 
The fair value of cash, accounts receivable, prepaid and other current assets, accounts payable and accrued liabilities approximate their carrying value due to their short-term
maturities. The loans and note payables are presented at their carrying value, which are based on borrowing rates currently available to the Company for loans and leases with
similar terms, approximates their fair values.
 
Accounts Receivable
 
Accounts receivable consist of balances due from customers. In determining collectability, historical trends are evaluated, and specific customer issues are reviewed on a
periodic basis. The Company has considered these factors and determined that no allowance was deemed necessary as of December 31, 2019 and 2018, respectively.
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VERUS TITLE INC.

NOTES TO FINANCIAL STATEMENTS
 
Property and Equipment
 
Property and equipment is stated at cost, less accumulated depreciation. Maintenance and repairs are charged to expense when incurred. Additions and improvements that
extend the economic useful life of the asset are capitalized and depreciated over the remaining useful lives of the assets. The cost and accumulated depreciation of assets sold or
retired are removed from the respective accounts, and any resulting gain or loss is reflected in current earnings. Depreciation is provided using the straight-line method in
amounts considered to be sufficient to amortize the cost of the assets to operations over their estimated useful lives, as follows:
 

Asset category  Depreciable life
Computers and equipment  5 years
Furniture and fixtures  7 years
 
Long-lived assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of such assets might not be recoverable.
Recoverability of assets to be held and used is measured first by a comparison of the carrying amount of an asset to future undiscounted net cash flows expected to be generated
by the asset. If such assets were considered to be impaired, an impairment loss would be recognized as the difference between the fair value and carrying value when the
carrying amount of the asset exceeds the fair value of the asset. To date, no such impairment has occurred.
 
Goodwill
 
Goodwill, which represents the excess of purchase price over the fair value of net assets acquired, is carried at cost. Goodwill is not amortized; rather, it is subject to a periodic
assessment for impairment by applying a fair value based test. The Company is organized in one reporting unit and evaluates the goodwill for the Company as a whole.
Goodwill is assessed for impairment on an annual basis or more frequently if events or changes in circumstances indicate that the asset might be impaired. Under the
authoritative guidance issued by the FASB, the Company has the option to first assess the qualitative factors to determine whether it is more likely than not that the fair value of
the reporting unit is less than its carrying amount as a basis for determining whether it is necessary to perform a quantitative goodwill impairment test. If the Company
determines that it is more likely than not that the fair value of a reporting unit is less than its carrying amount, then the goodwill impairment test is performed. The goodwill
impairment test requires the Company to estimate the fair value of the reporting unit and to compare the fair value of the reporting unit with its carrying amount. If the fair value
exceeds the carrying amount, then no impairment is recognized. If the carrying amount recorded exceeds the fair value calculated, then an impairment charge is recognized for
the difference. The judgments made in determining the projected cash flows used to estimate the fair value can materially impact the Company’s financial condition and results
of operations. There was no impairment of goodwill for the year ended December 31, 2019 and for the period from inception through December 31, 2018.
 
Revenue Recognition
 
We apply the provisions of FASB ASC Topic 606, Revenue from Contracts with Customers (“ASC 606”), and all related appropriate guidance. Revenue is recognized upon the
transfer of control of promised services to our customers in an amount that reflects the consideration that we expect to receive in exchange for those services in accordance with
the revenue standard. To recognize revenue, we apply the following five step approach:
 

1. identify the contract(s) with a customer;
 

2. identify the performance obligations in the contract;
 

3. determine the transaction price;
 

4. allocate the transaction price to the performance obligations in the contract; and
 

5. recognize revenue when, or as, the performance obligation is satisfied.
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VERUS TITLE INC.

NOTES TO FINANCIAL STATEMENTS
 
Our revenue consists of fees charged for title, property settlement and title insurance services provided in association with property acquisitions. We provide the title and
property settlement services ourselves and control the services before they are transferred to our customers since we are primarily responsible for fulfilling the promise and also
have full discretion in establishing the price for the services. As such, we are defined as the principal. As principal, we satisfy our obligation upon the closing of a real estate
transaction. Upon satisfaction of our obligation, we recognize revenue in the gross amount of consideration we are entitled to receive. The transaction price for title and property
settlement services is determined by the fixed fees we charge for our services. We provide our services to the buyers and sellers involved in the transaction. Title and property
settlement revenue contains a single performance obligation that is satisfied upon the closing of a real estate transaction, at which point the entire transaction price is earned.
The Company is not entitled to any title and property settlement revenue until the performance obligation is satisfied and is not owed any consideration for unsuccessful
transactions, even if services have been provided.
 
For title insurance services, we work in conjunction with insurance underwriters to perform these services, obtain the insurance policy premiums associated with title insurance
on behalf of customers and remit the policy premium to the insurance underwriters. Since the insurance underwriter is ultimately providing the insurance policy to the borrower,
we are not responsible for fulfilling the promise to provide the specified services. Additionally, we do not have discretion in dictating the price for the insurance policy, which is
set by each jurisdiction. Therefore, we do not control the specified service provided by the insurance underwriter. As such, in these circumstances, we act as an agent. As the
agent, we satisfy our obligation upon the closing of a real estate transaction. Upon satisfaction of our obligation, we recognize revenue in the net amount of consideration we are
entitled to receive, which is our fee for brokering the insurance policy less any consideration paid to the insurance underwriters. The transaction price for title insurance services
is fixed, based on statutory rates depending on the jurisdiction. We negotiate with insurance underwriters the percentage they receive, and the rest is recognized as revenue.
Title insurance revenue contains a single performance obligation that is satisfied upon the closing of a real estate transaction, at which point the entire transaction price is
earned. The Company is not entitled to any title insurance revenue until the performance obligation is satisfied and is not owed any consideration for unsuccessful transactions,
even if services have been provided.
 
The Company has utilized the practical expedient in ASC 606 and elected to expense contract costs for contracts with customers with durations less than one year. Due to the
nature of the real estate transaction, the Company does not have significant unfulfilled performance obligations or contract balances with durations that span over a year.
 



Salaries and Employee Benefits
 
Salaries and employee benefits consist primarily of wages paid to employees, employer contributions to employee retirement plans, employer portion of health insurance
benefits, and payroll taxes.
 
General and Administrative Expenses
 
General and administrative expenses consist primarily of travel related expenses, computer and internet services, business insurance, accounting, legal and professional fees,
office supplies and software, and other business expenses.
 
Rent Expense
 
Rent expense consists primarily of amounts paid for office and equipment leases.
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VERUS TITLE INC.

NOTES TO FINANCIAL STATEMENTS
 
Title Search and Closing Costs
 
Title search and closing costs consist primarily of title search fees, postage and delivery for closing documents, and all other order fulfillment related costs.
 
Advertising and Marketing Expenses
 
Advertising and marketing expenses consist primarily of advertising, marketing and promotional materials, which are expensed as they are incurred.
 
Leases
 
The Company early adopted FASB ASC Topic 842, Leases (“ASC 842”), as of inception June 27, 2018. The Company categorizes leases at their inception as either operating
or finance leases. On certain lease agreements, the Company may receive rent holidays and other incentives. The Company recognizes lease costs on a straight-line basis
without regard to deferred payment terms, such as rent holidays, that defer the commencement date of required payments.
 
Income Taxes
 
Income taxes are accounted for using an asset and liability approach that requires the recognition of deferred tax assets and liabilities for the expected future tax consequences of
temporary differences between the combined financial statement and tax bases of assets and liabilities at the applicable enacted tax rates. The Company will establish a
valuation allowance for deferred tax assets if it is more likely than not that these items will expire before either the Company is able to realize their benefit or that future
deductibility is uncertain.
 
The Company believes that it is currently more likely than not that its deferred tax assets will be realized and as such, it has not recorded a valuation allowance for these assets.
The Company evaluates the likelihood of the ability to realize deferred tax assets in future periods on a quarterly basis, and when appropriate evidence indicates it would release
its valuation allowance accordingly. The determination to provide a valuation allowance is dependent upon the assessment of whether it is more likely than not that sufficient
taxable income will be generated to utilize the deferred tax assets. Based on the weight of the available evidence, which includes taxable income subsequent to December 31,
2019 expected to utilize the tax assets, the Company has not provided a valuation allowance against U.S. tax assets resulting from the tax losses as of December 31, 2019 and
2018.
 
The Company applies the standards on uncertainty in income taxes contained in ASC Topic 740, Accounting for Income Taxes. The Company did not have any significant
unrecognized tax benefits during the year ended December 31, 2019 and for the period from inception through December 31, 2018. Currently, the statute of limitations remains
open subsequent to and including the year ended December 31, 2018.
 
Recently Adopted Accounting Standards
 
In May 2014, the FASB issued a new Accounting Standard Update ("ASU") 2014-09, Revenue from Contracts with Customers (Topic 606) (“ASU 2014-09”). This guidance
provides that an entity should recognize revenue to depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity
expects to be entitled in exchange for those goods or services. This guidance also requires more detailed disclosures to enable users of financial statements to understand the
nature, amount, timing, and uncertainty of revenue and cash flows arising from contracts with customers. The Company early adopted ASU 2014-09 and its related amendments
(collectively known as “ASC 606”) beginning at inception on June 27, 2018, and has recognized revenue in accordance with ASC 606 for all periods presented.
 
In February 2016, the FASB established Topic 842, Leases, by issuing ASU No. 2016-02 (“ASU 2016-02”), which requires lessees to recognize leases on the balance sheet and
disclose key information about leasing arrangements. The new standard establishes a right-of-use (“ROU”) model that requires a lessee to recognize a ROU asset and lease
liability on the balance sheet for all leases with a term longer than 12 months. Leases are classified as finance or operating, with classification affecting the pattern and
classification of expense recognition in the income statement.
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VERUS TITLE INC.

NOTES TO FINANCIAL STATEMENTS
 
The Company early adopted ASU 2016-02 effective from inception June 27, 2018. Adoption of the new standard resulted in the balance sheet recognition of ROU assets and
lease liabilities of approximately $285,771. For additional information regarding the Company’s lease arrangements, see Note 9 — Leases.
 
In January 2017, the FASB issued ASU 2017-04, Intangibles – Goodwill and Other (Topic 350): Simplifying the Test for Goodwill Impairment. The new guidance simplifies
the accounting for goodwill impairment by eliminating Step 2 of the goodwill impairment test. Under current guidance, Step 2 of the goodwill impairment test requires entities
to calculate the implied fair value of goodwill in the same manner as the amount of goodwill recognized in a business combination by assigning the fair value of a reporting unit
to all of the assets and liabilities of the reporting unit. The carrying value in excess of the implied fair value is recognized as goodwill impairment. Under the new standard,
goodwill impairment is recognized based on Step 1 of the current guidance, which calculates the carrying value in excess of the reporting unit’s fair value. The new standard is



effective beginning in January 2020, with early adoption permitted. The Company early adopted the standard as of January 1, 2019 and the impact was not material to its
financial statements.
 
Recently Issued Accounting Pronouncements Not Yet Adopted
 
In June 2016, the FASB issued ASU 2016-13, Financial Instruments — Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments, that changes the
impairment model for most financial assets and certain other instruments. For receivables, loans and other instruments, entities will be required to use a new forward-looking
“expected loss” model that generally will result in the earlier recognition of allowance for losses. In addition, an entity will have to disclose significantly more information about
allowances and credit quality indicators. The new standard is effective for the Company for fiscal years beginning after December 15, 2022. The Company is currently
evaluating the impact of the pending adoption of the new standard on its financial statements and intends to adopt the standard on January 1, 2023.
 
In August 2018, the FASB issued ASU 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework – Changes to the Disclosure Requirements for Fair Value
Measurement (“ASU 2018-13”), which amends disclosure requirements on fair value measurements in Topic 820. This amendment modifies the valuation process of fair value
measurements by removing the disclosure requirements for the valuation processes for Level 3 fair value measurements, clarifying the timing of the measurement uncertainty
disclosure, and including the changes in unrealized gains and losses for recurring Level 3 fair value measurements in other comprehensive income if held at the end of the
reporting period. It also allows the disclosure of other quantitative information in lieu of the weighted average of significant unobservable inputs used to develop Level 3 fair
value measurements. The amendments in this ASU are effective for fiscal years beginning after December 15, 2019 and should be applied prospectively for the most recent
period presented in the initial fiscal year of adoption. The Company is currently evaluating the impact that this guidance will have on the Company’s results of operations,
financial position and cash flows.
 
In December 2019, the FASB issued ASU 2019-12, Simplifying the Accounting for Income Taxes ("ASU 2019-12"), which modifies ASC 740 to reduce complexity while
maintaining or improving the usefulness of the information provided to users of financial statements. ASU 2019-12 is effective for the Company for interim and annual
reporting periods beginning after December 15, 2021. The Company is currently assessing the impact of ASU 2019-12, but it is not expected to have a material impact on the
Company’s financial statements.
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VERUS TITLE INC.

NOTES TO FINANCIAL STATEMENTS
 
Note 3. Property and Equipment, Net
 
Property and equipment, net consisted of the following at the dates indicated:
 

  
December 31,

2019   
December 31,

2018  
Computer and equipment  $ 19,125  $ 19,125 
Furniture and fixtures   12,465   12,465 
Leasehold improvements   5,000   5,000 

Total property and equipment   36,590   36,590 
Accumulated depreciation   (8,478)   (2,158)

Total property and equipment, net  $ 28,112  $ 34,432 
 
Depreciation expense for property and equipment was approximately $6,320 and $2,158 for the year ended December 31, 2019 and for the period from inception through
December 31, 2018, respectively.
 
Note 4. Business Combination
 
On August 28, 2018, the Company entered into an Asset Purchase Agreement (the “Purchase Agreement”) with Foote Title Insurance Agency, Inc. ("Foote Title") whereby the
Company acquired the business, including all of the assets of Foote Title (the "Acquisition"). Foote Title is a title insurance agency that operates in Virginia and Maryland
which provides closing transaction services associated with the residential real estate industry. In addition, Foote Title provides services related to the refinancing of existing
residential loans, escrow services, settlement of construction loans, short sales, and construction to permanent financing closings. The Acquisition was accounted for as a
business combination in accordance with ASC 805, Business Combinations. Total consideration paid at the time of the acquisition was as follows:
 
Cash  $ 404,099 
Promissory note   130,000 
Total  $ 534,099 
 
The estimated fair values of the assets acquired at the acquisition date is as follows:
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NOTES TO FINANCIAL STATEMENTS
 

Property and equipment   36,590 
Goodwill   497,509 
Total  $ 534,099 
 
Goodwill, which is deductible for tax purposes, represents the excess of the purchase price over the estimated fair value assigned to tangible assets acquired from Foote Title.
The goodwill of $497,509 is primarily attributed to expected synergies, including future cost efficiencies and other benefits that are expected to be generated through integration
of Foote Title. As of December 31, 2019, there were no changes in the recognized amounts of goodwill resulting from the acquisition of Foote Title.
 
The Company acquired Foote Title with the strategic rationale to obtain its existing insurance underwriters' relationships and enter the title insurance market. The agency
agreements maintained by Foote Title are non-exclusive in nature. Additionally, such relationships are not capable of being separated from the business. Therefore, the
Company did not recognize an intangible asset related to these underwriter relationships.



 
As part of the Purchase Agreement, an employment agreement was provided to the previous owner of Foote Title. Due to the inherent difficulty of substantiating market
compensation for specific employees, the Company did not recognize any employment contract intangible asset or liability and recognized the expense in the post-acquisition
period. In addition, the previous owner of Foote Title was offered an earnout, whereby the Company would make quarterly payments of $18,750 to the owner of Foote Title in
the event the revenue target is achieved for the measurement period if the trailing twelve-month revenue for the period ending that quarter exceeds $1,200,000. As the Company
had just formed and, historically, Foote Title was not performing at this revenue level, there was no financial information to indicate that the $1,200,000 was achievable.
Therefore, the fair value of the earnout was deemed to be insignificant and no amount is included in the transaction price or these financial statements.
 
Note 5. Accounts Payable and Accrued Liabilities
 
Accounts payable and accrued liabilities consisted of the following at the dates indicated:
 

  
December 31,

2019   
 December 31,

2018  
Accounts payable   109,057   23,120 
Other accrued liabilities   14,675   9,663 
Insurance payable   3,182   — 

Total accounts payable and accrued liabilities  $ 126,914  $ 32,783 
 

15

 

 
VERUS TITLE INC.

NOTES TO FINANCIAL STATEMENTS
 
Note 6. Notes Payable to Related Parties
 
Note Payable - Promissory Note
 
On August 23, 2018, Verus issued a promissory note to the former owner of Foote Title for $130,000 in consideration of the Company's acquisition of Foote Title's business.
The promissory note bore interest at a rate of 6% per annum and was payable quarterly. The promissory note matured on September 30, 2020 with the principal due at that time.
The promissory note allowed for principal payments at any time without a prepayment penalty. The Company also hired the former owner of Foote Title in accordance with the
Purchase Agreement. As of December 31, 2018, the former owner was employed at the Company and as such, the promissory note was considered to be held by a related party.
As of December 31, 2019, the former owner was no longer employed at the Company and the balance was no longer considered held by a related party. As of December 31,
2019 and 2018, the unpaid principal of the promissory note was $66,935 and $130,000, respectively. Subsequent to December 31, 2019, the Company paid the promissory note
in full.
 
Shareholder Working Capital Notes
 
Between August and December 2018, Verus entered into two promissory note agreements ("2018 Shareholder Notes") with the Trustees of Yurashevich Community Property
Trust (the "Lender") whereby the Lender transferred an aggregate of $60,000 as a loan to provide initial working capital to Verus. Interest is payable each year at 2.51%. The
2018 Shareholder Notes mature five years from the origination dates with the principal and any outstanding interest due at that time. The 2018 Shareholder Notes allowed for
principal payments at any time without a prepayment penalty.
 
Beginning on January 9, 2019 through June 3, 2019 (the "Origination Dates"), Verus entered into five additional promissory note agreements ("2019 Shareholder Notes" and
collectively with the 2018 Shareholder Notes, "Shareholder Notes") with the Lender whereby the Lender transferred an aggregate of $60,000 as loans to provide working
capital to Verus. Interest is payable each year at 2.51%. The 2019 Shareholder Notes mature five years from the Origination Dates with the principal and any outstanding
interest due at that time. The 2019 Shareholder Notes allowed for principal payments at any time without a prepayment penalty. As of December 31, 2019 and 2018, the total
unpaid principal of the 2018 and 2019 Shareholder Notes was $97,594 and $46,778, respectively. Subsequent to December 31, 2019, the Company paid the Shareholder Notes
in full.
 
Below is a summary of the Company's notes payable as of December 31, 2019 and 2018:
 

  
December 31,

2019   
December 31,

2018  
Notes payable, current portion ($10,094 and $89,843 payable to related parties at December 31, 2019 and 2018 , respectively  $ 77,029  $ 89,843 
Notes payable to related parties, net of current portion   87,500   86,935 

Total notes payable ($97,594 and $176,778 payable to related parties at December 31, 2019 and 2018, respectively  $ 164,529  $ 176,778 
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NOTES TO FINANCIAL STATEMENTS
 
Note 7. Stockholders’ Equity
 
Common Stock
 
During the year ended December 31, 2019, the Company issued 50 shares of common stock for $3,524 as stock-based compensation. For the period from inception through
December 31, 2018, the Company issued 1,000 shares of common stock to the Company's founder for an equity investment of $13,640.
 
Note 8. Stock-Based Compensation
 
The Company issues restricted stock from time to time to employees as compensation for services rendered. The grant date fair value of a restricted stock grant is based on the
estimated share price of the Company's stock on the date of grant.
 
The fair value of the Company’s restricted stock award issued on June 26, 2019 was estimated to be $704.76. In order to determine the fair value of the Company’s common



stock, the Company considered, among other things, contemporaneous valuations of the Company’s common stock, the Company’s business, financial condition and results of
operations, including related industry trends affecting its operations; the likelihood of achieving a liquidity event, given prevailing market conditions; the lack of marketability
of the Company’s common stock; the market performance of comparable publicly traded companies; and U.S. and global economic and capital market conditions.
 
Each restricted stock grant contains an issuer call right (the "Repurchase Option") pursuant to which the Company may repurchase shares at a per share price equal to the lower
of $0.0001 or the fair market value of the share at the time of repurchase. The restricted stock subject to the Repurchase Option vests over the requisite service period. The fair
value of the employee stock award is recognized as stock-based compensation expense over this vesting period.
 
On June 26, 2019, the Company granted 50 shares of restricted stock to an employee with a grant date fair value of $35,238 which vest over a period of five years.
 

  Shares   

Weighted
Average Grant
Date Fair Value  

Nonvested at December 31, 2018   —  $ — 
Granted   50   704.76 
Vested   (5)   (704.76)
Forfeited   —   — 

Nonvested at December 31, 2019   45  $ 704.76 
 
During the year ended December 31, 2019, the Company recognized $3,524 as stock-based compensation expense. As of December 31, 2019, the Company had $31,714 of
unamortized stock-based compensation cost. No restricted stock awards were granted from inception through December 31, 2018.
 
Note 9. Leases
 
Operating Leases
 
The Company has operating leases primarily consisting of office space with remaining lease terms of 6 months to 4 years, subject to certain renewal options as applicable.
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Leases with an initial term of twelve months or less are not recorded on the balance sheet, and the Company does not separate lease and non-lease components of contracts.
There are no material residual guarantees associated with any of the Company’s leases, and there are no significant restrictions or covenants included in the Company’s lease
agreements. Certain leases include variable payments related to common area maintenance and property taxes, which are billed by the landlord, as is customary with these types
of charges for office space.
 
Our lease agreements generally do not provide an implicit borrowing rate. Therefore, the Company used a benchmark approach to derive an appropriate imputed discount rate.
The Company benchmarked itself against other companies of similar credit ratings and comparable quality and derived an imputed rate, which was used in a portfolio approach
to discount its real estate lease liabilities. We used an estimated incremental borrowing rate of 9.52% for two year leases and 10.39% for four year leases at inception on
June 27, 2018.
 
There was no sublease rental income for the year ended December 31, 2019, the Company is not the lessor in any lease arrangement, and no related party transactions for lease
arrangements have occurred.
 
Lease Costs
 
The table below presents certain information related to the lease costs for the Company’s operating leases for the year ended December 31, 2019 and inception through
December 31, 2018:
 

Components of total lease cost:  

Year ended
December 31,

2019   

Inception through
December 31,

2018  
Operating lease expense  $ 91,295  $ 28,868 
Short-term lease expense   8,172   — 

Total lease cost  $ 99,467  $ 28,868 
 
Lease Position as of December 31, 2019
 
Right of use lease assets and lease liabilities for our operating leases were recorded in the balance sheet as follows:
 

  

As of
December 31,

2019  
Assets     
Lease right of use assets  $ 204,734 

Total lease assets  $ 204,734 
     
Liabilities     
Current liabilities:     
Lease liability - current portion  $ 68,787 
Noncurrent liabilities:     
Lease liability, net of current portion   136,441 

Total lease liability  $ 205,228 
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Lease Terms and Discount Rate
 
The table below presents certain information related to the weighted average remaining lease term and the weighted average discount rate for the Company’s operating leases as
of December 31, 2019:
 
Weighted average remaining lease term (in years) - operating leases   3.32 
Weighted average discount rate - operating leases   10.28%
 
Undiscounted Cash Flows
 
Future lease payments included in the measurement of lease liabilities on the balance sheet as of December 31, 2019, for the following five fiscal years and thereafter were as
follows:
 
Year ending December 31,  Operating Leases  
2020  $ 86,767 
2021   58,800 
2022   58,800 
2023   39,200 
Total Minimum Lease Payments  $ 243,567 
Less effects of discounting   (38,339)
Present value of future minimum lease payments  $ 205,228 
 
Note 10. Income Taxes
 
The provision for income taxes consists of the following:
 
  December 31,  
  2019   2018  
Current provision (benefit):         

Federal  $ —  $ — 
State   —   — 

         
Total Current   —   — 
         
Deferred provision (benefit):         

Federal   (5,953)   (13,441)
State   (2,570)   (5,296)

         
Total deferred   (8,523)   (18,737)
         
Income tax expense/(benefit)  $ (8,523)  $ (18,737)
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A reconciliation of the statutory U.S. federal rate to the Company’s effective tax rate consists of the following:
 
  Year ended December 31, 2019   Inception through December 31, 2018  
  $    %   $   %  
Provision for federal income taxes at statutory rates   (6,872)   21%   (14,888)   21%
Provision for state income taxes, net of federal benefit   (2,078)   6%   (4,183)   6%
Nondeductible expenses   492   (2)%  335   —%
Prior year true-ups   (64)   —%   —   —%
Other   —   —%   (1)   —%
                 
Income tax expense (benefit)   (8,523)   26%   (18,737)   26%
                 
Effective Tax Rate   26%      26%    
 
The tax effects of the temporary differences and carryforwards that give rise to the deferred tax assets consist of the following:
 
  December 31,  
  2019   2018  
Deferred tax assets         

Net operating loss carryforward  $ 36,613  $ 21,841 
Property and equipment   2,307   580 
Stock compensation   959   — 
Lease liabilities   134   — 

Total deferred tax assets   40,013   22,421 



         
Deferred tax liabilities         

Intangibles   (12,753)   (3,684)
         
Total deferred tax liabilities   (12,753)   (3,684)
         
Valuation allowance   —   — 
         
Deferred tax asset, net  $ 27,260  $ 18,737 
 
As of December 31, 2019, and 2018, the Company had federal net operating loss carryforwards of $134,367 and $80,839 and state net operating loss carryforwards of $281,079
and $164,268, respectively. Losses will begin to expire, if not utilized, in 2033.
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Note 11. Commitments and Contingencies
 
From time to time the Company might be involved in litigation, claims, and other proceedings arising in the ordinary course of business. Litigation and other disputes are
inherently unpredictable and subject to substantial uncertainties and unfavorable resolutions could occur. As of December 31, 2019 and 2018, there was no material litigation
against the Company.
 
Note 12. Subsequent Events
 
The Company has evaluated subsequent events from the balance sheet date through January 22, 2021. The following are material subsequent events:
 
Coronavirus Pandemic
 
On January 30, 2020, the World Health Organization (“WHO”) announced a global health emergency because of a new strain of coronavirus originating in Wuhan, China (the
“COVID-19 Outbreak”) and the risks to the international community as the virus spreads globally beyond its point of origin. In March 2020, the WHO classified the COVID-19
Outbreak as a pandemic, based on the rapid increase in exposure globally.
 
The full impact of the COVID-19 Outbreak continues to evolve as of the date of this report. As such, the Company cannot estimate the full magnitude that the pandemic will
have on the Company’s business. If the COVID-19 Outbreak continues, it may have a material adverse effect on the Company’s financial condition, liquidity, and future results
of operations for the year ending December 31, 2020 and beyond. Management is actively monitoring the impact of the global pandemic on its financial condition, liquidity,
operations, industry, and workforce. Given the daily evolution of the COVID-19 Outbreak and the global responses to curb its spread, the Company is not able to estimate the
effects of the COVID-19 Outbreak on its results of operations, financial condition, or liquidity for the year ending December 31, 2020 and beyond.
 
Stock Purchase Agreement - Fathom Holdings Inc.
 
On November 24, 2020, the Company completed a stock purchase agreement (the "Purchase Agreement") with Fathom, the Sellers, and Yurashevich, in his individual capacity
as Sellers representative, pursuant to which Fathom acquired all of the outstanding stock of the Company (the “Acquisition”). In connection with the closing of the Acquisition,
Fathom transferred to Sellers consideration of $698,615 in cash, subject to customary adjustments, as well as shares of Fathom's common stock having an aggregate value of
approximately $272,233, for an aggregate estimated purchase price of $970,848. Pursuant to the Purchase Agreement, additional shares totaling 33,915 were issued to
Yurashevich that are subject to vesting over a period of 18 months beginning on the closing date. Such shares were determined to be post-combination expense and will be
recognized over the service period.
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VERUS TITLE INC.
BALANCE SHEETS

 

  
September 30,

2020   
December 31,

2019  
  (Unaudited)     

ASSETS       
Current assets:         

Cash  $ 330,718  $ 35,344 
Restricted cash   2,016,048   217,263 
Accounts receivable   49,358   43,754 
Prepaid and other current assets   20,037   15,863 

Total current assets   2,416,161   312,224 
Property and equipment, net   23,372   28,112 
Goodwill   497,509   497,509 
Lease right of use assets   154,165   204,734 
Deferred tax assets   —   27,260 
Other asset   —   2,500 

Total assets  $ 3,091,207  $ 1,072,339 
         

LIABILITIES AND STOCKHOLDERS EQUITY         
Current liabilities:         

Accounts payable and accrued liabilities  $ 60,801  $ 126,914 
Escrow liabilities   2,015,801   228,249 
Income tax payable   79,859   — 
Notes payable   33,326   77,029 
Lease liability, current portion   52,498   68,787 

Total current liabilities   2,242,285   500,979 
Notes payable to related parties   7,500   87,500 
Note payable, net of current portion   17,036   — 
Lease liability, net of current portion   101,791   136,442 
Deferred tax liabilities   22,490   — 

Total liabilities   2,391,102   724,921 
         
Commitments and contingencies         
         
Stockholders' Equity         

Common stock, $0.01 par value, 5,000 shares authorized, 1,080 and 1,050 shares issued and outstanding as of September 30,
2020 and December 31, 2019  $ 11  $ 11 
Additional paid-in capital   432,885   424,075 
Retained earnings (accumulated deficit)   267,209   (76,668)

Total stockholders' equity   700,105   347,418 
Total liabilities and members' and stockholders' equity  $ 3,091,207  $ 1,072,339 

 
The accompanying notes are an integral part of these financial statements.
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VERUS TITLE INC.

STATEMENTS OF OPERATIONS
(UNAUDITED)

 
  Nine months ended September 30,  
  2020   2019  
Revenue  $ 964,609  $ 343,158 
         
Operating expenses:         

Salaries and employee benefits   263,303   200,098 
Title search and closing costs   86,308   39,962 
General and administrative   83,277   71,194 
Rent expense   64,950   72,679 
Advertising and marketing   8,675   10,880 

Total operating expenses   506,513   394,814 
         
Income (loss) from operations   458,096   (51,655)
         
Other income (expense), net         

Interest expense, net   (395)   (6,648)
Other income, net   15,785   — 

Other income (expense), net   15,390   (6,648)
         
Income (loss) from operations before income taxes   473,486   (58,303)
Income tax (expense) benefit   (129,609)   — 
Net income (loss)  $ 343,877  $ (58,303)
  

The accompanying notes are an integral part of these financial statements.
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VERUS TITLE INC.

STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
(UNAUDITED)

 

  Common Stock   
Additional

paid in   

Retained
earnings

(Accumulated     
  Shares   Amount   capital   deficit)   Total  
Balance at December 31, 2018   1,000  $ 10  $ 420,552  $ (47,444)  $ 373,118 

Share based compensation   50   1   1,761   —   1,761 
Net loss   —   —   —   (58,303)   (58,303)

Balance at September 30, 2019   1,050  $ 11  $ 422,313  $ (105,747)  $ 316,576 
Balance at December 31, 2019   1,050  $ 11  $ 424,075  $ (76,668)  $ 347,418 

Share based compensation   30   —   8,810   —   8,810 
Net income   —   —   —   343,877   343,877 

Balance at September 30, 2020   1,080  $ 11  $ 432,885  $ 267,209  $ 700,105 
 

The accompanying notes are an integral part of these financial statements.
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STATEMENTS OF CASH FLOWS
(UNAUDITED)

 

  
Nine months ended

September 30,  
  2020   2019  
CASH FLOWS FROM OPERATING ACTIVITIES:         
Net income (loss)  $ 343,877  $ (58,303)

Adjustments to reconcile net income (loss) to net cash provided by operating activities:         
Depreciation and amortization   4,740   4,740 
Deferred taxes   49,750   — 
Share based compensation   8,810   1,762 
Change in operating assets and liabilities:         

Accounts receivable   (5,604)   (7,095)
Prepaid and other assets   (4,174)   359 
Accounts payable and accrued liabilities   (66,113)   66,513 
Escrow liabilities   1,787,552   208,320 
Income tax payable   79,859   — 
Other assets   2,500   — 



Operating lease right of use assets   50,569   45,747 
Operating lease liabilities   (50,940)   (45,615)

Net cash provided by operating activities   2,200,826   216,428 
         
CASH FLOWS FROM FINANCING ACTIVITIES:         

Proceeds from notes payable   —   60,712 
Payments on notes payable   (106,667)   (50,146)

Net cash (used in) provided by financing activities   (106,667)   10,566 
         
Cash and restricted cash:         
Net increase in cash and restricted cash   2,094,159   226,994 
Cash and restricted cash at beginning of period   252,607   630,054 
Cash and restricted cash at end of period  $ 2,346,766  $ 857,048 
         
Supplemental disclosure of cash and non-cash transactions:         

Cash paid for interest  $ 1,395  $ 3,350 
         
Reconciliation of cash and restricted cash         

Cash   330,718   20,877 
Restricted cash   2,016,048   836,171 
Total cash  and restricted cash shown in statement of cash flows  $ 2,346,766  $ 857,048 

 
The accompanying notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS
 
Note 1. Description of Business and Nature of Operations
 
Verus Title Inc. (“Verus”,"our", "we" or the “Company”), incorporated in the state of Delaware on June 27, 2018, is a company that partners with real estate brokerage firms
and lender institutions to offer title and settlement solutions, as well as insurance premium services, associated with real estate transactions. Verus operates as a technology
enabled title agency offering a client-focused approach to real estate transactions in Maine, Maryland, Virginia, District of Columbia, Florida, South Carolina, New Jersey,
Pennsylvania, Georgia, Tennessee and North Carolina.
 
Note 2. Summary of Significant Accounting Policies
 
Basis of Presentation
 
The accompanying unaudited consolidated financial statements have been prepared in accordance with generally accepted accounting principles in the United States of America
(“GAAP”) as determined by the Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) for interim financial information. Accordingly,
they do not include all of the information required by GAAP for complete financial statements. In the opinion of management, the unaudited interim condensed consolidated
financial statements reflect all adjustments, which include only normal recurring adjustments necessary for the fair statement of the balances and results of operations for the
periods presented. These financial statements should be read in conjunction with the Company's audited financial statements and the accompanying notes for the year ended
December 31, 2019. The results of operations for any interim periods are not necessarily indicative of the results that may be expected for the entire fiscal year or any other
interim period. All adjustments and disclosures necessary for a fair presentation of these unaudited interim condensed financial statements have been included.
 
Liquidity
 
Management believes that its cash on hand, planned budget, and expected ability to achieve sales volumes necessary to cover forecasted expenses alleviates the substantial
doubt about our ability to continue as a going concern for a period of at least one year from the date of the issuance of these financial statements. On November 4, 2020 the
Company completed a stock purchase agreement with Fathom Holdings Inc., a North Carolina corporation ("Fathom"), and The Yurashevich Community Property Trust of
2016, a community property trust, the Kaila Family Trust, a revocable living trust (collectively with The Yurashevich Trust Community Property Trust of 2016, the “Sellers”)
and Paul Yurashevich, an individual resident of North Carolina (“Yurashevich”), in his individual capacity as Sellers representative, pursuant to which Fathom agreed to acquire
all of the outstanding stock of the Company (the “Acquisition”). Fathom paid approximately $0.7 million in cash, as well as shares of Fathom’s common stock having an
aggregate value of approximately $1.0 million. The Acquisition closed on November 24, 2020. Management believes that the Acquisition which closed on November 24, 2020,
as well as its projected and actual results alleviates the substantial doubt about our ability to continue as a going concern for a period of at least one year from the date of the
issuance of these financial statements. (See Note 11).
 
Coronavirus Pandemic
 
On January 30, 2020, the World Health Organization (“WHO”) announced a global health emergency because of a new strain of coronavirus originating in Wuhan, China (the
“COVID-19 Outbreak”) and the risks to the international community as the virus spreads globally beyond its point of origin. In March 2020, the WHO classified the COVID-19
Outbreak as a pandemic, based on the rapid increase in exposure globally.
 
We are subject to the risks arising from the COVID-19 Outbreak's social and economic impacts on our industry in the United States. Our management believes that these social
and economic impacts, which to date have included but not been limited to the following, could have a significant impact on the Company's future financial condition, liquidity,
and results of operations: (i) restrictions on in-person activities associated with real estate transactions arising from shelter-in-place or similar isolation orders; (ii) decline in
consumer demand for in-person interactions; and (iii) deteriorating economic conditions, such as increased unemployment rates, recessionary conditions, lower yields on
individual investment portfolios, and more stringent mortgage financing conditions.
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In response to the COVID-19 Outbreak, the Company has implemented cost-saving measures, including elimination of non-essential travel and in-person training activities, and
deferral of certain planned expenditures. The full impact of the COVID-19 Outbreak continues to evolve as of the date of this report. As such, the Company cannot estimate the
full magnitude that the pandemic will have on the Company’s business. If the COVID-19 Outbreak continues, it may have a material adverse effect on the Company’s financial
condition, liquidity, and future results of operations for the nine months ending September 30, 2021 and beyond. Management is actively monitoring the impact of the global
pandemic on its financial condition, liquidity, operations, industry, and workforce. Given the daily evolution of the COVID-19 Outbreak and the global responses to curb its
spread, the Company is not able to estimate the effects of the COVID-19 Outbreak on its results of operations, financial condition, or liquidity for the nine months ending
September 30, 2021 and beyond.
 
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 expenses during the reporting period. The
Company regularly evaluates estimates and assumptions related to the determination of the fair value of assets acquired in business combinations, share-based compensation,
imputed discount rates for leased assets, legal contingencies, income taxes and deferred income taxes. The Company bases its estimates and assumptions on current facts,
historical experience and various other factors that it believes to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities and the accrual of costs and expenses that are not readily apparent from other sources. The actual results experienced by the Company
might differ materially and adversely from the Company’s estimates. To the extent there are material differences between the estimates and the actual results, future results of
operations will be affected.
 
Fair Value Measurements
 
FASB ASC 820, Fair Value Measurement (“ASC 820”), defines fair value as the price that would be received to sell an asset or paid to transfer a liability (an exit price) in an
orderly transaction between market participants at the reporting date. The methodology establishes consistency and comparability by providing a fair value hierarchy that
prioritizes the inputs to valuation techniques into three broad levels, which are described below:
 

• Level 1 inputs are quoted market prices in active markets for identical assets or liabilities (these are observable market inputs).
 

• Level 2 inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability (includes quoted market prices for similar assets or
identical or similar assets in markets in which there are few transactions, prices that are not current or prices that vary substantially).

 
• Level 3 inputs are unobservable inputs that reflect the entity’s own assumptions in pricing the asset or liability (used when little or no market data is available).
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VERUS TITLE INC.

NOTES TO FINANCIAL STATEMENTS
 

The fair value of cash, accounts receivable, prepaid and other current assets, accounts payable and accrued liabilities approximate their carrying value due to their short-term
maturities. The loans and note payables are presented at their carrying value, which based are on borrowing rates currently available to the Company for loans and leases with
similar terms, approximates their fair values.
 
Goodwill
 
Goodwill, which represents the excess of purchase price over the fair value of net assets acquired, is carried at cost. Goodwill is not amortized; rather, it is subject to a periodic
assessment for impairment by applying a fair value based test. The Company is organized in one reporting unit and evaluates the goodwill for the Company as a whole.
Goodwill is assessed for impairment on an annual basis or more frequently if events or changes in circumstances indicate that the asset might be impaired. Under the
authoritative guidance issued by the FASB, the Company has the option to first assess the qualitative factors to determine whether it is more likely than not that the fair value of
the reporting unit is less than its carrying amount as a basis for determining whether it is necessary to perform a quantitative goodwill impairment test. If the Company
determines that it is more likely than not that the fair value of a reporting unit is less than its carrying amount, then the goodwill impairment test is performed. The goodwill
impairment test requires the Company to estimate the fair value of the reporting unit and to compare the fair value of the reporting unit with its carrying amount. If the fair value
exceeds the carrying amount, then no impairment is recognized. If the carrying amount recorded exceeds the fair value calculated, then an impairment charge is recognized for
the difference. The judgments made in determining the projected cash flows used to estimate the fair value can materially impact the Company’s financial condition and results
of operations. There was no impairment of goodwill as of September 30, 2020.
 
Revenue Recognition
 
We apply the provisions of FASB ASC Topic 606, Revenue from Contracts with Customers (“ASC 606”), and all related appropriate guidance. Revenue is recognized upon the
transfer of control of promised services to our customers in an amount that reflects the consideration that we expect to receive in exchange for those services in accordance with
the revenue standard. To recognize revenue, we apply the following five step approach:
 

1. identify the contract(s) with a customer;
 

2. identify the performance obligations in the contract;
 

3. determine the transaction price;
 

4. allocate the transaction price to the performance obligations in the contract; and
 

5. recognize revenue when, or as, the performance obligation is satisfied.
 
Our revenue consists of fees charged for title, property settlement and title insurance services provided in association with property acquisitions. We provide the title and
property settlement services ourselves and control the services before they are transferred to our customers since we are primarily responsible for fulfilling the promise and also
have full discretion in establishing the price for the services. As such, we are defined as the principal. As principal, we satisfy our obligation upon the closing of a real estate
transaction. Upon satisfaction of our obligation, we recognize revenue in the gross amount of consideration we are entitled to receive. The transaction price for title and property
settlement services is determined by the fixed fees we charge for our services. We provide our services to the buyers and sellers involved in the transaction. Title and property
settlement revenue contains a single performance obligation that is satisfied upon the closing of a real estate transaction, at which point the entire transaction price is earned.
The Company is not entitled to any title and property settlement revenue until the performance obligation is satisfied and is not owed any consideration for unsuccessful
transactions, even if services have been provided.
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VERUS TITLE INC.

NOTES TO FINANCIAL STATEMENTS
 

For title insurance services, we work in conjunction with insurance underwriters to perform these services, obtain the insurance policy premiums associated with title insurance
on behalf of customers and remit the policy premium to the insurance underwriters. Since the insurance underwriter is ultimately providing the insurance policy to the borrower,
we are not responsible for fulfilling the promise to provide the specified services. Additionally, we do not have discretion in dictating the price for the insurance policy, which is
set by each jurisdiction. Therefore, we do not control the specified service provided by the insurance underwriter. As such, in these circumstances, we act as an agent. As the
agent, we satisfy our obligation upon the closing of a real estate transaction. Upon satisfaction of our obligation, we recognize revenue in the net amount of consideration we are
entitled to receive, which is our fee for brokering the insurance policy less any consideration paid to the insurance underwriters. The transaction price for title insurance services
is fixed, based on statutory rates depending on the jurisdiction. We negotiate with insurance underwriters the percentage they receive, and the rest is recognized as revenue.
Title insurance revenue contains a single performance obligation that is satisfied upon the closing of a real estate transaction, at which point the entire transaction price is
earned. The Company is not entitled to any title insurance revenue until the performance obligation is satisfied and is not owed any consideration for unsuccessful transactions,
even if services have been provided.
 
The Company has utilized the practical expedient in ASC 606 and elected to expense contract costs for contracts with customers with durations less than one year. Due to the
nature of the real estate transaction, the Company does not have significant unfulfilled performance obligations or contract balances with durations that span over a year.
 
Recently Issued Accounting Pronouncements Not Yet Adopted
 
In January 2020, the FASB issued ASU No. 2020-01, Investments-Equity Securities (Topic 321), Investments-Equity Method and Joint Ventures (Topic 323), and Derivatives
and Hedging (Topic 815)-Clarifying the Interactions between Topic 321, Topic 323, and Topic 815 (a consensus of the Emerging Issues Task Force)  ("ASU 2020-01"), which
addresses the accounting for the transition into and out of the equity method and measuring certain purchased options and forward contracts to acquire investments. ASU 2020-
01 is effective for fiscal years beginning after December 15, 2020, with early adoption permitted. The Company is currently assessing the impact of ASU 2020-01, but it is not
expected to have a material impact on the Company’s financial statements.
 
Note 3. Property and Equipment, Net
 
Property and equipment, net consisted of the following at the dates indicated:
 

  
September 30,

2020   
December 31,

2019  
  (Unaudited)     
Computer and equipment  $ 19,125  $ 19,125 
Furniture and fixtures   12,465   12,465 
Leasehold improvements   5,000   5,000 

Total property and equipment   36,590   36,590 
Accumulated depreciation   (13,218)   (8,478)

Total property and equipment, net  $ 23,372  $ 28,112 
 
Depreciation expense for property and equipment was approximately $4,740 and $4,740 for the nine months ended September 30, 2020 and 2019, respectively.
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NOTES TO FINANCIAL STATEMENTS
 
Note 4. Accounts Payable and Accrued Liabilities
 
Accounts payable and accrued liabilities consisted of the following at the dates indicated:
 

  
September 30,

2020   
December 31,

2019  
  (Unaudited)     
Accounts payable   56,239   109,057 
Other accrued liabilities   2,117   14,675 
Insurance payable   2,445   3,182 

Total accounts payable and accrued liabilities  $ 60,801  $ 126,914 
 
Note 5. Notes Payable
 
Note Payable - Paycheck Protection Program Loan
 
On April 23, 2020, the Company received $50,600 in loan funding from the Paycheck Protection Program (the “PPP”), established pursuant to the Coronavirus Aid, Relief, and
Economic Security Act (the “CARES Act”) and administered by the U.S. Small Business Administration (“SBA”). The application for these funds required the Company to, in
good faith, certify that the current economic uncertainty made the loan request necessary to support the ongoing operations of the Company. This certification further required
the Company to take into account current business activity and ability to access other sources of liquidity sufficient to support ongoing operations in a manner that is not
significantly detrimental to the business. The unsecured loan ("PPP Loan") in the principal amount of $50,600 is held with BankUnited (the “Bank”), the lender. Under the
terms of the PPP Loan, interest accrues on the outstanding principal at the rate of 1% per annum, and there is a deferment period until equal installment payments of $2,131 of
principal and interest are due. The term of the PPP Note is two years, though payments greater than the monthly payment or additional payments may be made at any time
without prepayment penalty but shall not relieve the Company of its obligations to pay the next succeeding monthly payment. The deferment period generally lasts until the
SBA remits the loan forgiveness amount to the Bank. On January 6, 2021, the PPP Loan was fully forgiven by the SBA.
 
Note Payable - Promissory Note
 
On August 23, 2018, Verus issued a promissory note to the former owner of Foote Title for $130,000 in consideration of the Company's acquisition of Foote Title's business.
The promissory note bore interest at a rate of 6% per annum and was payable quarterly. The promissory note matured on September 30, 2020 with the principal due at that time.



The promissory note allowed for principal payments at any time without a prepayment penalty. As of September 30, 2020, the principal and interest had been paid off.
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Shareholder Working Capital Notes
 
Between August and December 2018, Verus entered into two promissory note agreements ("2018 Shareholder Notes") with the Trustees of Yurashevich Community Property
Trust (the "Lender") whereby the Lender transferred an aggregate of $60,000 as a loan to provide initial working capital to Verus. Interest is payable each year at 2.51%. The
2018 Shareholder Notes mature five years from the origination dates with the principal and any outstanding interest due at that time. The 2018 Shareholder Notes allowed for
principal payments at any time without a prepayment penalty.
 
Between January 9, 2019 and June 3, 2019 (the "Origination Dates"), Verus entered into five additional promissory note agreements ("2019 Shareholder Notes") with the Lender
whereby the Lender transferred an aggregate of $60,000 as loans to provide working capital to Verus. Interest is payable each year at 2.51%. The 2019 Shareholder Notes
mature five years from the Origination Dates with the principal and any outstanding interest due at that time. The 2019 Shareholder Notes allowed for principal payments at any
time without a prepayment penalty. As of September 30, 2020 and December 31, 2019, the total unpaid principal of the Shareholder Notes was $7,500 and $87,500,
respectively. Subsequent to September 30, 2020, the Company paid the Shareholder Notes in full.
 
Below is a summary of the Company's notes payable as of September 30, 2020 and December 31, 2019:
 

  
September 30,

2020   
December 31,

2019  
  (Unaudited)     
Notes payable, current portion  $ 33,326  $ 77,029 
Notes payable to related parties, non-current   7,500   87,500 
Note payable, net of current portion   17,036   — 

Notes payable ($7,500 and $97,594 payable to related parties at September 30, 2020 and December 31, 2019, respectively)  $ 57,862  $ 164,529 
 
 
Note 6. Stockholders’ Equity
 
Common Stock
 
During the nine months ended September 30, 2020 and 2019, the Company issued 30 and 50 shares, respectively, of restricted common stock as compensation to two
employees.
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Note 7. Stock-Based Compensation
 
The Company issues restricted stock from time to time to employees as compensation for services rendered. The grant date fair value of a restricted stock grant is based on the
estimated share price of the Company's stock on the date of grant.
 
The fair value of the Company’s restricted stock award issued on April 1, 2020 was estimated to be $704.76. In order to determine the fair value of the Company’s common
stock, the Company considered, among other things; contemporaneous valuations of the Company’s common stock; the Company’s business, financial condition and results of
operations, including related industry trends affecting its operations; the likelihood of achieving a liquidity event, given prevailing market conditions; the lack of marketability
of the Company’s common stock; the market performance of comparable publicly traded companies; and U.S. and global economic and capital market conditions.
 
Each restricted stock grant contains an issuer call right (the "Repurchase Option") pursuant to which the Company may repurchase shares at a per share price equal to the lower
of $0.0001 or the fair market value of the share at the time of repurchase. The restricted stock subject to the Repurchase Option vests over the requisite service period. The fair
value of the employee stock award is recognized as stock-based compensation expense over this vesting period.
 
On April 1, 2020, the Company granted 30 shares of restricted stock to an employee with a grant date fair value of $21,143 which vest over a period of three years.
 

   Shares   

Weighted
Average Grant
Date Fair Value  

Nonvested at December 31, 2019    45  $ 704.76 
Granted    30   704.76 
Vested    (13)   (704.76)
Forfeited    —   — 

Nonvested at September 30, 2020    62  $ 704.76 
 
During the nine months ended September 30, 2020 and 2019, the Company recognized $8,810 and $1,762, respectively, as stock-based compensation expense. As of
September 30, 2020 and 2019, the Company had $44,048 and $33,476, respectively, of unamortized stock-based compensation cost.
 
Note 8. Leases
 
Operating Leases
 
The Company has operating leases primarily consisting of office space with remaining lease terms of 6 months to 4 years, subject to certain renewal options as applicable.
 



Leases with an initial term of twelve months or less are not recorded on the balance sheet, and the Company does not separate lease and non-lease components of contracts.
There are no material residual guarantees associated with any of the Company’s leases, and there are no significant restrictions or covenants included in the Company’s lease
agreements. Certain leases include variable payments related to common area maintenance and property taxes, which are billed by the landlord, as is customary with these types
of charges for office space.
 
Our lease agreements generally do not provide an implicit borrowing rate. Therefore, the Company used a benchmark approach to derive an appropriate imputed discount rate.
The Company benchmarked itself against other companies of similar credit ratings and comparable quality and derived an imputed rate, which was used in a portfolio approach
to discount its real estate lease liabilities. We used an estimated incremental borrowing rate of 9.52% for two-year leases and 10.39% for four-year leases at inception on
June 27, 2018.
 
There was no sublease rental income for the nine months ended September 30, 2020, the Company is not the lessor in any lease arrangement, and no related party transactions
for lease arrangements have occurred.
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Lease Costs
 
The table below presents certain information related to the lease costs for the Company’s operating leases for the nine months ended September 30, 2020 and 2019:
 
  Nine months ended September 30,  
  2020   2019  
  (Unaudited)  
Components of total lease cost:    

Operating lease expense  $ 64,705  $ 69,727 
Short-term lease expense   245   2,952 

Total lease cost  $ 64,950  $ 72,679 
 
Lease Position as of September 30, 2020
 
Right of use lease assets and lease liabilities for our operating leases were recorded in the balance sheet as follows:
 

  

As of
September 30,

2020  
  (Unaudited)  
Assets     
Lease right of use assets     

Total lease assets  $ 154,165 
  $ 154,165 
Liabilities     
Current liabilities:     
Lease liability - current portion     
Noncurrent liabilities:  $ 52,498 
Lease liability, net of current portion     

Total lease liability   101,790 
  $ 154,288 
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Lease Terms and Discount Rate
 
The table below presents certain information related to the weighted average remaining lease term and the weighted average discount rate for the Company’s operating leases as
of September 30, 2020:
 
Weighted average remaining lease term (in years) - operating leases   2.80 
Weighted average discount rate - operating leases   10.35%
 
Undiscounted Cash Flows
 
Future lease payments included in the measurement of lease liabilities on the balance sheet as of September 30, 2020, for the following five fiscal years and thereafter were as
follows:
 
Year ending December 31,   Operating Leases  

2020 (remaining)   $ 21,692 
2021    58,800 
2022    58,800 
2023    39,200 

Total Minimum Lease Payments    178,492 
Less effects of discounting    (24,204)
Present value of future minimum lease payments   $ 154,288 



 
Note 9. Income Taxes
 
As of September 30, 2020 and December 31, 2019, the Company had federal net operating loss carryforwards of $0 and $134,367 and state net operating loss carryforwards of
$0 and $281,079, respectively.
 
Note 10. Commitments and Contingencies
 
From time to time the Company might be involved in litigation, claims, and other proceedings arising in the ordinary course of business. Litigation and other disputes are
inherently unpredictable and subject to substantial uncertainties and unfavorable resolutions could occur. As of September 30, 2020, there was no material litigation against the
Company.
 
Note 11. Subsequent Events
 
Stock Purchase Agreement - Fathom Holdings Inc.
 
On November 24, 2020, the Company completed a stock purchase agreement (the “Purchase Agreement”) with Fathom, the Sellers, and Yurashevich, in his individual capacity
as Sellers representative, pursuant to which Fathom acquired all of the outstanding stock of the Company (the “Acquisition”). In connection with the closing of the Acquisition,
Fathom transferred to Sellers consideration of $698,615 in cash, subject to customary adjustments, as well as shares of Fathom's common stock having an aggregate value of
approximately $272,233, for an aggregate estimated purchase price of $970,848. Pursuant to the Purchase Agreement, additional shares totaling 33,915 were issued to
Yurashevich that are subject to vesting over a period of 18 months beginning on the closing date. Such shares were determined to be post-combination expense and will be
recognized over the service period.
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UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS

 
Introduction
 

On November 24, 2020 (the “Closing Date”), the Company completed its acquisition of Verus Title Inc. (“Verus”), pursuant to the Stock Purchase Agreement by and
among the Company, The Yurashevich Community Property Trust of 2016, a community property trust (“Yurashevich Trust”) and the Kaila Family Trust, a revocable living
trust (“Kaila” and collectively with Yurashevich Trust, the “Sellers”) and Paul Yurashevich, an individual resident of North Carolina (“Yurashevich”) in his individual capacity
as Sellers representative, dated as of November 4, 2020 (the “Purchase Agreement”). The transactions contemplated by the Purchase Agreement are referred to herein as the
“Acquisition.”

 
In connection with the closing of the Acquisition, the Company transferred to Sellers consideration of $698,615 in cash, subject to customary working capital

adjustments, as well as shares of the Company’s common stock having an aggregate value of approximately $272,233, for an aggregate estimated purchase price of $970,848.
 
The following unaudited pro forma condensed combined financial statements present the combination of the financial information of the Company and Verus,

adjusted to give effect to the Acquisition. In May 2020, the SEC issued Release No. 33-10786 “Amendments to Financial Disclosures about Acquired and Disposed
Businesses.” Release No. 33-10786 is effective on January 1, 2021; however, voluntary early adoption is permitted. The Company has elected to early adopt the provisions of
Release No. 33-10786, and the Summary Pro Forma Information is presented in accordance therewith.

 
The following unaudited pro forma condensed combined balance sheet as of September 30, 2020 assumes that the Acquisition was completed on September 30, 2020.

The following unaudited pro forma condensed combined statement of operations for the nine months ended September 30, 2020 and for the fiscal year ended December 31,
2019 assumes that the Acquisition was completed on January 1, 2019.

 
The unaudited pro forma condensed combined financial statements have been presented for illustrative purposes only and do not necessarily reflect what the

Company’s financial condition or results of operations would have been had the Acquisition occurred on the dates indicated. Further, the unaudited pro forma condensed
combined financial information also might not be useful in predicting the future financial condition and results of operations of the Company. The actual financial position and
results of operations might differ significantly from the pro forma amounts reflected herein due to a variety of factors. The unaudited pro forma adjustments represent
management’s estimates based on information available as of the date of these unaudited pro forma condensed combined financial statements and are subject to change as
additional information becomes available and analyses are performed.

 

 

 

 
Unaudited Pro Forma Condensed Combined Balance Sheet

As of September 30, 2020
 

 Historical Fathom  Historical Verus  

Transaction
Accounting

Adjustments  
Pro Forma
Combined

ASSETS        
Current assets:        

Cash and cash equivalents $ 30,993,116   $ 330,718   $ (698,615)  A $ 30,625,219  
Restricted cash —   2,016,048   —   2,016,048  
Accounts receivable 1,398,123   49,358   —   1,447,481  
Agent annual fees receivable, net 744,929   —   —   744,929  
Prepaid and other current assets 1,031,851   20,037   —   1,051,888  

Total current assets 34,168,019   2,416,161   (698,615)   35,885,565  
Property and equipment, net 107,549   23,372   —   130,921  
Capitalized software, net 721,786   —   —   721,786  
Tradenames and trademarks —   —   296,000  B 296,000  
Goodwill —   497,509   60,583  C 558,092  
Lease right of use assets 249,075   154,165   —   403,240  
Deferred tax  assets —   —   —   —  

Total assets $ 35,246,429   $ 3,091,207   $ (342,032)   $ 37,995,604  
        

LIABILITIES AND STOCKHOLDERS EQUITY (DEFICIT)        
Current liabilities:        

Accounts payable and accrued liabilities $ 4,233,501   $ 60,801   $ 100,022  D $ 4,394,324  
Escrow liabilities —   2,015,801   —   2,015,801  
Income tax payable —   79,859   —   79,859  
Loan payable - current portion 17,319   —   —   17,319  
Notes payable - current portion 186,978   33,326   —   220,304  
Lease liability - current portion 78,531   52,498   —   131,029  

Total current liabilities 4,516,329   2,242,285   100,022   6,858,636  
Loan payable, net of current portion 22,076   —   —   22,076  
Notes payable to related parties —   7,500     7,500  
Notes payable, net of current portion 266,603   17,036   —   283,639  
Lease liability, net of current portion 174,163   101,791   —   275,954  
Deferred tax liabilities —   22,490   85,840  E 108,330  

Total liabilities 4,979,171   2,391,102   185,862   7,556,135  
        
Stockholders' Equity (Deficit)        

Common stock —   11   (11)  F —  
Treasury Stock (30,000)   —   —   (30,000)  
Additional paid-in capital 36,510,545   432,885   272,233  A 36,782,778  

     (432,885)  F  
(Accumulated deficit) retained earnings (6,213,287)   267,209   (100,022)  D (6,313,309)  
       (267,209)  F   

Total stockholders' equity 30,267,258   700,105   (527,894)   30,439,469  



Total liabilities and stockholders' equity $ 35,246,429   $ 3,091,207   $ (342,032)   $ 37,995,604  
 

 

 

 
Unaudited Pro Forma Condensed Combined Statements of Operations

For the Nine Months Ended September 30, 2020
 

 Historical Fathom  Historical Verus  

Transaction
Accounting

Adjustments  
Pro Forma
Combined

Revenue $ 123,375,490   $ 964,609   $ —   $ 124,340,099  
Operating expenses 123,337,052   506,513   22,200  AA 124,108,823  
     243,058  BB  
Income from operations 38,438   458,096   (265,258)   231,276  
        
Other expense (income), net        

Interest expense (income), net 80,658   395   —   81,053  
Other (income) expense, net (10,000)   (15,785)   —   (25,785)  

Other expense (income), net 70,658   (15,390)   —   55,268  
        
(Loss) income from operations before income taxes (32,220)   473,486   (265,258)   176,008  
Income tax expense (33,500)   (129,609)   —   (163,109)  
Net (loss) income $ (65,720)   $ 343,877   $ (265,258)   $ 12,899  
        
Basic net (loss) income per common share $ (0.01)       $ —  
Diluted net (loss) income per common share $ (0.01)       $ —  
Basic common shares outstanding 10,721,917     12,662  DD 10,734,579  
Diluted common shares outstanding 10,721,917     204,738  DD 10,926,655  
 

 

 

 
Unaudited Pro Forma Condensed Combined Financial Statements of Operations

For the Year Ended December 31, 2019
 

 Historical Fathom  Historical Verus  

Transaction
Accounting

Adjustments  
Pro Forma
Combined

Revenue $ 109,621,943   $ 533,962   $ —   $ 110,155,905  
Operating expenses 113,612,531   563,314   29,600  AA 114,791,582  
     486,115  BB  
     100,022  CC  
Loss from operations (3,990,588)   (29,352)   (615,737)   (4,635,677)  
        
Interest expense, net 109,709   8,395   —   118,104  
Loss from operations before income taxes (4,100,297)   (37,747)   (615,737)   (4,753,781)  
Income tax benefit 8,000   8,523   —   16,523  
Net loss $ (4,092,297)   $ (29,224)   $ (615,737)   $ (4,737,258)  
        
Basic and diluted net loss per common share $ (0.42)       $ (0.48)  
Basic and diluted common shares outstanding 9,804,988     12,662  DD 9,817,650  
 

 

 

 
Note 1 — Basis of Presentation
 

On November 24, 2020, the Company completed its acquisition of Verus Title Inc. (“Verus”), pursuant to the Stock Purchase Agreement by and among the Company,
The Yurashevich Community Property Trust of 2016, a community property trust (“Yurashevich Trust”) and the Kaila Family Trust, a revocable living trust (“Kaila” and
collectively with Yurashevich Trust, the “Sellers”) and Paul Yurashevich, an individual resident of North Carolina (“Yurashevich”) in his individual capacity as Sellers
representative, dated as of November 4, 2020 (the “Purchase Agreement”). The transactions contemplated by the Purchase Agreement are referred to herein as the “Acquisition.”

 
The unaudited pro forma condensed combined balance sheet as of September 30, 2020 assumes that the Acquisition occurred on September 30, 2020. The unaudited

pro forma condensed combined statements of operations for the nine months ended September 30, 2020 and the year ended December 31, 2019 assumes the Acquisition
occurred on January 1, 2019.

 
The unaudited pro forma condensed combined balance sheet as of September 30, 2020 has been prepared using, and should be read in conjunction with, the following:
 

• Fathom’s unaudited condensed balance sheet as of September 30, 2020 and the related notes incorporated by reference; and
 

• Verus’ unaudited condensed consolidated balance sheet as of September 30, 2020 and the related notes included in this Form 8-K.
 

The unaudited pro forma condensed combined statement of operations for the nine months ended September 30, 2020 has been prepared using, and should be read in



conjunction with, the following:
 

• Fathom’s unaudited condensed statement of operations for the nine months ended September 30, 2020 and the related notes incorporated by reference; and
 

• Verus’ unaudited condensed consolidated statement of operations for the Nine months ended September 30, 2020 and the related notes included in this Form 8-K.
 

The unaudited pro forma condensed combined statement of operations for the year ended December 31, 2019 has been prepared using, and should be read in
conjunction with, the following:

 
• Fathom’s audited statement of operations for the year ended December 31, 2019 and the related notes incorporated by reference; and

 
• Verus’ audited consolidated statement of operations for the year ended December 31, 2019 and the related notes included in this Form 8-K.

 
Management has made significant estimates and assumptions in its determination of the pro forma adjustments. As the unaudited pro forma condensed combined

financial information has been prepared based on these preliminary estimates, the final amounts recorded might differ materially from the information presented.
 

The unaudited pro forma condensed combined financial information does not give effect to any anticipated synergies, operating efficiencies, tax savings, or cost
savings that may be associated with the Acquisition.

 
The pro forma adjustments reflecting the consummation of the Acquisition are based on certain currently available information and certain assumptions and

methodologies that the Company believes are reasonable under the circumstances. The unaudited condensed combined pro forma adjustments, which are described in the
accompanying notes, may be revised as additional information becomes available and is evaluated. Therefore, it is likely that the actual adjustments will differ from the pro
forma adjustments and it is possible the difference may be material. The Company believes that its assumptions and methodologies provide a reasonable basis for presenting all
of the significant effects of the Acquisition based on information available to management at this time and that the pro forma adjustments give appropriate effect to those
assumptions and are properly applied in the unaudited pro forma condensed combined financial information.

 

 

 
The unaudited pro forma condensed combined financial information is not necessarily indicative of what the actual results of operations and financial position would

have been had the Acquisition taken place on the dates indicated, nor are they indicative of the future consolidated results of operations or financial position of the combined
company. The unaudited pro forma condensed combined financial information should be read in conjunction with the historical financial statements and notes thereto of
Fathom and Verus.

 
Note 2 — Accounting Policies
 

The Company continues to perform a comprehensive review of the two entities’ accounting policies. As a result of the review, management may identify differences
between the accounting policies of the two entities which, when conformed, could have a material impact on the financial statements of the combined company.

 
Note 3 — Estimated Preliminary Purchase Price Consideration
 

The table below represents the total estimated preliminary purchase price consideration:
 

Cash consideration $ 698,615  
Stock consideration (1) 272,233  
Total acquisition consideration $ 970,848  
  
(1) The Company issued 12,662 shares of the Company’s common stock in connection with the Acquisition. The fair value of such shares is based on the fair value of the
Company’s common stock on the Closing Date.
 
Note 4 — Estimated Preliminary Purchase Price Allocation
 

The Company has performed a preliminary valuation analysis of the fair value of Verus’ assets acquired and liabilities assumed. Using the total estimated purchase
price consideration for the Acquisition, the Company has estimated the allocations to such assets and liabilities. The preliminary purchase price allocation is based on financial
information of Verus as of the Closing Date which represents the best information available to management at the time of this filing. The following table summarizes the
allocation of the preliminary purchase price:

 

 

 

 
  Fair Value  
Assets acquired    
Cash  $ 119,202 
Restricted cash   324,966 
Accounts receivable   26,810 
Prepaid expenses and other current assets   17,898 
Property and equipment   23,372 
Intangible assets   296,000 
Goodwill   787,030 
Lease right of use assets   154,165 
Total assets acquired   1,749,443 
     
Liabilities assumed     
Accounts payable and accrued liabilities   (62,961)
Escrow liabilities   (324,966)
Income tax payable   (77,687)
Notes payable - current portion   (33,326)
Lease liability - current portion   (52,498)
Notes payable, net of current portion   (17,036)



Lease liability, net of current portion   (101,791)
Deferred tax liabilities   (108,330)
Total liabilities assumed   (778,595)
Purchase price allocated  $ 970,848 
 

This preliminary purchase price allocation has been used to prepare the transaction accounting adjustments in the pro forma balance sheet and income statement. The
final purchase price allocation will be determined when the Company has completed the detailed valuations and necessary calculations as described in more detail in the
explanatory notes below. The final allocation is expected to be completed when the Company files its report on Form 10-K for the year ended December 31, 2020, and could
differ materially from the preliminary allocation used in the transaction accounting adjustments. The final allocation may include (1) changes in allocations to intangible assets,
such as trade names and customer relationships, as well as goodwill; and (2) other changes to assets and liabilities.
 
Note 5 — Pro Forma Adjustments
 

The following is a description of the unaudited pro forma adjustments reflected in the unaudited pro forma condensed combined financial statements:
 

Adjustments to the Unaudited Pro Forma Condensed Combined Balance Sheet as of September 30, 2020
 
(A) Reflects transfer to Sellers of total merger consideration of $698,615 in cash, as well as shares of the Company’s common stock, zero par value, having an aggregate value
of $272,233, for an aggregate purchase price of $970,848.
 
(B) Reflects the recording of identified intangible assets acquired by the Company to their estimated fair values. As part of the preliminary valuation analysis, the Company
identified certain intangible assets, including tradenames and trademarks. The fair value of identifiable intangible assets is determined primarily using the “income approach,”
which requires a forecast of all of the expected future cash flows. As all information required to perform a detailed valuation analysis of Verus’ intangible assets could not be
obtained as of the date of this filing, for purposes of these unaudited pro forma condensed combined financial statements, the Company used certain assumptions based on
publicly available transaction data for the industry.
 
The following table summarizes the estimated fair values of Verus’ identifiable intangible assets and their estimated useful lives and uses a straight-line method of amortization:
 

 

 

 

  
Estimated Fair

Value   Estimated Life   

Annual
Amortization

Expense  
Tradenames and trademarks  $ 296,000   10  $ 29,600 

 
These preliminary estimates of fair value and estimated useful lives might differ from final amounts the Company will calculate after completing a detailed valuation analysis,
and the difference could have a material effect on the accompanying unaudited pro forma condensed combined financial statements.
 
(C) Reflects adjustment to remove Verus’ historical goodwill of $497,509 and record goodwill resulting from the Acquisition. Goodwill reflected in this adjustment is based on
the fair value of assets acquired and liabilities assumed as of September 30, 2020. Due to working capital changes between September 30, 2020 through the Closing Date,
estimated goodwill in the Company’s purchase price allocation increased to $787,030 (see Note 4).
 
(D) Represents preliminary estimated transaction costs inclusive of advisory, banking, printing, legal and accounting fees, that are expensed as part of the Acquisition. The
unaudited pro forma condensed combined balance sheet reflects these costs as an increase to “Accounts payable and accrued liabilities”. These costs are expensed through
“(Accumulated deficit) retained earnings” and are included in the unaudited pro forma condensed combined statement of operations for the year ended December 31, 2019 as
discussed below. These transaction costs are in addition to $17,426 of transaction costs that had already been recognized in the Company's historical financial statements as of
September 30,2020.
 
(E) Reflects adjustment to record deferred tax liabilities established on the preliminary purchase price allocation primarily related to the identifiable intangible assets acquired.
 
(F) Reflects elimination of Verus’ historical equity.
 
Adjustments to the Unaudited Pro Forma Condensed Combined Statements of Operations for the nine months ended September 30, 2020
 
The pro forma adjustments included in the unaudited pro forma condensed combined statement of operations for the nine months ended September 30, 2020 are as follows:
 
(AA) Reflects the estimated amortization expense of $22,200 and $29,600 for the nine months ended September 30, 2020 and the year ended December 31, 2019, respectively,
based on the preliminary estimates of fair value and useful lives of identifiable intangible assets described in note (B) above.
 
(BB) Reflects the stock-based compensation expense of $243,058 and $486,115 for the nine months ended September 30, 2020 and the year ended December 31, 2019,
respectively, related to 33,915 restricted shares issued to Yurashevich in connection with the Acquisition, such restricted shares of which were determined compensatory in
nature and thus reflected as post-combination expense. Such restricted shares are subject to vesting over an 18-month period. Vesting was deemed to begin on January 1, 2019,
the date the Acquisition occurred for the purposes of the unaudited pro forma condensed combined statement of operations.
 
(CC) Reflects the accrual of additional transaction costs incurred by the Company subsequent to September 30, 2020. These costs are in addition to the $17,746 of transaction
costs that had already been recognized in the Company's historical income statement for the nine months ended September 30, 2020. Additional transaction costs are reflected
as if incurred on January 1, 2019, the date the Acquisition occurred for the purposes of the unaudited pro forma condensed combined statement of operations.
 
(DD) Represents the issuance of additional shares in connection with the Acquisition, assuming the shares were outstanding since January 1, 2019. As the Acquisition and
related equity transactions are being reflected as if they had occurred at the beginning of the periods presented, the calculation of weighted average shares outstanding for basic
and diluted net income (loss) per share assumes that the shares issuable relating to the Acquisition have been outstanding for the entirety of all periods presented. The following
table summarizes pro forma adjustments to basic and diluted common shares outstanding:
 

 

 

 



  

Nine Months
Ended

September 30,
2020   

Year Ended
December 31,

2019 (1)  
Basic common shares outstanding - Fathom historical   10,721,917   9,804,988 
Stock issued to Sellers as part of merger consideration   12,662   12,662 
Pro forma basic common shares outstanding   10,734,579   9,817,650 
         
Diluted common shares outstanding - Fathom historical   10,721,917     
Stock issued to Sellers as part of merger consideration   12,662     
Stock issued to Sellers as compensation subject to vesting (2)   33,915     
Fathom stock options   11,824     
Fathom unvested restricted stock awards   80,609     
Fathom common stock warrants   65,728     
Pro forma diluted common shares outstanding   10,926,655     
 
(1) As Fathom had a net loss on a pro forma combined basis, outstanding Fathom stock options, unvested restricted stock and common stock warrants had no impact to diluted
net loss per share as they are considered anti-dilutive. Accordingly, pro forma basic common shares outstanding has only been presented for the nine months ended
September 30, 2020.
 
(2) Approximately 33,915 shares issued to Yurashevich are subject to vesting over a period of 18 months beginning on the Closing Date. Such shares were determined to be post-
combination expense and will be recognized over the service period.
 

 


