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Introductory Note

 
On November 29, 2022, Appreciate Holdings, Inc. (f/k/a PropTech Investment Corporation II (“PTIC II”)) (the “Company” or “Appreciate”) closed its business combination
(the “Business Combination”) with Appreciate Intermediate Holdings, LLC, a Delaware limited liability company (“NewCo LLC”), pursuant to that certain Business
Combination Agreement (as amended, supplemented or otherwise modified from time to time, the “Business Combination Agreement”), dated as of May 17, 2022, by and
among (i) PTIC II, (ii) RW National Holdings, LLC, a Delaware limited liability company (“Renters Warehouse”), and Lake Street Landlords, LLC, a Delaware limited
liability company, in its capacity as the representative of applicable Renters Warehouse unitholders.

A Form 8-K was filed with respect to the transactions reporting a number of matters and including Form 10 information. This Form 8-K/A is being filed to add: (i) Renters
Warehouse Condensed Consolidated Financial Statements – September 30, 2022, (ii) Renters Warehouse’s Management Discussion and Analysis of Financial Condition and



Results of Operations, and (iii) the Pro Forma Information with respect to the completed business combination.
 
Item 2.01. Completion of Acquisition of Disposition of Assets.
 

ADDITIONAL FORM 10 INFORMATION
 

Item 2.01(f) of Form 8-K states that if the predecessor registrant was a shell company, as PTIC II was immediately before the Business Combination, then the registrant must
disclose the information that would be required if the registrant were filing a general form for registration of securities on Form 10. Accordingly, the Company is providing the
information below that would be included in a Form 10 if the Company were to file a Form 10. Please note that the information provided below relates to the Company
following the consummation of the Business Combination, unless otherwise specifically indicated or the context otherwise requires.
 
Forward-Looking Statements
 
This Current Report on Form 8-K contains forward-looking statements for purposes of the safe harbor provisions under the United States Private Securities Litigation Reform
Act of 1995, including statements about the anticipated benefits of the Business Combination and the financial condition, results of operations, earnings outlook and prospects
of Appreciate and may include statements for the period following the consummation of the Business Combination. Forward-looking statements are typically identified by
words such as “plan,” “believe,” “expect,” “anticipate,” “intend,” “outlook,” “estimate,” “forecast,” “project,” “continue,” “could,” “may,” “might,” “possible,” “potential,”
“predict,” “should,” “would” and other similar words and expressions, but the absence of these words does not mean that a statement is not forward-looking.
 
The forward-looking statements are based on the current expectations of the management of the Company, as applicable and are inherently subject to uncertainties and changes
in circumstances and their potential effects and speak only as of the date of such statement. There can be no assurance that future developments will be those that have been
anticipated. These forward-looking statements involve a number of risks, uncertainties or other assumptions that may cause actual results or performance to be materially
different from those expressed or implied by these forward-looking statements. These risks and uncertainties include, but are not limited to, those discussed and identified in
public filings made with the SEC by the Company and include, but are not limited to, the following:
 

● expectations regarding the Company’s strategies and future financial performance, including its future business plans or objectives, prospective performance and
opportunities and competitors, revenues, products and services, pricing, operating expenses, market trends, liquidity, cash flows and uses of cash, capital
expenditures, and the Company’s ability to invest in growth initiatives and pursue acquisition opportunities;

 
● our limited operating history as a combined company makes it difficult to evaluate our current business and future prospects;
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● our management team’s limited experience managing a public company;

 
● the highly competitive industry that the Company serves, which is also subject to rapid technological and regulatory changes;

 
● unfavorable market conditions, market uncertainty such as an increase in interest rates, economic downturns and/or public health outbreaks such as the COVID-19

pandemic;
 

● failure to recover adequately on charges against property owners, subcontractors or suppliers for payment or performance;
 

● the loss of one or more key customers, or a reduction in their demand for the Company’s services;
 

● the seasonality of the Company’s business, which is affected by the spending patterns of the Company’s customers, as well as weather conditions and natural
catastrophes;

 
● the ability to recognize the anticipated benefits of the transactions contemplated by the Business Combination, which may be affected by, among other things,

competition, the ability of the combined company to grow and manage growth profitably, maintain relationships with customers and suppliers and retain its
management and key employees;

 
● the outcome of any known and unknown litigation and regulatory proceedings including any legal proceedings that may be instituted against the Company

following the Business Combination;
 

● system and information technology interruptions, data security breaches and /or other cyber-related risks;
 

● failure to comply with environmental laws;
 

● the Company’s need for additional capital and a significant amount of debt, service provider deferral agreements and debt defaults, which could adversely affect its
business, financial condition and results of operations or could affect its ability to access capital markets in the future, and which may prevent the Company from
engaging in transactions that might benefit it due to its debt’s restrictive covenants; and

 
● The Company’s status as a “controlled company” within the meaning of the Nasdaq rules and, as a result, qualifying for exemptions from certain corporate

governance requirements, as a result of which you will not have the same protections afforded to stockholders of companies that are subject to such requirements.
 
Should one or more of these risks or uncertainties materialize or should any of the assumptions made by the management of the Company prove incorrect, actual results may
vary in material respects from those projected in these forward-looking statements.
 
All subsequent written and oral forward-looking statements concerning the Business Combination or other matters addressed in this Current Report on Form 8-K and
attributable to the Company or any person acting on their behalf are expressly qualified in their entirety by the cautionary statements contained or referred to in the Company’s
Definitive Proxy Statement. Except to the extent required by applicable law or regulation, the Company undertakes no obligation to update these forward-looking statements to
reflect events or circumstances after the date of this Current Report on Form 8-K to reflect the occurrence of unanticipated events.
 
In addition, statements that the Company “believes” and similar statements reflect the Company’s beliefs and opinions on the relevant subject. These statements are based upon
information available to such party as of the date of this Current Report on Form 8-K, and while the Company believes such information forms a reasonable basis for such
statements, such information may be limited or incomplete, and these statements should not be read to indicate that the Company has conducted an exhaustive inquiry into, or
review of, all potentially available relevant information. These statements are inherently uncertain and investors are cautioned not to unduly rely upon these statements.
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Financial Statements and Supplementary Data
 
Reference is made to the disclosure set forth under Item 9.01 of this Current Report on Form 8-K concerning the financial statements and supplementary data of Renters
Warehouse’s Condensed Consolidated Financial Statements – September 30, 2022.
 
RENTERS WAREHOUSE’S MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
 
The following management’s discussion and analysis of Renters Warehouse’s financial condition and results of operations should be read in conjunction with the audited
annual and unaudited interim consolidated financial statements and related notes appearing elsewhere in this proxy statement. Some of the information contained in this
discussion and analysis, including information with respect to our plans and strategy for our business and our expectations with respect to liquidity and capital resources,
includes forward-looking statements. These forward-looking statements are subject to numerous risks and uncertainties, including, but not limited to, those risks and
uncertainties described in “Risk Factors” in this proxy statement. Actual results could differ materially from the results described in or implied by these forward-looking
statements. See “Cautionary Statements Regarding Forward Looking Statements.” In this section “we,” “us,” “our” and “Renters Warehouse” refer to RW National Holdings,
LLC and its consolidated subsidiaries.
 
Overview
 
Renters Warehouse is a SFR services company serving a diverse base of individual and institutional investors through an end-to-end technology platform. SFRs are single-
family homes operated as rental units. With a focus on the services segment of the SFR industry, we operate an asset-light model and do not own SFR real estate. Instead, our
platform provides SFR marketplace and management services to both individual and institutional investors. Our institutional clients include SFR REITs as well as other
financial investors. Often, our institutional clients use our end-to-end platform to acquire, renovate, lease and then manage properties for them. We and our franchisees provide
our services across 42 locations in 19 states. In all of our locations, we are licensed as a real estate broker, allowing us to participate in the Multiple Listing Service.
 
We are committed to democratizing SFR ownership by demystifying the end-to-end process of purchasing, owning and managing SFR real estate and bringing the experience
closer to the experience of managing other types of investments. Our technology platform facilitates our end-to-end offering, which includes buying, owning, renovating,
managing and selling SFR. Our end-to-end solution provides a network effect, as buyers in our Marketplace segment often become owners in our Management segment and
owners are able to sell their SFR properties through the Marketplace segment.
 
Our services cover the entire lifecycle of an SFR investment. In our Marketplace segment, we assist investors with the purchase or sale of SFR investment properties. In our
Management segment, we advise and coordinate with investors to renovate and ready their properties for rent, place qualified residents in those properties and address other day-
to-day SFR management activities. We generate revenue from property management services, resident placement services, commission activities and franchise activities.
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COVID-19
 
Renters Warehouse has maintained continuity in operations throughout the COVID-19 pandemic and related government mitigation. The overall impact of the COVID-19
pandemic did not create significant disruption to our business model during the years ended December 31, 2021 and 2020 and the nine months ended September 30, 2022.
During the COVID-19 pandemic, the demand for our real estate property management and marketplace services slowed. As the situation continues to evolve, we are closely
monitoring the impact of the COVID-19 pandemic on all aspects of our business. We believe there could be impacts to our financial performance in the future. These impacts
could include lost productivity due to social distancing, challenges to our repair and maintenance offerings and other ancillary services as well as the health and availability of
our personnel, management or repair contractors. In addition, potential delays or disruptions in all aspects of our business could be mandated or requested by governmental
authorities or others or result from supply chain dysfunction, all of which could result in lower revenue or higher costs or reduced expansion of our office locations.
Additionally, a slow-down in economic activity as a result of the COVID-19 pandemic could have adverse effects across the single-family residential rental market. To the
extent that future business activities are adversely affected by the COVID-19 pandemic, we intend to take appropriate actions designed to mitigate these impacts. Given the
uncertainty regarding the magnitude and duration of COVID-19 pandemic’s effects, we are unable to predict with specificity or quantify any potential future impact on our
business, financial condition and/or results of operations.
 
During 2021, Renters Warehouse recognized payroll subsidies (employee retention credits under the CARES Act) totaling $2.1 million in other income on the consolidated
statement of operations. During the nine months ended September 30, 2021, Renters Warehouse recognized payroll subsidies totaling $2.1 million in other income on the
unaudited condensed consolidated statement of operations.
 
Climate Change
 
Climate change continues to attract considerable public, political, regulatory and scientific attention. Experiencing or addressing the various physical and regulatory risks of
climate change may affect our financial condition or results of operations. Government authorities and various interest groups are promoting laws and regulations relating to
climate change. Environmentally hazardous conditions of properties could potentially adversely affect us. As the climate changes, and with a portfolio located in a variety of
United States markets that include coastal areas, we recognize the increased potential for acute or severe weather events and other climate-related adverse impacts to our
business operations. Our management and the Board of Directors are focused on managing our business risks, including climate change-related risks. The process to identify,
manage, and integrate climate-change risk is part of our enterprise risk management program. For more information on risks related to climate change, see the section entitled
“Risk Factors - Risks Related to Environmental, Social, and Governance Issues” in this proxy statement.
 
Key Factors Affecting Our Performance

 
Our results of operations and financial condition are affected by numerous factors, many of which are beyond our control. See the section entitled “Risk Factors” for more
information regarding factors that could materially adversely affect our results of operations and financial condition. We believe that the below factors have been important to
our business and we expect them to impact our results of operations and financial condition in future periods.
 

● Increase investment in customer acquisition. Our future growth depends in part on us continuing to acquire new customers. Growth in our individual investor
segment is driven by expenditures for customer acquisition. We believe that our marketing efforts will attract both existing and new SFR customers, led by digital
customer acquisition but also including broadcast, print and direct mail. We intend to dedicate capital following the closing of the Business Combination to support
our customer acquisition effort. We believe that the marketing efforts will increase our selling, general and administrative expenses in the short term but we
anticipate a long-term increase in both revenue and profit both for our Marketplace segment and Management segment.
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● Expand into new domestic markets. Geographically, we currently operate 42 company-owned or franchise locations in 19 states and the District of Columbia. A

common request from our institutional clients is to support their growth by entering additional geographic markets. Coordinating with institutional clients can help
provide a reliable path to profitability for new “greenfield” markets. When entering a market where an institutional client is committed to marketplace purchases and
management properties, we typically can open a new market in sixty (60) days or less, and typically can project to become profitable as quickly as the first month of
operation. We expect to enter additional geographic markets over the next several years, likely utilizing a combination of greenfield and acquisitions to drive this
geographic expansion. We expect this expansion into new geographical markets to increase our cost of revenue as well as our selling, general and administrative
expenses in both the short and long term. We also anticipate increased revenues through additional individual customer acquisition in the new markets.

 
● Grow through acquisitions. Our growth opportunities include the acquisition of local “mom and pop” property managers, the potential acquisition of our remaining

franchises, and building out our capabilities and offerings through acquisition and technology improvements to our offerings. We believe that the SFR services
landscape is well-suited for a growth-through-acquisition strategy and that businesses can be acquired for what we consider reasonable valuations. Targets tend to
operate exclusively in the management business, with no marketplace capability or activity. Moreover, these small local businesses also typically exclusively service
individual investors and lack the capability or relationships to develop institutional business. By introducing marketplace business and institutional customers to an
acquired operation, we believe we can materially grow the revenue of acquired businesses. The acquisition of our remaining franchises represents a similar
opportunity. We also expect to generate organic growth from accretive expansion available in new products and services. Beyond this acquisition of property
Management segment, we see additional opportunities for mergers and acquisitions, including servicing “do it yourself” landlords with a lower cost/lower service
offering, building out the capabilities of our programmatic acquisitions program with additional features and data. We believe that our growth strategy will increase
our revenue in the long term and increase our selling, general and administrative expenses but decrease costs as a percentage of revenue by way of maximizing
efficiencies of the acquired operations.

 
Key Performance Metrics
 
In addition to the measures presented in our consolidated financial statements, we use the following key metric to evaluate our business.
 
Marketplace transactions
 
Investors in SFR almost always utilize the services of a licensed real estate broker. An agent acting on behalf of the buyer or seller in an SFR transaction is typically
compensated with half of the seller-paid transaction commission, as with owner-occupied real estate. We define marketplace transactions as the number of Renters Warehouse
assisted buy/sell transactions where Renters Warehouse acts as agent for the transaction during the period. We measure and track marketplace transactions for forecasting and
budgeting purposes as well as to evaluate our business. This metric is useful to our investors as one indicator of our growth. Marketplace transactions are disclosed by customer
type: retail and institutional. The fee structure is the same for both types.
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Nine Months Ended 

September 30,   
Year Ended 

December 31,  
  2022   2021   2021   2020  
Retail   239   337   434   373 
Institutional   410   255   402   188 
Total   649   592   836   561 
 
Total marketplace transactions increased by approximately 9.6% for the nine months ended September 30, 2022, as compared to the nine months ended September 30, 2021,
primarily due to an increase in institutional client purchases coupled with a decrease in retail client purchases due to overall market conditions including higher interest rates
impacting retail customers. Management believes that the decline in retail Marketplace transactions has resulted from some potential sellers concluding that current market
conditions are not conducive to selling their SFR properties, due to factors including higher interest rates and the perception of a cooling residential real estate market. We also
expect that an increase in interest rates correlates with an increase in management segment revenue due to an expected increase in retail customer retention.
 
Total marketplace transactions increased by approximately 49.0% for the year ended December 31, 2021, as compared to December 31, 2020, primarily due to a new client
added in April 2021, which resulted in an increase in institutional client purchases.
 
Property counts
 
We define property counts as the number of SFR properties that Renters Warehouse manages at corporate owned markets at the end of a period. This metric is useful to our
investors as an indicator of the overall economic environment and directly impacts our revenue. Property counts are market driven and depend on the overall housing market
and economic conditions. We measure and track property counts for forecasting purposes and to track trends. Property counts are disclosed by customer type: retail and
institutional.
 

  
Nine Months Ended 

September 30,   
Year Ended 

December 31,  
  2022   2021   2021   2020  
Retail   5,392   5,924   5,730   6,883 
Institutional   2,356   2,085   1,421   2,313 
Total   7,748   8,009   7,151   9,196 
 

  
Nine Months Ended

September 30,   
Year Ended 

December 31,  
  2022   2021   2021   2020  
Properties, beginning of period   7,151   9,196   9,196   11,166 

Additions   1,968   1,043   1,385   1,570 
Churn   (1,371)   (2,230)   (3,430)   (3,540)

Properties, end of period   7,748   8,009   7,151   9,196 
 
Total property counts decreased by 3.3% for the nine months ended September 30, 2022, as compared to the nine months ended September 30, 2021. Renters Warehouse saw a
decrease in property counts due to the loss of an institutional client in Q4 2021.
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Total property counts decreased by 22.2% for the year ended December 31, 2021 as compared to December 31, 2020. The reduction in the number of homes was principally
because three larger institutional clients sold their portfolios of homes. Our institutional clients typically have larger portfolios of homes that we manage, and when they sell
their portfolios, this typically has a large impact on our overall churn. On the retail portion of our business, the reduction in homes managed during the calendar years 2020 and
2021 was principally due to owners selling their rental homes. Many of these customers were “mom and pop” type investment property owners that likely took advantage of a
strong real estate market and decided to realize profits earned on their investment properties.
 
Components of Results of Operations
 
Revenue

 
We generate revenues primarily from management services, marketplace and franchise activities. We have two reportable segments that are also considered our operating
segments: Management and Marketplace. The Management segment primarily generates revenue in the form of providing services related to the leasing and managing of SFR
properties including the identification of potential renters, the billing and collection of rent, and the coordination of repair and maintenance activities. The Marketplace segment
primarily generates commission revenue from entering into Real Estate Sourcing and Transaction Services Agreements with customers to provide real property sourcing and
acquisition services and renovation revenues from providing construction management services.
 

● Management: We generate revenue from helping a property owner to find a suitable resident. The consideration under each of these contracts varies based on the
length and negotiated rate of the lease secured but in all cases is known at the time the lease agreement is executed. Resident placement fees are recognized at a
point in time when Renters Warehouse has provided the property owner with a suitable resident and a lease agreement has been executed. We provide property
management services on a contractual basis for owners of and investors in SFR properties, townhomes and small multifamily properties. The consideration under
each of these contracts include (i) a fixed price per month agreed upon by both parties at the inception of the arrangement, or (ii) a variable fee contractually defined
as to the percentage of rent based on fees collected. The variability in the fee amounts which are based on a percentage of rent is resolved on a monthly basis when
the rents are collected. Management fees revenue is recognized at the end of each period for the fees associated with the services performed. In connection with the
property management and resident placement activities, we may provide related ancillary services. Each of these services generally represents a separate
performance obligation, contains a negotiated price at contract inception, and is recognized at a point in time when the service is complete, and the customer obtains
control of each service provided.

 
● Marketplace: Renters Warehouse acquires properties for their clients. We also list investment properties for sale on Multiple Listing Service or off-market private

listing to the real estate industry and related professionals. We receive compensation in the form of a commission earned based on a fixed percentage of total sales
price, determined at contract inception. Commissions are recognized when the purchase or sale of the SFR property is completed.

 
● Franchise: Renters Warehouse’s performance obligation is to provide rights of the franchise to the franchisees. Renewal and franchise transfer activities do not

represent a separate performance obligation because such activities are not separable from and are highly interrelated with the franchise rights. In addition, national
advertising and marketing activities do not represent a separate performance obligation because such activities are part of the overall obligation to enhance the
franchise brand and are not separable from the franchise rights. Renters Warehouse may also provide advertising and technology services specific to certain
franchisees, which are deemed to be separate performance obligations. Additionally, because there is one performance obligation related to providing rights to the
franchise agreement and Renters Warehouse is the principal in this group of services, revenues not specific to individual franchisees are reported on a gross basis.
Franchising revenues from ongoing royalty fees and national marketing/advertising fees are based on a percentage of each franchisees’ monthly revenues and are
recognized at the end of each month, and a liability is simultaneously accrued for the amounts required to be spent on qualifying advertising activities.
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Cost of revenue
 
Cost of revenue primarily includes salaries and benefits and commission expenses. Commission expenses includes commission for resident placement, investor sales and
programmatic acquisitions.
 
Operating expenses
 
Selling and general: Selling and general expenses primarily includes software and technology related expenses, consulting fees, marketing, advertising, accounting, legal and
office rent. We expect selling and general expenses to decrease as a percentage of revenue in the long term.
 
Administrative: Administrative expenses primarily includes salaries and benefits related to administrative functions. As a result of becoming a public company, we expect to
incur additional expenses for, among other things, additional internal and external accounting, legal and administrative resources, including increased audit and legal fees.
 
Depreciation and amortization: Depreciation and amortization relates to depreciation expense related to property and equipment and amortization of intangible assets.
 
Other: Other expenses primarily includes legal settlements, relocation costs, other legal fees, board of directors fees, insurance, transaction related expenses and payment
processing fees.
 
Other income (expense), net
 
Gain/(loss) from remeasurement of derivative liability: Gain/(loss) from remeasurement of derivative liability consists of changes in the fair value of the derivative instrument.
 
Interest expense: Interest expense consists of interest on our amortization of debt financing arrangements and debt issuance costs.
 
Other income: Other income primarily consists of an employee retention credit received under the Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”),
which is a refundable tax credit against certain employment taxes for eligible employers and debt forgiveness related to a Paycheck Protection Program (“PPP”) loan.
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Results of Operations

 
We operate as two operating segments – the Management and Marketplace, which reflect the way our chief operating decision maker reviews and assesses the performance of
our business. Expenses are not reported as part of the reporting segments as reviewed by the chief operating decision maker. The results of operations presented below should be
reviewed in conjunction with the audited annual consolidated financial statements and the unaudited condensed consolidated financial statements and notes included elsewhere



in this proxy statement. The period-to-period comparisons below of financial results are not necessarily indicative of future results.
 
Comparison of the nine months ended September 30, 2022 and September 30, 2021
 

  
Nine Months Ended

September 30,        
(in thousands)  2022   2021   $ Change   % Change  
  (unaudited)        
Revenues             

Management  $ 15,853  $ 15,842  $ 11   0.1%
Marketplace   5,344   4,178   1,166   27.9%
Franchise   936   1,001   (65)   (6.5)%

Total revenues   22,133   21,021   1,112   5.3%
Cost of revenue   11,538   11,214   324   2.9%

Gross profit   10,595   9,807   788   8.0%
Operating expenses                 

Selling and general   5,950   5,758   192   3.3%
Administrative   4,056   3,784   272   7.2%
Depreciation and amortization   1,169   1,368   (199)   (14.5)%
Other   4,082   1,799   2,283   126.9%

Total operating expenses   15,257   12,709   2,548   20.0%
Operating loss   (4,662)   (2,902)   (1,760)   60.6%
Other income (expense), net                 

Loss from remeasurement of derivative liability   (165)   —   (165)   —%
Interest expense   (1,478)   (1,575)   97   (6.2)%
Other income   2   4,675   (4,673)   (100.0)%

Total other income (expense), net   (1,641)   3,100   (4,741)   (152.9)%
Net income (loss)  $ (6,303)  $ 198  $ (6,501)   (3283.3)%
 
Revenue
 
Total revenue increased by $1.1 million, or 5.3%, for the nine months ended September 30, 2022, as compared to September 30, 2021, primarily due to Marketplace segment
revenue.
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Management
 
Management segment revenue increased by $0.01 million, or 0.1%, during the nine months ended September 30, 2022, as compared to September 30, 2021. Revenue increased
primarily due to an increase of $0.8 million in resident placement fees revenue due to an overall increase in rents primarily for institutional clients and an increase in lease
administrative fee income of $0.1 million, offset by a decrease of $0.9 million of management fee income due to a reduction in overall managed property counts due to overall
market conditions including higher interest rates impacting retail customers.
 
Marketplace
 
Marketplace segment revenue increased by $1.2 million, or 27.9%, during the nine months ended September 30, 2022, as compared to September 30, 2021. This increase was
primarily due to an increase of $1.3 million related to institutional clients SFR purchases as a result of programmatic acquisitions offering introduced in April 2021, and an
increase of $0.4 million in renovation revenue, which is a service offering introduced in May 2021 for institutional clients, partially offset by decrease of $0.5 in local investor
sales local due to overall market conditions including higher interest rates impacting retail customers. Programmatic acquisition offering consists of acquisition and renovation
services for institutional clients.
 
Franchise
 
Franchise revenue decreased by $0.1 million, or 6.5%, during the nine months ended September 30, 2022, as compared to September 30, 2021. This decrease was due to lower
levels of franchising activity as a result of a decrease in franchise properties under management.
 
Cost of revenue
 
Total cost of revenue increased by $0.3 million, or 2.9%, for the nine months ended September 30, 2022, as compared to September 30, 2021, primarily due to an increase of
$0.2 million in programmatic acquisition commissions and an increase of $0.2 million in salaries and benefits due to overall merit increases.
 
Management segment cost of revenue increased by $0.3 million, or 3.6%, from $9.2 million to $9.6 million for the nine months ended September 30, 2022, as compared to
September 30, 2021, primarily due to an increase in salaries and benefits.
 
Marketplace segment cost of revenue increased by $0.01 million, or 0.5%, from $1.98 million to $1.97 million for the nine months ended September 30, 2022, as compared to
September 30, 2021, primarily due to an increase in commissions paid related to programmatic acquisitions offset by a decrease in local investor sales commissions.
 
Gross profit
 
Gross profit increased by $0.8 million, or 8.0%, for the nine months ended September 30, 2022 as compared to September 30, 2021, primarily due to an increase in Marketplace
segment gross profit.
 
Management segment gross profit decreased by $0.4 million, or 5.1%, from $7.6 million for the nine months ended September 30, 2021 to $7.2 million for the nine months
ended September 30, 2022. Management gross profit divided by revenue was 43.0% for the nine months ended September 30, 2022, as compared to 45.2% for the nine months
ended September 30, 2021. Gross profit divided by revenue decreased due to a decrease in revenue without a corresponding decrease in the rising direct costs.
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Marketplace segment gross profit increased by $1.2 million, or 53.5%, from $2.2 million for the nine months ended September 30, 2021 to $3.4 million for the nine months
ended September 30, 2022, due to the programmatic acquisitions business introduced in April 2021. Marketplace segment gross profit as a percentage of revenue was 63.1% for
the nine months ended September 30, 2022, as compared to 52.6% for the nine months ended September 30, 2021. Gross profit as a percentage of revenue increased due to an
increase in programmatic acquisitions due to a new client acquired in April 2021 which resulted in improved profitability in the nine months ending September 30, 2022.
 
Operating expense and other income (expenses)
 
Selling and general
 
Selling and general expenses increased by $0.2 million, or 3.3%, for the nine months ended September 30, 2022, as compared to the nine months ended September 30, 2021,
primarily due to an increase of $0.4 million in consulting fees related to optimizing programmatic acquisitions, increase of $0.2 million in accounting and tax related fees,
partially offset by a decrease of $0.2 million in rent expense and a decrease of $0.2 million in advertising expenses.
 
Administrative
 
Administrative expenses increased by $0.3 million, or 7.2%, for the nine months ended September 30, 2022, as compared to the nine months ended September 30, 2021,
primarily due to an increase of $0.1 million related to external virtual assistant services and an increase of $0.2 million in salaries and benefits.
 
Depreciation and amortization
 
Depreciation and amortization expense decreased by $0.2 million, or 14.5%, for the nine months ended September 30, 2022, compared to the nine months ended September 30,
2021, due to lower depreciation on computer equipment and software.
 
Other
 
Other expenses increased by $2.3 million, or 126.9%, for the nine months ended September 30, 2022, as compared to the nine months ended September 30, 2021, primarily due
to an increase of $2.7 million in professional fees related to the Business Combination, partially offset by a decrease of $0.4 million in other expenses such as legal settlements,
relocation costs and other transaction related fees.
 
Loss from remeasurement of derivative liability
 
Loss from remeasurement of derivative liability increased by $0.2 million for the nine months ended September 30, 2022 compared to the nine months ended September 30,
2021 as no loss from remeasurement of derivative liability was recorded during the nine months ended September 30, 2021.
 
Interest expense
 
Interest expense decreased by $0.1 million, or 6.2%, for the nine months ended September 30, 2022, as compared to the nine months ended September 30, 2021, due to lower
balance of debt outstanding.
 
Other income
 
Other income decreased by $4.7 million, or 100.0%, for the nine months ended September 30, 2022, as compared to September 30, 2021, primarily due to a decrease of $2.1
million in refundable tax credits received in 2021, as well as $2.4 million debt forgiveness of the PPP loan in 2021.
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Comparison of the years ended December 31, 2021 and 2020
 
  Year Ended December 31,        
(in thousands)  2021   2020   $ Change   % Change  
Revenues             

Management  $ 20,457  $ 23,590  $ (3,133)   (13.3)%
Marketplace   6,138   3,031   3,107   102.5%
Franchise   1,307   1,433   (126)   (8.8)%

Total revenues   27,902   28,054   (152)   (0.5)%
Cost of revenue   15,191   14,494   697   4.8%

Gross profit   12,711   13,560   (849)   (6.3)%
Operating expenses                 

Selling and general   7,342   8,484   (1,142)   (13.5)%
Administrative   5,629   4,142   1,487   35.9%
Depreciation and amortization   1,783   2,830   (1,047)   (37.0)%
Other   1,891   1,367   524   38.3%

Total operating expenses   16,645   16,823   (178)   (1.1)%
Operating loss   (3,934)   (3,263)   (671)   20.6%
Other income (expense), net                 

Gain from remeasurement of derivative liability   34   —   34   n/m 
Interest expense   (2,077)   (1,962)   (115)   5.9%
Other income   4,678   318   4,360   1371.1%

Total other income (expense), net   2,635   (1,644)   4,279   (260.3)%
Loss before income taxes  $ (1,299)  $ (4,907)  $ 3,608   (73.5)%

Provision for income tax          $ —   —%
Net loss  $ (1,299)  $ (4,907)  $ 3,608   (73.5)%
 
Revenue
 
Total revenue decreased by $0.2 million, or 0.5%, for the year ended December 31, 2021, as compared to December 31, 2020.



 
Management
 
Management segment revenue decreased by $3.1 million, or 13.3%, for the year ended December 31, 2021, as compared to December 31, 2020. This decrease was primarily
due to a $1.8 million decrease in management fees and a $0.9 million decrease in resident placement fees due to lower levels of marketing and customer acquisition spend as
well as a decrease in overall managed property counts due to lower levels of customer demand.
 
Marketplace
 
Marketplace segment revenue increased by $3.1 million, or 102.5%, for the year ended December 31, 2021, as compared to December 31, 2020. This increase was primarily
due to a $2.4 million increase in institutional acquisitions due to higher sales volume.
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Franchise
 
Franchise revenue decreased by $0.1 million, or 8.8% for the year ended December 31, 2021 as compared to December 31, 2020. This decrease was primarily due to a decrease
in franchise advertising and marketing income, franchise technology income and franchise vendor affiliate income due to lower levels of franchising activity.
 
Cost of revenue
 
Cost of revenue increased by $0.7 million, or 4.8%, for the year ended December 31, 2021 as compared to December 31, 2020 primarily due to an increase of $0.8 million in
commissions for local investor sales, an increase of $0.8 million in commissions related to programmatic acquisitions both as a result of increased sales, partially offset by a
decrease of $0.7 million in commission for resident placement due to lower resident placements and a decrease of $0.2 million in commissions for national investor sales.
 
Management cost of revenue decreased by $0.8 million, or 5.8%, from $13.0 million for the year ended December 31, 2020 to $12.2 million for the year ended December 31,
2021, primarily due to a reduction in commissions for resident placements.
 
Marketplace segment cost of revenue increased by $1.5 million, or 97%, from $1.5 million for the year ended December 31, 2020 to $2.9 million for the year ended December
31, 2021, primarily due to an increase of $0.8 million in commissions for local investor sales, an increase of $0.8 million in commissions for programmatic acquisitions,
partially offset by a decrease of $0.2 million in commissions for national investor sales.
 
Gross profit
 
Gross profit decreased by $0.8 million, or 6.3%, for the year ended December 31, 2021, as compared to December 31, 2020.
 
Management segment gross profit decreased by $2.5 million, or 20.8% from $12.0 million to $9.5 million for the year ended December 31, 2021, as compared to December 31,
2020. Management gross profit divided by revenue was 43.7% for the year ended December 31, 2021, as compared to 48.1% for the year ended December 31, 2020. Gross
profit divided by revenue decreased due to a decrease in revenue without a corresponding decrease in the direct costs such as salaries and benefits.
 
Marketplace segment gross profit increased by $1.7 million, or 107.9% from $1.5 million to $3.2 million for the year ended December 31, 2021, as compared to December 31,
2020. Marketplace segment gross profit divided by revenue was 52.0% for the year ended December 31, 2021, as compared to 50.6% for the year ended December 31, 2020.
Gross profit divided by revenue increased due to an increase in programmatic acquisitions due to a new client acquired in April 2021, which resulted in improved profitability
for the last three quarters of 2021.
 
Operating expense and other income (expenses)
 
Selling and general
 
Selling and general expenses decreased by $1.1 million, or 13.5%, for the year ended December 31, 2021 as compared to December 31, 2020 primarily due to a decrease of $0.8
million in rent expense primarily due to the relocation of our corporate office and certain rent savings, a decrease of $0.3 million in software and technology expenses, a
decrease of $0.1 million in technology consulting services all as a result of cost saving initiatives, partially offset by an increase of $0.2 million in advertising expenses as we
ramp up demand for certain services.
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Administrative
 
Administrative expense increased by $1.5 million, or 35.9%, for the year ended December 31, 2021, as compared to December 31, 2020, primarily due to an increase of $1.2
million in salaries and benefits due to hiring additional employees and an increase in variable compensation.
 
Depreciation and amortization
 
Depreciation and amortization expense decreased by $1.0 million, or 37.0%, for the year ended December 31, 2021, as compared to December 31, 2020, primarily due to fully
amortizing certain intangible assets such as customer relationships.
 
Other
 
Other expenses increased by $0.5 million, or 38.3%, for the year ended December 31, 2021, as compared to December 31, 2020, primarily due to an increase of $0.5 million in
legal fees, settlements and claims.
 
Gain from remeasurement of derivative liability
 
Gain from remeasurement of derivative liability increased by $0.03 million for the year ended December 31, 2021, as compared to December 31, 2020, primarily due to the
change in fair value of the derivative.
 
Interest expense



 
Interest expense increased by $0.1 million, or 5.9%, for the year ended December 31, 2021, as compared to December 31, 2020, primarily due to higher average interest rates.
 
Other income
 
Other income increased by $4.4 million, or 1,371.1%, for the year ended December 31, 2021, as compared to December 31, 2020, primarily due to an increase of $2.1 million
in refundable tax credits received, as well as $2.4 million debt forgiveness of the PPP loan.
 
Non-GAAP Financial Measures
 
We present the below non-GAAP financial measure in order to assist readers of our consolidated financial statements in understanding the core operating results that our
management uses to evaluate the business. Our non-GAAP financial measure, Adjusted EBITDA, provides an additional tool for investors to use in comparing our financial
performance over multiple periods. Adjusted EBITDA is a key performance measure that management uses to assess our operating performance, for business planning purposes
and forecasting. Adjusted EBITDA facilitates internal comparisons of our operating performance on a more consistent and comparable basis. We believe that Adjusted
EBITDA enhances an investor’s understanding of our financial performance as they are useful in assessing our operating performance from period-to-period by excluding
certain items that we believe are not representative of our core business.
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Adjusted EBITDA may not be comparable to similarly titled measures of other companies because they may not calculate these measures in the same manner. Adjusted
EBITDA is not prepared in accordance with GAAP and should not be considered in isolation of, or as an alternative to, measures prepared in accordance with GAAP. When
evaluating our performance, you should consider Adjusted EBITDA alongside other financial performance measures prepared in accordance with GAAP.
 
Adjusted EBITDA
 
We calculate Adjusted EBITDA as net loss adjusted to exclude depreciation and amortization, interest expense, provision for income taxes, equity-based compensation expense,
remeasurement of derivative liability and other expenses which we believe do not relate to our core operations.
 
The following table reconciles Adjusted EBITDA to net loss, the most directly comparable financial measure calculated and presented in accordance with GAAP.
 

  
Nine Months Ended 

September 30,   
Year Ended 
December 31,  

(in thousands)  2022   2021   2021   2020  
Net Income (loss)  $ (6,303)  $ 198  $ (1,299)  $ (4,907)
Add back:                 

Depreciation and amortization   1,169   1,368   1,783   2,830 
Interest expense   1,478   1,575   2,077   1,962 
Provision for income taxes   —   —   —   — 
Equity based compensation expense   194   158   226   — 
Remeasurement of derivative liability   165   —   (34)   — 
Other expenses/ income (1)   2,806   (3,965)   (3,697)   150 

Adjusted EBITDA  $ (491)  $ (666)  $ (944)  $ 35 
 
1. Other expenses for the nine months ended September 30, 2022 primarily consist of transaction related costs (such as project costs and legal fees) in connection with the

Business Combination of $2.7 million and legal settlements expense of $0.1 million. Other expenses/(income) for the nine months ended September 30, 2021 primarily
consist of PPP loan forgiveness income of $2.4 million, employee retention credits income under the CARES Act of $2.1 million, and legal claims and settlements expenses
of $0.4 million. Other expenses/(income) for the year ended December 31, 2021 consist of PPP loan forgiveness income of $2.4 million, employee retention credits income
under the CARES Act of $2.1 million, transaction related costs (such as project costs and legal fees) in connection with the Business Combination of $0.4 million, legal
claims and settlements expense of $0.3 million and restructuring costs of $0.1 million. Other expenses for the year ended December 31, 2020 consist of legal claims and
settlements expense of $0.1 million.
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Liquidity and Capital Resources
 
General
 
To date, we have financed our operations principally from debt and member contributions. Our principal use of cash has been our operating activities. As of September 30,
2022, we had cash and cash equivalents of $0.3 million and restricted cash of $18.8 million. Restricted cash represents cash deposited in accounts related to certain security
deposits and collections. Renters Warehouse is required to hold and segregate these balances pursuant to the terms of the resident lease agreements executed by Renters
Warehouse in the ordinary course of business. We have incurred operating losses for the nine months ended September 30, 2022 and September 30, 2021 and the years ended
December 31, 2021 and 2020. Two individual customers represented approximately 20% and 10% of Renters Warehouse total revenue for the nine months ended September
30, 2022. For the nine months ended September 30, 2021, no individual customer represented more than 10% of Renters Warehouse total revenue. Renters Warehouse has a
history of operating losses and negative cash flows from operations. As of September 30, 2022, Renters Warehouse has negative working capital, an outstanding balance on a
related party secured promissory note agreement and downgraded its projections of marketplace transactions and properties managed. On November 23, 2022, Renters
Warehouse and PTIC II consummated the Business Combination, which led to an increase of negative working capital by $27 million. These conditions raise substantial doubt
about our ability to continue as a going concern. Refer to “Liquidity and Going Concern” discussed in our financial statements in this Current Report on Form 8-K. Our ability
to continue as a going concern is dependent upon our ability to obtain additional sources of capital, and ultimately, achieve profitable operations. Our ability to access capital
when needed is not assured and, if capital is not available when, and in the amounts needed, it could be required to delay, scale back or abandon some or all of our operations
which could materially harm our operations, financial condition and operating results. Because of this uncertainty, there is substantial doubt about our ability to continue as a
going concern for at least 12 months from the date of this Current Report on Form 8-K. Renters Warehouse intends to mitigate the relevant conditions or events that raise
substantial doubt about Renters Warehouse’s ability to continue as a going concern primarily through a committed equity facility purchase agreement (“CEF Purchase
Agreement”) which will allow the combined company to receive cash, from time to time at its sole discretion, in exchange for Class A Common Stock. However, the CEF
Purchase Agreement is subject to satisfaction of certain conditions that are not entirely within control of Renters Warehouse. As the plans are not entirely within Renters
Warehouse control, specifically the CEF Purchase Agreement, management cannot provide assurance that they will be effectively implemented in order to relieve substantial
doubt about Renters Warehouse ability to continue as a going concern. This assessment is a forward-looking statement and involves risks and uncertainties. Our actual results



could vary since our future capital requirements will depend on many factors, including our growth rate, operating expenses, and the timing and extent of our expansion into
new geographical markets as well as any future acquisitions. We have based this estimate on assumptions that may prove to be wrong, and we could use our available capital
resources sooner than we currently expect. Growing and operating our business, including by continuously innovating, improving and expanding our platform, expanding our
adjacent services and expanding into new markets, may require significant cash outlays, liquidity reserves and capital expenditures. If cash on hand, cash generated from
operations and cash equivalents and investment balances are not sufficient to meet our cash and liquidity needs, we may need to seek additional capital and we may not be able
to raise the necessary cash on terms acceptable to us, or at all. Financing arrangements we pursue or assume may require us to grant certain rights, take certain actions, or agree
to certain restrictions that could negatively impact our business. If additional capital is not available to us on terms acceptable to us or at all, we may need to modify our
business plans, which would harm our ability to grow our operations.
 
Debt
 
Debt consisted of the following balances as of September 30, 2022 and December 31, 2021 and 2020 (in thousands):

 

  
September 30, 

2022   
December 31, 

2021   
December 31, 

2020  
  (unaudited)        
Bridgewater Note  $ 441  $ 740  $ 1,206 
Related party St. Cloud note   9,220   9,220   9,220 
Related party convertible notes   —   —   287 
Related party notes payable   937   937   2,644 
Notes payable   551   551   551 
Paycheck protection program loan   —   —   2,435 

Total debt   11,149   11,448   16,343 
Unamortized debt issuance costs   (17)   (84)   (172)
Unamortized debt discount   (48)   (399)   (388)

Total debt, net   11,084   10,965   15,783 
Current maturities of long-term debt, net of unamortized debt issuance costs   1,912   2,143   4,668 
Long-term debt, net of current maturities, unamortized debt issuance costs, and discount  $ 9,172  $ 8,822  $ 11,115 

 

16

 

 
Bridgewater Note
 
We issued a secured promissory note dated as of January 2, 2019, to Bridgewater Bank (“Bridgewater”) (as amended, the “Bridgewater Note”) pursuant to that certain Loan
Agreement dated as of January 2, 2019, by and between Renters Warehouse and Bridgewater. The Bridgewater Note bears interest at an annual rate of 5.61% requires monthly
principal and interest payments and requires the company to meet two financial covenants on a quarterly basis. These covenants require a senior funded debt ratio not to exceed
2.5 to 1.00 and a debt service coverage ratio of not less than 1.25 to 1.00. The Bridgewater Note is secured by a first-priority lien on substantially all of Renters Warehouse’s
assets, and requires monthly principal and interest payments. As of September 30, 2022, the remaining principal balance on the Bridgewater Note totaled $0.4 million, with all
outstanding principal and interest maturing January 2, 2024. As of September 30, 2022, we were not in compliance with the debt service coverage ratio. On August 11, 2022,
the Company received waivers for various defaults under the Bridgewater Note. On November 20, 2022, the Company entered into Amendment No. 1 to their respective loan
agreements with Bridgewater Bank. The Amendment confirmed that all existing defaults under the loan agreements were waived through the effective date of the Amendment
and that all financial covenants were waived for the quarterly periods ended September 30, 2022 and December 31, 2022. However, a subsequent instance of non-compliance is
expected to occur in the next twelve months under the debt service coverage ratio covenant, and as a result, we included the note balance in current maturities of debt and
presented it as a current liability on the consolidated balance sheet as of September 30, 2022 and December 31, 2021. If an event of default occurs under the note and applicable
cure periods have expired, the company will be required to pay a default rate of interest equal to five percent (5%) in excess of the applicable rate and the entire principal amount
outstanding, accrued interest and any other charges will become due and payable at the option of the lender.
 
Related party St. Cloud Note
 
We issued a related party secured promissory note dated as of November 7, 2016, to St. Cloud Capital Partners II SBIC, LP (“St. Cloud”) (as amended, the “St. Cloud Note”), a
member, pursuant to that certain Securities Purchase Agreement dated as of November 7, 2016 by and between Renters Warehouse and St. Cloud (as amended, the “ Securities
Purchase Agreement”). The St. Cloud Note bears an annual interest rate of 12% and requires monthly interest-only payments with all outstanding principal and interest due
September 30, 2023. The St. Cloud Note is secured by substantially all assets of Renters Warehouse and is subordinate to the Bridgewater Note, but senior in priority to all
other debt currently outstanding. During 2021 and 2020, Renters Warehouse incurred approximately $1.4 million and $1.3 million of interest expense on notes payable to
related parties that also had equity interests in Renters Warehouse, respectively.
 
In March 2021, the Securities Purchase Agreement was amended to require the Company to issue Renters Warehouse Common Units to St. Cloud in an amount equal to 1% of
Renters Warehouse’s Common Unit capitalization on each of the following dates, as long as the note remains outstanding: September 30, 2021, March 31, 2022, September 30,
2022, and March 31, 2023. This contingent equity distribution feature was bifurcated and separately accounted for as a derivative liability. At the amendment date, Renters
Warehouse recognized a derivative liability and corresponding debt discount of $0.4 million.
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Related party convertible notes
 
We had related party subordinated convertible notes (“Convertible Notes”) payable to a member (Lake Street Landlords LLC). These Convertible Notes bore an annual interest
rate of 12% and had a maturity date of September 30, 2020. On the maturity date, the member had the right, but not the obligation, to convert any unpaid principal and interest
into Renters Warehouse Class A Preferred Units and Renters Warehouse Common Units, at a conversion price equal to $1.00 per one Renters Warehouse Class A Preferred
Unit and two-thirds of a Renters Warehouse Common Unit. The Convertible Notes qualified for the fair value option and Renters Warehouse elected to measure them at fair
value. The fair value of the convertible notes is measured as the greater of unpaid principal and interest on the notes or the fair value of units that the holder is eligible to receive
upon conversion. The fair value of the Convertible Notes as of December 31, 2020 was $0.3 million.
 
Renters Warehouse sold an additional $0.5 million in Convertible Notes to the same member during February 2021. In March 2021, Renters Warehouse and the member agreed
to extinguish the aggregate outstanding Convertible Note balance in exchange for 984,191 Renters Warehouse Class A-1 Preferred Units and 656,126 Renters Warehouse
Common Units. The Renters Warehouse Class A-1 Preferred Units issued upon extinguishment were recorded in temporary equity based on the aggregate fair value of units
issued, which was $1.2 million. The Renters Warehouse Common Units issued upon extinguishment was recorded in members’ equity based on the aggregate fair value of units



issued, which was $0.2 million. This resulted in a loss on extinguishment equal to the difference between the value of the Convertible Notes extinguished and the fair value of
units issued to the member. As the member is a related party, the extinguishment represented a capital transaction and a loss on extinguishment of $0.5 million was also
recorded in members’ deficit.
 
Related party notes payable
 

Related party name  
September 30, 

2022   
December 31,

2021   
December 31, 

2020  
Renters Warehouse Arizona Inc.   250   250   250 
Palo Duro Ventures, LLC   62   62   63 
Tahoe Service, Inc.   125   125   125 
Own America, LLC   500   500   500 
H&C Holdings, LLC   —   —   1,706 
Total related party notes payable  $ 937  $ 937  $ 2,644 

 
During 2021, we had a subordinated related party note payable to a member (H&C Holdings, LLC) with an annual interest rate of 6% that was guaranteed by the majority
member of Renters Warehouse. The balance of $1.8 million was repaid in full in March 2021.
 
We have various other subordinated related party notes payable to members (Renters Warehouse Arizona Inc., Palo Duro Ventures, LLC, Tahoe Service, Inc, Own America,
LLC). As of September 30, 2022, all notes were past their scheduled maturity dates. The terms of the St. Cloud Note prohibit Renters Warehouse from making any principal
payments on these subordinated notes at times when certain financial and operational metrics (as set forth within the Securities Purchase Agreement) are not met. Renters
Warehouse did not meet certain of these metrics and accordingly, did not repay the notes upon their scheduled maturity dates. As of September 30, 2022, one note with a
principal balance of $0.5 million bears an annual interest rate of 8%. Certain other notes were issued with an annual interest rate of 6%, but contain a default provision that
increases the annual interest rate to 24% at maturity. The aggregate principal balance of related party notes outstanding at September 30, 2022 with annual interest rates of 24%
due to such default provisions was $0.4 million.
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Notes payable
 
We have various subordinated notes payable to non-related party lenders. As of September 30, 2022, all such notes were past their scheduled maturity dates. The terms of the St.
Cloud Note prohibit Renters Warehouse from making any principal payments on these subordinated notes at times when certain financial and operational metrics (as set forth in
the Securities Purchase Agreement) are not met. As of September 30, 2022, Renters Warehouse has not met certain of these metrics and accordingly, did not repay the notes
upon their scheduled maturity dates. At September 30, 2022, these notes had annual interest rates of 6% and an aggregate principal balance of $0.6 million.
 
Paycheck Protection Program loan
 
In April 2020, Renters Warehouse entered into a loan agreement with Bridgewater Bank pursuant to the Paycheck Protection Program established under the CARES Act
administered by the U.S. Small Business Administration. Renters Warehouse received loan proceeds of $2.4 million.
 
The PPP loan had a term of two years, accrued interest at a rate of 1%, and was prepayable in whole or in part without penalty. Payments of principal and interest on the PPP
loan were deferred for the first ten (10) months of the term of the PPP loan. After the deferral period, the PPP loan required monthly payments of principal and interest until
maturity with respect to any portion of such loan which was not forgiven pursuant to the terms of the CARES Act. During the year ended December 31, 2021, Renters
Warehouse’s application for forgiveness of the PPP loan was accepted and Renters Warehouse recognized approximately $2.4 million in debt forgiveness and the related
accrued interest in other income in the accompanying consolidated statements of operations.
 
Covenant compliance
 
As of September 30, 2022, we were not in compliance with certain covenants of the Bridgewater debt agreement. We also received waivers for various defaults under the
Bridgewater Note on November 7, 2022. On May 16, 2022, Renters Warehouse amended the St. Cloud Note and Securities Purchase Agreement to (i) extend the maturity date
from November 1, 2022 to June 30, 2023, (ii) suspend Renters Warehouse’s requirement to issue Renters Warehouse Common Units to St. Cloud at specified future dates and
(iii) provide forbearance from any exercise of remedies for failure to comply with certain covenants under the Securities Purchase Agreement and St. Cloud Note. The
forbearance period extends through the earlier of the note’s maturity date, the occurrence of the Business Combination with PTIC II, or the termination of the Business
Combination Agreement with PTIC II. In June 2022, we amended the St. Cloud Note to extend the maturity date from June 30, 2023 to July 31, 2023. In August 2022, the
Company again amended the St. Cloud Note to extend the maturity date from July 31, 2023 to August 31, 2023, effective June 30, 2022. In September 2022, the St. Cloud Note
was amended to extend the maturity date to September 30, 2023 and to waive all financial covenants until June 30, 2023. Finally, in October 2022, the St. Cloud Note was
amended to extend the maturity date to December 31, 2023 and add a contingent prepayment feature which requires Renters Warehouse to prepay all of the outstanding
principal, accrued interest, and fees if as of the last business day of any month Renters Warehouse has net working capital of at least $0.02 million. In such an event,
prepayment would be due two business days after the last business day of the month in which net working capital exceeds $0.02 million. In the case of the periods ending
December 31, 2022 and March 31, 2023 the financial covenants shall be waived in the event the closing date of the Business Combination with PTIC II has not occurred prior
to such covenant test date.
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We do not engage in off-balance sheet financing arrangements, as defined in Item 303(a)(4)(ii) of Regulation S-K.
 
Cash flows
 
The following table presents a summary of our consolidated cash flows from operating, investing and financing activities.
 

  
Nine Months Ended

September 30,   
Year Ended

December 31,  
 2022   2021   2021   2020  

(in thousands)  (unaudited)        
Net cash (used in) provided by:             

Net cash provided (used) by operating activities  $ 1,155  $ (1,599)  $ (1,679)  $ (3,549)



Net cash used by investing activities   (117)   (429)   (427)   (487)
Net cash (used) provided by financing activities   (336)   2,729   2,601   2,108 

Net increase (decrease) in cash, cash equivalents and restricted cash  $ 702  $ 701  $ 495  $ (1,928)
Cash, cash equivalents, and restricted cash at beginning of period   18,349   17,854   17,854   19,782 
Cash, cash equivalents, and restricted cash at end of period  $ 19,051  $ 18,555  $ 18,349  $ 17,854 
 
Operating activities
 
During the nine months ended September 30, 2022, net cash provided by operating activities was $1.2 million, which primarily resulted from non-cash items of $1.9 million and
changes in operating assets and liabilities of $5.5 million, partially offset by a net loss of $6.3 million. Non-cash items primarily relate to depreciation and amortization expense
of $1.2 million and amortization of debt discount and issuance costs of $0.4 million. Changes in operating assets and liabilities were primarily driven by an increase in accounts
payable and accrued expenses of $5.4 million primarily as a result of transaction related costs, an increase in resident security deposits of $1.3 million, partially offset by an
increase in other current and non-current assets of $0.4 million, decrease in rent clearing liability of $0.4 million and an increase in accounts receivable, net of $0.4 million.
 
During the nine months ended September 30, 2021, net cash used in operating activities was $1.6 million, which primarily resulted from non-cash items of $0.5 million and
changes in operating assets and liabilities of $1.3 million partially offset by a net profit of $0.2 million. Non-cash items primarily relate to the forgiveness of the PPP loan of
$2.4 million, partially offset by depreciation and amortization expense of $1.4 million. Changes in operating assets and liabilities were primarily driven by an increase in
accounts receivable of $0.6 million due to employee retention credits receivable, a decrease in resident security deposits of $0.8 million and an increase in other current and
non-current assets of $0.2 million, partially offset by an increase in rent clearing liability of $0.4 million.
 
During the year ended December 31, 2021, net cash used by operating activities was $1.7 million, which primarily resulted from a net loss of $1.3 million, changes in operating
assets and liabilities of $0.4 million, partially offset by non-cash items of $0.1 million. Non-cash items primarily relate to depreciation and amortization expense of $1.8 million,
amortization of debt discount and issuance costs of $0.5 million and restricted member unit compensation expense of $0.2 million, partially offset by the forgiveness of the PPP
loan of $2.4 million. Changes in operating assets and liabilities were primarily driven by a decrease in resident security deposits of $1.4 million due to an institutional client
selling their portfolio, partially offset by an increase in the rent clearing liability of $1.1 million primarily due to an increase in our property reserve requirements.
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During the year ended December 31, 2020, net cash used in operating activities was $3.5 million, which primarily resulted from a net loss of $4.9 million, and changes in
operating assets and liabilities of $1.8 offset by non-cash items of $3.1 million. Non-cash items primarily relate to depreciation and amortization expense of $2.8 million and
amortization of debt discount and issuance costs of $0.3 million. Changes in operating assets and liabilities were primarily driven by a decrease in rent clearing liability of $0.6
million, and a decrease in resident security deposits of $1.5 million as a result of lower property counts, partially offset by a decrease in prepaid expenses of $0.3 million.
 
Investing activities
 
During the nine months ended September 30, 2022, net cash used in investing activities was $0.1 million, which primarily resulted from the purchase of property and equipment
and the purchase and development of intangible assets.
 
During the nine months ended September 30, 2021, net cash used in investing activities was $0.4 million, which primarily resulted from the purchase of property and equipment
and the purchase and development of intangible assets.
 
During the year ended December 31, 2021, net cash used in investing activities was $0.4 million, which primarily resulted from the purchase of property and equipment and the
purchase and development of intangible assets.
 
During the year ended December 31, 2020, net cash used in investing activities was $0.5 million, which primarily resulted from the purchase and development of intangible
assets.

 
Financing activities
 
During the nine months ended September 30, 2022, net cash used in financing activities was $0.3 million, which primarily resulted from the repayment of long-term debt.
 
During the nine months September 30, 2021, net cash provided by financing activities was $2.7 million, which primarily resulted from members’ contribution of $2.6 million
and proceeds from related party convertible note of $0.5 million, partially offset by repayment of long-term debt of $0.4 million.
 
During the year ended December 31, 2021, net cash provided by financing activities was $2.6 million, which primarily resulted from members’ contribution of $2.6 million and
proceeds from related party convertible note of $0.5 million, partially offset by a repayment of long-term debt of $0.5 million.
 
During the year ended December 31, 2020, net cash provided by financing activities was $2.1 million, which primarily resulted from the proceeds of PPP loan of $2.4 million,
partially offset by payments on debt of $0.2 million.
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Contractual obligations and commitments

 
Our significant contractual obligations and commitments as of December 31, 2021 are as follows:
 
(In thousands)  2022   2023   2024   2025   2026   Thereafter   Total  
Debt agreements(1)  $ 3,366  $ 10,294  $ 117              $ 13,777 
Operating lease obligations(2)   584   579   357   197   45   —   1,762 
Capital lease obligations(3)   65   62   74               201 
Total  $ 4,015  $ 10,935  $ 548  $ 197  $ 45  $ —  $ 15,740 
 
1. Amounts reflect the outstanding principal repayments and interest payments as of December 31, 2021, assuming repayment starting June 30, 2023, unless sufficient liquidity

allows for repayment earlier.
2. Amounts reflect payments due for non-cancellable operating leases for office space requiring monthly payments through March 2026, plus certain operating costs.
3. Amounts reflect payments due for non-cancellable capital leases for equipment which expire in May 2024.



 
As of September 30, 2022, there has not been significant changes in our contractual obligations and commitments other than payments made on the debt agreements of $0.3
million, payments made for operating lease obligations of $0.4 million and payments made for capital lease obligations of $0.04 million.
 
Management Services Agreement
 
On September 17, 2015, Renters Warehouse and NPG entered into a management services agreement (the “Management Agreement”) that sets forth certain management and
strategy advisory services to be provided by, and fees to be paid to NPG. Pursuant to the Management Agreement, Renters Warehouse pays NPG an annual management fee of
$0.25 million (payable quarterly). Under the Management Agreement, NPG generally is entitled to reimbursement for reasonable costs and expenses to the extent incurred on
behalf of Renters Warehouse in the performance of NPG’s duties under the Management Agreement.
 
Pursuant to the Business Combination Agreement, the Management Agreement will be terminated by NPG and Renters Warehouse prior to or at Closing.
 
Critical Accounting Policies and Estimates

 
Our financial statements have been prepared in accordance with GAAP. The preparation of these financial statements requires us to make estimates and assumptions that affect
the reported amounts of assets, liabilities, and the disclosure of contingent assets and liabilities at the date of the financial statements, as well as expenses incurred during the
reporting periods. Our estimates are based on our historical experience and on various other factors that we believe are reasonable under the circumstances. Actual results may
differ from these estimates.
 
While our significant accounting policies are described in more detail in Note 1 in our annual consolidated financial statements included elsewhere in this proxy statement, we
believe that the following accounting policies are those most critical to the judgments and estimates used in the preparation of our financial statements.
 
Business combinations, goodwill and intangible assets
 
Business combinations are accounted for in accordance with the acquisition method. We recognize separately from goodwill the assets acquired and the liabilities assumed at its
acquisition date fair values. While we use our best estimates and assumptions to accurately value assets acquired and liabilities assumed at the acquisition date, our estimates
are inherently uncertain and subject to refinement. Intangible assets consist of acquired customer relationships, customer lists, technology, trademarks, and tradenames and
related assets that are amortized over their estimated useful lives. Critical estimates in valuing certain intangible assets include but are not limited to future expected cash flows,
discount rates and useful lives. Our estimates of fair value are based upon assumptions believed to be reasonable, but which are inherently uncertain and unpredictable and, as a
result, actual results may differ from estimates.
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Goodwill and intangible assets acquired in a business combination and determined to have an indefinite useful life are not amortized, but instead are tested for impairment at
least annually or whenever events or changes in circumstances indicate that the carrying value amount of these assets might not be fully recoverable. Other than goodwill, we
have no other intangible assets with indefinite lives. Renters Warehouse has the option to perform a qualitative assessment to determine if an impairment is more likely than not
to have occurred. If Renters Warehouse can support the conclusion that it is not more likely than not that the fair value of a reporting unit is less than its carrying amount,
Renters Warehouse would not need to perform a quantitative impairment test. If Renters Warehouse cannot support such a conclusion then it performs a quantitative
assessment. If a quantitative assessment is performed and the fair value of a reporting unit is less than its carrying value, an impairment loss is recorded to the extent that fair
value of the reporting unit is less than its carrying value. Renters Warehouse has selected December 31st as the date to perform its annual impairment test. We determined that
our reporting units are the same as its operating segments. Although we have made our best estimates based upon current information, actual results could materially differ from
the estimates and assumptions we developed. There were no goodwill impairment losses recorded during the years ended December 31, 2021 and 2020. The Management
segment had a negative carrying amount of net assets as of December 31, 2021 and 2020.
 
Software development costs
 
Renters Warehouse capitalizes qualifying internally developed software development costs incurred during the application development stage, as long as it is probable the
project will be completed, and the software will be used to perform the function intended. We also capitalize costs related to specific upgrades and enhancements when it is
probable that the expenditures will result in additional functionality. Capitalization of such costs ceases once the project is substantially complete and ready for its intended use.
Costs related to preliminary project activities and to post-implementation activities are expensed as incurred. Costs related to maintenance of internal-use software are expensed
in the period incurred. Capitalized costs are amortized on a straight-line basis over the project’s estimated useful life. If capitalized projects are determined to no longer be in
use, they are impaired and the cost and accumulated depreciation are removed from the accounts. The resulting loss on impairment, if any, is included in the consolidated
statements of operations in the period of impairment. Software development costs consist primarily of salary and benefits for Renters Warehouse development staff and third-
party contractors’ fees. Capitalized software development costs are included in intangible assets on the consolidated balance sheets and amortized to depreciation and
amortization in the consolidated statement of operations.
 
Equity-based compensation
 
We issue equity-based compensation to employees and non-employees in the form of restricted Renters Warehouse Class B Units. Under the terms of the membership unit plan,
we may grant an unlimited number of Renters Warehouse Class B Units. The restricted membership units generally contain time-vesting provisions. Restricted membership
units also fully vest upon a change of control, as defined in the restricted membership unit agreements. Additional compensation expense is recognized if modifications to
existing equity-based award agreements result in an increase in the post-modification fair value of the units that exceeds their pre-modification fair value.
 
The fair value of Renters Warehouse Class B Units issued during fiscal years 2021 and 2020 was estimated on the date of grant using the multi-method model. We record the
grant-date fair value of Renters Warehouse Class B Unit grants as compensation expense on a straight-line basis over the vesting period of the award. Forfeitures are accounted
for when they occur. Equity-based compensation costs are included in other operating expenses on the accompanying consolidated statement of operations.
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Calculating the fair value of the compensation expense requires the input of subjective assumptions. These variables include, but are not limited to, the fair value of the common
unit or common stock at the date of grant. Historically, as there has been no public market for the Renters Warehouse Class B Units, the fair value of the Renters Warehouse
Class B Units was determined by Renters Warehouse board of directors. The fair value of awards is determined using both income and market-based valuation approaches.
 
Related party convertible notes
 
Renters Warehouse follows ASC 480-10, Distinguishing Liabilities from Equity, in its evaluation of the accounting for a hybrid instrument. A financial instrument that



embodies an unconditional obligation, or a financial instrument other than an outstanding share that embodies a conditional obligation, that the issuer must or may settle by
issuing a variable number of its equity shares shall be classified as a liability (or an asset in some circumstances) if, at inception, the monetary value of the obligation is based
solely or predominantly on any one of the following: (i) a fixed monetary amount known at inception; (ii) variations in something other than the fair value of the issuer’s equity
shares; or (iii) variations inversely related to changes in the fair value of the issuer’s equity shares. Hybrid instruments meeting these criteria are not further evaluated for any
embedded derivatives and are carried as a liability at fair value at each balance sheet date with remeasurements reported in change on fair value expense in the accompanying
consolidated statements of operations. As permitted under ASC 825, Financial Instruments, we account for certain convertible debt issued under the fair value option election
wherein the financial instrument is initially measured at its issue-date estimated fair value and then subsequently re-measured at estimated fair value on a recurring basis at each
reporting period date. The estimated fair value adjustment is recognized as other income (expense) in the accompanying consolidated statements of operations. As a result of
applying the fair value option, direct costs and fees related to the Convertible Notes were recognized in other operating expense as incurred and were not deferred.
 
Renters Warehouse had related party subordinated convertible notes payable to a member. The Convertible Notes qualified for the fair value option and Renters Warehouse
elected to measure them at fair value. The fair value of the Convertible Notes is measured as the greater of unpaid principal and interest on the notes or the fair value of units
that the holder is eligible to receive upon conversion.
 
Derivative instruments
 
We estimate the fair value of derivative instruments using available market information in accordance with ASC 820 for fair value measurements and disclosures of derivatives.
Derivative instruments are measured at their fair value and recorded as either assets or liabilities unless they qualify for an exemption from derivative accounting measurement
such as normal purchases and normal sales. Prepayment of the St. Cloud Note prior to maturity is not considered probable, so the fair value of the derivative liability is equal to
the reporting date fair value of the Renters Warehouse Common Units that are expected to be issued at each of the scheduled issuance dates. The derivative liability is
remeasured to fair value each period and the change in fair value is recorded as a gain or loss on derivative remeasurement. The derivative liability is reflected as a current
liability within the consolidated balance sheet.
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Determination of fair value of Renters Warehouse Class B Units and Renters Warehouse Common Units
 
Prior to the date hereof, given the absence of a public trading market for Renters Warehouse Class B Units and Renters Warehouse Common Units, the Renters Warehouse
board of directors in conjunction with an independent third-party valuation firm determined the fair value per share of Renters Warehouse Class B Units and Renters
Warehouse Common Units by considering valuations calculated using a variety of methods including market multiples, comparable market transactions and discounted cash
flows. We also utilize these fair values to value other equity-based financial instruments. Such valuations are performed by considering various subjective factors such as:
 

◦ relevant precedent transactions involving our capital stock;
◦ the liquidation preferences, rights and privileges of redeemable Renters Warehouse Class A Preferred Units and Renters Warehouse Class A-1 Preferred Units relative to

the Renters Warehouse Class B Units and Renters Warehouse Common Units;
◦ our financial condition, results of operations, and capital resources;
◦ our estimates of future financial performance;
◦ valuations of comparable companies;
◦ the likelihood and timing of achieving a liquidity event for the Renters Warehouse Class B Units and Renters Warehouse Common Units, such as an initial public

offering, given prevailing market conditions;
◦ lack of marketability of our Renters Warehouse Class B Units and Renters Warehouse Common Units; and
◦ U.S. and global capital market conditions.

 
To determine the fair value of Renters Warehouse Class B Units and Renters Warehouse Common Units, we first determined our enterprise value and then allocated the value
among the various classes of our equity securities to derive a per unit value of Renters Warehouse Class B Units and Renters Warehouse Common Units. Our enterprise value
was most recently estimated using both the income and market approach valuation methods.
 
The income approach estimates value based on the expectation of future cash flows that a company will generate. These future cash flows are discounted to their present values
using a discount rate based on our weighted-average cost of capital and is adjusted to reflect the risks inherent in our cash flows. The market approach estimates value based on
a comparison of the subject company to comparable public companies in a similar line of business. From the comparable companies, a representative market value multiple is
determined and then applied to the subject company’s financial forecasts to estimate the value of our Company.
 
Emerging Growth Company Status
 
Renters Warehouse is an emerging growth company, as defined in the JOBS Act. Under the JOBS Act, emerging growth companies can delay adopting new or revised
accounting standards issued subsequent to the enactment of the JOBS Act until those standards apply to private companies. Renters Warehouse has elected to use this extended
transition period for complying with new or revised accounting standards that have different effective dates for public and private companies until the earlier of the date that (i)
it is no longer an emerging growth company or (ii) it affirmatively and irrevocably opts out of the extended transition period provided in the JOBS Act. As a result, these
consolidated financial statements may not be comparable to companies that comply with the new or revised accounting pronouncements as of public company effective dates.
The JOBS Act does not preclude an emerging growth company from early adopting new or revised accounting standards. Renters Warehouse expects to use the extended
transition period for any new or revised accounting standards during the period which Renters Warehouse remains an emerging growth company.
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Internal Control Over Financial Reporting
 
Prior to the potential Business Combination, we have been a private company with limited accounting personnel and other resources with which to address our internal control
over financial reporting. Our independent registered public accounting firm has not conducted an audit of our internal control over financial reporting.
 
In the course of auditing our consolidated financial statements as of and for the years ended December 31, 2021 and 2020, we and our independent registered public accounting
firm identified one material weakness in our internal control over financial reporting as of December 31, 2021 and 2020. As defined in the standards established by the PCAOB,
a “material weakness” is a deficiency, or a combination of deficiencies, in internal control over financial reporting, such that there is a reasonable possibility that a material
misstatement of our annual or interim consolidated financial statements will not be prevented or detected on a timely basis.
 
The limited personnel resulted in our inability to consistently establish appropriate authorities and responsibilities in pursuit of our financial reporting objectives, as
demonstrated by, among other things, our insufficient segregation of duties in the finance and accounting functions.
 



Quantitative and Qualitative Disclosures About Market Risk
 
Market risk represents the risk of loss that may impact our financial position due to adverse changes in financial market prices and rates. Our market risk exposure is primarily
the result of interest rate fluctuations. We do not hold or issue financial instruments for speculative or trading purposes.

 
Interest rate risk

 
As of December 31, 2021, we held cash and cash equivalents of $0.1 million and restricted cash of $18.2 million. As of September 30, 2022, we held cash and cash equivalents
of $0.3 million and restricted cash of $18.8 million. We do not believe that we have any material exposure to changes in the fair value of these assets as a result of changes in
interest rates due to the short-term nature of our cash, cash equivalents and restricted cash which have a variable interest rate. We do not believe that a hypothetical 10% change
in interest rates would have a material effect on our cash flows and operating results. There have not been material changes in our market risk exposures as of September 30,
2022.
 
Item 9.01. Financial Statements and Exhibits.
 
(a) Financial Statements of Businesses Acquired.
 
Attached at Exhibit 9.01(a) are Renters Warehouse’s Condensed Consolidated Financial Statements – September 30, 2022, which are incorporated herein by reference.
 
(b) Pro Forma Financial Information.
 
Attached at Exhibit 9.01(b), are the unaudited pro forma condensed combined financial statements as of and for the nine months ended September 30, 2022, which are
incorporated herein by reference.
 
(c) Shell Company Transactions.
 
Reference is made to Items 9.01(a) and (b) and the exhibit referred to therein, which are incorporated herein by reference.
 
(d) Exhibits.
 
Exhibit  Description
9.01(a)*  Renters Warehouse Condensed Consolidated Financial Statements – September 30, 2022
9.01(b)*  Pro Forma Financial Information
104  Cover Page Interactive Data File (embedded within the Inline XBRL document)
 
* Filed herewith
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SIGNATURE

 
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.
 
Date: December 5, 2022   
 By: /s/ Christopher Laurence
 Name:  Christopher Laurence
 Title: Chief Executive Officer
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 RW National Holdings, LLC and Subsidiaries (dba Renters Warehouse)

Condensed Consolidated Balance Sheets
(in thousands, except membership units)

 

  
September 30, 

2022   
December 31,

2021  
  (Unaudited)     

Assets       
Current assets       

Cash and cash equivalents  $ 288  $ 143 
Restricted cash   18,763   18,206 
Accounts receivable, less allowances of $15 and $131, respectively   1,165   811 
Other current assets   3,153   746 

Total current assets   23,369   19,906 
Property and equipment, net of accumulated depreciation   153   311 
Goodwill   11,882   11,882 
Intangible assets, net   1,777   2,671 
Other assets   140   153 
Total assets  $ 37,321  $ 34,923 

         
Liabilities, temporary equity and members’ deficit         
Current liabilities         

Accounts payable and accrued expenses  $ 12,214  $ 4,835 
Current portion of long-term debt   975   1,207 
Current portion of long-term debt - related party   937   936 
Derivative liability   —   290 
Current maturities of capital lease obligations   47   48 
Rent clearing liability   4,260   4,685 
Resident security deposits liability   14,101   12,821 



Total current liabilities   32,534   24,822 
Long-term debt, net of current maturities, discount, and unamortized debt issuance costs - related party   9,172   8,822 
Capital lease obligations, net of current maturities   84   120 
Other liabilities   83   57 
Total liabilities   41,873   33,821 
Contingencies (Note 15)         
Temporary equity:         
Redeemable units (42,706,786 and 40,657,093 units issued and outstanding as of September 30, 2022 and December 31, 2021,

respectively)   85,468   68,188 
Permanent equity:         
Members’ deficit (38,779,902 and 39,559,221 units issued and outstanding as of September 30, 2022 and December 31, 2021,

respectively)   (90,020)   (67,086)
Total liabilities, temporary equity and members’ deficit  $ 37,321  $ 34,923 
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 RW National Holdings, LLC and Subsidiaries (dba Renters Warehouse)

Unaudited Condensed Consolidated Statements of Operations
(in thousands)

 

  
Nine Months Ended

September 30,  
  2022   2021  
Revenues       

Management  $ 15,853  $ 15,842 
Marketplace   5,344   4,178 
Franchise   936   1,001 

Total revenues   22,133   21,021 
Cost of revenue   11,538   11,214 

Gross profit   10,595   9,807 
Operating expenses         

Selling and general   5,950   5,758 
Administrative   4,056   3,784 
Depreciation and amortization   1,169   1,368 
Other   4,082   1,799 

Total operating expenses   15,257   12,709 
Operating loss   (4,662)   (2,902)
Other income (expense), net         

Loss from remeasurement of derivative liability   (165)   — 
Interest expense   (1,478)   (1,575)
Other income   2   4,675 

Total other income (expense), net   (1,641)   3,100 

Net income (loss)  $ (6,303)  $ 198 
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 RW National Holdings, LLC and Subsidiaries (dba Renters Warehouse)

Unaudited Condensed Consolidated Statement of Redeemable Units and Members’ Deficit
(in thousands, except membership units)

 

  Redeemable   Common   Class B   
Accumulated

Members’  
  Units   Dollars   Units   Units   Deficit  
Balances, December 31, 2021   40,657,093  $ 68,188   36,053,798   3,505,423  $ (67,086)
Release of vested Class B restricted membership units issued and

compensation expense   —   —   —   906,194   194 
Issuance of common units to lender according to terms of secured

promissory note   —   —   364,180   —   455 
Reclassification of Common Units to temporary equity in connection

with amendment to St. Cloud Securities Purchase Agreement   2,049,693   11,161   (2,049,693)   —   (11,161)
Change in redemption value of redeemable preferred units   —   6,119   —   —   (6,119)
Net loss   —   —   —   —   (6,303)
Balances, September 30, 2022   42,706,786  $ 85,468   34,368,285   4,411,617  $ (90,020)

 

  Redeemable   Common   Class B   
Accumulated

Members’  
  Units   Dollars   Units   Units   Deficit  
Balances, December 31, 2020   34,992,250  $ 55,277   31,916,698   2,383,357  $ (58,874)
Release of vested Class B restricted membership units issued and

compensation expense   —   —   —   855,171   158 
Issuance of common units to lender according to terms of secured

promissory note   —   —   360,538   —   107 



Issuance of Class A-1 preferred membership units and common
membership units in exchange for the extinguishment of related
party convertible debt, inclusive of loss on extinguishment recorded
in members’ equity   984,191   1,247   656,126   —   (263)

Issuance of Class A-1 preferred membership units and common
membership units in exchange for cash and extinguishment of related
party note payable   4,680,652   4,054   3,120,436   —   627 

Change in redemption value of redeemable preferred units   —   5,663   —   —   (5,663)
Net income   —   —   —   —   198 
Balances, September 30, 2021   40,657,093  $ 66,241   36,053,798   3,238,528  $ (63,710)
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 RW National Holdings, LLC and Subsidiaries (dba Renters Warehouse)

Unaudited Condensed Consolidated Statement of Cash Flows
(in thousands)

 

  
Nine Months Ended

September 30,  
  2022   2021  
Cash flows from operating activities:       
Net income (loss)  $ (6,303)  $ 198 

Adjustments to reconcile net income (loss) to net cash provided (used) by operating activities:         
Depreciation and amortization   1,169   1,368 
Remeasurement of derivative liability   165   — 
Forgiveness on Paycheck Protection Program Loan   —   (2,435)
Amortization of debt discount and issuance costs   418   370 
Restricted membership unit compensation expense   194   158 

Changes in operating assets and liabilities:         
Accounts receivable, net   (354)   (577)
Other current and noncurrent assets   (412)   (224)
Accounts payable and accrued expenses   5,397   (50)
Rent clearing liability   (425)   422 
Resident security deposits   1,280   (780)
Other liabilities   26   (49)

Net cash provided (used) by operating activities   1,155   (1,599)
Cash flows from investing activities         

Purchases of property and equipment   (28)   (120)
Purchases and development of intangible assets   (89)   (309)

Net cash used by investing activities   (117)   (429)
Cash flows from financing activities         

Member contributions   —   2,617 
Proceeds from related party convertible note   —   525 
Repayment of principal and related fees   (299)   (360)
Payments on capital lease obligations   (37)   (54)

Net cash provided (used) by financing activities   (336)   2,729 
Net increase in cash, cash equivalents and restricted cash   702   701 
Cash and cash equivalents and restricted cash at beginning of period   18,349   17,854 
Cash and cash equivalents and restricted cash at end of period  $ 19,051  $ 18,555 

 
  2022    2021  

Supplemental cash flow information and disclosure of noncash investing and financing activities:         
Cash paid for interest  $ 957  $ 1,088 
Extinguishment of related party convertible notes and related party notes payable in exchange for Series A-1 Preferred Units and

Common Units  $ —  $ 2,759 
Issuance of Class A-1 preferred membership units and common membership units in exchange for the extinguishment of related

party convertible debt  $ —  $ 3,503 
Loss on extinguishment of related party convertible debt recorded in equity  $ —  $ 456 
Accounts payable for purchases of intangible assets  $ —  $ 25 
Deferred transaction costs included in accounts payable and accrued expenses  $ 1,982  $ — 
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 RW National Holdings, LLC and Subsidiaries (dba Renters Warehouse)

Notes to Condensed Consolidated Financial Statements (Unaudited)
(in thousands, except membership units and per unit amounts)

 
1. Nature of Business and Summary of Significant Accounting Policies
 
Organization
 

RW National Holdings, LLC (“RW National” or the “Company”) is a limited liability company formed in Minnetonka, Minnesota in 2015, and acts as a holding



company and currently has no other business operations. The Company conducts its operations through its wholly owned subsidiary, RW OpCo, LLC which wholly owns
approximately 25 limited liability companies across the United States (each, a “Subsidiary” and collectively, the “Subsidiaries”).
 

Each Subsidiary is engaged in the business of providing real estate property management, brokerage transactions services and leasing placement and renewal services
to owners and tenants of single-family rental homes (“SFR”), townhomes and small multifamily properties, and such other activities incidental or ancillary to property
management and leasing services, under the name Renters Warehouse.
 
Proposed Business Combination
 

On May 17, 2022 the Company executed a definitive Business Combination Agreement (“Business Combination”) with PTIC II. Upon the consummation of the
proposed Business Combination and related transactions, the Company will merge with PTIC II and change its name to Appreciate Holdings, Inc. Following the proposed
business combination, Appreciate Holdings, Inc. will be organized in an umbrella partnership corporation (commonly known as an “Up-C”), which is often used for partnership
and limited liability companies undertaking an initial public offering. The Up-C structure allows current equity unit holders of the Company to retain their equity ownership in
the Company, which will continue to be classified as a partnership for U.S. federal income tax purposes. The proposed Business Combination is expected to be completed in the
fourth quarter of 2022, subject to, among other things, the approval by PTIC II’s shareholders, and other customary closing conditions as further described in the Business
Combination Agreement. There is no assurance that the Business Combination will be consummated.
 
Basis of Presentation
 

The accompanying unaudited condensed consolidated financial statements include the accounts of RW National and its wholly owned subsidiaries. The unaudited
condensed consolidated financial statements were prepared in accordance with accounting principles generally accepted in the United States (“US GAAP”). All intercompany
balances and transactions has been eliminated in consolidation.
 
Unaudited Interim Financial Statements
 

Certain information and footnote disclosures normally included in annual consolidated financial statements have been condensed or omitted pursuant to the rules and
regulations of the Securities and Exchange Commission (“SEC”) regarding interim financial reporting. Accordingly, these unaudited condensed consolidated financial
statements and notes should read in conjunction with the Company’s annual audited consolidated financial statements for the fiscal year ended December 31, 2021. The
information as of December 31, 2021 included in the unaudited condensed consolidated balance sheets was derived from the Company’s audited consolidated financial
statements.
 

The unaudited condensed consolidated financial statements reflect all adjustments (all of which are of a normal recurring nature) considered necessary to present fairly
the Company’s financial position, results of operations, members’ deficits, and cash flows for the periods and dates presented. The results of operations for the nine months
ended September 30, 2022 are not necessarily indicative of the results that may be expected for the year ending December 31, 2022 or any other interim period or future year.
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RW National Holdings, LLC and Subsidiaries (dba Renters Warehouse)

Notes to Condensed Consolidated Financial Statements (Unaudited)
(in thousands, except membership units and per unit amounts)

 
COVID-19 Impact
 

The Company continues to monitor the novel coronavirus disease 2019 (“COVID-19”) and its ongoing impact on the Company’s operational and financial
performance. The Company expects the COVID-19 pandemic to continue to have an uncertain effect on future revenues and results of operations, but is unable to predict the
size and duration of such impact.
 

The Company qualified for the Employee Retention Credit under the Coronavirus Aid, Relief, and Economic Security Act (“CARES Act”) provided by the
government. During the nine months ended September 30, 2022 and 2021, the Company recognized payroll subsidies totaling $0 and $2,098, respectively, in other income on
the unaudited condensed consolidated statements of operations.
 
Emerging Growth Company Status
 

The Company qualifies as an emerging growth company under Jumpstart Our Business Startups Act of 2012 (the “JOBS Act”) as discussed in the Annual Report for
the reporting periods in this report. As a result, these unaudited condensed consolidated financial statements may not be comparable to companies that comply with the new or
revised accounting pronouncements as of public company effective dates. The JOBS Act does not preclude an emerging growth company from early adopting new or revised
accounting standards. The Company expects to use the extended transition period for any new or revised accounting standards during the period which the Company remains an
emerging growth company.
 
Use of Estimates
 

The preparation of interim unaudited condensed consolidated 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
revenues and expenses during the reporting period. On an ongoing basis, the Company evaluates its estimates, including those related to the useful lives and recoverability of
long-lived and intangible assets, goodwill, derivative valuation, going concern assessment, the valuation of membership units issued to extinguish financial liabilities, and the
valuation of membership units issued to employees and non-employees in connection with services rendered. Estimates are periodically reviewed in light of changes in
circumstances, facts, and experience. Actual results could differ from those estimates.
 
Concentration of Credit Risk
 

Financial instruments that potentially subject the Company to credit risk consist principally of cash and cash equivalents, and accounts receivable. The Company
maintains cash in multiple financial institutions, which, at times, may be in excess of the Federal Deposit Insurance Corporation limits. The Company has not experienced any
losses in such accounts, and management believes the Company is not exposed to any significant credit risk on cash.
 

The Company’s accounts receivable are derived from revenue earned from customers. Two individual customers represented approximately 20% and 10% of the
Company’s total revenue for the nine months ended September 30, 2022. For the nine months ended September 30, 2021, no individual customer represented more than 10% of
the Company’s total revenue. As of September 30, 2022 and December 31, 2021, no individual customer accounted for more than 10% of the Company’s total accounts
receivable, net.
 
Fair Value of Financial and Derivative Instruments
 



The Company estimates the fair value of its derivative instruments using available market information in accordance with ASC 820 for fair value measurements and
disclosures of derivatives. All changes in the fair value of recognized derivatives are recognized currently in earnings.
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Financial assets and liabilities subject to fair value measurement on a recurring and nonrecurring basis is recorded at the exit price of the amount that would be

received to sell an asset or paid to transfer a liability in an orderly transaction between market participants as of the measurement date. The Company’s financial instruments
consist of Level 1, Level 2, and Level 3 assets and liabilities.
 
Liquidity and Going Concern
 

The unaudited condensed consolidated financial statements have been prepared on the going concern basis, which assumes the Company will have sufficient cash to
pay its debts, as and when they become payable, for a period of at least twelve months from the date that the unaudited condensed consolidated financial statements are issued
or available to be issued. Management has evaluated whether there were any conditions and events that raise substantial doubt about the Company’s ability to continue as a
going concern over the next twelve months. In performing this assessment, the Company concluded that the following conditions raise substantial doubt about the Company’s
ability to meet financial obligations as they come due within one year after the date that the consolidated financial statements are issued:
 

● The Company has a history of operating losses and negative cash flows from operations.
 

● As of September 30, 2022, the Company has negative working capital of $9,165, primarily driven by accrued transaction costs incurred in connection with the Business
Combination.
 

● As of September 30, 2022, the Company had a related party secured promissory note agreement (“St. Cloud Note”, as described in Note 7) with an outstanding balance
of $9,220. This principal balance was due to be repaid on September 30, 2023 and the Company did not anticipate having sufficient capital to satisfy this obligation at
the scheduled maturity date.
 

● In September 2022, the Company downgraded its projections of marketplace transactions and properties managed due to an increased level of caution among its
Institutional clients with respect to SFR asset purchases based on widely reported changes in residential real estate market conditions. The Updated Prospective Financial
Information indicated that noncompliance with certain financial covenants included in the St. Cloud Note was probable within the next six months.
 

● As discussed in Note 16, on November 23, 2022, the Company and PTIC II consummated the Business Combination. The combined company will operate under the
name Appreciate Holdings, Inc.  The Company received approximately $1 million in net cash proceeds, and incurred related costs current liabilities of $28 million,
which led to an increase of negative working capital by $27 million.
 
As discussed in Note 7, the St. Cloud note has been amended multiple times to extend the maturity date and waive financial covenants. The latest amendment occurred

in October 2022 when the St. Cloud Note was amended to extend the maturity date to December 31, 2023. A previous amendment in June 2022 waived all financial covenants
until December 31, 2023.
 

Further, as discussed in Note 16, in November 2022 the Company entered into fee deferral agreements with certain service providers to either equitize or defer
payment on $24 million, of fees and expenses incurred in connection with the Business Combination. The company is in discussions with various other service providers and
intends to defer or equitize up to an additional $6 million of fees and expenses incurred in connection with the Business Combination.
 

The Company intends to mitigate the relevant conditions or events that raise substantial doubt about the Company’s ability to continue as a going concern through
primarily with a committed equity facility purchase agreement (“CEF Purchase Agreement”) which will allow the combined company to receive cash, from time to time at its
sole discretion, in exchange for Class A Common Stock. However, the CEF Purchase Agreement is subject to satisfaction of certain conditions that are not entirely within
control of the Company.
 

However, as the plans are not entirely within the Company’s control, specifically the CEF Purchase Agreement, management cannot provide assurance that they will
be effectively implemented in order to relieve substantial doubt about the Company’s ability to continue as a going concern. These unaudited condensed financial statements do
not include any adjustments relating to the recovery of the recorded assets or the classification of the liabilities that might be necessary should the Company be unable to
continue as a going concern.
 
Income Taxes
 

The Company is organized as a pass-through entity for income tax purposes and is not subject to income taxes since taxable income or loss is reportable on the income
tax returns of the members. Accordingly, no provision for income taxes is recorded by the Company. Profits and losses and members’ equity may differ significantly from those
reportable for tax purposes as a result of the differences between the tax basis and financial reporting basis of assets and liabilities, as well as differences in the timing of
recognition of revenues and expenses. See Note 1 that discusses a transaction impacting the Company and accounting for income taxes in subsequent reporting periods.
 

Management has analyzed the tax positions taken by the Company, and concluded that as of September 30, 2022, there are no uncertain positions taken or expected to
be taken that would require recognition of a liability (or asset) or disclosure in the unaudited condensed consolidated financial statements. The Company is subject to routine
audits by taxing jurisdictions; however, there are currently no audits for any tax periods in progress. Management believes the Company is no longer subject to income tax
examinations for years prior to 2018.
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Significant Accounting Policies
 

There were no significant changes to the Company’s significant accounting policies disclosed in “Note 1 — Nature of Business and Summary of Significant



Accounting Policies” as described in the audited financial statements for the years ended December 31, 2021 and 2020.
 
Segment Reporting
 

Operating segments are identified as components of an entity where separate discrete financial information is available for evaluation by the chief operating decision
maker in making decisions on how to allocate resources and assesses performance. The Company has determined that its chief operating decision maker (“CODM”) is its chief
executive officer who is responsible for making decisions regarding the allocation of resources and assessing performance as well as for strategic operational decisions. The
Company manages, reports, and evaluates its business under two operating segments that are also considered as reportable segments.
 

As of September 30, 2022, the Company did not have assets located outside of the United States. See Note 14 for additional information about segment reporting.
 
Recently Issued Accounting Pronouncements
 

In February 2016, the Financial Accounting Standards Board issued ASU No. 2016-02, Leases (Topic 842) Section A - Leases: Amendments to the FASB Accounting
Standards Codification, and subsequent amendments which is a comprehensive new lease standard that will supersede previous lease guidance. The standard requires a lessee to
recognize the assets and liabilities on the balance sheet for the rights and obligations created by most leases and continue to recognize expenses on the income statement over
the lease term. It will also require disclosure designed to give financial statement users information on the amount, timing, and uncertainty of cash flows arising from leases. In
June 2020, the FASB issued ASU 2020-05, Revenue from Contracts with Customers (Topic 606) and Leases (Topic 842): Effective Dates for Certain Entities, which deferred
the adoption date of ASC 842 for certain types of entities. ASU 2020-05 amends the effective dates for ASU 2016-02 for emerging growth companies to fiscal years beginning
after December 15, 2021, and interim periods within fiscal years beginning after December 15, 2022. The Company expects to adopt ASC 842 for the annual periods beginning
on January 1, 2022, and the interim periods beginning on January 1, 2023. The company is expecting the new standard to have a material impact resulting in the recognition of
right-of-use assets and liabilities related to its operating leases of approximately $1,400 resulting from the adoption.
 

In June 2016, the FASB issued ASU 2016-13, Financial Instruments-Credit Losses (Topic 326). The ASU adds to GAAP an impairment model (known as the current
expected credit losses model) that is based on an expected losses model rather than an incurred losses model. Under the new guidance, an entity recognizes as an allowance its
estimate of expected credit losses. The ASU is also intended to reduce the complexity of GAAP by decreasing the number of impairment models that entities use to account for
debt instruments. In November 2019, the FASB issued ASU 2019-10, Financial Instruments-Credit Losses (Topic 326 ) , Derivatives and Hedging (Topic 815 ) and Leases
(Topic 842): Effective Dates, which extends the effective date of the standards for emerging growth companies to interim and annual periods beginning after December 15,
2022, with early adoption permitted. As an emerging growth company, the Company plans to adopt this standard effective January 1, 2023. The Company is currently
evaluating the impact this ASU will have on the Company’s unaudited condensed consolidated financial statements.
 

In March 2020, the FASB issued ASU No. 2020-04, Reference Rate Reform (Topic 848): Facilitation of the Effects of Reference Rate Reform on Financial Reporting,
which provided guidance to alleviate the burden in accounting for reference rate reform by allowing certain expedients and exceptions in applying GAAP to contracts, hedging
relationships and other transactions impacted by reference rate reform. The provisions apply only to those transactions that reference LIBOR or another reference rate expected
to be discontinued due to reference rate reform. Adoption of the provisions of ASU 2020-04 are optional and may be applied from March 12, 2020 through December 31,
2022. The Company is currently evaluating the impact this ASU will have on the Company’s unaudited condensed consolidated financial statements.
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2. Cash, Cash Equivalents, and Restricted Cash
 

The Company considers highly liquid investments with an original maturity of three months or less to be cash equivalents.
 

Restricted cash represents cash deposited in accounts related to certain security deposits and collections. The Company is required to hold and segregate these balances
pursuant to the terms of the resident lease agreements executed by the Company in the ordinary course of business.
 

The balances of the Company’s cash, cash equivalents, and restricted cash accounts as of September 30, 2022 and December 31, 2021, are set forth in the table below:
 

  
September 30, 

2022   
December 31, 

2021  
Cash and cash equivalents  $ 288  $ 143 
Restricted cash   18,763   18,206 
Total cash, cash equivalents, and restricted cash  $ 19,051  $ 18,349 

 
The balances of the Company’s restricted cash accounts as of September 30, 2022 and December 31, 2021, are set forth in the table below:

 

  
September 30, 

2022   
December 31, 

2021  
Resident security deposits  $ 14,231  $ 12,776 
Rent collections due to property owners   4,054   4,658 
Other reserves   478   772 
Total  $ 18,763  $ 18,206 

 
3. Property and Equipment
 

Depreciation expense related to property and equipment was $185 and $267 for the nine months ended September 30, 2022 and 2021, respectively. There was no
impairment losses recorded during the nine months ended September 30, 2022 and 2021.
 
4. Other Current Assets
 

Other currents assets consisted of the following at September 30, 2022 and December 31, 2021:
 

  
September 30, 

2022   
December 31,

2021  



Prepaid expenses
 $ 850  $ 477 

Deferred transaction related costs   1,982   — 
Other current assets   321   269 
Total  $ 3,153  $ 746 

 
Prepaid expenses include amounts paid in advance for operating expenses as well as prepayments related to payroll and insurance.
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The Company has incurred transaction related costs in connection with the anticipated Business Combination as disclosed in Note 1, which include attorney, advisory,

accounting, and other fees. Deferred transaction related costs include primarily attorney and advisory fees which will be offset against gross proceeds of the Business
Combination. Transaction related costs which have not been deferred and instead expensed as incurred total $2,658 for the nine months ended September 30, 2022 and are
recorded in other operating expenses within the unaudited condensed consolidated statement of operations.
 
5. Goodwill and Intangible Assets
 

There were no changes to the carrying amount of goodwill for the nine months ended September 30, 2022 and 2021. As of September 30, 2022 and December 31, 2021
goodwill was $11,882. No goodwill impairment was recorded during the nine months ended September 30, 2022 or 2021.
 

At September 30, 2022 and December 31, 2021, gross intangible assets were $24,400 and $24,309 and accumulated amortization was $22,622 and $21,638,
respectively. Intangible assets are amortized on a straight-line basis over their estimated useful lives. Amortization expense related to intangible assets was $984 and $1,101 for
the nine months ended September 30, 2022 and 2021, respectively.
 

The Company capitalizes qualifying developed technology costs incurred during the application development stage, as long as it is probable the project will be
completed, and the software will be used to perform the function intended. For the nine months ended September 30, 2022 and 2021, capitalized internally developed software
costs were $89 and $267, respectively.
 
6. Accounts Payable and Accrued Expenses
 

Accounts payable and accrued expenses consisted of the following at September 30, 2022 and December 31, 2021:
 

  
September 30,

2022   
December 31, 

2021  
Accounts payable  $ 8,135  $ 2,605 
Compensation and benefits   3,314   1,642 
Interest   453   345 
Other   312   243 
Total  $ 12,214  $ 4,835 

 

F-11

 

 
RW National Holdings, LLC and Subsidiaries (dba Renters Warehouse)

Notes to Condensed Consolidated Financial Statements (Unaudited)
(in thousands, except membership units and per unit amounts)

 
7. Debt and Related Party Notes
 

Debt consisted of the following balances at September 30, 2022 and December 31, 2021:
 

  
September 30, 

2022   
December 31,

2021  
Bridgewater note  $ 441  $ 740 
Related party St. Cloud note   9,220   9,220 
Related party notes payable   937   937 
Notes payable   551   551 

Total debt  $ 11,149  $ 11,448 
Unamortized debt issuance costs   (17)   (84)
Unamortized debt discount   (48)   (399)

Total debt, net  $ 11,084  $ 10,965 
Presented on the condensed consolidated balance sheet as:

        
Current maturities of long-term debt   975   1,207 
Current maturities of long-term debt - related party   937   936 

Total current debt, net  $ 1,912  $ 2,143 
Long-term debt, net of current maturities, unamortized debt issuance costs, and discount - related party   9,172   8,822 
Total long-term debt, net  $ 9,172  $ 8,822 

 
Bridgewater Note
 

The Company issued a secured promissory note dated as of January 2, 2019, to Bridgewater Bank (“Bridgewater”) (as amended, the “Bridgewater Note”) pursuant to



that certain Loan Agreement dated as of January 2, 2019, by and between RW National and Bridgewater. The Bridgewater Note bears interest at an annual rate of 5.61%, and
requires monthly principal and interest payments. The Bridgewater Note is secured by a first-priority lien on substantially all of RW National’s assets, and requires monthly
principal and interest payments. As of September 30, 2022, the remaining principal balance on the Bridgewater Note totaled $441, with all outstanding principal and interest
maturing January 2, 2024. On August 11, 2022, the Company received waivers for various defaults under the Bridgewater Note. On November 20, 2022, the Company entered
into Amendment No. 1 to their respective loan agreements with Bridgewater Bank. The Amendment confirmed that all existing defaults under the loan agreements were waived
through the effective date of the Amendment and that all financial covenants were waived for the quarterly periods ended September 30, 2022 and December 31, 2022.
However, a subsequent instance of non-compliance is expected to occur in the next twelve months, and as a result, the Company included the note balance in current maturities
of debt and presented it as a current liability on the consolidated balance sheet as of September 30, 2022 and December 31, 2021.
 
Related party St. Cloud Note
 

The Company issued a related party secured promissory note dated as of November 7, 2016 to St. Cloud Capital Partners II SBIC, LP (“St. Cloud”) (as amended, the
“St. Cloud Note”), a member, pursuant to that certain Securities Purchase Agreement dated as of November 7, 2016 by and between RW National and St. Cloud (as amended,
the “Securities Purchase Agreement”). The St. Cloud Note bears an annual interest rate of 12% and requires monthly interest-only payments with all outstanding principal and
interest due August 31, 2023. The St. Cloud Note is secured by substantially all assets of RW National and is subordinate to the Bridgewater Note, but senior in priority to all
other debt currently outstanding.
 

In March 2021, the Securities Purchase Agreement was amended to require the Company to issue Common Units to St. Cloud in an amount equal to 1% of the
Company’s Common Unit capitalization on each of the following dates, as long as the note remains outstanding: September 30, 2021, March 31, 2022, September 30, 2022,
and March 31, 2023. This contingent equity distribution feature was bifurcated and separately accounted for as a derivative liability. At the amendment date, the Company
recognized a derivative liability and corresponding debt discount of $431. Please refer to Note 8 for more information on the Company’s derivative liability.
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In May 2022, the Company amended the St. Cloud Note and the Securities Purchase Agreement to (i) extend the maturity date from November 1, 2022 to June 30,

2023, (ii) suspend RW National’s requirement to issue Common Units to St. Cloud at specified future dates and (iii) provide forbearance from any exercise of remedies for
failure to comply with certain covenants. The forbearance period extends through the earlier of the St. Cloud Note’s maturity date, the occurrence of the business combination
with PropTech Investment Corporation II (“PTIC II”), or the termination of the business combination agreement with PTIC II. RW National’s requirement to issue Common
Units to St. Cloud is suspended through the forbearance period and is eliminated entirely upon the occurrence of the business combination with PTIC II. In June 2022, the
Company amended the St. Cloud Note to extend the maturity date from June 30, 2023 to July 31, 2023. In August 2022, the Company again amended the St. Cloud Note to
extend the maturity date from July 31, 2023 to August 31, 2023, effective June 30, 2022. In September 2022, the St. Cloud Note was amended to extend the maturity date to
September 30, 2023 and to waive all financial covenants until June 30, 2023. Finally, in October 2022, the St. Cloud Note was amended to extend the maturity date to
December 31, 2023 and add a contingent prepayment feature which requires the Company to prepay all of the outstanding principal, accrued interest, and fees if as of the last
business day of any month the Company has net working capital of at least $20,000. In such an event, prepayment would be due two business days after the last business day of
the month in which net working capital exceeds $20,000 In the case of the periods ending December 31, 2022 and March 31, 2023 the financial covenants shall be waived in
the event the closing date of the Business Combination with PTIC II has not occurred prior to such covenant test date.

 
Related party convertible notes
 

The Company had related party subordinated convertible notes (“Convertible Notes”) payable to a member. These Convertible Notes bore an annual interest rate of
12% and had a maturity date of September 30, 2020. On the maturity date, the member had the right, but not the obligation, to convert any unpaid principal and interest into
Class A Preferred Units and Common Units of the Company, at a conversion price equal to $1 per one Class A Preferred Unit and two thirds of a Common Unit. The
Convertible Notes qualified for the fair value option and the Company elected to measure them at fair value. The fair value of the convertible notes is measured as the greater of
unpaid principal and interest on the notes or the fair value of units that the holder is eligible to receive upon conversion.
 

The Company sold an additional $525 in Convertible Notes to the same member during February 2021. In March 2021, the Company and the member agreed to
extinguish the aggregate outstanding Convertible Note balance in exchange for 984,191 Class A-1 Preferred Units and 656,126 Common Units. The Class A-1 Preferred Units
issued upon extinguishment were recorded in temporary equity based on the aggregate fair value of units issued, which was $1,247. The Common Units issued upon
extinguishment was recorded in members’ equity based on the aggregate fair value of units issued, which was $193. This resulted in a loss on extinguishment equal to the
difference between the value of the Convertible Notes extinguished and the fair value of units issued to the member. As the member is a related party, the extinguishment
represented a capital transaction and a loss on extinguishment of $456 was also recorded in members’ deficit.
 
Related party notes payable
 

During 2021, the Company had a subordinated related party note payable to a member with an annual interest rate of 6% that was guaranteed by the majority member
of the Company. The balance of $1,775 was repaid in full in March 2021.
 

The Company currently has various other subordinated related party notes payable to members. As of September 30, 2022, all notes were past their scheduled maturity
dates. The terms of the St. Cloud Note prohibit the Company from making any principal payments on these subordinated notes at times when certain financial and operational
metrics (as set forth within the Securities Purchase Agreement) are not met. The Company did not meet certain of these metrics and accordingly, did not repay the notes upon
their scheduled maturity dates. At September 30, 2022, one note with a principal balance of $500 bears an annual interest rate of 8%. Certain other notes were issued with an
annual interest rate of 6%, but contain a default provision that increases the annual interest rate to 24% at maturity. The aggregate principal balance of related party notes
outstanding at September 30, 2022 with annual interest rates of 24% due to such default provisions was $437.
 

F-13

 

 
RW National Holdings, LLC and Subsidiaries (dba Renters Warehouse)

Notes to Condensed Consolidated Financial Statements (Unaudited)
(in thousands, except membership units and per unit amounts)

 
Notes payable
 

The Company currently has various subordinated notes payable to non-related party lenders. As of September 30, 2022, all such notes were past their scheduled



maturity dates. The terms of the St. Cloud Note prohibit the Company from making any principal payments on these subordinated notes at times when certain financial and
operational metrics (as defined within the Securities Purchase Agreement) are not met. As of September 30, 2022, the Company has not met certain of these metrics and
accordingly, did not repay the notes upon their scheduled maturity dates. At September 30, 2022, these notes had annual interest rates of 6% and an aggregate principal balance
of $551.
 
Paycheck protection program loan
 

In April 2020, the Company entered into a loan agreement with Bridgewater Bank pursuant to the Paycheck Protection Program established under the Coronavirus
Aid, Relief, and Economic Security Act (the “CARES Act”) and is administered by the U.S. Small Business Administration. The Company received loan proceeds of $2,435
(the “PPP Loan”). The proceeds from the PPP Loans were used primarily for payroll costs, as defined by the CARES Act.
 

The PPP Loan had a term of two years, accrued interest at a rate of 1%, and was prepayable in whole or in part without penalty. Payments of principal and interest on
the PPP Loan were deferred for the first ten months of the term of the PPP Loan. After the deferral period, the PPP Loan required monthly payments of principal and interest
until maturity with respect to any portion of such loan which was not forgiven pursuant to the terms of the CARES Act. During the nine months ended September 31, 2021, the
Company’s application for forgiveness of the PPP loan was accepted and the Company recognized approximately $2,435 in debt forgiveness and the related accrued interest in
other income in the accompanying unaudited condensed consolidated statements of operations.
 

As of September 30, 2022, future principal payments excluding unamortized debt issuance costs for our total debt were as follows:
 

  
Principal
Payments  

2022 (remaining three months)  $ 1,929 
2023   9,220 
2024   — 
2025   — 
2026   — 
Thereafter   — 
Total  $ 11,149 
 
8. Derivative Instruments
 

In March 2021, the St. Cloud Note and Securities Purchase Agreement were amended to require the Company to issue Common Units to the lender in an amount equal
to 1% of the Company’s Common Unit capitalization on each of the following dates, as long as the note remains outstanding: September 30, 2021, March 31, 2022, September
30, 2022, and March 31, 2023. This contingent equity distribution feature was bifurcated and separately accounted for as a derivative liability. The derivative liability is
remeasured to fair value each period and the change in fair value is recorded as a gain or loss on derivative remeasurement.
 

Prepayment of the St. Cloud Note prior to maturity is not considered probable, so the fair value of the derivative liability is equal to the reporting date fair value of the
Common Units that are expected to be issued at each of the scheduled issuance dates.
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At the amendment date, the Company recognized a derivative liability and corresponding debt discount of $431. On September 30, 2021, the Company distributed

360,538 Common Units to the lender. The fair value of Common Units distributed was $107, which was recorded in members’ equity with a corresponding reduction to the
derivative liability. On March 30, 2022, the Company distributed 364,180 Common Units to the lender. The fair value of Common Units distributed was $455, which was
recorded in members’ equity with a corresponding reduction to the derivative liability.
 

In May 2022, the Company amended the St. Cloud Note and Securities Purchase Agreement to suspend RW National’s requirement to issue Common Units to St.
Cloud at future dates. The suspension of this requirement extends through the earliest of the St. Cloud Note’s maturity date, the occurrence of the business combination with
PTIC II, or the termination of the business combination agreement with PTIC II. The amendment also eliminated RW National’s requirement to issue Common Units to St.
Cloud entirely upon the occurrence of the business combination with PTIC II. This amendment to the settlement terms resulted in a remeasurement of the derivative liability to
$0 at the amendment date as future issuances of Common Units are not considered probable. The total gain on remeasurement at the amendment date was offset by losses on
remeasurement that were recorded prior to the March 30, 2022 distribution of Common Units described above, resulting in a net loss on remeasurement of the derivative
liability of $165 for the nine months ended September 30, 2022.
 

The fair value of the derivative liability at September 30, 2022 and December 31, 2021 was $0 and $290, respectively. The derivative liability is reflected as a current
liability within the consolidated balance sheet. Refer also to Note 7 where information on the St. Cloud Note has been disclosed.
 
9. Leases
 
Capital Leases
 

The Company purchased equipment with total gross book values of $258 and $278 under capital lease agreements as of September 30, 2022 and December 31, 2021,
respectively. Depreciation for equipment acquired under the capital leases was $41 and $64 for the nine months ended September 30, 2022 and 2021, respectively.
 

The lease agreements contain buy outs in which case the Company is required to purchase the equipment at the end of the lease term. The aggregate future minimum
principal lease payments under the capital leases at September 30, 2022 shown below include any buy out amounts that are probable of being owed at the end of the lease term:
 
As of September 30, 2022  Amount  
2022 (remaining three months)  $ 14 
2023   62 
2024   74 
Total payments

  150 
Less: amounts representing interest   (19)
Total capital lease obligations   131 
Less: current portion   (47)



Non-current portion  $ 84 

 
Operating Leases
 

The Company leases office spaces and company vehicles under operating lease agreements that expire at various dates through March 2026. Under the terms of the
agreements, the Company is responsible for certain insurance, property taxes and maintenance expenses. The Company recognizes rent expense on a straight-line basis over the
term of the operating leases. Any difference between cash payments required and rent expense is recorded as deferred rent. Rent expense for the nine months ended September
30, 2022 and 2021 was $514 and $685, respectively.
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Aggregate future minimum lease payments required under the operating leases at September 30, 2022 are as follows:

 
As of September 30, 2022  Amount  
2022 (remaining three months)  $ 161 
2023   602 
2024   381 
2025   211 
2026   45 
Total  $ 1,400 

 
10. Preferred Units and Members’ Equity
 

The Company is authorized to issue an unlimited number of Class A-1 Preferred Units and Class A Preferred Units, collectively referred to as the “Preferred Units”.
 

Unpaid Class A-1 Preferred Return - In accordance with the Second Amended and Restated Limited Liability Company Agreement of RW National Holdings, LLC
(“LLC Agreement”), Unpaid Class A-1 Preferred Return shall mean the excess of (i) the cumulative amount of such Class A-1 Member’s Class A-1 Preferred Return since the
date such Class A-1 Member acquired its Class A-1 Preferred Units attributable to such Class A-1 Preferred Return over (ii) all amounts theretofore distributed to such Class A-
1 Member with respect to Class A-1 Preferred Units since the date such Class A-1 Member acquired its Class A-1 Preferred Units attributable to such Class A-1 Preferred
Return.
 

Class A-1 Preferred Return - In accordance with the LLC Agreement, Class A-1 Preferred Return shall mean a compounded, annual return of twelve percent (12%)
on the Unrecovered Class A-1 Capital with respect to the Class A-1 Preferred Units of such Class A-1 Member.
 

Unrecovered Class A-1 Capital - In accordance with the LLC Agreement, Unrecovered Class A-1 Capital shall mean the Class A-1 Capital of such Class A-1
Member reduced by all distributions made by the Company to such Class A-1 Member.
 

Unpaid Class A-1 Priority Return - In accordance with the LLC Agreement, Unpaid Class A-1 Priority Return shall mean the excess of (i) the cumulative amount of
such Class A-1 Member’s Class A-1 Preferred Return since the date such Class A-1 Member acquired its Class A-1 Preferred Units attributable to such Class A-1 Preferred
Return over (ii) all amounts theretofore distributed to such Class A-1 Member with respect to Class A-1 Preferred Units since the date such Class A-1 Member acquired its Class
A-1 Preferred Units attributable to such Class A-1 Preferred Return.
 

Preferred Return - In accordance with the LLC Agreement, Preferred Return shall mean a compounded, annual return of twelve percent (12%) on the Unrecovered
Capital with respect to the Class A Preferred Units of such Class A Member.
 

Unrecovered Capital - In accordance with the LLC Agreement, Unrecovered Capital shall mean the amount set forth in Schedule A of the LLC Agreement
attributable to such Member under the heading “Unrecovered Capital.” If additional Units are issued, the Unrecovered Capital attributable to such additional Units shall be $1.00
per Unit for each $1.00 of additional capital contributed.
 

F-16

 

 
RW National Holdings, LLC and Subsidiaries (dba Renters Warehouse)

Notes to Condensed Consolidated Financial Statements (Unaudited)
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Redemption rights - Preferred Units may at any time be redeemed at the sole discretion of the Board. The redemption price per the LLC Agreement is equal to the

sum of (i) the Unpaid Class A-1 Preferred Return, plus (ii) the Unrecovered Class A-1 Capital, plus (iii) the Unpaid Class A-1 Priority Return attributable to the Class A-1
Member holding such Class A-1 Preferred Units. If the Board exercises its right to cause the Company to purchase only a portion of the total outstanding Class A-1 Preferred
Units, the Class A-1 Preferred Units the Company shall purchase should be allocated pro-rata among the Class A-1 Members in accordance with the number of Class A-1
Preferred Units held by each Class A-1 Member
 

Voting rights - Except as specifically set forth within the LLC Agreement or as otherwise required by applicable law, no Member, in its capacity as a Member, shall
have the right to vote on any action to be taken by the Company or matter considered by the Board. Except as specifically set forth within the LLC Agreement, or when the
consent of a specific class of Units is required by the LLC Agreement or applicable law, no Units other than Common Units shall have any voting rights.
 

Lack of creditor rights - Upon liquidation of the Company, only remaining assets shall be distributed among the Members. The remaining assets shall be accounted
after the payments for all the debts, liabilities and obligations to creditors, including loans from members.
 

Conversion rights – The Preferred Units are convertible in the event of an Initial Public Offering. In such event, the Members shall exchange each class of Units into
capital stock of other equity instruments having substantially the same economic interest as is set forth in the LLC Agreement.
 

Distribution Rights - Distributions to unitholders are made in accordance with the Company’s LLC Agreement based on the following priorities:



 
● First, Class A-1 Members, pro rata, in proportion to their respective Unpaid Class A-1 Preferred Return, until their Unpaid Class A-1 Preferred Return is reduced to

zero;
 

● Second, Class A-1 Members, pro rata, in proportion to their respective Unrecovered Class A-1 Capital, until their Unrecovered Class A-1 Capital is reduced to zero;
 

● Third, Class A-1 Members, pro rata, in proportion to their respective Unpaid Class A-1 Priority Return, until their Unpaid Class A-1 Priority Return is reduced to zero;
 

● Fourth, Class A Members, pro rata, in proportion to their respective Unpaid Preferred Return, until their Unpaid Preferred Return is reduced to zero;
 

● Fifth, Class A Members, pro rata, in proportion to their respective Unrecovered Capital, until their Unrecovered Capital is reduced to zero; and
 

● Thereafter, Common Members and the Class B Members, pro rata, based on their respective Percentage Interests
 

There is one holder of Class A Preferred and Class A-1 Preferred Units that controls the majority vote of the Board with four out of the seven available board seats. As
such, the Preferred Units are currently redeemable at the option of the holders, which also causes redemption to be outside of the Company’s control. Therefore, the Preferred
Units are classified within temporary equity, outside of the members’ deficit section on the accompanying consolidated balance sheets. As the Preferred Units are currently
redeemable at the option of the holders, they are remeasured to their maximum redemption amount at each reporting date. Holders of Class A-1 Preferred Units and Class A
Preferred Units receive a Preferred Return equal to 12% of their Unrecovered Capital, as defined above. Additionally, as described above, the Class A-1 Preferred Units have a
Priority Return, which causes their per-unit liquidation preference to effectively be double that of the Class A Preferred Units. The maximum redemption amount of the Class
A-1 Preferred Units was approximately $6,735 at September 30, 2022 and $6,181 at December 31, 2021. The maximum redemption amount of the Class A Preferred Units was
approximately $67,572 at September 30, 2022 and $62,007 at December 31, 2021, respectively.
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After adjusting for the change in redemption value of redeemable preferred units the net loss available to common unit holders is as follows:

 
 

  
Nine Months Ended

September 30,  
  2022   2021  
Net income/(loss)  $ (6,303)  $ 198 
Less: Change in redemption value of redeemable units   (6,119)   (5,663)
Net loss available to common unit holders  $ (12,422)  $ (5,465)

 
The Class A-1 Preferred Unit and Class A Preferred Unit roll forward as of September 30, 2022 is below:

 
  Class A-1 Preferred   Class A Preferred  
  Units   Dollars   Units   Dollars  
Balance, December 31, 2020   —  $ —   34,992,250  $ 55,277 
Issuance of preferred units   5,664,843   5,301   —   — 
Change in redemption value of redeemable units   —   880   —   6,730 
Balance, December 31, 2021   5,664,843   6,181   34,992,250   62,007 
Change in redemption value of redeemable units   —   554   —   5,565 
Balance, September 30, 2022   5,664,843  $ 6,735   34,992,250  $ 67,572 

 
In May 2022, the Company amended the St. Cloud Note and the Securities Purchase Agreement to create a conditional obligation for the Company to redeem all

Common Units held by St. Cloud upon the occurrence of the business combination with PTIC II. This redemption feature is contingent on the availability of funds received in
the business combination to fund certain transaction costs and growth capital requirements prior to redeeming St. Cloud’s Common Unit holding. This contingent redemption
feature is not solely within the control of the Company. As such, 2,049,693 Common Units were reclassified from permanent equity to temporary equity at the amendment date.
The Common Units are recorded in temporary equity at their maximum redemption amount on the date they were recorded in temporary equity, which was equal to $11,161 and
continue to be carried in temporary equity at this amount at September 30, 2022.
 
11. Equity-based Compensation
 
Class B Units
 

The Company has a restricted membership unit plan to encourage select members of its management team to acquire a proprietary interest in the growth and
performance of the Company and to enhance the ability of the Company to attract, retain, and reward qualified individuals. Under the terms of the plan, the Company may grant
an unlimited number of Class B units. The restricted membership units generally contain time-vesting provisions. Restricted membership units also fully vest upon a change of
control, as defined in the restricted membership unit agreements.
 

The Company amortizes the grant-date fair value of Class B unit grants on a straight-line basis over the vesting period of the award. The Company expenses the cost of
units ratably over the vesting period. In the nine months ended September 30, 2022 and 2021, the Company recorded $194 and $158 of equity-based compensation expense
from Class B unit grants, respectively. The remaining unrecognized costs from unvested Class B unit awards as of September 30, 2022 was approximately $611 and will be
recognized over 1.2 years.
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(in thousands, except membership units and per unit amounts)
 

All equity-based compensation costs for the nine months ended September 30, 2022 and 2021 are included in administrative expenses on the accompanying unaudited
condensed consolidated statement of operations.
 

The rollforward of restricted Class B Units is below:
 

  
Restricted Class

B units   

Weighted
average grant
date fair value

per share  
Balance, January 1, 2022   3,482,050  $ 0.22 
Granted   —   — 
Vested   (906,194)   0.20 
Forfeited   —   — 
Balance, September 30, 2022   2,575,856  $ 0.22 

 
12. Related Party Transactions
 
Management Services Agreement
 

In September 2015, the Company and Northern Pacific Growth Investment Partners, L.P. (“NPG”) entered into a management services agreement (the “Management
Agreement”) that sets forth certain management and strategy advisory services to be provided by, and fees to be paid to NPG. Pursuant to the Management Agreement, RW
National pays NPG an annual management fee of $250 (payable quarterly). Under the Management Agreement, NPG generally is entitled to reimbursement for reasonable costs
and expenses to the extent incurred on behalf of RW National in the performance of NPG’s duties under the Management Agreement.
 

For the nine months ended September 30, 2022 and 2021, the Company incurred $263 and $263 in fees to be paid to NPG, respectively, pursuant to the Management
Agreement.
 
St. Cloud Note and Related party notes payable
 

During the nine months ended September 30, 2022 and 2021, the Company incurred approximately $911 and $1,014 of interest expense on notes payable to related
parties that also had equity interests in the Company, respectively. Please refer to Note 7 for more information on the St. Cloud Note and Related party notes payable.

 
13. Fair Value Measurement
 

The carrying value of cash and cash equivalents, restricted cash, accounts receivable, accounts payable, accrued expenses approximates fair value due to the short-term
nature of the instruments.
 

The fair value of the St. Cloud derivative is included within derivative liability in the unaudited condensed consolidated balance sheets. Refer to Note 7 for more
information on the St. Cloud Note.
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The following table displays the carrying values and fair values of financial instruments as of September 30, 2022 and December 31, 2021:
 

  September 30, 2022   December 31, 2021  
  Level 1   Level 2   Level 3   Fair Value   Level 1   Level 2   Level 3   Fair Value  
Recurring fair value measurements                                 
Liabilities:                                 
Derivative liability  $ —  $ —  $ —  $ —  $ —  $ —  $ 290  $ 290 
Total  $ —  $ —  $ —  $ —  $ —  $ —  $ 290  $ 290 

 
Derivative liability
 

The fair value of the derivative liability at September 30, 2022 and December 31, 2021 was $0 and $290, respectively. The derivative liability is remeasured to fair
value each period and the change in fair value is recorded as a gain or loss on derivative remeasurement.
 

In March 2021, the St. Cloud Note and Securities Purchase Agreement were amended to require the Company to issue Common Units to the lender. At December 31,
2021, the fair value of the derivative liability was equal to the reporting date fair value of the Common Units that are expected to be issued at each of the scheduled issuance
dates.
 

As of each valuation date, the RW National board of directors in conjunction with an independent third-party valuation firm determined the fair value of RW
National’s Common Units by considering valuations calculated using a variety of methods including market multiples, comparable market transactions and discounted cash
flows. The Company first determined an enterprise value and then allocated the value among the various classes of our equity securities to derive a per unit value of RW
National Common Units. The fair value of one RW National Common Unit at the date that the derivative liability was initially recognized was determined to be $0.29 per
Common Unit. The fair value of one RW National Common Unit as of December 31, 2021 was determined to be $0.26.
 

In May 2022, the Company amended the St. Cloud Note and Securities Purchase Agreement to suspend RW National’s requirement to issue Common Units to St.
Cloud at future dates. The suspension of this requirement extends through the earliest of the St. Cloud Note’s maturity date, the occurrence of the business combination with
PTIC II, or the termination of the business combination agreement with PTIC II. The amendment also eliminated RW National’s requirement to issue Common Units to St.
Cloud entirely upon the occurrence of the business combination with PTIC II. This amendment to the settlement terms caused the fair value of the derivative liability to be $0 as
future equity distributions are not considered probable.
 

Refer to Note 7 and Note 8 where information on the St. Cloud Note and recording of the derivative liability has been disclosed.



 
  September 30, 2022  

  
December 31,

2021   

Recording of
Derivative
Liability   

Fair value of
Common Units

distributed   

Net loss on
remeasurement of

Derivative
Liability   

September 30,
2022  

Derivative liability  $ 290  $ —  $ (455)  $ 165  $ — 
Total  $ 290  $ —  $ (455)  $ 165  $ — 

 
  December 31, 2021  

  
December 31,

2020   

Recording of
Derivative
Liability   

Fair value of
Common Units

distributed   

Gain on
remeasurement of

Derivative
Liability   

December 31,
2021  

Derivative liability  $ —  $ 431  $ (107)  $ (34)  $ 290 
Total  $ —  $ 431  $ (107)  $ (34)  $ 290 
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14. Segment Reporting
 

The Company has two reportable segments that are also considered the operating segments: Management and Marketplace. The CODM reviews the unaudited
consolidated financial and operational information for purpose of allocating resources and evaluating performance and do not evaluate using asset information.
 

The Management segment primarily generates revenue in the form of providing services related to the leasing and managing of SFR properties including the
identification of potential renters, the billing and collection of rent, and the coordination of repair and maintenance activities. The Marketplace segment primarily generates
commission revenue from entering into Real Estate Sourcing and Transaction Services Agreements with customers to provide real property sourcing and acquisition services
and renovation revenues from providing construction management services.
 

The following table presents information of the Company’s reportable segments and reconciliation to consolidated net income (loss):
 

  
Nine Months Ended

September 30,  
  2022   2021  
Segment revenues       
Management  $ 16,789  $ 16,843 
Marketplace   5,344   4,178 

Total revenue   22,133   21,021 
         
Cost of revenue         
Management   (9,568)   (9,234)
Marketplace   (1,970)   (1,980)
Total   (11,538)   (11,214)
         
Gross profit         
Management   7,221   7,609 
Marketplace   3,374   2,198 
Total   10,595   9,807 
         
Operating expenses   (15,257)   (12,709)
Loss from remeasurement of derivative liability   (165)   — 
Interest expense   (1,478)   (1,575)
Other income   2   4,675 

Net income (loss)  $ (6,303)  $ 198 

 
Revenue from two customers of the Company’s Management and Marketplace segments represent approximately $4,459 and $2,142, respectively, of the Company’s

consolidated revenue for the nine months ended September 30, 2022. No individual customer represented over 10% of the Company’s consolidated revenue for the nine months
ended September 30, 2021.
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The following table presents total assets of the Company’s reportable segments as of September 30, 2022 and December 31, 2021:

 

  
September 30,

2022   
December 31, 

2021  



Management  $ 30,923  $ 30,981 

Marketplace   4,416   3,942 
Total assets for reportable segments   35,339   34,923 

Deferred transaction related costs   1,982   — 
Total consolidated assets  $ 37,321  $ 34,923 

 
The following table presents the carrying amount of goodwill by reportable segment as of September 30, 2022 and December 31, 2021:

 

  
September 30, 

2022   
December 31, 

2021  
Management  $ 8,224  $ 8,224 
Marketplace   3,658   3,658 
Total  $ 11,882  $ 11,882 

 
All of the Company’s revenue is generated in the United States. For the nine months ended September 30, 2022 and 2021, the Company did not have operations

outside of the United States. Further, the Company did not have any assets outside of United States.
 
15. Contingencies
 

From time to time in the ordinary course of business, the Company may be named as a defendant in legal proceedings related to various issues, including without
limitation, tort claims or contractual disputes, none of which management expects to have a material adverse impact on the Company.
 
16. Subsequent Events
 

On November 18, 2022, the shareholders of PTIC II approved the Business Combination discussed in Note 1, in which the Company will merge with PTIC II and
change its name to Appreciate Holdings, Inc.
 

In November 2022, the Company entered into fee deferral agreements with certain service providers to either equitize or defer payment on $24 million, of fees and
expenses incurred in connection with the Business Combination. The company is in discussions with various other service providers and intends to defer or equitize up to an
additional $6 million of fees and expenses incurred in connection with the Business Combination.
 

On November 29, 2022, the Company and PTIC II consummated the Business Combination. Following the closing, the combined company began operating as
Appreciate Holdings, Inc. and its Class A Common Stock and warrants are now listed under the symbols “SFR” and “SFRWW”, respectively, on the Nasdaq Stock Market
beginning November 30, 2022. As a result of the Business Combination, the Company received approximately $2 million going to the Company’s consolidated balance sheet to
accelerate growth.
 

Management has evaluated subsequent events from September 30, 2022 through December 5, 2022, the date the unaudited condensed consolidated financial
statements were available to be issued.
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Exhibit 9.01(b)
 

UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
 
Defined terms included below have the same meaning as terms defined and included elsewhere in the Current Report on Form 8-K (the “Form 8-K”) filed with the Securities and
Exchange Commission (the “SEC”) on December 5, 2022. Unless the context otherwise requires, the “Combined Company” refers to Appreciate Holdings, Inc. (f/k/a PropTech
Investment Corporation II) and its subsidiaries after the Closing, “PTIC II” refers to PropTech Investment Corporation II prior to the Closing, “Renters Warehouse” refers to RW
National Holdings, LLC (f/k/a Appreciate Holdings, Inc.) prior to the Closing.
 

The unaudited pro forma condensed combined financial information has been prepared in accordance with Article 11 of SEC Regulation S-X as amended by the final rule,
Release No. 33-10786 “Amendments to Financial Disclosures about Acquired and Disposed Businesses” to aid you in your analysis of the financial aspects of the transactions and is
for informational purposes only.

 
On November 29, 2022, PTIC II consummated the previously announced Business Combination pursuant to the Business Combination Agreement dated May 17, 2022, by and

among PTIC II, Renters Warehouse, and Sellers’ Representative of applicable Renters Warehouse unitholders. Pursuant to the Business Combination Agreement, PTIC II formed
NewCo LLC for purposes of consummating the transactions contemplated by the Business Combination Agreement. Each share of PTIC II Class B Common Stock that was issued
and outstanding immediately prior to the Closing was converted into one (1) share of PTIC II Class A Common Stock. The Proposed Appreciate Charter and the Proposed
Appreciate Bylaws shall become the Governing Documents (as defined in the Business Combination Agreement) of PTIC II, and PTIC II changed its name to “Appreciate Holdings,
Inc.” in accordance with the Business Combination Agreement. Upon the Closing Date, current Rolling Renters Warehouse Unitholders contributed all of their Existing Renters
Warehouse LLC Interests to NewCo LLC in exchange for non-voting NewCo LLC Class B Units, the NewCo LLC Agreement was amended and restated in the required form, PTIC
II contributed the Closing Date Contribution Amount to NewCo LLC in exchange for NewCo LLC Class A Units and the unitholders of NewCo LLC (other than PTIC II) received a
number of shares of Appreciate Class B Common Stock equal to the Transaction Equity Security Amount, on the terms and subject to the conditions set forth in the Business
Combination Agreement.

 
In connection with the Business Combination, at closing, PTIC II, NewCo LLC, Renters Warehouse, Lake Street and each of the members of NewCo LLC that are Rolling

Renters Warehouse Unitholders (excluding St. Cloud) entered into the Tax Receivable Agreement.
 
In connection with the Business Combination, PTIC II entered into the CEF Purchase Agreement with CF Principal Investments LLC, related to the Committed Equity Facility

that was available to support Appreciate following the Closing of the Business Combination, subject to certain customary conditions and limitations set forth in the CEF Purchase
Agreement.

 
On November 20, 2022, PTIC II and Vellar, entered into the Forward Purchase Agreement the Forward Purchase Transaction. Pursuant to the terms of the Forward Purchase

Agreement, Vellar intended, but was not obligated, to purchase in the open market through a broker shares of PTIC II Class A Common Stock, after the date of the Forward Purchase
Agreement and after the expiration of PTIC II’s redemption deadline from holders of shares of PTIC II Class A Common Stock (other than PTIC II or affiliates of PTIC II) who had
elected to redeem shares of PTIC II Class A Common Stock pursuant to the redemption rights set forth in PTIC II’s amended and restated certificate of incorporation, dated as of
December 3, 2020, in connection with the Business Combination Agreement, up to a maximum of 9,000,000 shares of PTIC II Class A Common Stock at a redemption price of
approximately $10.08 per Share to be paid to investors who elected to redeem their shares at PTIC II’s redemption; provided that Vellar may not beneficially own greater than 9.9%
of the issued and outstanding shares of Appreciate Class A Common Stock on a post-Business Combination pro forma basis. Vellar agreed to waive any redemption rights with
respect to any shares of PTIC II Class A Common Stock in connection with the Business Combination.

 
Subsequent to entering into the Forward Purchase Agreement with Vellar, the Company and the Target entered into assignment and novation agreements with Polar Multi-

Strategy Master Fund (“Polar”) and Meteora Special Opportunity Fund I, LP, Meteora Select Trading Opportunities Master, LP and Meteora Capital Partners, LP (collectively
“Meteora”), pursuant to which Vellar assigned its obligations as to 6,000,000 shares of the Class A Common Stock to be purchased under the Forward Purchase Agreement to each
of Polar and Meteora. Vellar, Polar, and Meteora collectively represent the counterparties to the Forward Purchase Agreement (the “FPA Counterparties”).

 

 

 

 
The following unaudited pro forma condensed combined balance sheet of Appreciate as of September 30, 2022, and the unaudited pro forma condensed combined statements of

operations of Appreciate for the nine months ended September 30, 2022, and for the year ended December 31, 2021 present the combination of the financial information of PTIC II
and Renters Warehouse after giving effect to the Business Combination and related adjustments described in the accompanying notes.

 
The unaudited pro forma condensed combined statements of operations for the nine months ended September 30, 2022 and for the year ended December 31, 2021 give pro

forma effect to the Business Combination as if it had occurred on January 1, 2021. The unaudited pro forma condensed combined balance sheet as of September 30, 2022 gives pro
forma effect to the Business Combination as if it was completed on September 30, 2022.

 
The unaudited pro forma condensed combined financial information is based on and should be read in conjunction with:

 
● the accompanying notes to the unaudited pro forma condensed combined financial statements;

 
● the unaudited historical financial statements of PTIC II as of and for the nine months ended September 30, 2022 and 2021, and the audited historical financial statements of

PTIC II as of and for the years ended December 31, 2021 and 2020, included in this proxy statement;
 

● the unaudited historical financial statements of Renters Warehouse as of and for the nine months ended September 30, 2022 and 2021, and the audited historical financial
statements of Renters Warehouse as of and for the year ended December 31, 2021, included in this proxy statement; and

 
● the disclosures contained in the sections titled “PTIC II’s Management Discussion and Analysis of Financial Condition and Results of Operations” and “Renters

Warehouse’s Management Discussion and Analysis of Financial Condition and Results of Operations.”
 
The unaudited pro forma condensed combined financial information has been presented for illustrative purposes only and does not necessarily reflect what Appreciate’s

financial condition or results of operations would have been had the Business Combination occurred on the dates indicated. Further, the unaudited pro forma condensed combined
financial information also may not be useful in predicting the future financial condition and results of operations of Appreciate. The actual financial position and results of operations
may 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 the unaudited pro forma condensed combined financial information and are subject to change as additional information becomes available and
analyses are performed.

 
The following pro forma condensed combined financial statements presented herein reflect the actual redemption of 13,060,906 shares of Class A Common Stock by PTIC II’s

shareholders in connection with the Business Combination.
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APPRECIATE HOLDINGS, INC

UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEET
SEPTEMBER 30, 2022

(In Thousands)
 

  PTIC II   
Renters

Warehouse   

Transaction
Accounting

Adjustments   Note 3  Pro Forma  
Assets               
Current assets              

Cash and cash equivalents  $ 57  $ 288  $ 905  (a), (b), (c), (d), (f) $ 1,250 
Restricted cash   -   18,763   -     18,763 
Accounts receivable, net of allowances   -   1,165   -     1,165 
Other current assets   -   3,153   1,926  (b), (d)   5,079 
Prepaid expenses   108   -   -     108 

Total current assets   165   23,369   2,831     26,365 
Property and equipment, net of accumulated depreciation   -   153   -     153 
Goodwill   -   11,882   296,140  (e)   308,022 
Intangible assets, net   -   1,777   37,723  (e)   39,500 
Other assets   -   140   -     140 
Investments held in Trust Account   231,047   -   (231,047)  (c)   - 

Total assets  $ 231,212  $ 37,321  $ 105,647    $ 374,180 

                   
Liabilities and (deficit) equity                   
Current liabilities                   

Accounts payable and accrued expenses   10,339   12,214   28,485  (b)   51,038 
Related party promissory note   75   -   (75)  (f)   - 
Current portion of long-term debt   -   975   -     975 
Current portion of long-term debt - related party   -   937   -     937 
Current maturities of capital lease obligations   -   47   -     47 
Rent clearing liability   -   4,260   -     4,260 
Resident security deposits liability   -   14,101   -     14,101 

Total current liabilities   10,414   32,534   28,410     71,358 
Long-term debt, net of current maturities, discount, and unamortized debt

issuance costs - related party   -   9,172   -     9,172 
Capital lease obligations, net of current maturities   -   84   -     84 
FPA liability   -   -   8,865  (d)   8,865 
Other liabilities   -   83   -     83 
Deferred underwriting commissions   8,050   -   (4,280)  (b)   3,770 
Derivative warrant liabilities   2,000   -   -     2,000 
Total liabilities   20,464   41,873   32,995     95,332 
                   
Temporary equity:                   
Redeemable units   -   85,468   (85,468)  (h)   - 
Class A common stock subject to possible redemption   230,968   -   (230,968)  (h)   - 
                   
Permanent (deficit) equity:                   
Members’ deficit   -   (90,020)   90,020  (h)   - 
Preferred stock   -   -   -  (h)   - 
Class A common stock   -   -   2  (h)   2 
Class B common stock   1   -   2  (h)   3 
Additional paid-in capital   -   -   287,577  (h)   287,577 
Accumulated deficit   (20,221)   -   (171,462)  (h)   (191,683)
Noncontrolling interest   -   -   182,949  (h), (i)   182,949 
Total liabilities, temporary equity and permanent (deficit) equity  $ 231,212  $ 37,321  $ 105,647    $ 374,180 
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APPRECIATE HOLDINGS, INC

UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2022

(In Thousands, Except Share and Per Share Amounts)
 

    PTIC II   
Renters

Warehouse   

Transaction
Accounting

Adjustments   Note 3  Pro Forma  
Revenues:               

Management  $ -  $ 15,853   -    $ 15,853 
Marketplace   -   5,344   -     5,344 
Franchise   -   936   -     936 

Total revenues   -   22,133   -     22,133 
Cost of revenue   -   11,538   -     11,538 

Gross Profit   -   10,595   -     10,595 
Operating expenses                   

Selling and general   11,071   5,950   -     17,021 
Administrative   -   4,056   -     4,056 
Depreciation and amortization   -   1,169   3,003  (n)   4,172 
Other   -   4,082   -     4,082 

Administrative expenses - related party   135   -   -     135 



Franchise tax expenses   171   -   -     171 
Total operating expenses   11,377   15,257   3,003     29,637 
Operating loss   (11,377)   (4,662)   (3,003)     (19,042)
Other income (expense), net                   

Loss from remeasurement of derivative liability   -   (165)   -     (165)
Interest expense   -   (1,478)   -     (1,478)
Other income   -   2   -     2 
Change in fair value of derivative warrant liabilities   5,423   -   -     5,423 
Net gain from investments held in Trust Account   1,402   -   (1,402)  (o)   - 

Total other income (expense), net   6,825   (1,641)   (1,402)     3,782 
Provision for income taxes   65   -   -  (p)   65 

Net income (loss)   (4,617)   (6,303)   (4,405)     (15,325)
Net income (loss) attributable to noncontrolling interest   -   -   (10,055)  (q)   (10,055)
Net income (loss) attributable to the Company  $ (4,617)  $ (6,303)  $ (5,270)    $ (16,191)

                   
Net income per share                   
Basic and diluted weighted average shares outstanding, Class A Common Stock   23,000,000    n/a       (r)   16,354,594 
Basic and diluted net income per share, Class A Common Stock (1)  $ 0.16    n/a       (r)  $ (0.99)
Basic and diluted weighted average shares outstanding, Class B Common Stock   5,750,000    n/a           n/a    
Basic and diluted net income per share, Class B Common Stock (2)  $ 0.16    n/a           n/a    
 

4

 

 
 

APPRECIATE HOLDINGS, INC
UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2021
(In Thousands, Except Share and Per Share Amounts)

 

  PTIC II   
Renters

Warehouse   

Transaction
Accounting

Adjustments   Note 3   Pro Forma  
Revenues:                

Management  $ -  $ 20,457  -     $ 20,457 
Marketplace   -   6,138   -       6,138 
Franchise   -   1,307   -       1,307 

Total revenues   -   27,902   -       27,902 
Cost of revenue   -   15,191   -       15,191 

Gross Profit   -   12,711   -       12,711 
Operating expenses                     

Selling and general   813   7,342   -       8,155 
Administrative   -   5,629   40,785    (k), (l), (m)    46,414 
Depreciation and amortization   -   1,783   6,920   (n)    8,703 
Other   -   1,891   -       1,891 
Administrative expenses - related party   180   -   -       180 
Franchise tax expenses   200   -   -       200 

Total operating expenses   1,193   16,645   47,705       65,543 
Operating loss   (1,193)   (3,934)   (47,705)       (52,832)
Other income (expense), net                     

Loss from remeasurement of derivative liability   -   34   -       34 
Interest expense   -   (2,077)   -       (2,077)
Other income   -   4,678   -       4,678 
Change in fair value of derivative warrant liabilities   12,193   -   -       12,193 
Net gain from investments held in Trust Account   28   -   (28)   (o)    - 

Total other income (expense), net   12,221   2,635   (28)       14,828 

Net income (loss)  $ 11,028  $ (1,299)  $ (47,733)      $ (38,004)

Net income (loss) attributable to noncontrolling interest   -   -   (24,934)   (q)    (24,934)

Net income (loss) attributable to the Company  $ -  $ -  $ (13,070)      $ (13,070)

                     
Net income / (loss) per share                     
Basic and diluted weighted average shares outstanding, Class A

Common Stock   23,000,000   n/a       (r)    16,354,594 
Basic and diluted net income / (loss) per share, Class A Common Stock

(1)  $ 0.38   n/a       (r)   $ (0.80)
Basic and diluted weighted average shares outstanding, Class B Common

Stock   5,750,000   n/a            n/a 
Basic and diluted net income per share, Class B Common Stock (2)  $ 0.38   n/a           n/a 
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APPRECIATE HOLDINGS, INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
(in thousands, except share and per share amounts)

 
Note 1 — Description of the Business Combination



 
On November 29 2022, PTIC II consummated the previously announced Business Combination, pursuant to the previously announced Merger Agreement dated May 17, by and

among PTIC II, Renters Warehouse, and Sellers’ Representative of applicable Renters Warehouse unitholders. In connection with the Business Combination PTIC II changed its
name to Appreciate Holdings, Inc. referred to herein as Appreciate.

 
At the Closing, PTIC II, NewCo LLC, Renters Warehouse, Lake Street and each of the members of NewCo LLC that were Rolling Renters Warehouse Unitholders (excluding

St. Cloud) entered into the Tax Receivable Agreement.
 
In connection with the Business Combination, PTIC II entered into the CEF Purchase Agreement with CF Principal Investments LLC, related to the Committed Equity Facility

that was available to support Appreciate following the Closing of the Business Combination, subject to certain customary conditions and limitations set forth in the CEF Purchase
Agreement.

 
At Closing of the Business Combination, Rolling Renters Warehouse’s stockholders received consideration of $312,000 in shares of Appreciate Class B Common Stock at the

Closing of the Business Combination, or 31,200,000 shares based on a stock price of $10 per share.
 
On November 20, 2022, PTIC II and Vellar, entered into the Forward Purchase Agreement for the Forward Purchase Transaction. Pursuant to the terms of the Forward Purchase

Agreement, Vellar intended, but was not obligated, to purchase in the open market through a broker shares of PTIC II Class A Common Stock, after the date of the Forward Purchase
Agreement and after the expiration of PTIC II’s redemption deadline from holders of shares of PTIC II Class A Common Stock who had elected to redeem shares of PTIC II Class A
Common Stock pursuant to the redemption rights set forth in PTIC II’s amended and restated certificate of incorporation, dated as of December 3, 2020, in connection with the
Business Combination Agreement, up to a maximum of 9,000,000 shares of PTIC II Class A Common Stock at a redemption price of approximately $10.08 per Share to be paid to
investors who elected to redeem their shares at PTIC II’s redemption; provided that Vellar may not beneficially own greater than 9.9% of the issued and outstanding shares of
Appreciate Class A Common Stock on a post-Business Combination pro forma basis. Vellar agreed to waive any redemption rights with respect to any shares of PTIC II Class A
Common Stock in connection with the Business Combination.

 
Subsequent to entering into the Forward Purchase Agreement with Vellar, the Company and the Target entered into assignment and novation agreements with Polar Multi-

Strategy Master Fund (“Polar”) and Meteora Special Opportunity Fund I, LP, Meteora Select Trading Opportunities Master, LP and Meteora Capital Partners, LP (collectively
“Meteora”), pursuant to which Vellar assigned its obligations as to 6,000,000 shares of the Class A Common Stock to be purchased under the Forward Purchase Agreement to each
of Polar and Meteora. Vellar, Polar, and Meteora collectively represent the counterparties to the Forward Purchase Agreement.
 

All shares purchased by the FPA Counterparties that are subject to the Forward Purchase Agreement remain legally outstanding but are considered to have been redeemed for
accounting purposes as the FPA Counterparties are not exposed to any downside economics in share ownership throughout the duration of the Forward Purchase Agreement. The
Forward Purchase Transaction in-substance represents a written call option issued to the FPA Counterparties for a premium equal to the Initial Price less the Prepayment Amount
plus the Leakage Amount. Under ASC 480, this transaction will be accounted for as a liability upon issuance, which will be initially measured at fair value with subsequent changes
in fair value recognized in earnings every reporting period. The fair value at issuance is equal to the premium paid by the FPA Counterparties, as described above. The Additional
Consideration amount paid to the FPA Counterparties represents a transaction cost associated solely with the Forward Purchase Transaction and is expensed as incurred immediately
upon payment.

 
In connection with the closing of the Business Combination, up to an additional 6,000,000 earnout shares will be issued to unitholders of NewCo LLC contingent upon

achieving certain market share price milestones within a period of five years post-Business Combination. The earnout shares will be immediately issued in the event of a change of
control, as defined in the Business Combination Agreement. These units fall within the scope of ASC 815, according to which they are determined to be equity classified and are to
be recognized upon achievement of the market price milestone. As such, no adjustment is reflected in the unaudited pro forma condensed combined financial information.

 
The following table summarizes the pro forma ordinary shares of the Appreciate Holdings, Inc. Common Stock outstanding after giving effect to the Business Combination,

excluding the potential dilutive effect of earnout shares and the exercise of warrants:
 
  Shares   Ownership, %  
Rolling Renters Warehouse Unitholders  31,200,000  65.62%
PTIC II Class A Stockholders   219,698   0.46%
Forward Purchase Agreement   8,794,897   18.49%
Forward Purchase Agreement fee   499,999   1.05%
Sponsor   5,750,000   12.09%
Northland   315,500   0.66%
CF Principal Investments LLC   200,000   0.42%
Moelis   150,000   0.32%
Cantor   424,500   0.89%
Total   47,554,594   100%
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APPRECIATE HOLDINGS, INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
(in thousands, except share and per share amounts)

 
Note 2 — Basis of Presentation

 
The historical financial information of PTIC II and Renters Warehouse has been adjusted in the unaudited pro forma condensed combined financial information to reflect

transaction accounting adjustments related to the Business Combination in accordance with GAAP. 
 
The Business Combination has been accounted for using the acquisition method of accounting with PTIC II as the accounting acquirer. Renters Warehouse is structured as a

substantive equivalent of a limited partnership under the terms of the Business Combination given that PTIC II holds 100% of the managing interest in Renters Warehouse at the
transaction close, which gives PTIC II the equivalent rights that a general partner would hold in a limited partnership. As there is a lack of kick-out rights and substantive
participating rights, under ASC 810-10-15-14(b)(1)(ii), Renters Warehouse qualifies as a VIE. In determining the primary beneficiary of Renters Warehouse, PTIC II holds both the
power to direct the activities of the VIE that most significantly impact the VIE’s economic performance through the ownership of 100% of the managing interest in Renters
Warehouse, as well as the obligation to absorb losses and the right to receive the benefits that could be potentially significant to the VIE through the ownership of 34.38% of the
outstanding common company units. Therefore, as the primary beneficiary of the VIE, PTIC II is the accounting acquirer. Under this acquisition method of accounting, PTIC II’s
assets and liabilities are recorded at carrying value and the assets and liabilities associated with Renters Warehouse are recorded at estimated fair value as of the acquisition date. The
excess of the purchase price over the estimated fair values of the net assets acquired are recognized as goodwill.

 
Under such method of accounting, transaction costs related to the Business Combination are expensed as incurred in accordance with GAAP. For the pro forma purposes, such

costs are recorded as a reduction in cash and cash equivalents with a corresponding increase of accumulated deficit (see Note 3(b) — Transaction costs). Additionally, nonrecurring
expenses are recorded in the pro forma statement of operations for the year ended December 31, 2021 (see Note 3(l) — Nonrecurring transaction costs).

 



The Unaudited Pro Forma Condensed Combined Statement of Operations for the nine months ended September 30, 2022 includes Renters Warehouse Business Combination
expenses of $1,982, which are not expected to have a continuing impact on the results of the Combined Company beyond a year from the Closing.
 
Note 3 — Transaction Accounting Adjustments

 
The pro forma adjustments included in the unaudited pro forma condensed combined balance sheet as of September 30, 2022 are as follows:

 
3(a) Cash and cash equivalents. Represents the impact of the Business Combination on the cash and cash equivalents balance of Appreciate.

 
The table below represents the sources and uses of funds as it relates to the Business Combination:

 
      
  Note    
PTIC cash and cash equivalents as of September 30, 2022 - pre Business Combination     57 
Renters Warehouse cash and cash equivalents as of September 30, 2022 - pre Business Combination     288 

Total pre Business Combination     345 
       
Transaction Accounting adjustments:       
PTIC II cash held in Trust Account  (1)   231,047 
Payment to redeeming PTIC’s public shareholders  (2)   (131,671)
Payment in connection with Forward Purchase Agreement  (3)   (89,515)
Payment of deferred underwriting fee  (4)   (4,280)
Payment of transaction costs of PTIC II  (5)   (2,089)
Payment of Renters Warehouse transaction costs  (6)   (885)
Payment of transaction bonus  (7)   (1,627)
Payment of Sponsor Promissory Note  (8)   (75)

Total Transaction Accounting adjustments     905 
       
Post-Business Combination cash and cash equivalents balance    $ 1,250 

 
(1) Represents the amount of the restricted investments, and cash and cash equivalents held in the Trust Account immediately prior to the Closing of the Business Combination

(see Note 3(c) — Trust Account).
 

(2) Represents the amount paid to PTIC II Class A Stockholders who exercised redemption rights, including a pro rata portion of interest accrued on the Trust Account (see
Note 3(h) — Impact on equity).
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APPRECIATE HOLDINGS, INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
(in thousands, except share and per share amounts)

 
(3)    Represents payment in connection with the Forward Purchase Agreement at the close of the Business Combination, including payment of the costs associated with the

Forward Purchase agreement in the amount of $5,041 (see note 3(d) – Forward Purchase Agreement).
 

(4)    Represents the payment of deferred underwriting fees incurred as part of PTIC II’s IPO committed to be paid upon the consummation of a Business Combination (see
Note 3(b)(1) — Transaction costs).

 
(5)    Represents payment of transaction costs of PTIC II (see Note 3(b)(2) — Transaction costs).

 
(6)    Represents payment of accrued Renters Warehouse transaction costs (See Note 3(b)(3) — Transaction costs).

 
(7)    Represents payment of the transaction bonus (see Note 3(h) — Impact on equity).

 
(8)    Represents payment of the Sponsor Promissory Note at the Closing of the Business Combination (see Note 3(f) — Sponsor Promissory Note).

 
3(b) Transaction costs.

 
(1)    Payment of deferred underwriting fee payable incurred by PTIC II in the amount of $4,280 (see Note 3(a)(4) — Cash and cash equivalents). The unaudited pro forma

condensed combined balance sheet reflects payment of these costs as a reduction of cash and cash equivalents, with a corresponding decrease in deferred underwriting fee
payable.

 
(2)    Payment of PTIC II’s transaction costs related to the Business Combination in the amount of $2,089. The unaudited pro forma condensed combined balance sheet reflects

these costs as a reduction of cash and cash equivalents, with a corresponding increase in accumulated deficit (See Note 3(a)(5) - Cash and cash equivalents).
 

(3)    Payment of Renters Warehouse’s transaction costs related to the Business Combination in the amount of $885. The unaudited pro forma condensed combined balance sheet
reflects these costs as a reduction of cash and cash equivalents, with a corresponding increase in accumulated deficit (See Note 3(a)(6) - Cash and cash equivalents).

 
(4)    Accrual of PTIC II’s transaction costs related to the Business Combination in the amount of $17,192. The unaudited pro forma condensed combined balance sheet reflects

these costs as an increase of accounts payable and accrued expenses, with a corresponding increase in accumulated deficit (See Note 3(h) — Impact on equity).
 

(5)    Accrual of Renters Warehouse’s accrued transaction costs related to the Business Combination in the amount of $11,293. The unaudited pro forma condensed combined
balance sheet reflects these costs as an increase of accounts payable and accrued expenses, with a corresponding increase in accumulated deficit (See Note 3(h) — Impact on
equity).

 
(6)    Write-off of Renters Warehouse’s capitalized expenses related to the Business Combination in the amount of $1,982. The unaudited pro forma condensed combined balance

sheet reflects these costs as a decrease in other assets, with a corresponding increase in accumulated deficit (see Note 3(h) — Impact on equity).
 

3(c) Trust Account. Represents release of PTIC II restricted investments and marketable securities held in the Trust Account upon consummation of the Business Combination to
fund the Closing of the Business Combination (see Note 3(a)(1) — Cash and cash equivalents).

 



3(d) Forward Purchase Agreement. Reflects the transaction under the Forward Purchase Agreement upon consummation of the Business Combination (see Note 1 Description of
the Business Combination for further details). This adjustment also includes payment of the costs associated with the Forward Purchase Agreement in the amount of $5,041.

 
3(e) Purchase price allocation. The following table sets forth a preliminary allocation of the estimated consideration for the Business Combination to the identifiable tangible

and intangible assets acquired and liabilities assumed based on the Renters Warehouse September 30, 2022 balance sheets, with the excess recorded as goodwill. Appreciate
has not completed the detailed valuations necessary to estimate the fair value of the assets acquired and the liabilities assumed and, accordingly, the adjustments to record
the assets acquired and liabilities assumed at fair value reflect the best estimates of Appreciate, based on the information currently available and are subject to change once
additional analyses are completed. Furthermore, the final purchase price of the Business Combination is subject to the determination of certain items that are subject to
adjustment at the Closing pursuant to the Business Combination Agreement.
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APPRECIATE HOLDINGS, INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
(in thousands, except share and per share amounts)

 
Calculation of purchase consideration    
Renters Warehouse transaction costs   885 
Total  cash consideration  $ 885 
Contingent consideration - Earnout shares   54,950 
Rollover equity / Noncontrolling interest   334,776 
Less: Discount for lack of marketability   (50,216)
Total consideration transferred  $ 340,395 

     
Recognized amounts of identifiable assets acquired and liabilities assumed     
Cash and cash equivalents   288 
Restricted cash   18,763 
Accounts receivable, net of allowances   1,165 
Other current assets   3,153 
Property and equipment, net of accumulated depreciation   153 
Intangible assets, net   39,500 
Other assets   140 
Accounts payable and accrued expenses   (12,214)
Capital maturities of capital lease obligations   (47)
Rent clearing liability   (4,260)
Resident security deposits liability   (14,101)
Capital lease obligations, net of current maturities   (84)
Other liabilities   (83)
Goodwill   308,022 
Net assets acquired  $ 340,395 

 
         The purchase price was calculated based on the closest observable trading price of PTIC II of $10.73 as of the close of the business combination on November 29, 2022.

 
         Under the acquisition method of accounting, the identifiable tangible and intangible assets acquired and liabilities assumed of Renters Warehouse are recorded at the

estimated acquisition date fair values. The pro forma adjustments are preliminary and based on estimates of the fair value and useful lives of the assets acquired and
liabilities assumed and have been prepared to illustrate the estimated effect of the Business Combination.
 

         For all assets acquired and liabilities assumed other than identified intangible assets and goodwill, unless otherwise noted, the carrying value was estimated to equal fair
value. The final determination of the fair value of certain assets and liabilities will be completed within the one-year measurement period as required by Accounting
Standards Codification (“ASC”) Topic 805, Business Combinations. Any potential adjustments made could be material in relation to the preliminary values presented.
 

         The final determination of the estimated fair value of the identifiable tangible and intangible assets acquired and liabilities assumed will be determined when management
has completed the detailed valuations and necessary calculations. The final determination could differ materially from the preliminary amounts used in the pro forma
adjustments and may include (1) changes in the fair values and useful lives of intangible assets, (2) changes in the fair value of other assets and liabilities, (3) the related tax
impact of any changes made and (4) the related impact to goodwill of any change made. Any potential adjustments made could be material in relation to the preliminary
values presented.
 

         In accordance with ASC Topic 350, Goodwill and Other Intangible Assets, goodwill will not be amortized but instead will be tested for impairment at least annually or
more frequently if certain indicators are present. In the event management determines that the value of goodwill has become impaired, an accounting charge for the amount
of impairment during the quarter in which the determination is made may be recognized. Goodwill recognized is not expected to be deductible for tax purposes.
 

         The table below indicates the estimated fair value of each of the identifiable intangible assets:
 

Identifiable intangible assets  Fair value   
Useful life (in

years)  
Trade names  $ 13,000           5 
Developed technology   11,500   4 
Customer relationships   15,000   6 
  $ 39,500     

 
         The fair value of the customer relationship intangible assets was determined using an “income approach,” specifically a multi-period excess earnings approach, which is a

commonly accepted valuation approach. This method utilized the estimated cash flows derived from the intangible asset over the remaining economic life and then deducts
portions of the cash flow that can be attributed to supporting assets, such as the trade name, technology, and/or the fixed assets, which contributed to the generation of the
cash flows. The resulting cash flow, which is attributable solely to the subject intangible asset, is then discounted at a rate of return commensurate with the risk of the asset
to calculate a present value. Both the amount and the duration of the cash flows are considered from a market participant perspective. Where appropriate, the net cash flows
were adjusted to reflect the potential attrition of existing customers in the future, as existing customers are a “wasting” asset and are expected to decline over time. Trade
name and the developed technology fair values were determined using an income approach with an estimate developed from the relief-from- royalty method. This method
considers the proportion of revenue that a market participant would be willing to pay in the form of a royalty for the trade name and technology, under a hypothetical
scenario in which the trade names were not owned by the Company.
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APPRECIATE HOLDINGS, INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
(in thousands, except share and per share amounts)

 
3(f)  Sponsor Promissory Note. Represents funds from the Business Combination used to repay the historical Promissory Note agreement dated September 8, 2022, previously

used to fund certain ongoing working capital expenses of PTIC II (see Note 3(a)(8) — Cash and cash equivalents).
 

3(g) Tax receivable agreement adjustments. Upon the Closing, Appreciate Holdings, Inc. will be a party to a Tax Receivable Agreement. Under the terms of that agreement,
Appreciate Holdings, Inc. generally will be required to pay to the TRA Parties 85% of the applicable cash tax savings, if any, in U.S. federal, state and local tax that PTIC II
realizes or is deemed to realize in certain circumstances as a result of tax basis adjustments resulting from taxable exchanges of NewCo LLC Class B Units acquired by
Appreciate Holdings, Inc. and tax deductions in respect of portions of certain payments made under the Tax Receivable Agreement, Appreciate Holdings, Inc. generally will
retain the benefit of the remaining 15% of the applicable tax savings.

 
         Upon the completion of the Business Combination, there were no exchanges or sales of NewCo LLC Class B Units. Consequently, no attributes subject to the Tax

Receivable Agreement are expected to be generated, and thus no obligation under the Tax Receivable Agreement.
 

         The amount of expected future payments under the Tax Receivable Agreement is dependent upon a number of factors, including Appreciate Holdings Inc.’s cash tax
savings, the enacted tax rate in the years in which it utilizes tax attributes subject to the Tax Receivable Agreement, and current tax forecasts. These estimated rates and
forecasts are subject to change based on actual results and realizations, which could have a material impact on the liability to be paid. If Appreciate Holdings, Inc. exercises
its right to terminate the Tax Receivable Agreement or in the case of a material breach of Appreciate Holdings Inc.’s obligations under the Tax Receivable Agreement all
obligations under the Tax Receivable Agreement will be accelerated and Appreciate Holdings, Inc. will be required to make a payment to the Tax Receivable Agreement
Parties. Such payment would be in an amount equal to the present value of future payments under the Tax Receivable Agreement, as determined based on certain
assumptions, including that Appreciate Holdings, Inc. would have sufficient taxable income to fully utilize the tax deductions and other tax attributes subject to the Tax
Receivable Agreement.

 
         Future exchanges will result in incremental tax attributes and potential cash tax savings for PTIC II. Depending on PTIC II’s assessment on realizability of such tax

attributes, the arising Tax Receivable Agreement liability will be recorded at the exchange date.
 

3(h) Impact on equity. The following table represents the impact of the Business Combination on the number of shares of Appreciate Class A Common Stock and Appreciate
Class B Common Stock and represents the total equity section after redemption by PTIC II Class A Stockholders:

 
 

     PTIC II/ Appreciate common stock                  PTIC II   Renters Warehouse  

       Class A    Class B    
Renters Warehouse

Common units    
 Additional

paid-in    Accumulated    Noncontrolling   
Total

(deficit)    

Class A common
stock subject to

possible redemption    Redeemable units  
   Note   Shares    Amount   Shares    Amount   Units    Amount   capital    Deficit    interest    equity    Shares    Amount   Shares    Amount 

PTIC equity as of
September 30,
2022 - pre
Business
Combination       -  $ -   5,750,000  $ 1   -  $ -  $ -  $ (20,221)  $     -  $ (20,220)  23,000,000  $ 230,968   40,657,093  $ 85,468 

Renters Warehouse
equity as of
September 30,
2022 - pre
Business
Combination       -   -   -   -   43,447,076   (90,020)  -   -   -   (90,020)  -   -   -   - 

Total equity as of
September 30,
2022 - Pre
Business
Combination           -   5,750,000   1   43,447,076   (90,020)  -   (20,221)   -   (110,240)  23,000,000   230,968   40,657,093   85,468 

                                                             
Transaction

Accounting
Adjustments:                                                             
Reclassification of

redeemable
shares to Class
A common
stock       23,000,000   2   -   -   -   -   230,966   -   -   230,968   (23,000,000)  (230,968)  -   - 

Less: Redeemed
shares   

3(a)
(2)   (13,060,906)  (1)  -   -   -   -   (131,670)  -   -   (131,671)  -   -   -   - 

Payment of
unpaid
transaction
PTIC II costs   

3(a)
(5),
3(b)
(2)    -   -   -   -   -   -   -   (2,089)   -   (2,089)                

Payment of
Renters
Warehouse
unpaid
transaction
costs   

3(a)
(6),
3(b)
(3)    -   -   -   -   -   -   -   (885)   -   (885)                

Accrual of unpaid
transaction
costs of PTIC
II   

3 (b)
(4)

  -   -   -   -   -   -   -   (17,192)   -   (17,192)  -   -   -   - 
Accrual of unpaid

transaction
costs Renters
Warehouse   

3(b)
(5)   -   -   -   -   -   -   -   (11,293)   -   (11,293)  -   -   -   - 

Write-off of
capitalized
Renters
Warehouse
transaction
costs   

3(b)
(5)   -   -   -   -   -   -   -   (1,982)   -   (1,982)                



Payment of
transaction
bonuses   

3(a)
(7)   -   -   -   -   -   -   -   (1,627)   -   (1,627)                

Forward Purchase
Agreement   3(d)   -   -   -   -   -   -   (89,431)  (5,041)   -   (94,472)  -   -   -   - 

Purchase price
allocation   3(e)   -   -   -   -   -   -   333,863   -   -   333,863   -   -   -   - 

Class A shares
issued for the
issuance of the
equity line of
credit       200,000   -   -   -   -   -   -   -   -   -   -   -   -   - 

Class A shares
issued as a
payment to
Northland       315,500   -   -   -   -   -   -   -   -   -   -   -   -   - 

Class A shares
issued as a
payment to
Moelis       150,000   -   -   -   -   -   -   -   -   -   -   -   -   - 

Elimination of
historical
Renter
Warehouse
common units       -   -   -   -   (43,447,076)  90,020   40,657   (130,677)   -   -   -   -   -   - 

Elimination of
historical
Renter
Warehouse
preferred units       -   -   -   -   -   -   85,468   -   -   85,468   -   -   (40,657,093)  (85,468)

Reclassification of
PTIC II Class
B common
stock to Class
A common
stock       5,750,000   1   (5,750,000)  (1)  -   -   -   -   -   -   -   -   -   - 

Class B common
stock issued to
Renter
Warehouse
unitholders as
consideration       -   -   31,200,000   3   -   -   (3)  -   -   -   -   -   -   - 

Accelerated
vesting of
equity-based
awards   3(k)   -   -   -   -   -   -   676   (676)   -   -   -   -   -   - 

Non-controlling
interest   3(i)                           (182,949)      182,949   -                 

Total Transaction
Accounting
Adjustments       16,354,594   2   25,450,000   2   (43,447,076)  90,020   287,577   (171,462)   182,949   389,088   23,000,000   (230,968)  (40,657,093)  (85,468)

                                                             
Post-Business

Combination
equity balance       16,354,594  $ 2   31,200,000  $ 3   -  $ -  $ 287,577  $ (191,683)  $ 182,949  $ 278,848   23,000,000  $ -   -  $ - 

 
3(i)  Non-controlling interest. Represents adjustment for the non-controlling interest in the Business Combination.
 

3(j)  Tax effect of pro forma adjustments. Represents adjustments to reflect applicable deferred income taxes of $8,741 offset by a valuation allowance of $8,741. The deferred
taxes are primarily related to the difference between the financial statement carrying amount and the tax basis in the NewCo LLC partnership interest. The basis difference
primarily results from excess tax basis in the NewCo LLC partnership interest over book basis as a result of the Business Combination, including impacts of the Forward
Purchase Agreement.
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APPRECIATE HOLDINGS, INC

NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
(in thousands, except share and per share amounts)

 
Adjustments to the Unaudited Pro Forma Condensed Combined Statements of Operations for the nine months ended September 30, 2022 and the year ended December 31,

2021.
 

The transaction accounting adjustments included in the unaudited pro forma condensed combined statement of operations for the nine months ended September 30, 2022 and the
year ended December 31, 2021 are as follows:

 
3(k) Nonrecurring compensation expense related to the accelerated vesting of equity awards. Reflects compensation expense in the amount of $676 related to the accelerated

vesting of certain equity awards concurrently with the Closing of the Business Combination. This compensation expense is not expected to have a continuing impact on the
combined results (see Note 3(h) — Impact on equity).

 
3(l)  Nonrecurring transaction costs. Represents recognition of estimated transaction costs of PTIC II and Renters Warehouse in the amount of $33,441. This adjustment also

includes payment of the costs associated with the Forward Purchase Agreement in the amount of $5,041. This expense is not expected to have a continuing impact on the
combined results.

 
3(m) Nonrecurring transaction bonus. Represents recognition of transaction bonus expenses in the amount of $1,627. This expense is not expected to have a continuing impact on

the combined results.
 

3(n) Intangible assets amortization expense.  Represents amortization expense adjustment recorded to incorporate additional intangible assets amortization for the step-up in
basis from the purchase price allocation at the Closing of the Business Combination, which was assumed to have occurred on January 1, 2021.

 
3(o) Exclusion net gain from investments held in Trust Account. Represents elimination of net gain from investments held in Trust Account.



 
3(p) Pro forma tax effect. Given the Companies’ history of net losses and valuation allowance, Appreciate assumed an effective tax rate of 0%. Therefore, the pro forma

adjustments to the statement of operations resulted in no additional income tax adjustment to the pro forma financial information.
 

3(q) Non-controlling interest.  Non-controlling interest represents the adjustments for the Combined Company’s non-controlling interest in the Business Combination.
 

3(r)  Net income (loss) per share. Represents pro forma net loss per share based on pro forma net loss and 16,354,594 total shares of Appreciate Class A Common Stock
outstanding upon consummation of the Business Combination (see Note 3(h) — Impact on equity). Shares of Appreciate Class B Common Stock do not participate in the
earnings or losses of Appreciate and, therefore, are not participating securities. As such, a separate presentation of basic and diluted earnings per share of Appreciate Class B
Common Stock under the two-class method has not been included. Pro forma net loss per share excludes the impact of 6,000,000 earnout shares, as the earnout
contingencies have not been met. There is no difference between basic and diluted pro forma net loss per share as the inclusion of all potential shares of Appreciate
Common Stock outstanding would have been anti-dilutive.
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