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Explanatory Note

 
This Amendment No. 1 to Inpixon’s Current Report on Form 8-K (the “Amended Form 8-K”) amends Inpixon’s original Current Report on Form 8-K filed with the

U.S. Securities and Exchange Commission (the “SEC”) on August 19, 2019, which was filed in connection with Inpixon’s acquisition (the “Transaction”) of Jibestream Inc.
(“Jibestream”) pursuant to a Share Purchase Agreement, dated July 9, 2019, as amended. This Amended Form 8-K is filed to provide the: (i) unaudited condensed interim
consolidated financial statements of Jibestream, which include the condensed interim consolidated statements of financial position as at June 30, 2019 and December 31, 2018,
and the condensed interim consolidated statement of loss and comprehensive loss, changes in deficit, and cash flows for the six months ended June 30, 2019 and June 30, 2018,
and the notes related thereto (collectively, the “Interim Unaudited Consolidated Financial Statements”), and (iii) Inpixon and Jibestream’s unaudited pro forma condensed
combined financial statements, which include the unaudited pro forma condensed combined balance sheet as of June 30, 2019, the unaudited pro forma condensed combined
statement of operations for the six months ended June 30, 2019 and for the year ended December 31, 2018, and the notes related thereto (collectively, the “Unaudited Pro Forma
Condensed Combined Financial Statements”).
 
 Item 9.01 Financial Statements and Exhibits.
 
 (a) Financial statements of businesses to be acquired.
 

The Audited Consolidated Financial Statements and the notes related thereto, and the Interim Unaudited Consolidated Financial Statements and the notes related
thereto are included as Exhibits 99.1 and 99.2, respectively, to this Amended Form 8-K and incorporated herein by reference.

 
(b) Pro forma financial information.
 

The Unaudited Pro Forma Condensed Combined Financial Statements of Inpixon and Jibestream and the notes related thereto, included as Exhibit 99.3 to this
Amended Form 8-K, present the consolidated result of operations of Inpixon and Jibestream, as if the proposed acquisition had occurred on January 1, 2018 in respect of the
unaudited pro forma condensed combined statements of operations and on June 30, 2019 in respect of the unaudited pro forma condensed combined balance sheet. The
foregoing pro forma financial information is hereby incorporated by reference.

Exhibit No.  Description
   

23.1*  Consent of MNP LLP
   
99.1 (1)  Jibestream’s Audited Consolidated Financial Statements and the notes related thereto.
   
99.2*  Jibestream’s Interim Unaudited Consolidated Financial Statements and the notes related thereto.
   
99.3*  Inpixon and Jibestream’s Unaudited Pro Form Condensed Combined Financial Statements and the notes related thereto.
 
 * Filed herewith.
   
 (1) Incorporated by reference to Exhibit 99.1 to Inpixon’s Current Report on Form 8-K/A filed with the SEC on July 25, 2019.
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http://www.sec.gov/Archives/edgar/data/1529113/000121390019013635/f8k070919a1ex99-1_inpixon.htm
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned hereunto

duly authorized.
 
 INPIXON
   
Date: September 13, 2019 By: /s/ Nadir Ali
  Name: Nadir Ali

Title:   Chief Executive Officer
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Exhibit 23.1
 

Independent Registered Public Accounting Firm’s Consent
 
We consent to the incorporation by reference in this Current Report on Form 8-K/A of Inpixon and the Registration Statement of Inpixon on Form S-3 [File No. 333-223960];
Registration Statements on Form S-8 [File No. 333-230965]; [File No. 333-229374]; [File No. 333-224506]; [File No. 333-216295] and [File No. 333-195655]; and
Registration Statement on Form S-1 [File No. 333-232448] of our report, which includes an explanatory paragraph as to Jibestream Inc.’s ability to continue as a going concern,
dated July 15, 2019, with respect to our audits of the consolidated financial statements of Jibestream Inc. as of December 31, 2018 and 2017 and for the years ended December
31, 2018 and 2017, appearing in the Current Report on Form 8-K/A of Inpixon filed on July 25, 2019, which are incorporated by reference in this Current Report on Form 8-
K/A of Inpixon.
 
/s/ MNP LLP
 
MNP LLP
Toronto, ON
September 11, 2019
 

http://www.sec.gov/Archives/edgar/data/1529113/000121390018003539/fs32018_inpixon.htm
http://www.sec.gov/Archives/edgar/data/1529113/000121390019006795/fs82019_inpixon.htm
http://www.sec.gov/Archives/edgar/data/1529113/000121390019001250/fs82019_inpixon.htm
http://www.sec.gov/Archives/edgar/data/1529113/000121390018005091/fs82018_inpixon.htm
http://www.sec.gov/Archives/edgar/data/1529113/000121390017001834/fs82017_sysorexglobal.htm
http://www.sec.gov/Archives/edgar/data/1529113/000139843214000186/i12550.htm
http://www.sec.gov/Archives/edgar/data/1529113/000121390019011794/fs12019_inpixon.htm
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Jibestream Inc.
 

Condensed Interim Consolidated Financial Statements
For the three and six month periods ended June 30, 2019

(Unaudited)
(Presented in Canadian dollars)

 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
Jibestream Inc.
Condensed Interim Consolidated Statement of Financial Position
As at June 30, 2019 and December 31, 2018
(Unaudited)
(Presented in Canadian dollars)
 
    June 30,  December 31, 
  Note  2019  2018 
Assets         
Current         

Cash    -  18,058 
Restricted short-term investments  7   330,000   205,000 
Accounts receivable  4   573,509   285,728 
Investment tax credits receivable  5   65,803   45,000 
Prepaid expenses and deposits     56,518   80,104 

     1,025,830   633,890 
Non-current           

Property and equipment  6   14,535   22,132 
Right of use asset  16   658,184   - 

     1,698,549   656,022 
           
Liabilities           
Current           

Bank indebtedness  7   748,971   394,000 
Accounts payable and accrued liabilities  11   359,089   272,680 
Deferred lease inducement     82,555   102,367 
Deferred revenue     1,810,263   1,451,887 
Convertible promissory notes  11   267,025   47 
Current portion of long-term debt  8   570,899   221,621 
Convertible debenture  9   675,986   550,080 
Current portion of promissory notes - shareholders  10   367,827   36,770 
Current portion of lease obligation  16   338,335   - 
Derivative liability - convertible debenture  9   126,784   142,816 
Derivative liability - convertible promissory notes  11   830,320   702,000 

     6,178,054   3,874,268 
Non-current           

Long-term debt  8   -   344,441 
Lease obligation  16   325,921   - 
Promissory notes - shareholders  10   -   341,665 
Preferred shares  13   1,903,800   1,903,800 

     8,407,775   6,464,174 
           
Subsequent events  19         
           
Shareholders’ Deficit           

Share capital  13   150,100   150,100 
Deficit     (7,047,785)   (6,131,711)
Contributed Surplus  12   188,459   173,459 

     (6,709,226)   (5,808,152)
     1,698,549   656,022 

 
The accompanying notes are an integral part of these condensed interim consolidated financial statements.
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Jibestream Inc.
Condensed Interim Consolidated Statement of Loss and Comprehensive Loss
For the three and six month periods ended June 30, 2019
(Unaudited)
(Presented in Canadian dollars)
 

    Three months ended June 30,  Six months ended June 30, 
  Note  2019  2018  2019  2018 
               
Revenue  18   708,562   783,115   1,351,451   1,762,979 
                   
Operating expenses                   

Salaries, wages and benefits  5   718,277   785,631   1,354,365   1,719,008 
Amortization     77,594   6,989   155,188   15,144 
Office and general     73,922   80,462   152,507   179,062 
Interest  7,8,9,10,11   104,712   43,358   149,550   73,900 
Travel and entertainment     11,801   28,057   58,631   56,311 
Professional fees     12,770   12,017   38,707   40,204 
Advertising and promotion     14,877   37,226   28,756   74,274 
Foreign exchange loss (gain)     19,964   (507)   14,655   34,507 
Bank charges     2,007   1,920   3,689   7,893 
Occupancy     -   90,816   -   198,333 
Bad debts     1,432   -   (6,287)   (139)

     1,037,356   1,085,969   1,949,761   2,398,497 
Other expenses (income)                   

Accretion expense  9,11,16   128,519   75,010   190,476   133,419 
Loss on derivative liability - convertible promissory notes  11   89,320   -   128,320   - 
Share-based compensation  12   7,500   3,000   15,000   6,000 
Gain on extinguishment of convertible debenture  9   -   -   -   (145,890)
Gain on derivative liability - convertible debenture  9   (709)   (15,851)   (16,032)   (4,013)

     224,630   62,159   317,764   (10,484)
                   
Loss before income taxes     (553,424)   (365,013)   (916,074)   (625,034)
Net loss and comprehensive loss     (553,424)   (365,013)   (916,074)   (625,034)

 
The accompanying notes are an integral part of these condensed interim consolidated financial statements.
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Jibestream Inc.
Condensed Interim Consolidated Statement of Changes in Deficit
For the six month period ended June 30, 2019
(Unaudited)
(Presented in Canadian dollars)
 

    Share Capital  
Contributed

Surplus  Deficit  

Total
Shareholders’

Deficit 
  Note             
Balance as at December 31, 2018     150,100   173,459   (6,131,711)   (5,808,152)
Net loss and comprehensive loss excluding IFRS 16     -   -   (910,002)   (910,002)
Recognition of share-based compensation  12   -   15,000   -   15,000 
IFRS 16 adjustments  16   -   -   (6,072)   (6,072)
Ending balance, June 30, 2019     150,100   188,459   (7,047,785)   (6,709,226)
                   
Balance as at December 31, 2017     150,100   134,521   (4,531,004)   (4,246,383)
Net loss and comprehensive loss     -   -   (625,034)   (625,034)
Recognition of share-based compensation  12   -   6,000   -   6,000 
Ending balance, June 30, 2018     150,100   140,521   (5,156,038)   (4,865,417)

 
The accompanying notes are an integral part of these condensed interim consolidated financial statements.
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Jibestream Inc.
Condensed Interim Consolidated Statement of Cash Flows
For the three and six month periods ended June 30, 2019
(Unaudited)
(Presented in Canadian dollars)
 

  Three Months Ended June 30,  Six Months Ended June 30, 
  2019  2018  2019  2018 
             
Cash provided by (used for) the following activities:             
             
Operating activities             
Net loss and comprehensive loss   (553,424)   (365,013)   (916,074)   (625,034)
Adjustments for non-cash items and others                 

Share-based compensation   7,500   3,000   15,000   6,000 
Amortization   77,594   6,989   155,188   15,144 
Accrued interest expense   91,197   8,521   77,048   17,930 
Gain on derivative liability - convertible debenture   (709)   (15,851)   (16,032)   (4,013)
Accretion expense   128,519   75,010   190,476   133,419 
Gain on extinguishment of convertible debenture   -   -   -   (145,890)
Loss on derivative liability - convertible promissory notes   89,320   -   128,320   - 

   (160,003)   (287,344)   (366,074)   (602,444)
Adjustments for net changes in non-cash operating assets and liabilities                 

Accounts receivable   16,440   (285,423)   (287,781)   (340,532)
Prepaid expenses and deposits   6,815   40   23,586   10,877 
Accounts payable and accrued liabilities   36,708   55,026   86,409   69,144 
Unbilled revenue   -   32,346   -   296,808 
Deferred revenue   (23,481)   300,616   358,376   (91,380)
Investment tax credits receivable   20,000   (23,500)   (20,803)   (108,500)
Deferred lease inducement   (9,906)   (9,905)   (19,812)   (19,813)

Net cash used in operating activities   (113,427)   (218,144)   (226,099)   (785,840)
                 
Financing activities                 

Bank indebtedness   46,504   170,000   354,971   235,000 
Purchase of short-term investments   -   -   (125,000)   - 
Net (repayments) proceeds from long-term debt   -   (8,409)   -   382,617 
Repayments of promissory notes - shareholders   (19,412)   (18,385)   (19,412)   (33,085)
Proceeds from convertible promissory notes   178,000   -   178,000   - 
Repayments of lease obligation   (91,665)   -   (180,518)   - 

Net cash used in financing activities   113,427   143,206   208,041   584,532 
                 
Investing activities                 

Purchases of property and equipment   -   -   -   - 
Net cash used in investing activities   -   -   -   - 
                 
Net change in cash during the period   -   (74,938)   (18,058)   (201,308)
Cash, beginning of period   -   88,796   18,058   215,166 
Cash, end of period   -   13,858   -   13,858 
                 
NON-CASH TRANSACTIONS (Note 16)                 

Right of use asset obtained via finance lease   -   -   805,774   - 
Right of use obligation obtained via finance lease   -   -   (805,774)   - 

 
The accompanying notes are an integral part of these condensed interim consolidated financial statements.
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Jibestream Inc.
Notes to the Condensed Interim Consolidated Financial Statements
For the three and six month periods ended June 30, 2019
(Unaudited)
(Presented in Canadian dollars)

 
1. Nature of operations
 
Jibestream Inc. (the “Company”) was incorporated under the laws of Canada on August 24, 2009. The Company’s principal business activities are the development, sales,
marketing and support of software solutions for mapping, proximity, data and business rules in the retail, healthcare, corporate campus and government sectors. The Company’s
solutions are sold through an established group of strategic partners, value added resellers and a direct sales team. The Company’s solutions are powered by its proprietary
technology. While the Company’s products are available internationally through resellers in Europe, Asia Pacific and Latin American regions, the majority of its sales are
generated in North America. The Company’s head office and principal address is Suite 101, 455 Dovercourt Road, Toronto, Ontario, Canada, M6H 2W3.
 
2. Basis of Presentation
 
Statement of compliance
 
These condensed interim consolidated financial statements were prepared following the same accounting policies and methods of computation as the audited annual financial
statements for the year ended December 31, 2018. They were prepared in accordance with International Accounting Standard (IAS) 34, “Interim Financial Reporting” as issued
by the International Accounting Standards Board (“IASB”). Accordingly, certain financial information and disclosures normally included in the annual consolidated financial
statements prepared in accordance with International Financial Reporting Standards (IFRS) has been omitted or condensed. The disclosure provided herein is incremental to the
disclosure included in the audited annual consolidated financial statements.
 
The condensed interim consolidated financial statements should be read in conjunction with the annual audited consolidated financial statements for the year ended December
31, 2018.
 
The financial statements were approved for issuance by the Company’s Board of Directors on September 10, 2019.
 
Basis of measurement
 
These financial statements have been prepared on a historical cost basis, except for certain financial instruments that are measured at fair value as described in the significant
accounting policies.
 
Functional and presentation currency
 
These financial statements are presented in Canadian dollars, which is the Company’s functional and presentation currency.
 
3. Significant accounting policies
 
Newly adopted accounting standard
 
The Company has adopted IFRS 16 with an initial adoption date of January 1, 2019. The Company used the modified retrospective method to adopt the new standard and
therefore, the comparative information has not been restated and continues to be reported under IAS 17 and related interpretations.
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Jibestream Inc.
Notes to the Condensed Interim Consolidated Financial Statements
For the three and six month periods ended June 30, 2019
(Unaudited)
(Presented in Canadian dollars)
 
3. Significant accounting policies (continued from previous page)
 
IFRS 16 specifies how leases will be recognized, measured, presented and disclosed and it provides a single lessee model, requiring lessees to recognize right-of-use assets and
lease liabilities for all major leases. The impact of the transition to IFRS 16 is shown in Note 16. The Company’s accounting policy under IFRS 16 is as follows:
 
At inception of a contract, the Company assesses whether a contract is, or contains, a lease based on whether the contract conveys the right to control the use of an identified
asset for a period of time in exchange for consideration. The Company recognizes a right-of-use asset and a lease liability at the lease commencement date. The right-of use asset
is initially measured based on the initial amount of the lease liability adjusted for any lease payments made at or before the commencement date, less any lease incentives
received. The assets are depreciated to the earlier of the end of the useful life of the right-of use asset or the lease term using the straight-line method. The lease term includes
periods covered by an option to extend if the Company is reasonably certain to exercise that option. In addition, the right-of-use asset can be periodically reduced by impairment
losses, if any, and adjusted for certain remeasurements of the lease liability. The lease liability is initially measured at the present value of the lease payments that are not paid at
the commencement date, discounted using the interest rate implicit in the lease or, if that rate cannot be readily determined, the Company’s borrowing rate. The Company used
its borrowing rate as the discount rate.
 
The Company has elected to apply the practical expedient not to recognize right-of-use assets and lease liabilities for short-term leases that have a lease term of 12 months or
less and leases of low value assets. The lease payments associated with these leases is recognized as an expense on a straight-line basis over the lease term.
 
4. Accounts receivable
 
The Company had the following receivables at the end of each reporting period:
 

  
June 30,

2019  
December 31,

2018 
Trade receivables  $ 564,173  $ 285,307 
Harmonized sales taxes receivable   15,418   15,362 
   579,591   300,669 
Less: Expected credit losses (Note 14)   (6,082)   (14,941)

Total  $ 573,509  $ 285,728 

 
5. Investment tax credits receivable

 
The Company undertakes certain scientific research and experimental development (“SR&ED”) activities. Under a government program, a portion of these expenditures are
recoverable by the Company. The Company has recorded the recovery of these expenditures for the three months ended June 30, 2019 in the amount of $10,401 (2018 -
$23,500) and for the six months ended June 30, 2019 in the amount of $20,803 (2018 - $108,500) as a reduction in salaries, wages and benefits on the condensed interim
consolidated statement of loss and comprehensive loss.
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Jibestream Inc.
Notes to the Condensed Interim Consolidated Financial Statements
For the three and six month periods ended June 30, 2019
(Unaudited)
(Presented in Canadian dollars)
 
6. Property and equipment

 

  
Computer
equipment  

Furniture and
fixtures  

Leasehold
improvements  Total 

  $  $  $  $ 
Cost             

Balance, December 31, 2018      115,738   33,209   10,400   159,347 
Additions         -   -   -   - 
Balance, June 30, 2019      115,738   33,209   10,400   159,347 

                 
Accumulated depreciation                  

Balance, December 31, 2018      109,325   22,526   5,364   137,215 
Additions         3,301   3,321   975   7,597 
Balance, June 30, 2019      112,626   25,847   6,339   144,812 

                 
Net book value                    

Balance, December 31, 2018      6,413   10,683   5,036   22,132 
Balance, June 30, 2019      3,112   7,362   4,061   14,535 

 
7. Bank indebtedness
 
The Company has available an operating line of credit of up to a maximum of $655,000 (December 31, 2018 - $655,000) which bears interest at Royal Bank prime rate +
2.25% per annum. The line of credit is secured by a first-ranking general security agreement (“GSA”) covering all the assets of the Company and is payable on demand. As at
June 30, 2019, the Company had drawn $655,000 (December 31, 2018 - $394,000) on its line of credit, and had overdrawn on their bank accounts by $93,971. On August 2,
2018, the creditor of the bank indebtedness (the “Indebtedness Creditor”) demanded repayment of this facility. During the three and six month periods ended June 30, 2019, the
Company recognized interest expense of $9,143 (2018 - $5,886) and $18,479 (2018 - $12,109) respectively, in relation to bank indebtedness which is recorded in interest
expense on the condensed interim consolidated statement of loss and comprehensive loss.
 
On October 25, 2018, the Company met the Conditions Precedent (outlined below) and executed a forbearance agreement with the Indebtedness Creditor whereby the Company
acknowledged the outstanding line of credit balance of $652,076, the outstanding credit card facility with the same creditor of $19,757 and fees to date in relation to the demand
for repayment of $26,815, were owed to the Indebtedness Creditor by the Company as of the date of the forbearance agreement and the Indebtedness Creditor agreed not to
demand repayment of the facility until the earlier of April 30, 2019 and the occurrence of an event of default by the Company as described in the forbearance agreement. On
May 31, 2019, the Indebtedness Creditor agreed to extend the forbearance period to July 31, 2019 and on July 26, 2019, the Indebtedness Creditor again agreed to extend the
forbearance period to August 15, 2019. The forbearance agreement was subject to the following conditions (the “Conditions Precedent”):
 
a) A cash injection from the Company’s investors of $370,000 (see Note 11), of which $100,000 would be paid immediately to the Indebtedness Creditor as cash collateral;
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Jibestream Inc.
Notes to the Condensed Interim Consolidated Financial Statements
For the three and six month periods ended June 30, 2019
(Unaudited)
(Presented in Canadian dollars)
 
7. Bank indebtedness (continued from previous page)
 
b) Execution of similar forbearance agreements (in form satisfactory to the Indebtedness Creditor) with the Company’s long-term debt creditors (Note 8) and the holder of the
Company’s convertible debenture (Note 9);
 
c) A fully executed collateral agreement with the Indebtedness Creditor; and
 
d) An executed consent form from the Company to the immediate private or court appointment of an interim receiver. This consent is to be held in escrow by the Indebtedness
Creditor’s legal counsel to be used in the event of the termination of the Forbearance period if the Company violates any of the terms of the forbearance agreement.
 
Under the collateral agreement (point c) above), the Company is required to provide the Indebtedness Creditor with additional collateral as follows:
 
a) $30,000 on or before November 30, 2018;
b) $75,000 on or before December 31, 2018;
c) $75,000 on or before January 31, 2019;
d) $50,000 on or before February 31, 2019; and
e) $100,000 on or before March 31, 2019.
 
As at June 30, 2019, the Indebtedness Creditor held collateral related to the Company’s bank indebtedness of $330,000 (December 31, 2018 - $205,000) which has been
recorded as restricted short-term investments on the condensed interim consolidated statement of financial position. At the time the final $100,000 payment was due, the
Company did not have sufficient cash resources and the Indebtedness Creditor agreed to waive the payment. This collateral is being held in Guaranteed Investment Certificates
bearing interest at rates ranging between 1.40% or 1.65% and maturing between October 29, 2019 and December 31, 2019. On August 15, 2019, following the close of the sale
of the share of the Company (see Note 19), the Indebtedness Creditor was repaid in full out of the sale proceeds and released the collateral.
 
Under the terms of the forbearance agreement, the Company was subject to a number of financial reporting and operational obligations. Failure to meet any of these obligations
would constitute an event of default and would effectively void the forbearance agreement. The Company was required to cover specific costs of the Indebtedness Creditor
under the terms of the forbearance agreement. As of June 30, 2019, the Company was in compliance with the financial reporting and operational obligations of the forbearance
agreement.
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Jibestream Inc.
Notes to the Condensed Interim Consolidated Financial Statements
For the three and six month periods ended June 30, 2019
(Unaudited)
(Presented in Canadian dollars)
 
8. Long-term debt
 

  
June 30,

2019  
December 31,

2018 
       
Espresso Capital Revolving Credit Facility  $ 137,641  $ 134,277 
Eastern Ontario community Futures Development Corporations Network Inc. Term Loan   433,258   431,785 
   570,899   566,062 
Less:         

Current portion   570,899   221,621 
  $ -  $ 344,441 
 
Espresso Revolving Credit Facility
 
This credit facility is an interest-only loan bearing interest at 15.25% per annum and was scheduled to mature on December 1, 2018. The loan is secured by a first ranking claim
on the Company’s investment tax credits receivable (Note 5). Upon the Company receiving its refund, Espresso has the option to demand repayment of this loan out of the
refund proceeds.
 
The credit facility is subject to certain financial covenants which require the Company to maintain at least $75,000 of cash on hand. As at July 31, 2018, the Company was in
violation of this covenant and Espresso had the right to demand repayment of this loan. On October 24, 2018, the Company executed a forbearance agreement with Espresso
whereby Espresso agreed not to demand repayment or enforce its rights and remedies until the later of April 30, 2019 and the end of the bank indebtedness forbearance period
(Note 7). On May 31, 2019, Espresso agreed to extend the forbearance period to July 31, 2019 and then on July 24, 2019, again agreed to extend the forbearance period to
August 15, 2019. Under the terms of the forbearance agreement interest from July 31, 2018 to the date at which the indebtedness is paid in full, shall accrue at the Default
Interest Rate of 20.25% as defined in the related loan agreement. The Company was also required to pay Espresso the proceeds from the collection of its investment tax credit
receivable (Note 5), within one business day of its receipt. On November 19, 2018, the Company received its July 31, 2018 investment tax credit claim of approximately
$272,000 and repaid this amount to Espresso.
 
During the three and six month periods ended June 30, 2019, the Company recognized interest expense of $8,554 (2018 - $6,665) and $13,624 (2018 - $19,553) respectively, in
relation to this credit facility recorded in interest expense on the condensed interim consolidated statement of loss and comprehensive loss.
 
Eastern Ontario Community Futures Development Corporations Network Inc. Term Loan (“SOFII loan”)
 
The SOFII loan bears interest at 11% per annum, is repayable in monthly blended principal and interest instalments of $8,561 and matures in July 2024. The loan is secured by a
GSA over all the assets of the Company which ranks subordinate to the operating line of credit GSA (Note 7) and the Espresso Revolving Credit Facility’s claim on the
investment tax credits receivable.
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8. Long-term debt (continued from previous page)
 
The SOFII loan is subject to certain financial and non-financial covenants. As at June 30, 2019, the Company was in compliance with these covenants. On October 22, 2018, as
required under the terms of its bank indebtedness forbearance agreement (Note 7), the Company executed a forbearance agreement with SOFII whereby SOFII agreed to interest
only payments until April 30, 2019, at which time the Company has agreed and committed to repay the deferred principal payments as required per the terms of the related loan
agreement for the period from June 30, 2018 – April 30, 2019. Under the terms of the SOFII forbearance agreement, the Company’s CEO agreed to a reduction of his salary by
fifty percent during the forbearance period. On May 31, 2019, SOFII agreed to extend the aforementioned forbearance period to July 31, 2019 and then on July 24, 2019, SOFII
agreed to again extend the forbearance period to August 15, 2019.
 
During the three and six month periods ended June 30, 2019, the Company recognized interest expense of $13,644 (2018 - $12,089) and $23,895 (2018 - $24,458) respectively,
in relation to this loan recorded in interest expense on the condensed interim consolidated statement of loss and comprehensive loss.
 
On August 15, 2019, the balance was repaid in full following the finalization of the share sale disclosed in in Note 19.
 
9. Convertible debenture
 

  
June 30,

2019  
December 31,

2018 
         
$358,216 (December 31, 2018 - $358,216), convertible debenture, including accumulated interest and accretion of $317,770

(December 31, 2018 - $191,864)  $ 675,986  $ 550,080 
 
On November 1, 2012, the Company received $500,000 in exchange for issuing a convertible debenture with a principal balance of $499,990 (the “Debenture”) and 105,263
common shares. The common shares had an estimated fair value at the date of issuance of $150,000 based on an estimated share price of $1.45 per share which was recognized
as debt issuance costs with a corresponding increase to share capital. The Debenture bears interest at the Bank of Canada prime rate plus 1% per annum and was scheduled to
mature on November 1, 2012. The debenture is secured by a GSA over all the Company’s assets which ranks subordinate to the operating line of credit GSA (Note 7) and
Company’s long-term debt (Note 8). As required by the bank indebtedness forbearance agreement the Company executed a forbearance agreement with the debenture holder
which extended the date of maturity to the earlier of: April 30, 2019 and the date that the debenture holder’s convertible promissory note (Note 11) matures. On May 31, 2019,
the Debenture Holder agreed to extend the forbearance period to July 31, 2019. On July 26, 2019, the Debenture Holder agreed to further extend the forbearance period to
August 15, 2019. Accordingly, the convertible debenture has been presented as current on the Company’s consolidated statement of financial position.
 
The Debenture holder has the option to convert the Debenture at maturity or on a change of control of the Company, into common shares at a price equal to 80% of the fair
market value of the common shares. The Debenture will automatically convert in full, into the same class of securities as issued upon completion of a single equity issuance of
not less than $1,000,000 (a “Significant Financing”).
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9. Convertible debenture (continued from previous page)
 
The convertible debenture is being accounted for in accordance with its substance and is presented in the financial statements in its component parts, measured at its respective
fair value at the time of issue. At date of issuance, the Company separated the embedded derivatives from the debenture host contracts, with the total proceeds first allocated to
the fair value of the derivative financial instruments determined using the Black Scholes model, with the remaining proceeds allocated to the debt host contract. The proceeds
from issue at the date of issuance were $499,990 and the fair value of the derivative financial liability related to the beneficial conversion feature on initial recognition was
$338,183.
 
On February 8, 2013, the holder of the convertible debenture agreed to extend the maturity date of the Debenture to February 8, 2018. Management determined that the
extension of the Debenture was in substance an extinguishment and refinancing of debt in accordance with IFRS 9 - Financial Instruments. To account for the extinguishment of
the debt, the difference between the carrying amount of the original debentures and the consideration paid was recognized as a loss of $76,907 in the December 31, 2013
statement of loss and comprehensive loss. The debt issuance costs of $149,990 were written off at the time of extinguishment.

 
The holder of the convertible debenture agreed to further extend the maturity date of the Debenture on four further occasions, February 7, 2018, October 22, 2018, May 31,
2019 and June 14, 2019 extending the maturity date to July 31, 2018, April 30, 2019, July 31, 2019 and August 15, 2019, respectively. Management determined that the
extensions of the Debenture on February 7, 2018 and October 22, 2018 resulted in substance in an extinguishment and refinancing of debt in accordance with IFRS 9 - Financial
Instruments. In accounting for the extinguishment of the debt, the difference between the carrying amount of the debenture and the consideration paid was recognized as gains
of $145,890 and $141,509, respectively in the December 31, 2018 consolidated statement of loss and comprehensive loss.
 
The estimated fair value of the derivative at June 30, 2019 was $126,784 (December 31, 2018 - $142,816).
 
    
Derivative liability at December 31, 2017  $ 130,261 
Loss on revaluation to fair value   12,555 
Derivative liability at December 31, 2018   142,816 
Gain on revaluation to fair value   (16,032)
Derivative liability at June 30, 2019   126,784 
 
During the three and six month periods ended June 30, 2019, the Company recorded accretion of $22,300 (2018 - $75,010) and $62,498 (2018 - $133,419) respectively, related
to the convertible debentures, which are included in accretion expense on the condensed interim consolidated statement of loss and comprehensive loss. During the three and six
month periods ended June 30, 2019, the Company incurred interest of $53,333 (2018 - $15,315) and $63,408 (2018 - $12,162) respectively, related to the convertible
debenture, which are included in interest expense on the condensed interim consolidated statement of loss and comprehensive loss.
 
On August 15, 2019, the balance was repaid in full following the finalization of the share sale disclosed in in Note 19.
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9. Convertible debenture (continued from previous page)
 
The convertible debenture remained outstanding as at June 30, 2019. The Company used an option pricing model to estimate the fair value of the derivatives at June 30, 2019
using the inputs shown below:
 

  June 30, 2019  
December 31,

2018 
Estimated price per share  $ 0.90  $ 1.28 
Exercise price  $ 0.72  $ 1.02 
Expected volatility   34.36%  44.83%
Expected option life   46 days   120 days 
Expected dividend yield   0.00%  0.00%
Risk-free interest rate   1.47%  2.07%
 
No active market exists for the Company’s common shares. For this reason, the Company considers the historical volatility of similar entities for which share price information
is publicly-available when estimating the expected volatility. The listed entities used in the analysis operate within the same industry space, focusing on the delivery of similar
products and services to small and medium-sized businesses.
 
10. Promissory notes – shareholders
 
Shareholder Promissory note #1 is unsecured, bears annual interest at the Toronto Dominion Bank (“TD Bank”) prime rate, has no fixed terms of repayment, and matures on the
date that the Class A convertible preferred shares are redeemed or converted in full. The holder of Promissory note #1 has indicated his intention not to demand repayment of
the note to after December 31, 2019. Promissory note #2 also bears annual interest at the TD Bank prime rate. Payment of this balance was due in February 2018. As the
Company did not have the free cash available to repay this loan upon maturity they have violated the terms of the September 2015 settlement agreement reached with the holder
of Promissory note #2. The Company has been in communication with the holder of Promissory note #2 and plans to repay this debt once the terms with the higher-ranking
creditors (see below) have been renegotiated and it has sufficient cash flows and cash to do so under the terms of its related debt agreements.
 

  
June 30,

2019  
December 31,

2018 
       
Promissory note #1   348,391   341,665 
Promissory note #2   19,436   36,770 
   367,827   378,435 
Less:         

Current portion   367,827   36,770 
   -   341,665 
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10. Promissory notes – shareholders (continued from previous page)
 
During the three and six month periods ended June 30, 2019, the Company recorded interest expense of $4,077 (2018 – $3,403) and $7,440 (2018 – $5,618) respectively,
related to the promissory notes recorded in interest expense on the condensed interim consolidated statement of loss and comprehensive loss.
 
The promissory notes rank subordinate to the Company’s bank indebtedness (Note 7), long-term debt (Note 8) and convertible debentures (Note 9). On August 15, 2019, the
balance of both promissory notes were repaid in full following the finalization of the share sale disclosed in Note 19.
 
11. Convertible promissory notes
 

  
June 30,

2019  
December 31,

2018 
       
Convertible promissory notes - tranche #1   89,025   47 
Convertible promissory notes - tranche #2   178,000   - 
   267,025   47 
 
Convertible promissory notes - tranche #1:
 
In October 2018, certain of the Company’s shareholders each agreed to purchase a convertible promissory note from the Company, providing the Company $370,000 to finance
working capital needs and as required by the Indebtedness Creditor as part of the Conditions Precedent (Note 7). Each promissory note is unsecured and bears interest at 10%
per annum.
 
Each promissory note holder has the option to convert its note upon maturity, being the earlier of six months from the date of purchase or on the date of a change of control of
the Company, into non-convertible, non-participating preferred shares with a priority liquation preference equal to three times the conversion price of $1.283 per share.
 
The convertible promissory notes are being accounted for in accordance with their substance and are presented in the financial statements in their component parts, measured at
their respective fair values at the date of issuance. At the dates of issuance, the Company separated the embedded derivatives from the debenture host contracts, with the total
proceeds first allocated to the fair value of the derivative financial instruments, with the remaining proceeds allocated to the debt host contract. The proceeds from issuance were
$370,000 and the fair value of the derivative financial liability on initial recognition was $370,000.
 
The estimated fair value of the derivative instrument related to the three times principal liquidation feature as at June 30, 2019 was $830,320 (December 31, 2018 - $702,000).
The fair value was determined based on an estimated 100% (December 31, 2018 – 90%) probability of a liquidity event multiplied by the estimated payout upon a liquidity
event net of the estimated principal and interest outstanding at the time of such liquidity event.
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11. Convertible promissory notes (continued from previous page)
 
On August 15, 2019, all of the convertible promissory notes in tranche #1 were converted into preferred shares and redeemed in full for cash consideration of $1,200,320.
 
Convertible promissory notes - tranche #2:
 
In April 2019, certain of the Company’s shareholders each agreed to purchase additional convertible promissory notes from the Company, providing the Company $178,000 to
finance working capital needs. Each promissory note is unsecured and bears interest at 10% per annum.
 
Each promissory note holder has the option to convert its note upon maturity, being the earlier of June 30, 2019 or on the date of a change of control of the Company or the
execution of a definitive purchase and sale agreement which would result in a change of control, into non-convertible, non-participating preferred shares with a priority liquation
preference equal to three times the conversion price of $1.283 per share (the “Conversion Feature”). The tranche #2 convertible promissory note holders agreed to extend the
maturity date to the earlier of July 31, 2019 or the date of a change in control (as described above) of the Company. The Company executed a definitive agreement for the sale of
100% of the Company’s outstanding shares on July 9, 2019 with final closing on August 15, 2019 (see Note 19).
 
The convertible promissory notes are being accounted for in accordance with their substance and are presented in the financial statements in their component parts, measured at
their respective fair values at the date of issuance. At the dates of issuance, the Company separated the embedded derivatives from the debenture host contracts, with the total
proceeds first allocated to the fair value of the derivative financial instruments, with the remaining proceeds allocated to the debt host contract. The proceeds from issuance were
$178,000 and the fair value of the derivative financial liability on initial recognition was $nil.
 
The estimated fair value of the derivative instrument related to the three times principal liquidation feature as at June 30, 2019 was $nil. The fair value was determined based on
an estimated 100% probability of convertible promissory note #2 being repaid prior to maturity and qualifying of the Conversion Feature, as the amount was repaid in full on
August 15, 2019. See Note 19 for further details on the repayment.
 
During the three and six month periods ended June 30, 2019, the Company recorded accretion expense of $87,785 (2018 - $nil) and $88,978 (2018 - $nil) respectively, related
to convertible promissory notes (both tranches), which is included in accretion expense on the condensed interim consolidated statement of loss and comprehensive loss. During
the three and six month periods ended June 30, 2019, the Company incurred interest of $15,961 (2018 - $nil) and $22,704 (2018 - $nil) respectively, related to the convertible
promissory notes, which are included in interest expense on the condensed interim consolidated statement of loss and comprehensive loss. The accrued interest is recorded in
account payable and accrued liabilities on the condensed interim consolidated statement of financial position.
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12. Share-based compensation

 
The Company has a stock option plan. These options are granted to employees, vest over a maximum of four years, and expire after a maximum of ten years. One option is
exchangeable for one common share of the Company.
 

  
Number of

Options  

Weighted Avg
Exercise Price

($) 
Options outstanding, December 31, 2017   273,283   1.28 
Options issued   192,255   1.28 
Options exercised   -   - 
Options forfeited   (105,432)   1.28 
Options outstanding, December 31, 2018   360,106   1.28 
Options issued   15,931   1.28 
Options exercised   -   - 
Options forfeited   (13,323)   1.28 
Options outstanding, June 30, 2019   362,714   1.28 
 
The fair value of options granted during the year ended June 30, 2019 was estimated using the Black-Scholes option pricing model to determine the fair value of options granted
using the following assumptions:
 

  June 30, 2019  
December 31,

2018 
Weighted average fair value per common share   1.28   1.28 
Weighted average exercise price   1.28   1.28 
Expected volatility   48.05%  44.83%
Expected option life (years)   4   4 
Expected dividend yield   0.00%  0.00%
Risk-free interest rate   2.07%  1.68%
 
No active market exists for the Company’s common shares. For this reason, the Company considers the historical volatility of similar entities for which share price information
is publicly available when estimating the expected volatility. The listed entities used in the analysis operate within the same industry space, focusing on the delivery of similar
products and services to small and medium-sized businesses.
 
The risk-free rate assumed in valuing the options is based on the Canadian treasury yield curve in effect at the time of grant for the expected term of the option. The expected
dividend yield percentage at the date of grant is Nil as the Company is not expected to pay dividends in the foreseeable future. The Company has estimated its future stock
option forfeitures to be nil for the year ended June 30, 2019 (December 31, 2018 - nil).
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12. Share-based compensation (continued from previous page)

 
The weighted average exercise price of the outstanding options was $1.28. The average remaining contractual life of outstanding options is 2 to 10 years. At June 30, 2019,
124,898 (December 31, 2018 – 131,961) options were vested and exercisable. During the three and six month periods ended June 30, 2019, the Company recognized stock-
based compensation expense of $7,500 (2018 – $3,000) and $15,000 (2018 - $6,000) in the condensed interim consolidated statement of loss and comprehensive loss.
 
13. Share capital
 
On June 11, 2014, the Company amended its articles of incorporation such that the authorized capital of the Company now consists of:

 
- An unlimited number of common shares
 
- An unlimited number of class A convertible preferred shares

 
Common Shares
 

  
June 30,

2019  
December 31,

2018 
         
2,105,263 Common shares 
(December 31, 2018 – 2,105,263)   150,100   150,100 
 
Each holder of common shares shall be entitled to receive notice of and to attend and vote at all meetings of shareholders of the Company, except meetings at which only
holders of class A convertible preferred shares are entitled to vote, and each holder of common shares shall be entitled to one vote in respect of each common share held by such
holder.
 
The holders of common shares are not entitled to vote separately as a class upon any proposal to amend the articles of the Company to: (I) increase or decrease any maximum
number of authorized shares of such class, or increase any maximum number of authorized shares of a class or series having rights or privileges equal or superior to the shares
of such class; or (ii) create a new class or series of shares equal or superior to the shares of such class.
 
Subject to the rights of the holders of the class A convertible preferred shares, the holders of common shares shall be entitled to receive dividends and the Company shall pay
dividends thereon, as and when declared by the board out of monies properly applicable to the payment of dividends, in such amount and in such form as the board may from
time to time determine. All dividends which the board may declare on the common shares shall be declared and paid in equal amounts per share on all common shares at the
time outstanding.
 
If a liquidation event or deemed liquidation event occurs, subject to the rights and privileges attaching to the class A convertible preferred shares, the assets and property of the
Company available for distribution to shareholders shall be distributed among the holders of the common shares on a pro rata basis in accordance with the number of common
shares held by each holder.
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13. Share Capital (continued from previous page)
 
Class A Convertible Preferred Shares
 

  
June 30,

2019  
December 31,

2018  
       
701,754 Class A convertible preferred shares - Series 1
(December 31, 2018 - 701,754)   1,000,000   1,000,000 
         
779,971 Class A convertible preferred shares - Series 2
(December 31, 2018 - 779,971)   999,922   999,922 
   1,999,922   1,999,922 
Less: Share issuance costs   96,122   96,122 
   1,903,800   1,903,800 
 
The class A convertible preferred shares of each series including, without limitation, the series 1 preferred shares and the series 2 preferred shares, shall rank pari passu with the
class A convertible preferred shares of every other series with respect to dividends and return of capital in the event of a liquidation event or deemed liquidation event.
 
On all matters submitted to a vote of holders of common shares, a holder of class A convertible preferred shares of each series including, without limitation, the series 1
preferred shares and the series 2 preferred shares, shall be entitled to the number of votes equal to the number of common shares into which the class A convertible preferred
shares of such series are then convertible, and in all ways shall have voting rights and powers equal to the voting rights and powers of the common shares, including the right to
receive notice of and to attend and vote at all meetings of shareholders of the Company.
 
The holders of class A convertible preferred shares are not entitled to vote separately as a class (or separately as any series thereof, as applicable) upon any proposal to amend
the articles of the company to: (i) increase or decrease any maximum number of authorized shares of such class or series, or increase any maximum number of authorized shares
of a class or series having rights or privileges equal or superior to the shares of such class or series; or (ii) create a new class or series of shares equal or superior to the shares of
such class or series.
 
The holders of class A convertible preferred shares of each series including, without limitation, the series 1 preferred shares and the series 2 preferred shares, shall be entitled to
receive dividends and the Company shall pay dividends thereon, as and when declared by the board out of monies properly applicable to the payment of dividends, in such
amount and in such form as the board may from time to time determine. All dividends which the board may declare on the class A convertible preferred shares of a series shall
be declared and paid in equal amounts per share on all class A convertible preferred Shares of such series at the time outstanding.
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13. Share Capital (continued from previous page)
 
These shares are convertible into common shares at the rate of one common share for each preferred share and are redeemable at the option of the holder for $1.45 per share for
the series 1 preferred shares and $1.28 for the series 2 preferred shares. The preferred shares have a conversion feature that includes a price-based antidilution adjustment post-
conversion. The price-based antidilution adjustment ensures preferred shareholders are made whole in the event of a down financing round at the expense of common
shareholders; therefore, the conversion feature was assessed to be a derivative liability, and measured at fair value. The residual amount, being the difference between the
subscription amount and the fair value of the derivative liability at the date on which the preferred shares were issued have been classified as a financial liability presented as
preferred shares. The derivative liability was determined to have a fair value of $nil as at June 30, 2019 (December 31, 2018 - $nil) and was based upon an estimated fair value
per common share cost conversion of $1.28.
 
14. Financial Instruments
 
The Company as part of its operations carries a number of financial instruments. It is management’s opinion that the Company is not exposed to significant risks arising from
these financial instruments except as otherwise disclosed.
 
Fair value
 
Fair value is the amount for which an asset could be exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction. The fair value of the
Company’s cash, accounts receivable, investment tax credits receivable and accounts payable and accrued liabilities are estimated by management to approximate their carrying
values due to their short-term nature. The carrying value of the promissory notes - shareholders liability is also deemed to be representative of fair value as they have been
financed at interest rates which are similar to current market interest rates.
 
Risk management policy
 
In the normal course of its business, the Company is exposed to a number of financial risks that can affect its operating performance. These risks, and the actions taken to
manage them, are as noted below.
 
Interest rate risk
 
Interest rate risk is the risk that the value of a financial instrument might be adversely affected by a change in the interest rates. Changes in market interest rates may have an
effect on the cash flows associated with some financial assets and liabilities, known as cash flow risk, and on the fair value of other financial assets or liabilities, known as price
risk. The Company is exposed to interest rate risk through the impact of changes in market interest rates on the fair values of its instruments.
 
The Company is exposed to price risk with respect to the Company’s bank indebtedness (Note 7) Royal Bank prime rate + 2.25% per annum, the convertible promissory notes
(Note 11) which bears interest at fixed interest rate of 10% (December 31, 2018 - nil) per annum, the Espresso Revolving Credit Facility (Note 8) with a fixed rate of 15.25%
per annum (December 31, 2018 - 15.25%) and the SOFII loan (Note 8) with a fixed rate of 11% per annum (December 31, 2018 - 11%).
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14. Financial Instruments (continued from previous page)
 
The Company is exposed to cash flow risk with respect to the Company’s convertible debentures (Note 9) which bear interest at 10% (December 31, 2018 – 10%) per annum
and promissory notes to shareholders (Note 10) which bear interest at the TD Bank prime rate (December 31, 2018 - TD Bank prime rate).
 
Liquidity risk
 
Liquidity risk is the risk that the Company may not be able to generate sufficient cash resources to settle its obligations as they fall due. The Company manages liquidity risk by
maintaining adequate cash balances and borrowing facilities, by continuously monitoring forecasted and actual cash flows, and by matching the maturity profiles of financial
assets and liabilities. The following table gives the Company’s financial liabilities and contractual maturities as follows:
 

  < 1 year   1-2 years   > 3 years   Total  
Bank indebtedness   748,971   -   -   748,971 
Accounts payable and accrued liabilities   354,846   -   -   354,846 
Long-term debt   570,899   -   -   570,899 
Convertible debenture   675,986   -   -   675,986 
Promissory notes - shareholders   367,827   -   -   367,827 
Convertible promissory notes   271,268   -   -   271,268 
 
Credit risk and economic dependence
 
Credit risk is the risk of loss associated with a counterparty’s inability to fulfill its payment obligations. The Company’s principal financial assets that expose it to credit risk are
its accounts receivable, and the Company mitigates this risk by monitoring the credit worthiness of its customers.
 
The Company applies the simplified approach to provide for expected credit losses as prescribed by IFRS 9, which permits the use of the lifetime expected loss provision for all
trade receivables and contract assets. The expected credit loss provision is based on the company’s historical collections and loss experience and incorporates forward-looking
factors, where appropriate.
 
  Current  Aged  Aged  Aged  Aged   
  1 - 30 days  31 - 60 days  61 - 90 days  91 - 120 days  120 days and over  Total 

  $   $   $   $   $   $  
Expected loss rate   0.50%  1.25%  1.25%  12.25%  50.00%    
Gross trade receivables   278,023   206,397   69,617   10,136   -   564,173 
Expected loss provision   1,390   2,580   870   1,242   -   6,082 
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14. Financial Instruments (continued from previous page)
 
A credit concentration exists relating to accounts receivable. As at June 30, 2019, four customers (December 31, 2018 - two customers) accounted for approximately 62%
(December 31, 2018 - 57%) of accounts receivable and for the three months ended June 30, 2019, three customers (three months ended June 30, 2018 – four customers)
accounted for 52% of revenues from operations (three months ended June 30, 2018 - 62%), and for the six months ended June 30, 2019, three customers (six months ended
June 30, 2018 – four customers) accounted for 45% of revenues from operations (six months ended June 30, 2018 - 64%). The loss of any of these customers could have a
significant adverse impact on the Company’s financial results if replacement customers could not be found in a timely manner.
 
As at June 30, 2019, the Company has recorded a provision for expected credit losses of $6,082 (December 31, 2018 - $14,941).
 
Foreign currency risk
 
Foreign currency risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in foreign exchange rates. The Company
undertakes transactions denominated in United States dollars for which the related revenues, expenses, accounts receivable and accounts payable balances are subject to
exchange rate fluctuations. Management regularly reviews the foreign exchange rates in relation to the Canadian dollar and the Company’s foreign currency position. As at June
30, 2019, the following items are denominated in United States dollars:
 

  
June 30,

2019  
December 31,

2018 
Cash   -   17,124 
Accounts receivable   564,172   285,307 
Accounts payable and accrued liabilities   6,039   31,822 
 
A 5% fluctuation of the United States dollar would result in an exchange gain or loss on the net financial assets of approximately $23,932 (December 31, 2018 - $10,494) as at
June 30, 2019.
 
15. Related party transactions
 
Key management compensation of the Company
 
Key management personnel are comprised of the Company’s directors and executive officers. In addition to their salaries, key management personnel also receive share-based
compensation. Key management personnel compensation is as follows:
 

  
Three Months Ended

June 30,  
Six Months Ended 

June 30, 
  2019  2018  2019  2018 
Salaries and benefits, including bonuses   56,625   90,000   113,250   180,000 
Share-based compensation   -   -   1,438   4,401 
   56,625   90,000   114,688   184,401 
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16. IFRS 16 – Adoption of Lease Accounting
 
The Company adopted IFRS 16 using the modified retrospective approach and accordingly the information presented for 2018 has not been restated. It remains as previously
reported under IAS 17 and related interpretations. On initial application, the Company has elected to record right-of-use assets based on the corresponding lease liability. Right-
of-use assets and lease obligations of $805,774 were recorded as of January 1, 2019, with no net impact on retained earnings. When measuring lease liabilities, the Company
discounted lease payments using its borrowing rate at January 1, 2019. The rate applied is approximately 11%. The Company applied the definition of a lease under IFRS 16 to
contracts entered into or changed on or after January 1, 2019.
 
Right-of-use assets consists of a lease agreement related to Company’s premises. Future minimum lease payments related to the obligation under capital lease are as follows:

 
2019   194,773 
2020   389,545 
2021   227,235 
   811,553 

 
The following table summarizes the impact of adopting IFRS 16 on the Company’s interim consolidated statement of loss for the three and six months ended June 30, 2019:
 

  Three Months Ended   Six Months Ended  
        June 30, 2019         June 30, 2019  
  June 30, 2019      Without adoption   June 30, 2019      Without adoption  
  As reported   Adjustments   of IFRS 16   As reported   Adjustments   of IFRS 16  

  $  $  $  $  $  $ 
Revenue   708,562   36,000   672,562   1,351,451   72,000   1,279,451 
                         
Operating expenses                         
Salaries, wages and benefits   718,277       718,277   1,354,365       1,354,365 
Office and general   73,922       73,922   152,507       152,507 
Amortization   77,594   73,795   3,799   155,188   147,590   7,598 
Travel and entertainment   11,801       11,801   58,631       58,631 
Interest   104,712       104,712   149,550       149,550 
Professional fees   12,770       12,770   38,707       38,707 
Advertising and promotion   14,877       14,877   28,756       28,756 
Bank charges   2,007       2,007   3,689       3,689 
Occupancy   -   (55,665)   55,665   -   (108,518)   108,518 
Foreign exchange loss (gain)   19,964       19,964   14,655       14,655 
Bad debts   1,432       1,432   (6,287)       (6,287)

   1,037,356   18,130   1,019,226   1,949,761   39,072   1,910,689 
                         
Loss before the undernoted items   (328,794)       (346,664)   (598,310)       (631,238)
                         
Other expenses (income)                         
Accretion expense   128,519   18,434   110,085   190,476   39,000   151,476 
Loss (gain) on derivative liability - convertible debenture   (709)       (709)   (16,032)       (16,032)
Gain on extinguishment of convertible debenture   -       -   -       - 
Loss on derivative liability - convertible promissory notes   89,320       89,320   128,320       128,320 
Share-based compensation   7,500       7,500   15,000       15,000 

   224,630   18,434   206,196   317,764   39,000   278,764 
                         
Net income and comprehensive income   (553,424)   (564)   (552,860)   (916,074)   (6,072)   (910,002)
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Jibestream Inc.
Notes to the Condensed Interim Consolidated Financial Statements
For the three and six month periods ended June 30, 2019
(Unaudited)
(Presented in Canadian dollars)
 
17. Capital Management
 
The Company’s objective in managing capital is to ensure sufficient liquidity to pursue its strategy of organic growth combined with strategic acquisitions, so that it can provide
above average returns for its shareholders. The Company defines capital that it manages as the aggregate of its shareholders’ deficit, which consists of issued capital and deficit.
 
The Company manages its capital structure and makes adjustments to it in light of general economic conditions and the risk characteristics of the underlying assets and the
Company’s working capital requirements. In order to maintain or adjust the capital structure, the Company, upon approval from its Board of Directors, may issue long term
debt, issue shares, repurchase shares through a normal course issuer bid and pay dividends. The Board of Directors reviews and approves any material transactions not in the
ordinary course of business that may include various acquisition proposals, as well as capital and operating budgets. No changes were made in the objectives, policies or
processes of capital management during the periods ended June 30, 2019 and December 31, 2018. As disclosed in Notes 7 and 8, the Company is subject to covenants on its
bank indebtedness and long-term debt.
 
18. Revenue
 
Revenue is disaggregated primarily by performance obligation. Contract liabilities include deferred revenue which represents cash received in advance service being provided.
 

  For the three months ended   For the six months ended  
  June 30,  June 30,  June 30,  June 30, 
  2019  2018  2019  2018 
Revenue by Performance Obligation             
Design and Implementation Revenue   260,017   280,425   500,838   811,218 
License, Maintenance and Support Revenue   448,545   502,690   850,613   951,761 
   708,562   783,115   1,351,451   1,762,979 
 

  
June 30,

2019  
December 31,

2018 
Contract Liabilities       
Deferred Design and Implementation Revenue   277,330   268,779 
Deferred License, Maintenance and Support Services Revenue   1,532,933   1,183,108 
   1,810,263   1,451,887 
 
19. Subsequent events
 
On August 15, 2019, the shareholders of the Company agreed to sell 100% of the outstanding shares to Inpixon (the “Acquirer”), a United States publicly traded company, in
exchange for consideration of $5,000,000 cash and $3,000,000 in shares of the Acquirer.
 
Under the terms of the purchase and sale agreement, all of the Company’s obligations related to its bank indebtedness (Note 7), long-term debt (Note 8), convertible debenture
(Note 9), promissory notes – shareholders (Note 10) and convertible promissory notes (Note 11), were discharged in full, prior to distributing the remaining proceeds to the
shareholders.
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Exhibit 99.3
 

Inpixon and Subsidiaries
Unaudited Pro Forma Condensed Combined Financial Information

 
The unaudited pro forma condensed combined balance sheet as of June 30, 2019 and the unaudited pro forma condensed combined statements of operations for each of the

six months ended June 30, 2019 and for the year ended December 31, 2018 combine the financial statements of Inpixon and Subsidiaries (“Inpixon”) and Jibestream Inc.
(“Jibestream”), giving effect to the acquisition of Jibestream as described in the Acquisition Agreement, as amended, plus the completion of a minimum capital raise as
required by the Acquisition Agreement (collectively the “Transactions”), as if they had occurred on January 1, 2018 in respect of the unaudited pro forma condensed combined
statements of operations and on June 30, 2019 in respect of the unaudited pro forma condensed combined balance sheet.

 
The unaudited pro forma condensed combined financial information should be read in conjunction with:

 
● Inpixon’s audited consolidated financial statements and accompanying notes as of and for the year ended December 31, 2018, as contained in its Annual Report on

Form 10-K filed on March 28, 2019 with the United States Securities and Exchange Commission (the “SEC”).
 

● Inpixon’s unaudited condensed consolidated financial statements and accompanying notes as of and for the six months ended June 30, 2019, as contained in its
Quarterly Report on Form 10-Q filed on August 14, 2019 with the SEC.

 
● Jibestream’s audited financial statements as of and for the years ended December 31, 2018 and 2017, as contained in Inpixon’s Current Report on Form 8-K/A

filed with the SEC on July 25, 2019.
 
● Jibestream’s unaudited condensed financial statements as of and for the six months ended June 30, 2019 and 2018, contained elsewhere in this filing.

 
● the other information contained in or incorporated by reference into this filing.
 

The financial statements of Jibestream were prepared in accordance with International Financial Reporting Standards (“IFRS”) as issued by the International Accounting
Standards Board (“IASB”). The consolidated financial statements of Inpixon were prepared in accordance with accounting principles generally accepted in the United States of
America (“U.S. GAAP”). The unaudited pro forma condensed combined financial information includes adjustments to convert the financial information of Jibestream from
IFRS to U.S. GAAP as issued by the Financial Accounting Standards Board (“FASB”), as well as reclassifications to conform Jibestream’s historical accounting presentation to
Inpixon’s accounting presentation.

 
In addition, the consolidated financial statements of Inpixon are presented in US dollars (“USD”) whereas, the financial statements of Jibestream are presented in Canadian

Dollars (“CAD”). Therefore, the unaudited pro forma condensed combined financial information includes adjustments to convert Jibestream’s financial information from CAD
to USD.

 
The final purchase consideration and the allocation of the purchase consideration may materially differ from that reflected in the unaudited pro forma condensed combined

financial information after final valuation procedures are performed and amounts are finalized following the completion of the acquisition.
 
The unaudited pro forma adjustments give effect to events that are directly attributable to the Transactions and are based on available data and certain assumptions that

management believes are factually supportable. In addition, with respect to the unaudited condensed combined statement of operations, the unaudited pro forma adjustments are
expected to have a continuing impact on the combined results.

 
The unaudited pro forma condensed combined financial information is presented for informational purposes only and to aid you in your analysis of the financial aspects of

the Transactions. The unaudited pro forma condensed combined financial information described above has been derived from the historical financial statements of Inpixon and
Jibestream and the related notes included elsewhere in this filing. The unaudited pro forma condensed combined financial information is based on Inpixon’s accounting
policies. Further review may identify additional differences between the accounting policies of Jibestream and Inpixon. The unaudited pro forma adjustments and the pro forma
condensed combined financial information don’t reflect the impact of synergies or post-transaction management actions and are not necessarily indicative of the financial
position or results of operations that may have actually occurred had the Transaction taken place on the dates noted, or of Inpixon’s future financial position or operating results.

 

 



 

 
Inpixon and Subsidiaries

Unaudited Pro Forma Condensed Combined Balance Sheet
June 30, 2019
(USD 000’s)

 

  Inpixon   Jibestream   
Capital
Raise   Acquisition    

Pro Forma
Combined  

  Note A   Note B   Note C   Note D      
Assets                 
                 
Current assets:                 

Cash and cash equivalents  $ 1,651   -  $ 4,041(a)  (3,879) (b), (d)  $ 1,813 
Accounts receivable, net   2,384   438   -   -    2,822 
Notes and other receivables   -   50   -   -    50 
Restricted short-term investments   -   252   -   (252) (b)   - 
Inventory   680   -   -   -    680 
Prepaid assets and other current assets   444   43   -   -    487 

                      
Total current assets   5,159   783   4,041   (4,131)    5,852 

                      
Non-current assets:                      

Property and equipment, net   138   11   -   -    149 
Operating lease right-of-use asset, net   473   503   -   4 (d)   980 
Software development costs, net   1,641   -   -   -    1,641 
Intangible assets, net   5,609   -   -   5,075 (d)   10,684 
Goodwill   634   -   -   3,554 (d)   4,188 
Loan to related party   10,031   -   -   -    10,031 
Other assets   201   -   -   -    201 

                      
Total non-current assets   18,727   514   -   8,633    27,874 

                      
Total assets  $ 23,886   1,297  $ 4,041   4,502   $ 33,726 

                    - 
Liabilities, temporary equity and stockholders’ equity                      
                      
Current liabilities:                      

Accounts payable and accrued liabilities  $ 2,578   274  $ -   219 (e)  $ 3,071 
Operating lease obligation   282   258   -   -    540 
Deferred lease inducement   -   63   -   (63) (d)   - 
Deferred revenue   195   1,382   -   -    1,577 
Convertible promissory notes   -   699   -   (699) (c)   - 
Convertible debenture   -   536   -   (536) (b)   - 
Acquisition liability   460   -   -   -    460 
Long-term debt, current portion   -   436   -   (436) (b)   - 
Other indebtedness

  7,094   572   -   (572) (b)   7,094 
Total current liabilities   10,609   4,221   -   (2,087)    12,743 

                      
Non-current liabilities:                      

Promissory notes   -   -   -   -    - 
Long-term debt   73   -   -   -    73 
Other liabilities   491   -   -   -    491 
Acquisition liability, noncurrent   750   -   -   -    750 
Deferred tax liability   -   -   -   1,345 (d)   1,345 
Operating lease obligation   220   249   -   -    469 

                      
Total non-current liabilities   1,534   249   -   1,345    3,128 

                      
Total liabilities   12,143   4,470   -   (742)    15,871 

                      
Temporary equity:                      

Preferred stock   -   1,454   -   (1,454) (b), (c)   - 
                      
Stockholders’ equity:                      

Preferred stock   -   -   -(a)  -    - 
Common stock   13   115   6(a)  (107) (b), (c), (d)   27 
Additional paid-in capital   140,503   144   4,035(a)  2,139 (b), (c), (d)   146,821 
Treasury stock   (695)   -   -   -    (695)
Accumulated other comprehensive income   57   -   -   -    57 
Accumulated deficit   (128,157)   (4,885)   -   4,666 (b), (c), (d), (e)  (128,376)
Non-controlling interests   22   -   -   -    22 

                      
Total stockholders’ equity   11,743   (4,627)   4,041   6,698    17,856 

                      
Total liabilities, temporary equity and stockholders’ equity  $ 23,886   1,297  $ 4,041   4,502   $ 33,726 

 
See notes to the unaudited pro forma condensed combined financial information
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Inpixon and Subsidiaries

Unaudited Pro Forma Condensed Combined Statement of Operations
For the Six Months Ended June 30, 2019

(USD 000’s except for shares and per share amounts)
 

  Inpixon   Jibestream   
Pro Forma

Adjustments   
Pro Forma
Combined  

  Note A   Note B   Note C     
             
Revenues  $ 2,854  $ 1,013  $ -  $ 3,867 
                 
Cost of revenues   727   279   -   1,006 

Gross profit   2,127   735   -   2,862 
                 
Operating expenses                 

Research and development   1,752   -   -   1,752 
Sales and marketing   1,314   22   -   1,336 
General and administrative   6,368   1,084   -   7,452 
Acquisition related costs   647   -   (82)(d)  565 
Amortization of intangibles   1,633   6   120(a)   1,759 

                 
Total operating expenses   11,714   1,112   38   12,864 

                 
Loss from operations   (9,587)   (377)   (38)   (10,002)

                 
Other income/(expense)                 

Interest expense   (865)   (112)   112(b)   (865)
Loss on exchange of debt for equity   (160)   -   -   (160)
Other income   232   -   -   232 

                 
Total other expense   (793)   (112)   112   (793)

                 
Pre-tax loss   (10,380)   (489)   74   (10,795)
Income tax benefit   -   -   32(a)   32 
Net loss   (10,380)   (489)   106   (10,763)
Net loss attributable to non-controlling interest   4   -   -   4 
Net loss attributable to stockholders of Inpixon   (10,384)   (489)   106   (10,767)

Deemed dividend for triggering of warrant down round feature   (1,250)   -   -   (1,250)
Net loss attributable to common stockholders  $ (11,634)  $ (489)  $ 106  $ (12,017)

                 
Loss per share:                 

- basic and diluted  $ (1.69)          $ (0.66)
                 

Weighted average number of common shares outstanding:                 
- basic and diluted   6,889,873       11,257,193(c)   18,147,066 

 
See notes to the unaudited pro forma condensed combined financial information
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Inpixon and Subsidiaries

Unaudited Pro Forma Condensed Combined Statement of Operations
For the Year Ended December 31, 2018

(USD 000’s except for shares and per share amounts)
 

  Inpixon   Jibestream   
Pro Forma

Adjustments   
Pro Forma
Combined  

  Note A   Note B   Note C     
             
Revenues  $ 3,756  $ 2,441  $ -  $ 6,197 
                 
Cost of revenues   1,076   671   -   1,747 

Gross profit   2,680   1,770   -   4,450 
                 
Operating expenses                 

Research and development   1,231   -   -   1,231 
Sales and marketing   1,726   97   -   1,823 
General and administrative   14,149   2,546   -   16,695 
Acquisition related costs   108   -   -   108 
Impairment of goodwill   636   -   -   636 
Amortization of intangibles   3,232   19   240(a)  3,491 

                 
Total operating expenses   21,082   2,662   240   23,984 

                 
Loss from operations   (18,402)   (893)   (240)   (19,535)

                 
Other income/(expense)                 

Interest expense   (1,241)   (132)   132(b)  (1,241)
Gain on sale of Sysorex Arabia   23   -   -   23 
Change in fair value of derivative liabilities   48   -   -   48 
Other expense   (211)   -   -   (211)

                 
Total other expense   (1,381)   (132)   132   (1,381)

                 
Pre-tax loss from continuing operations   (19,783)   (1,025)   (108)   (20,916)
Income tax benefit   -   -   64(a)  64 
Net loss from continuing operations   (19,783)   (1,025)   (44)   (20,852)

Deemed dividend to preferred stockholders   (6,407)   -   -   (6,407)
Deemed dividend for triggering of warrant down round feature   (13,645)   -   -   (13,645)

                 
Net loss from continuing operations attributable to common stockholders  $ (39,835)  $ (1,025)  $ (44)  $ (40,904)

                 
Loss per share:                 

- basic and diluted  $ (51.62)          $ (3.40)
                 

Weighted average number of common shares outstanding:                 
- basic and diluted   771,688       11,257,193(c)  12,028,881 

 
See notes to the unaudited pro forma condensed combined financial information
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Inpixon and Subsidiaries

Notes to Unaudited Pro Forma Condensed Combined Financial Information
 

Basis of Presentation
 

The unaudited pro forma condensed combined financial information set forth herein is based upon the consolidated financial statements of Inpixon and Jibestream. The
unaudited pro forma condensed combined financial information is presented as if the Transactions had been completed on January 1, 2018 with respect to the unaudited pro
forma condensed combined statements of operations for each of the six months ended June 30, 2019 and for the year ended December 31, 2018 and on June 30, 2019 in respect
of the unaudited pro forma condensed combined balance sheet.

 
The unaudited pro forma condensed combined financial information is presented for informational purposes only and is not necessarily indicative of the combined financial

position or results of operations had the Transactions occurred as of the dates indicated, nor is it meant to be indicative of any anticipated combined financial position or future
results of operations that the combined company will experience after the completion of the Transactions.

 
We have accounted for the acquisition in this unaudited pro forma condensed combined financial information using the acquisition method of accounting, in accordance

with Financial Accounting Standards Board Accounting Standards Codification Topic 805 “Business Combinations” (“ASC 805”). In accordance with ASC 805, we used our
best estimates and assumptions to assign fair value to the tangible and intangible assets acquired and liabilities assumed at the acquisition date. Goodwill as of the acquisition
date is measured as the excess of purchase consideration over the fair value of net tangible and identifiable intangible assets acquired.

 
Inpixon’s consolidated financial information is prepared in accordance with U.S. GAAP as issued by the FASB and is presented in USD. Jibestream’s financial information

has been historically prepared in accordance with IFRS as issued by the IASB and was presented in CAD and has been converted for the purpose of this unaudited pro forma
condensed consolidated financial information to be consistent with the Inpixon presentation.

 
Pro forma adjustments reflected in the unaudited pro forma condensed combined statements of operations are based on items that are factually supportable, directly

attributable to the Transactions and expected to have a continuing impact on the combined results. The unaudited pro forma condensed combined financial information does not
reflect the cost of any integration activities or benefits from the acquisition, including potential synergies that may be generated in future periods.
 
All Monetary Amounts Other Than Per Share Information Are Presented in 000’s Unless Otherwise Indicated
 
Pro Forma Adjustments

 
The following pro forma adjustments give effect to the transaction.

 
Unaudited Pro Forma Condensed Combined Balance Sheet – As of June 30, 2019
 
 Note A Derived from the unaudited condensed consolidated balance sheet of Inpixon as of June 30, 2019, as contained in its Quarterly Report on Form 10-Q filed

on August 14, 2019 with the SEC.
   
 Note B Derived from the unaudited condensed U.S. GAAP balance sheet of Jibestream as of June 30, 2019 included on the next page and translated from CAD to

USD. The indicated exchange rate used to translate CAD to USD at June 30, 2019 was the rate of 0.7636 as set out in the table below.
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CAD to USD Translation:
 
     EXCHANGE     

  
Jibestream

GAAP   
RATE
0.7636   

Jibestream
GAAP  

          
  (CAD)      (USD)  
Assets          
          
Current assets:          

Restricted short-term investments  $ 330            $ 252 
Accounts receivable   574       438 
Investment tax credits receivable   66       50 
Prepaid expenses and deposits   57       43 

             
Total current assets   1,026       783 

             
Non-current assets:             

Property and equipment   15       11 
Right of use asset   658       503 

             
Total non-current assets   673       514 

             
Total assets  $ 1,699      $ 1,297 

             
Liabilities, temporary equity and shareholders’ equity             
             
Current liabilities:             

Bank indebtedness  $ 749      $ 572 
Accounts payable and accrued liabilities   359       274 
Deferred lease inducement   83       63 
Deferred revenue   1,810       1,382 
Convertible promissory notes   548       418 
Current portion of long-term debt   571       436 
Current portion of convertible debenture   702       536 
Current portion of promissory notes-shareholders   368       281 
Current portion of lease obligation   338       258 

Total current liabilities   5,528       4,221 
             
Non-current liabilities:             

Lease obligation   326       249 
             

Total non-current liabilities   326       249 
             

Total liabilities   5,854       4,470 

             
Temporary equity:             

Preferred stock   1,904       1,454 
             
Shareholders’ equity:             

Share capital   150       115 
Deficit   (6,398)       (4,885)
Contributed surplus   188       144 

             
Total shareholders’ equity   (6,059)       (4,627)

             
Total liabilities, temporary equity and shareholders’ equity  $ 1,699      $ 1,297 

 
The Jibestream U.S. GAAP balance sheet was derived from the unaudited condensed financial balance sheet of Jibestream as of June 30, 2019, prepared in accordance

with IFRS as issued by the IASB and adjusted to conform with U.S. GAAP, as issued by the FASB. The table below provides a reconciliation between the unaudited condensed
IFRS balance sheet and the unaudited condensed U.S. GAAP balance sheet.
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IFRS to U.S. GAAP Adjustments:
 

  
Jibestream

IFRS   
GAAP

Adjustments   
Jibestream

GAAP  
          
  (CAD)   (CAD)   (CAD)  
Assets          
          
Current assets:          

Restricted short-term investments  $ 330  $ -  $ 330 
Accounts receivable   574   -   574 
Investment tax credits receivable   66   -   66 
Prepaid expenses and deposits   57   -   57 

             
Total current assets   1,026   -   1,026 

             
Non-current assets:             

Property and equipment   15   -   15 
Right of use asset   658   -   658 

             
Total non-current assets   673   -   673 

             
Total assets  $ 1,699  $ -  $ 1,699 

             
Liabilities, temporary equity and shareholders’ equity             
             
Current liabilities:             

Bank indebtedness  $ 749  $ -  $ 749 
Accounts payable and accrued liabilities   359   -   359 
Deferred lease inducement   83   -   83 
Deferred revenue   1,810   -   1,810 
Convertible promissory notes   267   281(a)   548 
Current portion of long-term debt   571   -   571 
Current portion of convertible debenture   676   26(b)   702 
Current portion of promissory notes-shareholders   368   -   368 
Current portion of lease obligation   338   -   338 
Derivative liability-convertible debenture   127   (127)(c)   - 
Derivative liability-convertible promissory notes   830   (830)(d)   - 

Total current liabilities
  6,178   (650)   5,528 

             
Non-current liabilities:             

Lease obligation   326   -   326 
Preferred shares   1,904   (1,904)(e)   - 

             
Total non-current liabilities   2,230   (1,904)   326 

             
Total liabilities   8,408   (2,554)   5,854 

             
Temporary equity:             

Preferred stock   -   1,904(e)   1,904 
             
Shareholders’ equity:             

Share capital   150   -   150 
Deficit   (7,048)   650(a)(b)(c)(d)  (6,398)
Contributed surplus   188   -   188 

             
Total shareholders’ equity   (6,709)   650   (6,059)

             
Total liabilities, temporary equity and shareholders’ equity  $ 1,699  $ -  $ 1,699 

 
a) To reverse convertible promissory notes’ debt discount related to its bifurcated embedded conversion option under IFRS which, pursuant to the terms of their respective

agreements, does not require bifurcation under U.S. GAAP.
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b) To reverse convertible debentures’ debt discount under IFRS which, pursuant to the terms of their respective agreements, does not require bifurcation under U.S. GAAP.
 
c) To reverse convertible debentures’ bifurcated embedded conversion options under IFRS which, pursuant to the terms of their respective agreements, does not require

bifurcation under U.S. GAAP.
 

d) To reverse convertible promissory notes’ bifurcated embedded conversion options under IFRS which, pursuant to the terms of their respective agreements, does not require
bifurcation under U.S.GAAP.

 
e) To reclassify redeemable preferred stock accounted for as a liability under IFRS to temporary equity under U.S. GAAP.
 
Note C – Capital Raise
 
Pro Forma Adjustments:
 
 (a) The Acquisition Agreement required the completion of an offering whereby Inpixon would raise enough cash to pay the cash portion of the purchase

consideration associated with the acquisition. On August 15, 2019, Inpixon closed an offering whereby Inpixon raised approximately $4,800 in gross proceeds in
cash for the issuance of 6,497,410 shares of common stock, 2,997 shares of Series 6 preferred stock, and Series A warrants to purchase an aggregate of 17,297,410
shares of Inpixon common stock.
 
The placement agent fee was $384 was withheld from the proceeds of the transactions. This transaction also includes approximately $375 in deferred offering
costs paid in cash charged to additional paid in capital upon closing.

 
Note D – Acquisition
 
 (b) To record a portion of the cash purchase consideration used to pay down $1,544 of certain debt. $252 of restricted short term investments will also be used to pay

down certain debt.
   
 (c) To give effect to the convertible promissory notes that will be converted into redeemable preferred stock prior to closing.
   
 (d) The following table summarizes the purchase consideration and the preliminary allocation of the assets acquired and liabilities assumed, based on their fair values

on the acquisition date. The purchase consideration constitutes the following: the payment of approximately $3,818 of cash (CAD 5,000), $61 of net cash
adjustments to the purchase price and the issuance of 7,932,972 shares of Inpixon common stock plus warrants, with an aggregate value of approximately $2,291
(CAD 3,000) (collectively the “Purchase Consideration”).
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Jibestream Purchase Price Allocation    
(000’s) USD    
    

Cash  $ 3,818 
Common stock   2,291 
Working capital adjustment- cash   176 
Deferred revenue adjustment-cash   (115)
Purchase consideration  $ 6,170 

     
Less:     
     
Net working capital deficit  $ (1,125)
Property and equipment   11 
Proprietary technology (1)   3,963 
Customer relationships (2)   800 
Non-compete (3)   312 
Deferred tax liability (4)   (1,345)

Fair value of net assets acquired  $ 2,616 

     
Goodwill value  $ 3,554 

 
(1) The proprietary technology is currently presumed to have an indefinite useful life.

 
(2) The customer relationships are currently presumed to have an estimated useful life of 9.5 years.

 
(3) The non-compete agreements are currently presumed to have an estimated useful life of 2 years.

 
(4) The deferred tax liabilities relate to the acquired intangible assets.

 
(e) To recognize the impact of estimated merger expenses of $219 incurred subsequent to June 30, 2019 through the closing date of the transaction.
 

9



 

 
Unaudited Pro Forma Condensed Combined Statement of Operations
 
For The Six Months Ended June 30, 2019
 
 Note A Derived from the unaudited condensed consolidated statement of operations of Inpixon for the six months ended June 30, 2019, as contained in its

Quarterly Report on Form 10-Q filed on August 14, 2019 with the SEC.
   

 Note B Derived from the unaudited condensed U.S. GAAP statement of operations of Jibestream for the six months ended June 30, 2019 included on the next page
and translated from CAD to USD. The average exchange rate used to translate CAD to USD for the six months ended June 30, 2019 was the rate of 0.7498
as set out in the table below.

 
CAD to USD Translation:
 
     EXCHANGE     

  
Jibestream

GAAP   
RATE
0.7498   

Jibestream
GAAP  

  (CAD)      (USD)  
          
Revenues  $ 1,351             $ 1,013 
             
Cost of revenues   372       279 

Gross profit   980       735 
             
Operating expenses             

Salaries, wages and benefits   1,023       767 
Office and general   113       84 
Amortization   8       6 
Travel and entertainment   59       44 
Share-based compensation   15       11 
Professional fees   39       29 
Advertising and promotion   29       22 
Bank charges   4       3 
Occupancy   187       140 
Foreign exchange loss   15       11 
Bad debts   (6)       (5)

             
Total operating expenses   1,483       1,112 

             
Loss from operations   (503)       (377)

             
Other (income)/expenses             

Interest   150       112 
             

Total other expense   150       112 
             

Net loss  $ (652)      $ (489)

 
The Jibestream U.S. GAAP statement of operations were derived from the unaudited condensed statement of operations of Jibestream for the six months ended June 30,

2019, prepared in accordance with IFRS as issued by the IASB and adjusted to conform with U.S. GAAP as issued by the FASB. The table below provides a reconciliation
between the unaudited condensed IFRS statement of operations and the unaudited condensed U.S. GAAP statement of operations.
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IFRS to U.S. GAAP Adjustments:
 

  
Jibestream

IFRS   
GAAP

Adjustments   
Jibestream

GAAP  
  (CAD)   (CAD)   (CAD)  
          
Revenues  $ 1,351  $ -  $ 1,351 
             
Cost of revenues   -   372(e)   372 

Gross profit   1,351   (372)   980 
             
Operating expenses             

Salaries, wages and benefits   1,354   (332)(e)  1,023 
Office and general   153   (40)(e)  113 
Amortization   155   (148)(a)  8 
Travel and entertainment   59   -   59 
Interest   150   (150)(f)   - 
Share-based compensation   -   15(d)   15 
Professional fees   39   -   39 
Advertising and promotion   29   -   29 
Bank charges   4   -   4 
Occupancy   -   187(a)   187 
Foreign exchange loss   15   -   15 
Bad debts   (6)   -   (6)

             
Total operating expenses   1,950   (467)   1,483 

             
Loss from operations   (598)   96   (503)

             
Other (income)/expenses             

Accretion expense   190   (190)(a)  - 
Interest   -   150(f)   150 
Gain on derivative liability- convertible debenture   (16)   16(b)   - 
Loss on derivative liability-convertible promissory notes   128   (128)(c)  - 
Share-based compensation   15   (15)(d)  - 

             
Total other expense   318   (168)   150 

             
Net loss  $ (916)  $ 264  $ (652)

 
a) To reclassify amortization and accretion expense under IFRS 16 to lease expense under ASC 842.

 
b) To reverse gain on change in fair value of convertible debenture’s bifurcated embedded conversion options.

 
c) To reverse the loss on change in fair value of convertible promissory notes bifurcated embedded conversion options.

 
d) To reclassify share-based compensation from other expenses into operating expenses.

 
e) To reclassify certain operating expenses into cost of revenues.

 
f) To reclassify interest expense from operating expenses to other income (expense).
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Note C - Pro Forma Adjustments:
 
 (a) To record the amortization of the fair value of customer relationships with a useful life of 9.5 years plus the non-compete agreements with a useful life of 2 years.

An income tax benefit related to that amortization was also recorded.
   
 (b) To eliminate interest expense associated with certain debt and other promissory notes as they were repaid or converted as a result of the Transactions.
   
 (c) To adjust weighted average shares outstanding used in earnings per share calculations for an additional 11,257,193 shares of Inpixon common stock issued as a

result of the Transactions. The 11,257,193 shares is comprised of 6,497,410 shares issued in the equity offering, plus the 7,932,972 shares issued in the
acquisition, less the 3,173,189 shares being withheld for potential indemnification claims. All potentially dilutive securities are anti-dilutive.

   
 (d) To remove the effect of one-time merger expenses totaling $82 related to the acquisition.
 
Unaudited Pro Forma Condensed Combined Statement of Operations
 
For The Year Ended December 31, 2018
 
 Note A Derived from the audited consolidated statement of operations of Inpixon for the year ended December 31, 2018, as contained in its Annual Report on

Form 10-K filed on March 28, 2019 with the SEC.
   
 Note B Derived from the unaudited condensed U.S. GAAP statement of operations of Jibestream for the year ended December 31, 2018 included on the next page

and translated from CAD to USD. The average exchange rate used to translate CAD to USD for the year ended December 31, 2018 was the rate of 0.7717 as
set out in the table below.
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CAD to USD Translation:
 
     EXCHANGE     

  
Jibestream

GAAP   
RATE
0.7717   

Jibestream
GAAP  

  (CAD)      (USD)  
          
Revenues  $ 3,163           $ 2,441 
             
Cost of revenues   870       671 

Gross profit  $ 2,293      $ 1,770 
             
Operating expenses             

Salaries, wages and benefits   2,355       1,817 
Office and general   337       260 
Occupancy   345       266 
Advertising and promotion   126       97 
Travel and entertainment   119       92 
Professional fees   111       86 
Bad debts   58       45 
Amortization   25       19 
Share-based compensation   39       30 
Sub-contracts   7       5 
Foreign exchange gain   (71)       (54)

             
Total operating expenses   3,450       2,662 

             
Loss from operations   (1,157)       (893)

             
Other (income)/expenses             

Interest   171       132 
             

Total other expense   171       132 
             

Net loss  $ (1,328)      $ (1,025)

 
The Jibestream U.S. GAAP statement of operations was derived from the unaudited condensed statement of operations of Jibestream for the year ended December 31,

2018, prepared in accordance with IFRS as issued by the IASB and adjusted to conform with U.S. GAAP as issued by the FASB. The table below provides a reconciliation
between the unaudited condensed IFRS statement of operations and the unaudited condensed U.S. GAAP statement of operations.
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IFRS to U.S. GAAP Adjustments:
 

  
Jibestream

IFRS   
GAAP

Adjustments   
Jibestream

GAAP  
  (CAD)   (CAD)   (CAD)  
Revenues  $ 3,163  $ -  $ 3,163 
             
Cost of revenues   -   870(g)   870 

Gross profit  $ 3,163  $ (870)  $ 2,293 
             
Operating expenses             

Salaries, wages and benefits   3,145   (790)(g)  2,355 
Office and general   417   (80)(g)  337 
Occupancy   345   -   345 
Interest   171   (171)(f)   - 
Advertising and promotion   126   -   126 
Travel and entertainment   119   -   119 
Professional fees   111   -   111 
Bad debts   58   -   58 
Amortization   25   -   25 
Share-based compensation   -   39(e)   39 
Sub-contracts   7   -   7 
Foreign exchange gain   (71)   -   (71)

             
Total operating expenses   4,452   (1,002)   3,450 

             
Loss from operations   (1,289)   132   (1,157)

             
Other (income)/expenses             

Accretion expense   216   (216)(a)  - 
Interest   -   171(f)   171 
Loss on derivative liability- convertible debenture   13   (13)(b)  - 
Gain on extinguishment of convertible debentures   (287)   287(c)   - 
Loss on derivative liability-convertible promissory notes   332   (332)(d)  - 
Share-based compensation   39   (39)(e)  - 

             
Total other expense   312   (140)   171 

             
Net loss  $ (1,601)  $ 273  $ (1,328)

 
a) To reverse accretion of debt discount recognized for convertible debentures’ bifurcated embedded conversion option
 
b) To reverse loss on change in fair value of convertible debentures’ bifurcated embedded conversion option.
 
c) To reverse gain on extinguishment of convertible debentures.
 
d) To reverse the loss on change in fair value of convertible promissory notes’ bifurcated embedded conversion option.
 
e) To reclassify share-based compensation from other expenses into operating expenses.

 
f) To reclassify interest expense from operating expenses into other expenses.

 
g) To reclassify certain operating expenses into cost of revenues.
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Note C - Pro Forma Adjustments:
 
 (a) To record the amortization of the fair value of customer relationships with a useful life of 9.5 years plus the non-compete agreements with a useful life of 2 years.

 An income tax benefit related to that amortization was also recorded.
   
 (b) To eliminate interest expense associated with certain debt, convertible, and other promissory notes as they were deemed to be repaid as a result of the Transactions.
   
 (c) To adjust weighted average shares outstanding used in earnings per share calculations for an additional 11,257,193 shares of Inpixon common stock issued as a

result of the Transactions. The 11,257,193 shares is comprised of 6,497,410 shares issued in the equity offering, plus the 7,932,972 shares issued in the
acquisition, less the 3,173,189 shares being withheld for potential indemnification claims. All potentially dilutive securities are anti-dilutive.
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