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EXPLANATORY NOTE

 
This Amendment No. 1 on Form 8-K/A (this “Amendment”) is being filed to provide the required financial statements and pro forma financial information
required by Item 9.01 (a) and (b) of Form 8-K (the “Financial Information”) with respect to the acquisition of Fit Pay, Inc. (“Fit Pay”) by Nxt-ID, Inc (the
“Company”), which occurred on May 23, 2017, as disclosed on the Current Report on Form 8-K filed with the Securities and Exchange Commission on May
30, 2017 (the “Original 8-K”). Pursuant to Item 9.01 (a)(4) and (b)(2), the Company was allowed to file the Financial Information by amendment no later than
71 calendar days after the date that the Original 8-K must be filed.
 
Unless otherwise disclosed herein, the disclosures contained herein have not been updated to reflect events, results or developments that have occurred after
the filing of the Original 8-K, or to modify or update those disclosures affected by subsequent events unless otherwise indicated in this Amendment. This
Amendment should be read in conjunction with the Original 8-K and the Company’s filings made with the Commission subsequent to the Original 8-K,
including any amendments to those filings.
 
Item 9.01    Financial Statements and Exhibits
 
(a)          Financial Statements
 
Financial statements of Fit Pay for the year ended December 31, 2016, as required by Item 9.01(a) of Form 8-K are included with this filing as Exhibit 99.2.
 
(b)          Pro Forma Financial Information
 
The pro forma financial information required by Item 9.01(b) of Form 8-K are being included with this filing as Exhibit 99.4 and Exhibit 99.5.

 
(d) Exhibits

 
Exhibit No.  Description
3.1  Certificate of Designations for Series C Non-Convertible Preferred Stock (1)
10.1  Form of Agreement and Plan of Merger by and between Nxt-ID, Inc., Fit Merger Sub, Inc., Fit Pay, Inc., Michael Orlando, Giesecke &

Devrient Mobile Security America, Inc., the other stockholders of the Fit Pay, Inc., and Michael Orlando in his capacity as stockholder
representative representing the other stockholders of Fit Pay, Inc., dated as of May 23, 2017 (1)

99.1  Press Release of Nxt-ID, Inc., dated May 23, 2017 (1)
99.2  Audited financial statements of Fit Pay, Inc. for the year ended December 31, 2016.
99.3  Unaudited financial statements of Fit Pay, Inc. as of and for the three months period ended March 31, 2017 and 2016
99.4  Unaudited Pro forma condensed combined statement of operations for the three months ended March 31, 2017.
99.5  Unaudited Pro forma condensed statement of operations for the year ended December 31, 2016.
 
(1) Filed as an Exhibit on Current Report to Form 8-K with the SEC on May 30, 2017.
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SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.

 
Date: November 6, 2017 NXT-ID, INC.
   
 By: /s/ Gino M. Pereira
  Name: Gino M. Pereira

Title: Chief Executive Officer
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Fit Pay, Inc.

 
 

 
Independent Auditors’ Report

 
To the Board of Directors
Fit Pay, Inc.
Danville, California
 
Report on the Financial Statements
 
We have audited the accompanying financial statements of Fit Pay, Inc. (the “Company”), which comprise the balance sheet as of December 31, 2016, and the
related statements of operations, changes in shareholder’s deficit, and cash flows for the year then ended, and the related notes to the financial statements.
 
Management’s Responsibility for the Financial Statements
 
Management is responsible for the preparation and fair presentation of these financial statements in accordance with accounting principles generally accepted
in the United States of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.
 
Auditor’s Responsibility
 
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement.
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected
depend on the auditor’s judgment, including the assessment of risks of material misstatement of the financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
 
Opinion
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Fit Pay, Inc. as of December 31, 2016,
and the results of its operations and its cash flows for the year then ended in accordance with accounting principles generally accepted in the United States of
America.
 
/s/ Benjamin & Young, LLP
 
Anaheim, California
November 6, 2017
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Fit Pay, Inc.

 
Balance Sheet

 

 
December 31  2016  
ASSETS     
Current assets:     

Cash  $ 243,534 
Prepaid expenses and other current assets   152,366 

Total current assets   395,900 
     

Non-current assets:     
Property and equipment, net   37,051 
Deposits   3,240 

Total non-current assets   40,291 
     

Total assets  $ 436,191 

     
LIABILITIES AND STOCKHOLDERS’ DEFICIT     
     
Current liabilities:     

Accounts payable  $ 86,221 
Accrued expense   149,662 
Deferred revenue   21,238 
Notes payable to related party   799,910 

Total current liabilities   1,057,031 
     

Non-current liabilities:     
Deferred revenue   4,375 

Total non-current liabilities   4,375 
     

Total liabilities   1,061,406 
     
Commitments and contingencies    
     
Stockholders’ deficit:    

Common Stock, no par value: 10,000,000 shares authorized; 6,136,308 shares issued and outstanding   61,363 
Preferred stock, no par value: 2,235,081 shares authorized; 2,235,081 shares issued and outstanding   3,261,289
Additional Paid-in Capital   636,356 
Retained Earning   (4,584,223)

Total stockholders’ deficit   (625,215)
     
Total liabilities and stockholders’ deficit  $ 436,191 

 
See accompanying notes to financial statements.
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Fit Pay, Inc.

 
Statement of Operations

 

 
Year Ended December 31,  2016  
Net sales  $ 655,354 
Cost of sales   527,825 
     
Gross profit   127,529 
     
Operating expenses:     

General and administrative   764,731 
Sales and marketing   333,031 
Research and development   1,905,051 

     
Total operating expenses   3,002,813 
     
Loss from operations   (2,875,284)
     
Other expenses:     

Interest expense   (3,897)
Total other expenses   (3,897)
     
Loss before income tax provision   (2,879,181)
     
Income tax provision   898 
     
Net loss  $ (2,880,079)

 
See accompanying notes to financial statements.
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Fit Pay, Inc.

 
Statement of Shareholders’ Deficit

 

 

  Preferred Stock   Common Stock   
Additional

 Paid-in   Accumulated   
Total

 Stockholders'  
  Shares   Amount   Shares   Amount   Capital   Deficit   Deficit  

Balance - December 31, 2015  -  $ -  $ 6,016,655  $ -  $ 13,845  $ (1,143,422)  $ (1,129,577)
Issuances of preferred stock   1,798,246   3,075,000   -   -   -   -   3,075,000 
Conversion of notes payable
to preferred stock   436,835   186,289   -   -   560,722   -   747,011 

Deemed preferred stock
dividend   -   -   -   -   -   (560,722)   (560,722)

Issuances of common stock   -   -   119,653   61,363   -   -   61,363 
Stock compensation expense   -   -   -   -   61,789   -   61,789 
Net loss   -   -   -   -   -   (2,880,079)   (2,880,079)
Balance - December 31, 2016  2,235,081  $ 3,261,289   6,136,308  $ 61,363  $ 636,356  $ (4,584,223)  $ (625,215)

 
 

See accompanying notes to financial statements.
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Fit Pay, Inc.

 
Statement of Cash Flows

 

 
Year Ended December 31,  2016  
Cash flows from operating activities:     

Net loss  $ (2,880,079)
Adjustments to reconcile net loss to net cash used in operating activities:     

Depreciation expense   8,973 
Stock compensation   61,789 

Changes in assets and liabilities:     
Accounts receivable   555 
Prepaid expenses   (152,366)
Deposit   (3,240)
Accounts payable   8,963 
Accrued expenses and other current liabilities   125,613 
Deferred revenue   29,309 

Net cash used in operating activities   (2,800,483)

     
Cash flows from investing activities:     

Purchases of property and equipment   (36,269)
Net cash used in investing activities   (36,269)

     
Cash flows from financing activities:     

Proceeds from issuances of preferred stock   3,075,000 
Proceeds from issuances of common stock   1,196 

Net cash provided by financing activities   3,076,196 

     
Net increase in cash   239,444 
     
Cash—beginning of year   4,090 
     
Cash—end of year  $ 243,534 

     
Supplemental disclosures of cash flow information:     
     

Cash paid during the year for:     
Interest  $ - 
Income taxes  $ 800 

     
Non-cash financing activities:     

Conversion of notes payable to related parties to preferred stock  $ 747,011 
Preferred stock deemed dividend   560,722 

 
See accompanying notes to financial statements.
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Fit Pay, Inc.

 
Notes to Financial Statements

 

 
1. NATURE OF OPERATIONS

 
Fit Pay, Inc. (the “Company”), a Delaware Corporation incorporated on June 16, 2014, provides a proprietary technology platform that adds
contactless payment capabilities to wearable and IoT devices—with very little start-up time, no investment in software development and instant
access to the leading card networks. The Company integrates its technology into a wearable and IoT devices which provides customers to make
purchases from many merchants worldwide.
 
The Company is located in Danville, California.

 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

 
Basis of Presentation
 
The accounting and reporting policies of the Company are in accordance with accounting principles generally accepted in the United States of
America, which is based on the accrual method of accounting.
 
Cash and cash equivalents
 
For purposes of the statement of cash flows, the Company considers highly liquid investments with an original maturity at the date of purchase of
three months or less to be cash equivalents.
 
Use of Estimates
 
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period. Significant estimates
include, but are not limited to, estimated fair market value of stock based compensation, the estimated useful lives of property and equipment, and
the ultimate collection of accounts receivable. Actual results could materially differ from those estimates.
 
Revenue Recognition
 
The Company recognizes revenue in accordance with accounting principles generally accepted in the United States. Recognition occurs when there
is persuasive evidence of an arrangement, services are rendered, the fees are fixed and determinable, and collection is reasonably assured.
 
Deferred Revenue

 
The Company’s deferred revenues consist of prepayments made by certain of the Company’s customers and undelivered implementation or
services.  The Company decreases the deferred revenues by the amount of the services it renders to such clients when provided, which the Company
expects to be within the next twelve months.
 
Advertising Expense
 
Advertising costs are expensed as incurred and is recorded under sales and marketing in the accompanying statement of operations. Advertising
expenses amounted to $48,840 for the year ended December 31, 2016.
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Fit Pay, Inc.

 
Notes to Financial Statements

 

 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
 

Property and Equipment
 
Property and equipment are recorded at cost. Maintenance and repairs are charged to expense as incurred. Depreciation and amortization are
provided using both the straight-line method over the following estimated useful lives:

 
 Office Equipment 3 years
 Furniture and fixtures 7 years

 
Deferred Rent
 
Rent expenses are recognized using the straight-line method over the terms of the lease. The difference between rent expense incurred and the rental
amount paid is reported as deferred rent obligation in the accompanying balance sheet. Contingent rental payments, including rents that depend on
future events such as sales volume, inflation, and future property taxes, are exempt from straight-line procedures and are not included in the
scheduled minimum lease payments. Deferred rent was immaterial at December 31, 2016.
 
Research and Development Costs
 
Research and development costs are charged to expense as incurred in the accompanying statement of operations. Research and development
expenses consists primarily of salaries and related expenses, contractor and consultant expenses, and allocated overhead.
 
Long-lived Assets
 
In accordance with ASC 360, “Property, Plant, and Equipment,” the Company reviews for impairment of long-lived assets and certain identifiable
intangibles whenever events or circumstances indicate that the carrying amount of assets may not be recoverable.  The Company considers the
carrying value of assets may not be recoverable based upon our review of the following events or changes in circumstances: the asset’s ability to
continue to generate income from operations and positive cash flow in future periods; loss of legal ownership or title to the assets; significant
changes in our strategic business objectives and utilization of the asset; or significant negative industry or economic trends.  An impairment loss
would be recognized when estimated future cash flows expected to result from the use of the asset are less than its carrying amount. As of December
31, 2016, the Company was not aware of any events or changes in circumstances that would indicate that the long-lived assets are impaired.

 
Fair Value of Financial Instruments
 
The Company records its financial assets and liabilities at fair value, which is defined under the applicable accounting standards as the exchange
price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or
liability in an orderly transaction between market participants on the measure date.  The Company uses valuation techniques to measure fair value,
maximizing the use of observable outputs and minimizing the use of unobservable inputs.  The standard describes a fair value hierarchy based on
three levels of inputs, of which the first two are considered observable and the last unobservable, that may be used to measure fair value which are
the following:
 
Level 1 – Quoted prices in active markets for identical assets or liabilities.
 
Level 2 – Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; or other inputs that are observable or can be corroborated by observable market data for substantially the full
term of the assets or liabilities.

 
Level 3 – Inputs include management’s best estimate of what market participants would use in pricing the asset or liability at the measurement date.
 The inputs are unobservable in the market and significant to the instrument’s valuation.
 
As of December 31, 2016, the Company believes that the carrying value of cash, accounts payable, accrued expenses, and other current assets and
liabilities approximate fair value due to the short maturity of theses financial instruments.

 
The financial statements do not include any financial instruments at fair value on a recurring or non-recurring basis.
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Fit Pay, Inc.

 
Notes to Financial Statements

 

 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
 

Share-Based Payment
 
The Company accounts for stock-based compensation in accordance with ASC Topic 718, Compensation-Stock Compensation, or ASC 718. Under
the fair value recognition provisions of this topic, stock-based compensation cost is measured at the grant date based on the fair value of the award
and is recognized as an expense on a straight-line basis over the requisite service period, which is the vesting period.
 
The Company has elected to use the Black-Scholes option-pricing model to estimate the fair value of its options, which incorporates various
subjective assumptions including volatility, risk-free interest rate, expected life, and dividend yield to calculate the fair value of stock option awards.
Compensation expense recognized in the statements of operations is based on awards ultimately expected to vest and reflects estimated forfeitures.
ASC 718 requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from
those estimates.
 
Income Taxes
 
Income taxes are provided for the tax effects of transactions reported in the financial statements and consisted of taxes currently due and deferred
taxes. Deferred taxes are recognized for the differences between the basis of assets and liabilities for financial statement and income tax purposes.

 
The Company follows ASC 740, Income Taxes, which requires the recognition of deferred tax assets and liabilities for the expected future tax
consequences of events that have been included in the financial statements or tax returns. Under this method, deferred income taxes are recognized
for the tax consequences in future years of differences between the tax bases of assets and liabilities and their financial reporting amounts at each
period end based on enacted tax laws and statutory tax rates, applicable to the periods in which the differences are expected to affect taxable income.
Valuation allowances are established, when necessary, to reduce deferred tax assets to the amount expected to be realized.
 
The Company adopted ASC 740-10-25, which provides criteria for the recognition, measurement, presentation and disclosure of uncertain tax
position. The Company must recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be
sustained on examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial
statements from such a position are measured based on the largest benefit that has a greater than 50% likelihood of being realized upon ultimate
resolution. The Company did not recognize additional liabilities for uncertain tax positions as a result of the implementation of ASC 740-10-25 for
the year ended December 31, 2016.

 
Concentration of Credit Risk
 
Financial instruments that potentially subject the Company to concentrations of credit risk are cash and trade receivable arising from its normal
business activities. The Company deposits its cash in high credit quality institutions. The Company performs ongoing credit evaluations to its
customers and establishes allowances when appropriate.
 
The Company maintains cash in various accounts located in California. The Company has cash in financial institutions which are insured by the
Federal Deposit Insurance Company (FDIC) up to $250,000 at each institution. At various times throughout the year, the Company may have cash
balances in financial institutions that exceed the FDIC insurance limit. Management reviews the financial condition of these financial institutions on
a periodic basis and does not believe this concentration of cash results in a high level of risk for the Company. At December 31, 2016, the
Company’s bank deposits on hand did not exceed the FDIC insurance limit.
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Fit Pay, Inc.

 
Notes to Financial Statements

 

 
3. PROPERTY AND EQUIPMENT

 
Property and equipment consisted of the following:

 
 December 31,  2016  
     
 Office equipment  $ 29,233 
 Furniture and fixtures   22,457 
 Total property and equipment   51,690 
 Less – accumulated depreciation and amortization   (14,639)
      
 Total property and equipment, net  $ 37,051 

 
Depreciation and amortization expense on property and equipment amounted to approximately $8,973 for the year ended December 31, 2016.

 
4. NOTES PAYABLE TO RELATED PARTY
 

The Company entered into various notes payable between September 2014 and November 2015 with the Company’s shareholder. The notes bear
interest of 0.41% per annum and are due upon demand. The Company had $799,910 outstanding as of December 31, 2016.

 
Total interest expense under notes payable was $3,897 for the year ended December 31, 2016.

 
5. CONVERTIBLE NOTES PAYABLE TO RELATED PARTY

 
The Company issued convertible notes as follows:

 

 Holder  Date Issued  Maturity Date  
Interest

Rate   
Original
Amount   

Balance at
December 31, 

2016  
               
 Holder 1  December 1, 2014  June 1, 2016   4.0% $ 25,000  $                 - 
 Holder 2  April 1, 2015  October 1, 2016   4.0%  30,000   - 
 Holder 3  April 1, 2015  October 1, 2016   4.0%  125,000   - 
                  
 Total amount          $ 180,000  $ - 

 
The convertible notes are convertible into the Company’s common stock, $0.01 per share (“Common Stock”), or convertible preferred stock (see
Note 6), at a price per share equal to the valuation cap divided by the fully diluted capitalization as defined in the agreement in the event that neither
a qualified financing nor a change of control as defined in the agreement has been consummated on or before the maturity date.
 
The convertible notes contain automatic conversion features. The conversion amount will be converted on or before the maturity date into equity
securities issued and sold at the close of the Company’s next equity financing in a single transaction or a series of related transactions yielding gross
proceeds to the Company of at least $1,000,000 (including conversion of the notes).
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Fit Pay, Inc.

 
Notes to Financial Statements

 

 
5. CONVERTIBLE NOTES PAYABLE TO RELATED PARTY (continued)
 

The Company considered the guidance in ASC 815, Derivatives and Hedging, and determined the embedded conversion feature should not
bifurcated and accounted for separately as a derivative liability because the embedded conversion feature is contingent. The Company then
considered the guidance in ASC 470-20-25-20, Debt with Conversions and Other Options, and determined that any beneficial conversion feature
shall not be recognized until and unless the triggering event occurs. As a result, no beneficial conversion feature was recognized on the date of
issuance. In January 2016, the Company completed a qualified financing (see Note 6), as defined, resulting in the convertible debt being
automatically converted into shares of preferred stock. Therefore, the Company converted the convertible debt with a net book value of
approximately $186,000, including accrued interest, into 436,835 shares of preferred stock (see Note 6) with an estimated fair market value of
$747,000, resulting in a deemed preferred stock dividend on extinguishment of debt of approximately $561,000 which is recorded in the
accompanying statement of shareholders’ deficit under preferred stock deemed dividend.
 
Interest expense incurred related to the convertible notes payable was approximately $560 for the year ended December 31, 2016.

 
6. STOCKHOLDERS’ DEFICIT

 
Common Stock
 
During 2016, the Company issued 119,653 shares of its Common Stock to its employees for proceeds of $1,197.

 
Convertible preferred stock

 
The Company is authorized to issue 2,235,081 shares of convertible preferred stock with a par value of $0.01 per share. All preferred shares of the
company have been designated “Series Seed Preferred Stock”. The Company has issued 2,235,081 of Series Seed Preferred Stock. The preferred
stock is convertible at the original issue price for such preferred stock divided by the conversion price, which is defined as the original issue price,
subject to adjustments, both standard and anti-dilutive. The Company is required to reserve common shares to cover any conversion of the preferred
stock. The Company has determined that as a result of the preferred stock being equity classification, derivative accounting is not required for the
embedded conversion feature within the convertible preferred stock. The Company determined it had in reserve shares of common stock to cover the
conversion of preferred stock at December 31, 2016.
 
The Company issued a total of 1,798,246 of Series Seed Preferred Stock to two investors at a price of $1.71 per share for total proceeds of
$3,075,000. A total of 417,715 shares of preferred stock were issued to two investors as a result of the conversion of convertible notes at a
conversion price of $0.38 per share (see Note 5). 19,120 shares were issued to a single investor as a result of the conversion of convertible notes at a
conversion price of $1.37 (see Note 5).
 
The holders of Series Seed Preferred Stock have the rights, preferences, privileges and restrictions as set forth below:

 
Dividends: The company will declare all dividends pro rata on the Common Stock and the Preferred Stock on a pari passu basis according to the
number of shares of Common Stock held by such holders. For this purpose, each holder of Preferred Stock will be treated as holding the greatest
whole number of shares of Common Stock then issuable upon conversion of all shares of Preferred Stock held by such holder. As of December 31,
2016, no dividends have been declared.
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Fit Pay, Inc.

 
Notes to Financial Statements

 

 
6. STOCKHOLDERS’ DEFICIT (continued)

 
Liquidation Preferences: In the event of any voluntary or involuntary liquidation, dissolution or winding up of the Company, or any Deemed
Liquidation Event (as defined), before any payment can be made to holders of Common Stock, the holders of Preferred Stock must be paid out of the
funds and assets available for distribution to its stockholders, an amount per share equal to the greater of (a) the Original Issue Price for such share of
Preferred Stock, plus any dividends declared but unpaid, or (b) such amount per share as would have been payable had all shares of Preferred Stock
been converted into Common Stock immediately prior to such liquidation, dissolution, or winding up or Deemed Liquidation Event. If the funds and
assets available for distribution are insufficient to pay the holders of shares of Preferred Stock the full amount to which they are entitled, the holders
of shares of Preferred Stock will share ratably in any distribution of the funds and assets available for distribution in proportion to the respective
amounts that would otherwise be payable in respect of the shares of Preferred Stock held by them upon such distribution if all amounts payable on or
with respect to such shares were paid in full. After full payment has been made to the holders of preferred stock, the remaining proceeds, if any, will
be distributed among the holders of common stock ratably based on the number of shares of common stock held by each holder.

 
Conversion: Each share of preferred stock is convertible, at the option of the holder, into shares of common stock according to the conversion price
applicable to the series of preferred stock, as adjusted at any time after the date of issuance. Each share automatically converts into that number of
shares of common stock determined in accordance with the applicable conversion price upon either (i) the sale of the Company’s common stock in
an initial public offering, or (ii) the date and time, or the occurrence of an event, specified by vote or written consent of the holders of at least the
majority of the outstanding shares of Preferred Stock voting as a single class on an as-converted basis.
 
Voting: The holders of preferred stock are entitled to voting rights equal to the number of whole shares of common stock into which each share of
preferred stock could be converted as of the record date for determining stockholders entitled to vote.
 
Protective provisions: As long as at least 25% of the initially issued shares of preferred stock remain outstanding, the Company will not be able to do
any of the following without the written consent or affirmative vote of the holders of at least the majority of the outstanding shares of Preferred
Stock: adverse changes to rights, powers, or privileges of preferred stock; increase or decrease in the authorized number of shares of common stock
or preferred stock; creation of any new class or series of shares having rights, powers, or privileges senior to or on parity with preferred stock;
redemption or repurchase of any shares of common stock or preferred stock; declaration or payment of any dividend or distribution on any shares of
common stock or preferred stock; any change in the authorized number of the members of the Board of Directors; taking any action that would result
in a liquidity event; agree or commit to exclusively license all or substantially all of the Company’s intellectual property in a single transaction or
series of related transactions; issue shares of any class or series of capital stock or issue any securities convertible into capital stock other than shares
of Common Stock granted to employees, officers, directors, contractors, consultants, or advisors pursuant to incentive agreements or other
arrangements that are approved by the Board of Directors, which approval must include the affirmative approval of the Series Seed Director; and
creation or authorization of any debt security that would cause aggregate indebtedness to exceed $350,000, unless such debt security has received
prior approval of the Board of Directors, including the approval of the Series Seed Director.

 
Redeemed or Otherwise Acquired Shares: Any shares of Preferred Stock that are redeemed or otherwise acquired by the Company or any of its
subsidiaries will be automatically and immediately cancelled and retired and will not reissued, sold, or transferred. Neither the Company nor any of
its subsidiaries may exercise any voting or other rights granted to the holders of Preferred Stock following any such redemption.

 

 13  



 

 
Fit Pay, Inc.

 
Notes to Financial Statements

 

 
7. STOCK COMPENSATION

 
In 2014, the Company adopted the 2014 Non-statutory Stock Option Agreement (the “NSO Plan”). Under the NSO Plan, non-statutory stock options
may be granted for the purchases of 165,000 shares of common stock to employees, directors, and consultants. NSO stock options are exercisable
over periods not to exceed 10 years from the date of grant. Generally, options vest over a four-year period.

 
During the year ended December 31, 2016, the Company granted stock options to employees to purchase 692,500 shares of common stock. The
stock options have an exercise price of $0.21, vest over 4 years and mature on various dates over 5 years. During the year ended December 31, 2016,
the Company recorded $61,789 of stock-based compensation related to common stock options granted to employees. No income tax benefits have
been recognized for stock-based compensation arrangements and no stock-based compensation has been capitalized as of December 31, 2016.
 
The fair value of each option awards to employees in 2016 is estimated on the date of grant using the Black-Scholes option pricing model with the
following weighted-average assumptions: estimated fair market value of common stock was $0.50, expected life of approximately 6.25 years, risk-
free interest rate of approximately 1.25%, expected volatility of 50% and no dividends during the expected life, resulting in an estimated fair market
value of the stock options of approximately $0.435 per option. The expected life of the options represents the period of time options are expected to
be outstanding and is estimated considering vesting terms and employees’ historical exercise and post-vesting employment termination behavior.
The risk-free interest rate is based on the U.S. Treasury yield curve in effect at the time of grant. The expected volatility is based on historical
volatilities of public companies operating in the Company’s industry.

 

   Shares   

 
Weighted
Average
Exercise

Price   

Weighted
Average

Remaining
Contractual
Life (Years)  

           
 Balance at December 31, 2015   165,000  $ 0.01   3.99 
 Granted   692,500   0.21     
 Exercised   (119,653)   0.01     
 Forfeited or expired   -   -     
              
 Balance at December 31, 2016   737,847  $ 0.17   2.99 

 Vested and expected to vest at December 31, 2016   737,847  $ 0.14     

 Exercisable at December 31, 2016   57,500  $ 0.01     

 
Future stock-based compensation for unvested employee options granted and outstanding as of December 31, 2016 is $240,221, which will be
recognized over a weighted-average remaining requisite service period of approximately 2.5 years.
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8. INCOME TAX
 

The Company did not have material income tax provision because of net loss and valuation allowances against deferred income tax provision for the
year ended December 31, 2016.

 
The provision for income taxes consisted of the following:

 
 December 31,  2016  
 Current:     
 Federal   - 
 State   898 
 Total   898 
      
 Deferred:     
 Federal   - 
 State   - 
 Total   - 
      
 Provision for income taxes   898 

 
The components of the deferred tax assets and liabilities are as follows:  

 
 December 31,  2016  
     
 Net operating loss carryovers  $ 1,985,000 
 Valuation allowances   (1,985,000)
      
 Net deferred tax assets  $ - 

 
At December 31, 2016, the Company had available net operating loss carryovers of approximately $2.0 million that may be applied against future
taxable income and expires at various dates between 2024 and 2036, subject to certain limitations. The Company has a deferred tax asset arising
substantially from the benefits of such net operating loss deduction and has recorded a valuation allowance for the full amount of this deferred tax
asset since it is more likely than not that some or all of the deferred tax asset may not be realized. 
 
The Company files income tax returns in the U.S. federal jurisdiction and California and is subject to income tax examinations by federal tax
authorities for tax years ended 2013 and later and by California authorities for tax years ended 2012 and later. The Company currently is not under
examination by any tax authority. The Company’s policy is to record interest and penalties on uncertain tax positions as income tax expense. As of
December 31, 2016, the Company has no accrued interest or penalties related to uncertain tax positions.

 
9. RELATED PARTY TRANSACTIONS
 

The Company had a note payable to Michael Orlando with a principal amount of $795,000 and accrued interest of $4,910 as of 12/31/16. See Note 4.
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10. COMMITMENTS AND CONTINGENCIES

 
Operating Lease
 
The Company entered into an operating facility lease agreement for its office located in California in June 2016 for 4 years’ term expiring in May
2020. The lease contain rent increase each year with starting base rent of $3,240 per month.
 
Future minimum lease expense under the facility lease agreement at December 31, 2016 is as follows:

 
 Years ending December 31,  Amount  
     
 2017  $ 39,688 
 2018   41,076 
 2019   42,465 
 2020   17,935 
      
 Total  $ 141,164 

 
Total lease expense for the year ended on December 31, 2016 was $32,312.

 
11. SUBSEQUENT EVENTS

 
In May 2009, the FASB issued ASC 855, “Subsequent Events.” ASC 855 establishes general standards of accounting for and disclosure of events
that occur after the balance sheet date but before financial statements are issued or are available to be issued. The standard, which includes a new
required disclosure of the date through which an entity has evaluated subsequent events, is effective for interim or annual periods ending after June
15, 2009.

 
The Company evaluated all events or transactions that occurred after December 31, 2016 up through the date the financial statements were available
to be issued. During these periods, the Company did not have any material recognizable subsequent events required to be disclosed as of and for the
year ended December 31, 2016 other than the following:

 
● On May 23, 2017, the Company completed a merger with Nxt-ID, Inc. (“NXT”), a publicly traded company, whereby NXT acquired all of the

equity of the Company (the “Transaction”). Following the merger, the Company became a wholly owned subsidiary of NXT. The purchase
price of the Transaction consisted of: (i) the issuance of 19.99% of the outstanding shares of the capital stock of NXT to the shareholders of
the Company; (ii) the issuance by the Company of $2,000,000 worth of voting, non-convertible shares of junior preferred stock to certain
shareholders of preferred shares of the Company; and (iii) an earn-out payment to the shareholders of the Company of 12.5% of the gross
revenue derived from the then Company’s technology by NXT, for the sixteen quarter period beginning October 1, 2017.

   
● On March 9, 2017, the Company borrowed $50,000 from its shareholder and founder with interest rate at 1% per annum. The note is payable

and unpaid interest is due upon demand.
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Fit Pay, Inc.

 
Unaudited Condensed Statement of Balance Sheet

 

 

  
March 31,

2017  
ASSETS   
Current assets:    

Cash  $ 188,162 
Accounts receivable, net   31,500 
Prepaid expenses and other current assets   46,671 

Total current assets   266,333 
     

Non-current assets:     
Property and equipment, net   33,812 
Deposits   3,240 

Total non-current assets   37,052 
     

Total assets  $ 303,385 
     
LIABILITIES AND STOCKHOLDERS’ DEFICIT     
     
Current liabilities:     

Accounts payable  $ 139,032 
Accrued expense   40,742 
Deferred revenue   188,081 
Notes payable to related party   850,692 

Total current liabilities   1,218,547 
     

Non-current liabilities:     
Deferred revenue   29,375 

Total non-current liabilities   29,375 
     

Total liabilities   1,247,922 
     
Commitments and contingencies     
     
Stockholders' deficit:     

Common Stock, no par value: 6,154,537 shares authorized; 100,000,000 shares issued and outstanding   61,545 
Preferred stock, no par value: 2,235,081 shares authorized; 2,235,081 shares issued and outstanding   3,261,289 
Additional Paid-in Capital   765,134 
Retained Earning   (5,032,505)

Total stockholders' deficit   (944,537)

Total liabilities and stockholders' deficit  $ 303,385 
 

See accompanying notes to financial statements.
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Fit Pay, Inc.

  
Unaudited Condensed Statement of Operations

 

 
Three Months Ending March 31,  2017   2016  
Net sales  $ 56,004  $ 83,333 
Cost of sales   48,585   83,333 
         
Gross profit   7,419   - 
         
Operating expenses:         

General and administrative   214,682   128,499 
Sales and marketing   44,372   62,013 
Research and development   195,213   485,623 
         

Total operating expenses   454,267   676,135 
         
Loss from operations   (446,848)   (676,135)
         
Other expenses:         

Interest expense   (1,434)   (1,535)
Total other expenses   (1,434)   (1,535)

         
Loss before income tax provision   (448,282)   (677,670)
Income tax provision   -   - 

         
Net loss  $ (448,282)  $ (677,670)

 
See accompanying notes to financial statements.
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Fit Pay, Inc.

 
Unaudited Condensed Statement of Cash Flows

 

 
 
Three Months Ending March 31,  2017   2016  
Cash flows from operating activities:         

Net loss  $ (448,282)  $ (677,670)
Adjustments to reconcile net loss to net cash used in operating         

Depreciation expense   3,240   1,285 
Stock compensation   28,777   5,628 

Changes in assets and liabilities:         
Accounts receivable   (31,500)   555 
Prepaid expenses and other current assets   105,695   - 
Deposit   -   75,000 
Accounts payable   52,811   374,370 
Accrued expenses and other current liabilities   (108,920)   (8,551)
Deferred revenue   191,843   453,121 

Net cash (used in) provided by operating activities   (206,336)   223,738 
         
Cash flows from investing activities:         

Purchases of intangible property   -   (266,667)
Net cash used in investing activities   -   (266,667)
         
Cash flows from financing activities:         

Proceeds from borrowing   50,782   - 
Proceeds from related party additional capital   100,000   - 
Proceeds from issuances of preferred stock   -   3,000,000 
Proceeds from issuances of common stock   182   446 

Net cash provided by financing activities   150,964   3,000,446 
         
Net (decrease) increase in cash   (55,372)   2,957,517 
         
Cash – beginning of year   243,534   4,090 
         
Cash – end of quarter  $ 188,162  $ 2,961,607 
         
Non-cash transaction – investing and financing:         

Preferred stock deemed dividend   -   560,722 
 

See accompanying notes to financial statements.
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Fit Pay, Inc.

 
Notes to Unaudited Condensed Financial Statements

or the Three Months Period Ended March 31, 2017 and 2016
 

 
1. NATURE OF OPERATIONS

 
Fit Pay, Inc. (the “Company”), a Delaware Corporation incorporated on June 16, 2014, provides a proprietary technology platform that adds
contactless payment capabilities to wearable and IoT devices—with very little startup time, no investment in software development and instant
access to the leading card networks. The Company integrates its technology into a wearable and IoT devices which provides customers to make
purchases from many merchants worldwide.

 
The Company is located in Danville, California.

 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

 
This summary of significant accounting policies of the Company is presented to assist in understanding the Company’s condensed unaudited
financial statements. The condensed unaudited financial statements and notes are representations of the Company’s management, which is
responsible for their integrity and objectivity. These accounting policies conform to GAAP and have been consistently applied in the preparation of
the financial statements.
 
Basis of Presentation
 
The accounting and reporting policies of the Company are in accordance with accounting principles generally accepted in the United States of
America, which is based on the accrual method of accounting.
 
The included unaudited condensed consolidated financial statements as of March 31, 2017 and 2016, have been prepared in accordance with
accounting principles generally accepted in the United States of America and the rules of the Securities and Exchange Commission (“SEC”), and
should be read in conjunction with the audited financial statements and notes thereto contained here within. In the opinion of management, all
adjustments, consisting of normal recurring adjustments, necessary for a fair presentation of financial position and the results of operations for the
interim periods presented have been reflected herein. The results of operations for interim periods are not necessarily indicative of the results to be
expected for future quarters or for the full year. Notes to the condensed consolidated financial statements which substantially duplicate the disclosure
contained in the financial statements as reported in the year ended December 31, 2016 financial statements included here within, have been omitted.
 
The Company currently operates in one business segment. The Company is not organized by market and is managed and operated as one business. A
single management team reports to the chief operating decision maker, the Chief Executive Officer, who comprehensively manages the entire
business. The Company does not currently operate any separate lines of businesses or separate business entities.
 
Cash and cash equivalents
 
For purposes of the statement of cash flows, the Company considers highly liquid investments with an original maturity at the date of purchase of
three months or less to be cash equivalents.
 
Use of Estimates
 
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the reporting period. Significant estimates
include, but are not limited to, estimated fair market value of stock based compensation, the estimated useful lives of property and equipment, and
the ultimate collection of accounts receivable. Actual results could materially differ from those estimates.  
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Fit Pay, Inc.

 
Notes to Unaudited Condensed Financial Statements

For the Three Months Period Ended March 31, 2017 and 2016
 

 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

 
Revenue Recognition
 
The Company recognizes revenue in accordance with accounting principles generally accepted in the United States. Recognition occurs when there
is persuasive evidence of an arrangement, services are rendered, the fees are fixed and determinable, and collection is reasonably assured.
 
Deferred Revenue
 
The Company’s deferred revenues consist of prepayments made by certain of the Company’s customers and undelivered implementation or services.
The Company decreases the deferred revenues by the amount of the services it renders to such clients when provided, which the Company expects to
be within the next twelve months.
 
Advertising Expense
 
Advertising costs are expensed as incurred and is recorded under sales and marketing in the accompanying statement of operations. Advertising
expenses amounted to $44,372 and $62,013 for the three months period ended March 31, 2017 and 2016, respectively.

  
Property and Equipment

 
Property and equipment are recorded at cost. Maintenance and repairs are charged to expense as incurred. Depreciation and amortization are
provided using both the straight-line method over the following estimated useful lives:

 
 Office Equipment 3 years
 Furniture and fixtures 7 years

 
Deferred Rent
 
Rent expenses are recognized using the straight-line method over the terms of the lease. The difference between rent expense incurred and the rental
amount paid is reported as deferred rent obligation in the accompanying balance sheet. Contingent rental payments, including rents that depend on
future events such as sales volume, inflation, and future property taxes, are exempt from straight-line procedures and are not included in the
scheduled minimum lease payments. Deferred rent was immaterial at March 31, 2017.
 
Research and Development Costs
 
Research and development costs are charged to expense as incurred in the accompanying statement of operations. Research and development
expenses consists primarily of salaries and related expenses, contractor and consultant expenses, and allocated overhead.
 
Long-lived Assets
 
In accordance with ASC 360, “Property, Plant, and Equipment,” the Company reviews for impairment of long-lived assets and certain identifiable
intangibles whenever events or circumstances indicate that the carrying amount of assets may not be recoverable. The Company considers the
carrying value of assets may not be recoverable based upon our review of the following events or changes in circumstances: the asset’s ability to
continue to generate income from operations and positive cash flow in future periods; loss of legal ownership or title to the assets; significant
changes in our strategic business objectives and utilization of the asset; or significant negative industry or economic trends. An impairment loss
would be recognized when estimated future cash flows expected to result from the use of the asset are less than its carrying amount. As of March 31,
2017, the Company was not aware of any events or changes in circumstances that would indicate that the long-lived assets are impaired.
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Fit Pay, Inc.

 
Notes to Unaudited Condensed Financial Statements

For the Three Months Period Ended March 31, 2017 and 2016
 

 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

 
Fair Value of Financial Instruments
 
The Company records its financial assets and liabilities at fair value, which is defined under the applicable accounting standards as the exchange
price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the asset or
liability in an orderly transaction between market participants on the measure date. The Company uses valuation techniques to measure fair value,
maximizing the use of observable outputs and minimizing the use of unobservable inputs. The standard describes a fair value hierarchy based on
three levels of inputs, of which the first two are considered observable and the last unobservable, that may be used to measure fair value which are
the following:
 

Level 1 – Quoted prices in active markets for identical assets or liabilities.
 

Level 2 – Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; or other inputs that are observable or can be corroborated by observable market data for substantially the
full term of the assets or liabilities.

 
Level 3 – Inputs include management's best estimate of what market participants would use in pricing the asset or liability at the measurement
date. The inputs are unobservable in the market and significant to the instrument's valuation.

 
As of March 31, 2017, the Company believes that the carrying value of cash, accounts payable, accrued expenses, and other current assets and
liabilities approximate fair value due to the short maturity of theses financial instruments.
 
The condensed financial statements do not include any financial instruments at fair value on a recurring or nonrecurring basis.

  
Share-Based Payment
 
The Company accounts for stock-based compensation in accordance with ASC Topic 718, Compensation-Stock Compensation, or ASC 718. Under
the fair value recognition provisions of this topic, stock-based compensation cost is measured at the grant date based on the fair value of the award
and is recognized as an expense on a straight-line basis over the requisite service period, which is the vesting period.
 
The Company has elected to use the Black-Scholes option-pricing model to estimate the fair value of its options, which incorporates various
subjective assumptions including volatility, risk-free interest rate, expected life, and dividend yield to calculate the fair value of stock option awards.
Compensation expense recognized in the statements of operations is based on awards ultimately expected to vest and reflects estimated forfeitures.
ASC 718 requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from
those estimates.
 
Income Taxes
 
Income taxes are provided for the tax effects of transactions reported in the financial statements and consisted of taxes currently due and deferred
taxes. Deferred taxes are recognized for the differences between the basis of assets and liabilities for financial statement and income tax purposes.
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Fit Pay, Inc.

 
Notes to Unaudited Condensed Financial Statements

For the Three Months Period Ended March 31, 2017 and 2016
 

 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

 
The Company follows ASC 740, Income Taxes, which requires the recognition of deferred tax assets and liabilities for the expected future tax
consequences of events that have been included in the financial statements or tax returns. Under this method, deferred income taxes are recognized
for the tax consequences in future years of differences between the tax bases of assets and liabilities and their financial reporting amounts at each
period end based on enacted tax laws and statutory tax rates, applicable to the periods in which the differences are expected to affect taxable income.
Valuation allowances are established, when necessary, to reduce deferred tax assets to the amount expected to be realized.
 
The Company adopted ASC 740-10-25, which provides criteria for the recognition, measurement, presentation and disclosure of uncertain tax
position. The Company must recognize the tax benefit from an uncertain tax position only if it is more likely than not that the tax position will be
sustained on examination by the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial
statements from such a position are measured based on the largest benefit that has a greater than 50% likelihood of being realized upon ultimate
resolution. The Company did not recognize additional liabilities for uncertain tax positions as a result of the implementation of ASC 740-10-25 for
the period ended March 31, 2017.
 
Concentration of Credit Risk
 
Financial instruments that potentially subject the Company to concentrations of credit risk are cash and trade receivable arising from its normal
business activities. The Company deposits its cash in high credit quality institutions. The Company performs ongoing credit evaluations to its
customers and establishes allowances when appropriate.
 
The Company maintains cash in various accounts located in California. The Company has cash in financial institutions which are insured by the
Federal Deposit Insurance Company (FDIC) up to $250,000 at each institution. At various times throughout the year, the Company may have cash
balances in financial institutions that exceed the FDIC insurance limit. Management reviews the financial condition of these financial institutions on
a periodic basis and does not believe this concentration of cash results in a high level of risk for the Company. At March 31, 2017, the Company’s
bank deposits on hand did not exceed the FDIC insurance limit.
 

3. PROPERTY AND EQUIPMENT
 

Property and equipment consisted of the following:
   

 March 31,  2017  
 Office equipment  $ 29,233 
 Furniture and fixtures   22,457 
 Total property and equipment   51,690 
 Less – accumulated depreciation and amortization   (17,878)

 Total property and equipment, net  $ 33,812 
 

Depreciation and amortization expense on property and equipment amounted to approximately $3,240 and $1,285 for the three months period ended
March 31, 2017 and 2016, respectively.
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Fit Pay, Inc.

 
Notes to Unaudited Condensed Financial Statements

For the Three Months Period Ended March 31, 2017 and 2016
 

 
4. NOTES PAYABLE TO RELATED PARTY

 
The Company entered into various notes payable between September 2014 and March 2017 with the Company’s shareholder. The notes bear interest
of 0.41% per annum and are due upon demand. The Company had $800,662 outstanding as of March 31, 2017.
 
Total interest expense under notes payable was $751 and $1,334 for the three months period ended March 31, 2017 and 2016, respectively.
 
On March 9, 2017, the Company borrowed approximately $50,000 from its shareholder and founder with interest rate at 1% per annum. The note is
payable and unpaid interest is due upon demand. Total interest expense for the three months period ended March 31, 2017 was $30. At March 31,
2017, the outstanding balance on the note payable was approximately $50,000.

 
5. CONVERTIBLE NOTES PAYABLE TO RELATED PARTY

 
The Company issued convertible notes as follows:

 

 
 
Holder  Date Issued  Maturity Date  

Interest 
Rate   

Original 
Amount   

Balance at
March 31,

2017  
 Holder 1  December 1, 2014  June 1, 2016   4.0% $ 25,000  $ - 
 Holder 2  April 1, 2015  October 1, 2016   4.0%  30,000   - 
 Holder 3  April 1, 2015  October 1, 2016   4.0%  125,000   - 
 Total amount          $ 180,000  $ - 
 

The convertible notes are convertible into the Company’s common stock, $0.01 per share (“Common Stock”), or convertible preferred stock (see
Note 6), at a price per share equal to the valuation cap divided by the fully diluted capitalization as defined in the agreement in the event that neither
a qualified financing nor a change of control as defined in the agreement has been consummated on or before the maturity date.
 
The convertible notes contain automatic conversion features. The conversion amount will be converted on or before the maturity date into equity
securities issued and sold at the close of the Company’s next equity financing in a single transaction or a series of related transactions yielding gross
proceeds to the Company of at least $1,000,000 (including conversion of the notes).
 
The Company considered the guidance in ASC 815, Derivatives and Hedging, and determined the embedded conversion feature should not
bifurcated and accounted for separately as a derivative liability because the embedded conversion feature is contingent. The Company then
considered the guidance in ASC 470-20-25-20, Debt with Conversions and Other Options, and determined that any beneficial conversion feature
shall not be recognized until and unless the triggering event occurs. As a result, no beneficial conversion feature was recognized on the date of
issuance. In January 2016, the Company completed a qualified financing (see Note 6), as defined, resulting in the convertible debt being
automatically converted into shares of preferred stock. Therefore, the Company converted the convertible debt with a net book value of
approximately $186,000, including accrued interest, into 436,835 shares of preferred stock (see Note 6) with an estimated fair market value of
$747,000, resulting in a deemed dividend on extinguishment of debt of approximately $561,000 which is recorded against accumulated deficit.
 
Interest expense incurred related to the convertible notes payable was approximately $0 and $560 for the three months period ended March 31, 2017
and 2016, respectively.
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Notes to Unaudited Condensed Financial Statements

For the Three Months Period Ended March 31, 2017 and 2016
 

 
6. STOCKHOLDERS’ DEFICIT

 
Common Stock
 
During the three months period ended March 31, 2017 and 2016, the Company issued 18,229 and 44,653, respectively, shares of its Common Stock
to its employees for proceeds of $182 and $446, respectively.
 
Convertible preferred stock

 
The Company is authorized to issue 2,235,081 shares of convertible preferred stock with a par value of $0.01 per share. All preferred shares of the
company have been designated “Series Seed Preferred Stock”. The Company has issued 2,235,081 of Series Seed Preferred Stock. The preferred
stock is convertible at the original issue price for such preferred stock divided by the conversion price, which is defined as the original issue price,
subject to adjustments, both standard and anti-dilutive. The Company is required to reserve common shares to cover any conversion of the preferred
stock. The Company has determined that as a result of the preferred stock being equity classification, derivative accounting is not required for the
embedded conversion feature within the convertible preferred stock. The Company determined it had in reserve shares of common stock to cover the
conversion of preferred stock at March 31, 2017.  

 
During the three months period ended March 31, 2016, the Company issued a total of 43,860 of Series Seed Preferred Stock to one investor at a price
of $1.71 per share for total proceeds of $75,000. A total of 417,715 shares of preferred stock were issued to two investors as a result of the
conversion of convertible notes at a conversion price of $0.38 per share (see Note 5). 19,120 shares were issued to a single investor as a result of the
conversion of convertible notes at a conversion price of $1.37 (see Note 5).  

 
The holders of Series Seed Preferred Stock have the rights, preferences, privileges and restrictions as set forth below:
 

Dividends: The Company will declare all dividends pro rata on the Common Stock and the Preferred Stock on a pari passu basis according to
the number of shares of Common Stock held by such holders. For this purpose, each holder of Preferred Stock will be treated as holding the
greatest whole number of shares of Common Stock then issuable upon conversion of all shares of Preferred Stock held by such holder. As of
December 31, 2016, no dividends have been declared.

 
Liquidation Preferences: In the event of any voluntary or involuntary liquidation, dissolution or winding up of the Company, or any Deemed
Liquidation Event (as defined), before any payment can be made to holders of Common Stock, the holders of Preferred Stock must be paid out
of the funds and assets available for distribution to its stockholders, an amount per share equal to the greater of (a) the Original Issue Price for
such share of Preferred Stock, plus any dividends declared but unpaid, or (b) such amount per share as would have been payable had all shares
of Preferred Stock been converted into Common Stock immediately prior to such liquidation, dissolution, or winding up or Deemed Liquidation
Event. If the funds and assets available for distribution are insufficient to pay the holders of shares of Preferred Stock the full amount to which
they are entitled, the holders of shares of Preferred Stock will share ratably in any distribution of the funds and assets available for distribution
in proportion to the respective amounts that would otherwise be payable in respect of the shares of Preferred Stock held by them upon such
distribution if all amounts payable on or with respect to such shares were paid in full. After full payment has been made to the holders of
preferred stock, the remaining proceeds, if any, will be distributed among the holders of common stock ratably based on the number of shares of
common stock held by each holder.

 
Conversion: Each share of preferred stock is convertible, at the option of the holder, into shares of common stock according to the conversion
price applicable to the series of preferred stock, as adjusted at any time after the date of issuance. Each share automatically converts into that
number of shares of common stock determined in accordance with the applicable conversion price upon either (i) the sale of the Company’s
common stock in an initial public offering, or (ii) the date and time, or the occurrence of an event, specified by vote or written consent of the
holders of at least the majority of the outstanding shares of Preferred Stock voting as a single class on an as-converted basis.
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Notes to Unaudited Condensed Financial Statements

For the Three Months Period Ended March 31, 2017 and 2016
 

 
6. STOCKHOLDERS’ DEFICIT (continued)

 
Voting: The holders of preferred stock are entitled to voting rights equal to the number of whole shares of common stock into which each share
of preferred stock could be converted as of the record date for determining stockholders entitled to vote.

 
Protective provisions: As long as at least 25% of the initially issued shares of preferred stock remain outstanding, the Company will not be able
to do any of the following without the written consent or affirmative vote of the holders of at least the majority of the outstanding shares of
Preferred Stock: adverse changes to rights, powers, or privileges of preferred stock; increase or decrease in the authorized number of shares of
common stock or preferred stock; creation of any new class or series of shares having rights, powers, or privileges senior to or on parity with
preferred stock; redemption or repurchase of any shares of common stock or preferred stock; declaration or payment of any dividend or
distribution on any shares of common stock or preferred stock; any change in the authorized number of the members of the Board of Directors;
taking any action that would result in a liquidity event; agree or commit to exclusively license all or substantially all of the Company’s
intellectual property in a single transaction or series of related transactions; issue shares of any class or series of capital stock or issue any
securities convertible into capital stock other than shares of Common Stock granted to employees, officers, directors, contractors, consultants, or
advisors pursuant to incentive agreements or other arrangements that are approved by the Board of Directors, which approval must include the
affirmative approval of the Series Seed Director; and creation or authorization of any debt security that would cause aggregate indebtedness to
exceed $350,000, unless such debt security has received prior approval of the Board of Directors, including the approval of the Series Seed
Director.

 
Redeemed or Otherwise Acquired Shares: Any shares of Preferred Stock that are redeemed or otherwise acquired by the Company or any of its
subsidiaries will be automatically and immediately cancelled and retired and will not reissued, sold, or transferred. Neither the Company nor any
of its subsidiaries may exercise any voting or other rights granted to the holders of Preferred Stock following any such redemption.

 
7. STOCK COMPENSATION

 
In 2014, the Company adopted the 2014 Non-statutory Stock Option Agreement (the “NSO Plan”). Under the NSO Plan, non-statutory stock options
may be granted for the purchases of 165,000 shares of common stock to employees, directors, and consultants. NSO stock options are exercisable
over periods not to exceed 10 years from the date of grant. Generally, options vest over a four-year period.
 
During the year three months period ended March 31, 2017 and 2016, the Company granted stock options to employees to purchase 65,000 and 0,
respectively, shares of common stock. The stock options have an exercise price of $ 0.49, vest over four years and mature on January 15, 2019.
During the three months period ended March 31, 2017 and 2016, the Company recorded $28,777 and $5,628, respectively, of stock-based
compensation related to common stock options granted to employees. No income tax benefits have been recognized for stock-based compensation
arrangements and no stock-based compensation has been capitalized as of March 31, 2017.
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Fit Pay, Inc.

 
Notes to Unaudited Condensed Financial Statements

For the Three Months Period Ended March 31, 2017 and 2016
 

 
7. STOCK COMPENSATION (continued)
 

The fair value of each option awards to employees during the three months period ended March 31, 2017 and 2016 is estimated on the date of grant
using the Black-Scholes option pricing model with the following weighted-average assumptions: estimated fair market value of common stock was
$0.50, expected life of approximately 6.25 years, risk-free interest rate of approximately 1.25%, expected volatility of 50% and no dividends during
the expected life,resulting in an estimated fair market value of the stock options of approximately $0.435 per option. The expected life of the options
represents the period of time options are expected to be outstanding and is estimated considering vesting terms and employees’ historical exercise
and post-vesting employment termination behavior. The risk-free interest rate is based on the U.S. Treasury yield curve in effect at the time of grant.
The expected volatility is based on historical volatilities of public companies operating in the Company’s industry.

 

   Shares   

 
Weighted
Average
Exercise

Price   

Weighted
Average

Remaining
Contractual
Life (Years)  

           
 Balance at December 31, 2016   737,847  $ 0.17   2.99 
 Granted   -         
 Exercised   (18,229)   0.01     
 Forfeited or expired   (136,250)   0.21     
              

 Balance at March 31, 2017   583,395  $ 0.14   2.61 

 Vested and expected to vest at March 31, 2017   583,395  $ 0.16     

 Exercisable at March 31, 2017   67,813  $ 0.01     
 

Future stock-based compensation for unvested employee options granted and outstanding as of March 31, 2017 is $170,000, which will be
recognized over a weighted-average remaining requisite service period of approximately 2.25 years.

 
8. INCOME TAX

 
The Company did not have material income tax provision because of net loss and valuation allowances against deferred income tax provision for the
three months periods ended March 31, 2017 and 2016.

 
The components of the deferred tax assets and liabilities are as follows:

 
 March 31,  2017  
     
 Net operating loss carryovers  $ 2,165,000 
 Valuation allowances   (2,165,000)
      
 Net deferred tax assets  $ - 
 

At March 31, 2017, the Company had available net operating loss carryovers of approximately $2,165,000 million that may be applied against future
taxable income and expires at various dates between 2024 and 2036, subject to certain limitations. The Company has a deferred tax asset arising
substantially from the benefits of such net operating loss deduction and has recorded a valuation allowance for the full amount of this deferred tax
asset since it is more likely than not that some or all of the deferred tax asset may not be realized.
   
The Company files income tax returns in the U.S. federal jurisdiction and California and is subject to income tax examinations by federal tax
authorities for tax years ended 2013 and later and by California authorities for tax years ended 2012 and later. The Company currently is not under
examination by any tax authority. The Company’s policy is to record interest and penalties on uncertain tax positions as income tax expense. As of
March 31, 2017, the Company has no accrued interest or penalties related to uncertain tax positions.
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Notes to Unaudited Condensed Financial Statements

For the Three Months Period Ended March 31, 2017 and 2016
 

 
9. RELATED PARTY TRANSACTIONS

 
The Company had a note payable to Michael Orlando with a principal amount of $845,000 and accrued interest of $5,692 as of March 31, 2017. See
Note 4.

 
On March 31, 2017, the Company received $100,000 from Nxt-ID, Inc (“NXT”) as an advance payment as part of a merger agreement between the
two companies (see Note 11 Subsequent Events). This payment is considered a part of the overall purchase price.

 
10. COMMITMENTS AND CONTINGENCIES Operating Lease

 
The Company entered into an operating facility lease agreement for its office located in California in June 2016 for 4 years’ term expiring in May
2020. The lease contain rent increase each year with starting base rent of $3,240 per month.

 
Future minimum lease expense under the facility lease agreement at March 31, 2017 is as follows:

 
 Years ending December 31,  Amount  
 2017  $ 29,968 
 2018   41,076 
 2019   42,465 
 2020   17,935 
 Total  $ 131,444 
 

Total lease expense for the three months period ended March 31, 2017 and 2016 was $9,719 and $0, respectively.
 

11. SUBSEQUENT EVENTS
 
The Company evaluated all events or transactions that occurred after March 31, 2017 up through the date the financial statements were available to
be issued. During these periods, the Company did not have any material recognizable subsequent events required to be disclosed as of and for the
three months period ended March 31, 2017 other than the following:
 
● On May 23, 2017, the Company completed a merger with Nxt-ID, Inc. (“NXT”), a publicly traded company, whereby NXT acquired all of the

equity of the Company (the “Transaction”). Following the merger, the Company became a wholly owned subsidiary of NXT. The purchase price
of the Transaction consisted of: (i) the issuance of 19.99% of the outstanding shares of the capital stock of NXT to the shareholders of the
Company; (ii) the issuance by the Company of $2,000,000 worth of voting, non-convertible shares of junior preferred stock to certain
shareholders of preferred shares of the Company; and (iii) an earn-out payment to the shareholders of the Company of 12.5% of the gross
revenue derived from the then Company’s technology by NXT, for the sixteen quarter period beginning October 1, 2017.
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Exhibit 99.4
 

Nxt-ID, Inc.
 

Unaudited Pro Forma Condensed Combined Financial statements
 

The following unaudited pro forma condensed combined statements of operations and related notes present the historical condensed combined financial
information of Nxt-ID, Inc. and its wholly-owned subsidiary Fit Pay, Inc., a private company, after giving effect to the acquisition of Fit Pay, Inc. by Nxt-ID,
Inc. on May 23, 2017. The results of Fit Pay, Inc. have been included from May 23, 2017.

 
The unaudited pro forma condensed combined statements of income for the year ended December 31, 2016 combine our historical consolidated

statements of income which include the post-acquisition operating results of LogicMark, LLC (“LogicMark”) for the period July 25, 2016 through December
31, 2016 with LogicMark’s pre-acquisition operating results for the period January 1, 2016 through July 24, 2016 and Fit Pay’s historical statement of
operations for the year 2016 and have been prepared as if the acquisition had occurred on January 1, 2016. The unaudited pro forma financial statements
should be read in conjunction with our audited financial statements for the year ended December 31, 2016 included in our Form 10-K filed with the U.S.
Securities and Exchange Commission (“SEC”) on April 2017 and Fit Pay’s historical audited financial statements for the year ended December 31, 2016,
included herein.

 
The unaudited pro forma condensed combined statements of income for the three months ended March 31, 2017 combine our historical condensed

consolidated statements of income with Fit Pay’s historical statements of operations and have been prepared as if the acquisition had occurred on January 1,
2017. The historical Fit Pay statement of operations financial information reflect unaudited results for the three months ended March 31, 2017.

 
There is no pro forma condensed combined balance sheet as of March 31, 2017 as the Fit Pay acquisition has been reflected within our Form 10-Q filed

with the SEC on August 14, 2017. Nxt-ID, Inc. accounted for this acquisition using the acquisition method of accounting. For detailed information on the Fit
Pay acquisition, including the preliminary purchase price allocation refer to the Form 10-Q filed with the SEC on August 14, 2017.

 
The unaudited pro forma condensed combined financial information has been prepared by management for illustrative purposes only and is not

necessarily indicative of the consolidated results of operations that would have been realized had the acquisitions of LogicMark and Fit Pay occurred as of the
dates indicated, nor is it meant to be indicative of any future consolidated results of operations that the combined Company will experience. The historical
consolidated financial information has been adjusted in the accompanying unaudited pro forma condensed combined financial statements to give pro forma
effect to events that are (1) directly attributable to the acquisition of LogicMark and Fit Pay, (2) factually supportable and (3) with respect to the unaudited pro
forma condensed combined statements of operations, expected to have a continuing impact on the combined results. The pro forma adjustments included in
the accompanying unaudited pro forma condensed combined financial statements are based on currently available data and assumptions that we believe are
reasonable. However, the unaudited pro forma condensed combined statements of operations do not include any expected cost savings or restructuring actions
which may be achievable or which may occur subsequent to the acquisition or the impact of any non-recurring activity and one-time transaction related costs.
 

 



 

 
UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENTS OF OPERATIONS
THREE MONTHS ENDED MARCH 31, 2017
 
  Nxt-ID,   Fit Pay,   Adjustment  Pro Forma   Pro Forma  
  Inc.   Inc.   Letter  Adjustments   Combined  
  (Historical)   (Historical)          
               
Revenues  $ 6,681,297  $ 56,004    $ -  $ 6,737,301 
                   
Cost of Sales   3,172,007   48,585     -   3,220,592 
                   
Gross Profit   3,509,290   7,419     -   3,516,709 
                   
Operating Expenses:                   

General and administrative   1,360,686   214,682     -   1,575,368 
Selling and marketing   996,758   44,372  A   185,717   1,226,847 
Research and development   84,944   195,213     -   280,157 

                   
Total Operating Expenses   2,442,388   454,267     185,717   3,082,372 
                   
Operating Income (Loss)   1,066,902   (446,848)     (185,717)   434,337 
                   
Other Income and (Expense)                   

Change in fair value of warrant liabilities       -     -   - 
Change in fair value of derivative liabilities                 - 
Interest expense   (1,703,930)   (1,434)  B   (10,648)   (1,716,012)

Total Other Expense   (1,703,930)   (1,434)     (10,648)   (1,716,012)
                   
Loss before Income Taxes   (637,028)   (448,282)     (196,365)   (1,281,675)
Provision for Income Taxes   (93,187)   -     -   (93,187)
                   
Net loss   (730,215)   (448,282)     (196,365)   (1,374,862)
Preferred stock dividend   (312,645)   -  C   (24,658)   (337,303)
                   
Net Loss applicable to Common Stockholders  $ (1,042,860)  $ (448,282)    $ (221,023)  $ (1,712,165)

                   
Net Loss Per Share - Basic and diluted  $ (0.13)            $ (0.18)

                   
Weighted Average Number of Common Shares

Outstanding - Basic and Diluted   7,838,072      D   1,912,303   9,750,375 

 
Acquisition of Fit Pay, Inc.
(A) To reflect the amortization of the acquired definite-lived intangible assets related to the Fit Pay acquisition for the period January 1, 2017 through March

31, 2017.
(B) To reflect the accrual of interest expenses for the period January 1, 2017 through March 31, 2017 assuming the 5% Seller note was issued at the

beginning of the year.
(C) To reflect the accrual of dividends on the Series C Preferred Stock for the period January 1, 2017 through March 31, 2017. The Series C Preferred Stock

was issued to fund in part the Fit Pay purchase price.
(D) To reflect the issuance of Nxt-ID, Inc. shares of common stock issued as part of the purchase price consideration for the acquisition of Fit Pay, Inc.
 

 



 

 
UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENTS OF OPERATIONS
YEAR ENDED DECEMBER 31, 2016
 
          LogiMark        Fit Pay     
  Nxt-ID,   LogicMark   Adjustment Pro Forma   Fit Pay,   Adjustment Pro Forma   Pro Forma  
  Inc. (A)   (B)   Letter  Adjustments  Inc.   Letter  Adjustments  Combined  
  (Historical)   (Historical)        (Historical)          
                       
Revenues  $ 7,736,320  $ 7,937,481    $ -  $ 655,354    $ -  $ 16,329,155 
                             
Cost of Sales   4,434,868   2,428,077     -   527,825     -   7,390,770 
                             
Gross Profit   3,301,452   5,509,404     -   127,529     -   8,938,385 
                             
Operating Expenses:                             

General and administrative   6,241,685   1,152,314  C   (628,790)  764,731     -   7,529,940 
Selling and marketing   2,881,668   1,616,043  D   412,400   333,031  H   742,867   5,986,009 
Research and development   888,187   35,389     -   1,905,051     -   2,828,627 

                             
Total Operating Expenses   10,011,540   2,803,746     (216,390)  3,002,813     742,867   16,344,576 
                             
Operating Income (Loss)   (6,710,088)  2,705,658     216,390   (2,875,284)     (742,867)  (7,406,191)
                             
Other Income and (Expense)                             

Interest income   23   -     -   -     -   23 
Interest expense   (3,275,059)  -   E,F   (2,851,185)  (3,897)  I   (42,592)  (6,172,733)
Loss on extinguishment of debt   (272,749)  -     -   -     -   (272,749)
Change in fair value of derivative
liabilities   (2,299,020)  -     -   -     -   (2,299,020)

Total Other Expense, Net   (5,846,805)  -     (2,851,185)  (3,897)     (42,592)  (8,744,479)
                             
Loss before Income Taxes   (12,556,893)  2,705,658     (2,634,795)  (2,879,181)     (785,459)  (16,150,670)
Provision for Income Taxes   (196,035)  -     -   (898)     -   (196,933)
                             
Net Loss   (12,752,928)  2,705,658     (2,634,795)  (2,880,079)     (785,459)  (16,347,603)
Preferred stock dividend   (1,080,741)  -  G   (634,375)  (560,722)  J   (100,000)  (2,375,838)
                             
Net Loss applicable to Common
Stockholders  $(13,833,669) $ 2,705,658    $ (3,269,170) $ (3,440,801)    $ (885,459) $(18,723,441)

                             
Net Loss Per Share - Basic and
Diluted  $ (2.24)                     $ (2.32)

                             
Weighted Average Number of
Common Shares Outstanding - Basic
and Diluted   6,172,272                K   1,912,303   8,084,575 

 
Acquisition of LogicMark LLC
(A) The results of Nxt-ID, Inc. for the year ended Decdember 31, 2016 include the operating results of LogicMark for the post-acquisition period July 25,

2016 through December 31, 2016.
(B) To reflect the pre-acquisition operating results of LogicMark for the period January 1, 2016 through July 24, 2016.
(C) To reflect the addback of the expenses incurred by Nxt-ID, Inc. related to the LogicMark acquisition due to their nonrecurring nature.
(D) To reflect the amortization of the acquired definite-lived intangible assets related to the LogicMark acquisition for the period January 1, 2016 through

July 24, 2017.
(E) To reflect the accrual of interest expenses for the period January 1, 2016 through July 24, 2016 assuming both the 15% Revolver and 15% Seller note

were issued at the beginning of the year.
(F) To reflect the amortization of the deferred debt issue costs related to the Revolver debt for the period January 1, 2016 through July 24, 2016.
(G) To reflect the accrual of dividends on the Series B Preferred Stock for the period January 1, 2016 through July 26, 2016. The Series B Preferred Stock

was issued to fund in part the LogicMark purchase price.
 
Acquisition of Fit Pay, Inc.
(H) To reflect the amortization of the acquired definite-lived intangible assets related to the Fit Pay acquisition for the period January 1, 2016 through

december 31, 2016.
(I) To reflect the accrual of interest expenses for the period January 1, 2016 through december 31, 2016 assuming the 5% Seller note was issued at the

beginning of the year.
(J) To reflect the accrual of dividends on the Series C Preferred Stock for the period January 1, 2016 through December 31, 2016. The Series C Preferred

Stock was issued to fund in part the Fit Pay purchase price.
(K) To reflect the issuance of Nxt-ID, Inc. shares of common stock issued as part of the purchase price consideration for the acquisition of Fit Pay, Inc.
 
 

 


