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PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements
CREATIVE REALITIES, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share amounts)
June 30,
2016
(unaudited)

ASSETS
CURRENT ASSETS
Cash and cash equivalents
Accounts receivable, net
Unbilled receivables
Work-in-process and inventories
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Intangibles, net
Goodwill
Other assets
TOTAL ASSETS
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES
Loans payable, net of discount of $691 and $0, respectively
Accounts payable
Accrued expenses
Deferred revenues
Total current liabilities
Loans payable, net of discount of $0 and $909, respectively
Warrant liability
Deferred tax liabilities
Other liabilities
TOTAL LIABILITIES

$

373
1,867
142
273
467
3,122
851
3,892
14,989
202

$

1,361
884
81
82
348
2,756
892
4,831
14,354
203

$

23,056

$

23,036

$

3,936
3,468
2,126
1,704
11,234
787
478
110
12,609

$

150
3,601
2,318
1,213
7,282
2,280
1,649
358
96
11,665

COMMITMENTS AND CONTINGENCIES
Convertible preferred stock, net of discount (liquidation preference of $7,667 and $5,495, respectively)
SHAREHOLDERS' EQUITY
Common stock, $.01 per value, 200,000 shares authorized; 65,836 and 64,224 shares issued and outstanding, respectively
Additional paid-in capital
Accumulated deficit
Total shareholders' equity
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY
$
See accompanying notes to condensed consolidated financial statements
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December 31,
2015

3,904

3,769

658
21,736
(15,851)
6,543

642
21,574
(14,614)
7,602

23,056

$

23,036

CREATIVE REALITIES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)
(Unaudited)
For the Three Months Ended
June 30,
2016
2015
Sales
Hardware
Services and other
Total sales

$

1,022
2,007
3,029

$

1,166
1,536
2,702

For the Six Months Ended
June 30,
2016
2015
$

1,680
3,784
5,464

$

1,595
3,233
4,828

Cost of sales
Hardware
Services and other
Total cost of sales (exclusive of depreciation and amortization shown
separately below)
Gross profit

620
692

1,070
965

1,360
1,242

1,452
2,239

1,312
1,717

2,035
667

2,602
2,862

3,691
1,137

Operating expenses:
Sales and marketing expenses
Research and development expenses
General and administrative expenses
Depreciation and amortization expense
Total operating expenses
Operating loss

232
272
1,472
536
2,512
(795)

348
254
1,825
432
2,859
(2,192)

472
518
3,189
1,075
5,454
(2,392)

674
485
3,918
857
5,934
(4,797)

(164)
67
1
(96)
(2,288)
(2,288)
(82)
(2,370) $

(801)
406
1,035
640
(1,752)
515
(1,237)
(224)
(1,461) $

(227)
812
(9)
576
(4,221)
(4,221)
(160)
(4,381)

(0.05) $
(0.05) $

(0.02) $
(0.02) $

(0.09)
(0.09)

Other income (expenses):
Interest expense
Other income/(expense)
Gain on settlement of debt
Change in fair value of warrant liability
Total other income/(expense)
Loss before income taxes
Benefit from income taxes
Net income/(loss)
Dividends on preferred stock
Net income/(loss) attributable to common shareholders

$

417

$

Net income/(loss) per common share
Basic earnings/(loss) per common share

$

0.01

$

$

0.00

$

(404)
(12)
406
756
746
(49)
578
529
(112)

Diluted earnings/(loss) per common share
Weighted average shares outstanding - basic
Weighted average shares outstanding - diluted

65,055

46,218

64,788

46,218

136,531

46,218

64,788

46,218

See accompanying notes to condensed consolidated financial statements.
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CREATIVE REALITIES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)
Six Months Ended
June 30,
2016
2015
Operating Activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities
Depreciation and amortization
Amortization of debt discount
Stock-based compensation
Change in warrant liability
Deferred tax provision
Provision doubtful accounts
Warrant issued for services
Noncash interest added to promissory notes
Gain on settlement of debt
Changes to operating assets and liabilities:
Accounts receivable and unbilled revenues
Inventories
Prepaid expenses and other current assets
Other assets
Accounts payable
Deferred revenue
Accrued expenses
Other non-current liabilities
Net cash used in operating activities
Investing activities
Purchases of property and equipment
Net cash used in investing activities
Financing activities
Issuance of convertible preferred stock and warrants
Issuance of loans payable and warrants, net of discount
Issuance of common stock
Payments on promissory notes
Net cash provided by financing activities
Decrease in Cash and Cash Equivalents
Cash and Cash Equivalents, beginning of period
Cash and Cash Equivalents, end of period

$

See accompanying notes to condensed consolidated financial statements.
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(1,237) $

(4,221)

1,073
432
135
(1,035)
(515)
43
20
60
(406)

857
185
135
(812)
14
-

(1,087)
(191)
(119)
1
561
491
(72)
14
(1,832)

1,362
143
87
(16)
(279)
234
373
(1,938)

(93)
(93)

(235)
(235)

153
636
178
(30)
937
(988)
1,361

440
1,656
(2)
2,094
(79)
573

373

494

CREATIVE REALITIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(in thousands, except share and per share amounts)
(unaudited)
All currency is rounded to the nearest thousand except share and per share amounts
NOTE 1: NATURE OF OPERATIONS AND GOING CONCERN UNCERTAINTY
Unless the context otherwise indicates, references in these Notes to the accompanying condensed consolidated financial statements to “we,” “us,” “our”
and “the Company” refer to Creative Realities, Inc. and its subsidiaries.
Basis of Presentation
We have prepared the condensed consolidated financial statements included herein, without audit, pursuant to the rules and regulations of the United
States Securities and Exchange Commission (“SEC”). The condensed consolidated financial statements include the Company’s wholly owned subsidiaries. Certain
information and footnote disclosures normally included in the annual financial statements prepared in accordance with U.S. generally accepted accounting
principles (“GAAP”) have been condensed in the accompanying condensed consolidated financial statements. The accompanying year end condensed consolidated
balance sheet was derived from the audited financial statements included in the annual financial statements but does not include all disclosures required by U.S.
GAAP. The accompanying interim financial statements are unaudited, and reflect all adjustments that in the opinion of management are necessary for a fair
presentation of the Company’s condensed consolidated financial position, results of operations, and cash flows for the periods presented. Unless otherwise noted,
all such adjustments are of a normal, recurring nature. All intercompany transactions and balances have been eliminated in consolidation. The Company’s results
of operations and cash flows for the interim periods are not necessarily indicative of the results of operations and cash flows that it may achieve in future periods.
Nevertheless, we believe that the disclosures are adequate to ensure the information presented is not misleading. These unaudited condensed consolidated financial
statements should be read in conjunction with our audited financial statements and the notes thereto for the year ended December 31, 2015 included in the
Company’s 10-K filed with the SEC on April 4, 2016.
Nature of the Company’s Business
Creative Realities, Inc. is a Minnesota corporation that provides innovative shopper marketing and digital marketing technology and solutions to retail
companies, individual retail brands, enterprises and organizations throughout the United States and in certain international markets. We have expertise in a broad
range of existing and emerging shopper and digital marketing technologies, as well as the related media management and distribution software platforms and
networks, device management, product management, customized software service layers, systems, experiences, workflows, and integrated solutions. Our
technology and solutions include: digital merchandising systems and omni-channel customer engagement systems, interactive digital shopping assistants, advisors
and kiosks, and other interactive marketing technologies such as mobile, social media, point-of-sale transactions, beaconing and web-based media that enable our
customers to transform how they engage with consumers. We have expertise in a broad range of existing and emerging digital marketing technologies, as well as
the following related aspects of our business: content, network management, and connected device software and firmware platforms; customized software service
layers; hardware platforms; digital media workflows; and proprietary processes and automation tools.
Going Concern Uncertainty
We have incurred net losses and negative cash flows from operating activities for the three and six months ended June 30, 2016 and the years ended
December 31, 2015 and 2014. As of June 30, 2016, we had cash and cash equivalents of $373 and a working capital deficit of $(8,112). These factors raise
substantial doubt about our ability to continue as a going concern. Management believes that despite our losses to date and while we can provide no assurance that
our ongoing integration efforts will be successful, the operations of the consolidated Company resulting from the completed acquisition of ConeXus World Global,
LLC and our restructuring actions will improve our sales, profit margin, scale and operating efficiencies. Additionally, the Company entered into a Loan and
Security Agreement on August 17, 2016, pursuant to which it has obtained financing, see Note 17: Subsequent Events.
The condensed consolidated financial statements do not include any adjustments to the recoverability and classifications of recorded assets and liabilities as
a result of the above uncertainty.
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Acquisitions
Acquisition of ConeXus World Global
On October 15, 2015, we completed the acquisition of ConeXus World Global, LLC pursuant to an Agreement and Plan of Merger and Reorganization
for 2,080,000 shares of Series A-1 Convertible Preferred Stock, and the conversion of $823 of ConeXus World Global debt into (i) 2,639,258 shares of our
common stock, and (ii) $150 in principal amount of our convertible debt. As a result of the merger transaction, ConeXus World Global, LLC is now our wholly
owned operating subsidiary. The merger was completed by the filing of articles of merger with the Kentucky Secretary of State .
The debtholders and members of ConeXus received a total of 1,664,000 shares of Series A-1 Convertible Preferred Stock, par value $1.00, and
16,000,000 shares of our common stock, par value $0.01. In accordance with the terms of the amendment to the agreement and plan of merger and reorganization,
an additional 416,000 shares of Series A-1 Convertible Preferred Stock and 4,000,000 shares of common stock, collectively referred to as holdback shares, were to
be issued upon the reorganization of the capital structure of a Belgian affiliate of ConeXus. As of the date of this Quarterly Report on Form 10-Q, this restructuring
has not occurred and the Company has postponed indefinitely any decision regarding the Belgian affiliate. Therefore, no liability has been recorded for these
additional shares, the consideration has not been included in the purchase price allocation and the financial results of the Belgian affiliate have not been included in
the condensed consolidated financial statements.
Note 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A summary of the significant accounting policies consistently applied in the preparation of the accompanying financial statements follows:
1. Principles of Consolidation
The condensed consolidated financial statements include the accounts of Creative Realities, Inc., our wholly owned subsidiaries ConeXus World Global
LLC, Creative Realities, LLC, Broadcast International, Inc., and Wireless Ronin Technologies Canada, Inc. All inter-company balances and transactions have been
eliminated in consolidation, as applicable.
2. Foreign Currency
For the Company’s Canadian operations, the local currency has been determined to be the functional currency. The results of its non-U.S. dollar based
operations are translated to U.S. dollars at the average exchange rates during the period. Assets and liabilities are translated at the rate of exchange prevailing on
the balance sheet date. Equity is translated at the prevailing rate of exchange at the date of the equity transaction. The effects of converting non-functional currency
assets and liabilities into the functional currency are recorded as general and administrative expenses in the condensed consolidated statements of operations.
Translation adjustments, which are considered immaterial to date, have been recorded as general and administrative expenses in the condensed consolidated
statements of operations.
3. Revenue Recognition
We recognize revenue primarily from these sources:
●
●

Hardware:
System hardware sales
Services and Other:
Professional and implementation services
Software design and development services
Software and software license sales
Maintenance and support services

We recognize revenue in accordance with Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) 910,
Contractors-Construction , ASC 605, Revenue Recognition , ASC 605-25, Accounting for Revenue Arrangements with Multiple Deliverables and ASC subtopic
985-605, Software . In the event of a multiple-element arrangement, we evaluate each element of the transaction to determine if it represents a separate unit of
accounting, taking into account all factors following the guidelines set forth in FASB ASC 985-605-25-5:
(i)

persuasive evidence of an arrangement exists;
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(ii)
(iii)
(iv)

delivery has occurred, which is when product title transfers to the customer, or services have been rendered;
customer payments are fixed or determinable and free of contingencies and significant uncertainties; and
collection is reasonably assured. If it is determined that collection of a fee is not reasonably assured, we defer the revenue and recognize it at the
time collection becomes reasonably assured, which is generally upon receipt of cash payment, revenues are reported on a gross basis.

We enter into arrangements with customers that could include a combination of software products, system hardware, maintenance and support, or
installation and training services. We allocate the total arrangement fee among the various elements of the arrangement based on the relative fair value of each of
the undelivered elements determined by vendor-specific objective evidence (VSOE). In software arrangements for which we do not have VSOE of fair value for all
elements, revenue is deferred until the earlier of when VSOE is determined for the undelivered elements (residual method) or when all elements for which we do
not have VSOE of fair value have been delivered. We have determined the VSOE of fair value for each of the Company’s products and services.
The VSOE for maintenance and support services is based upon the renewal rate for continued service arrangements. The VSOE for installation and
training services is established based upon pricing for the services. The VSOE for software and licenses is based on the normal pricing and discounting for the
product when sold separately.
Each element of our multiple-element arrangements qualifies for separate accounting. Nevertheless, when a sale includes both software and maintenance,
we defer revenue under the residual method of accounting. Under this method, the undelivered maintenance and support fees included in the price of software is
amortized ratably over the period the services are provided. We defer maintenance and support fees based upon the customer’s renewal rate for these services.
System hardware sales
Included in “hardware” are system hardware sales whereby revenue is recognized generally upon shipment of the product or customer acceptance
depending upon contractual arrangements with the customer. Shipping charges billed to customers are included in sales and the related shipping costs are included
in cost of sales. Total hardware sales were $1,022 and $1,166 for the three months ended June 30, 2016 and 2015, respectively, and $1,680 and $1,595 for the six
months ended June 30, 2016 and 2015, respectively.
Services and Other
Included in “services and other” revenue is professional and implementation services, software design and development services, software and software
license sales and maintenance and support services revenue. Total services and other revenue was $2,007 and $1,536 for the three months ended June 30, 2016 and
2015, respectively, and $3,784 and $3,233 for the six months ended June 30, 2016 and 2015, respectively.
Professional and implementation services
Professional services revenue is derived primarily from consulting services related to the design and development of various marketing experiences, and
content development and management. The majority of professional services and accompanying agreements qualify for separate accounting.
Implementation services revenue is derived from implementation, maintenance and support contracts, content development, software development and
training.
These services are bid either on a fixed-fee basis, time-and-materials basis or both. For time-and-materials contracts, we recognize revenue as services are
performed. For fixed-fee contracts, we recognize revenue upon completion of specific contractual milestones, or by using the percentage-of-completion method.
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Software design and development services
Software design and development services includes revenue from contracts for technology integration consulting services where we design/redesign,
build and implement new or enhanced systems applications and related processes for clients recognized on the percentage-of-completion method. The percentageof-completion accounting involves calculating the percentage of services provided during the reporting period compared to the total estimated services to be
provided over the duration of the contract. Estimated revenues from applying the percentage-of-completion method include estimated incentives for which
achievement of defined goals is deemed probable. Contract costs include all direct material, labor, subcontractors, certain indirect costs, such as indirect labor,
equipment costs, supplies, tools and depreciation costs. This method is followed where reasonably dependable estimates of revenues and costs can be made. We
measure progress for completion based on either the hours worked as a percentage of the total number of hours of the project, or by delivery and customer
acceptance of specific milestones as outlined per the terms of the agreement with the customer. Estimates of total contract revenue and costs are continuously
monitored during the term of the contract, and recorded revenue and costs are subject to revision as the contract progresses. Such revisions may result in increases
or decreases to revenue and income and are reflected in the financial statements in the periods in which they are first identified. If estimates indicate that a contract
loss will occur, a loss provision is recorded in the period in which the loss first becomes probable and reasonably estimable. Contract losses are determined to be
the amount by which the estimated direct and indirect costs of the contract exceed the estimated total revenue that will be generated by the contract and are
included in cost of sales and classified in accrued expenses in the balance sheet. Selling, general and administrative costs are charged to expense as incurred. Our
presentation of revenue recognized on a contract completion basis has been consistently applied for all periods presented.
Software and software license sales
Software and software license sales are revenue when a fixed fee order has been received and delivery has occurred to the customer. We assess whether
the fee is fixed or determinable and free of contingencies based upon signed agreements received from the customer confirming terms of the transaction. Software
is delivered to customers electronically or on a CD-ROM, and license files are delivered electronically.
Maintenance and support services
Maintenance and support services revenue consists of software updates and various forms of support services. Software updates provide customers with
rights to unspecified software product upgrades and maintenance releases and patches released during the term of the support period. Support includes access to
technical support personnel for software and hardware issues. We also offer a hosting service through our network operations center, or NOC, allowing the ability
to monitor and support its customers’ networks 7 days a week, 24 hours a day. This revenue is recognized ratably over the term of the contract, which is typically
one to three years. Maintenance and support is renewable by the customer. Rates for maintenance and support, including subsequent renewal rates, are typically
established based upon a fee per location, per device, or a specified percentage of net software license fees as set forth in the arrangement. Support agreement fees
are based on the level of service provided to its customers, which can range from monitoring the health of a customer’s network to supporting a sophisticated webportal to managing the end-to-end hardware and software of a digital marketing system.
Costs and estimated earnings recognized in excess of billings on uncompleted contracts are recorded as unbilled services and are included in work-inprocess on the balance sheet. Billings in excess of costs and estimated earnings on uncompleted contracts are recorded as deferred revenue until revenue
recognition criteria are met. Unbilled receivables are a normal part of our business as some receivables are invoiced in the month following shipment or completion
of services. Our policy is to present any taxes imposed on revenue-producing transactions on a net basis.
4. Cash and Cash Equivalents
Cash equivalents consist of commercial paper and all other liquid investments with original maturities of three months or less when purchased. As of June
30, 2016 and December 31, 2015, the Company had substantially all cash invested in commercial banks. The Company maintained it cash balances in banks
located in New York, California and Canada. The balances are insured by the Federal Deposit Insurance Corporation up to $250.
5. Accounts Receivable and Allowance for Doubtful Accounts
Our unsecured accounts receivable are customer obligations due under normal trade terms, carried at their face value less an allowance for doubtful
accounts. As discussed in Note 4, we have entered into a factoring arrangement with Allied Affiliated Funding for our accounts receivable with recourse. Certain
of our receivables have been factored. We determine our allowance for doubtful accounts based on the evaluation of the aging of our accounts receivable and on a
customer-by-customer analysis of high-risk customers. Our reserves contemplate our historical loss rate on receivables, specific customer situations and the
economic environments in which we operate. We determine past-due accounts receivable on a customer-by-customer basis. Accounts receivable are written off
after all reasonable collection efforts have failed. There is an immaterial amount of reserve for doubtful accounts at June 30. 2016 and December 31, 2015. See
Note 17: Subsequent Events regarding the termination of the factoring agreement.
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6. Work-In-Process and Inventories
Our work-in-process and inventories are recorded using the lower of cost or market on a first-in, first-out (FIFO) method. Inventory is net of an allowance
for obsolescence of $28 as of June 30, 2016 and December 31, 2015.
7. Fair Value of Financial Instruments
Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date. The fair value hierarchy gives the highest priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest
priority to unobservable inputs (Level 3). Inputs are broadly defined as assumptions market participants would use in pricing an asset or liability.
FASB ASC 820-10, Fair Value Measurements and Disclosures , requires disclosure of the estimated fair value of an entity's financial instruments. Such
disclosures, which pertain to our financial instruments, do not purport to represent our aggregate net fair value. The carrying value of cash and cash equivalents,
accounts receivable, accounts payable, and accrued liabilities approximate fair value because of the short maturity of those instruments. The fair value of the loan
payable approximates carrying value based on the interest rates in the agreement compared to current market interest rates. The fair value of the warrant liabilities
is calculated using a Black-Scholes model, which approximates a binomial model due to probability factors used to determine the fair value. The calculation of this
liability is based on Level 3 inputs. See Notes 5 and 13 for further discussion on the valuation of warrant liabilities.
8. Impairment of Long-Lived Assets
We review the carrying value of all long-lived assets, including property and equipment, for impairment in accordance with ASC 360-10-05-4,
Accounting for the Impairment or Disposal of Long-Lived Assets . Under ASC 360-10-05-4, impairment losses are recorded whenever events or changes in
circumstances indicate the carrying value of an asset may not be recoverable.
If the impairment tests indicate that the carrying value of the asset is greater than the expected undiscounted cash flows to be generated by such asset, an
impairment loss would be recognized. The impairment loss is determined as the amount by which the carrying value of such asset exceeds its fair value. We
generally measure fair value by considering sale prices for similar assets or by discounting estimated future cash flows from such assets using an appropriate
discount rate. Assets to be disposed of are carried at the lower of their carrying value or fair value less costs to sell. Considerable management judgment is
necessary to estimate the fair value of assets, and accordingly, actual results could vary significantly from such estimates. There were no impairment losses for
long-lived assets recorded during the six months ended June 30, 2016 and 2015.
9. Property and Equipment
Property and equipment are carried at cost, less accumulated depreciation and amortization. Depreciation is provided for in amounts sufficient to relate
the cost of depreciable assets to operations over the estimated service lives, principally using straight-line methods. Leasehold improvements are amortized over
the shorter of the life of the improvement or the lease term, using the straight-line method.
Depreciation and amortization expense was $66 and $58 for the three months ended June 30, 2016 and 2015 and $134 and $119 for the six months ended
June 30, 2016 and 2015, respectively.
10. Research and Development and Software Development Costs
Research and development expenses consist primarily of development personnel and non-employee contractor costs related to the development of new
products and services, enhancement of existing products and services, quality assurance and testing. Effective April 2015, the Company began capitalizing its costs
for additional functionality to its internal software. The Company capitalized approximately $35 and $157 for the three months ended June 30, 2016 and 2015 and
approximately $76 and $222 for the six months ended June 30, 2016 and 2015, respectively. These software development costs include both enhancements and
upgrades of our client based systems including functionality of our internal information systems to aid in our productivity, profitability and customer relationship
management. The Company amortizes these costs over 5 years once the new projects are finished and placed in service. These costs are included in property and
equipment, net on the condensed consolidated balance sheets.
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11. Basic and Diluted Loss per Common Share
Basic and diluted loss per common share for all periods presented is computed using the weighted average number of common shares outstanding. Basic
weighted average shares outstanding include only outstanding common shares. Diluted net income per common share is computed by dividing net income by the
weighted average common and potential dilutive common shares outstanding in accordance with the treasury stock method. Diluted net loss per common share is
computed by dividing net loss by the weighted average common and potential dilutive common shares outstanding in accordance with the treasury stock method.
Shares reserved for outstanding stock options and warrants totaling approximately 29.8 and 20.0 million at June 30, 2016 and 2015, respectively, were excluded
from the computation of loss per share as well as the potential common shares issuable upon conversion of convertible preferred stock and convertible promissory
notes as their effect was antidilutive due to our net loss. Net income attributable to common shareholders for the three months ended June 30, 2016 is after
dividends on convertible preferred stock of $112. Net loss attributable to common shareholders for the six months ended June 30, 2016 is after dividends on
convertible preferred stock of $224 and for the three and six months ended June 30, 2015 is after dividends on convertible preferred stock of $82 and $160, and
amortization of the beneficial conversion feature of $34.
12. Deferred Income Taxes
The calculation of our income tax provision involves dealing with uncertainties in the application of complex tax regulations. We recognize tax liabilities
for uncertain income tax positions based on management’s estimate of whether it is more likely than not that additional taxes will be required. We had no uncertain
tax positions as of June 30, 2016 and December 31, 2015.
Deferred income taxes are recognized in the financial statements for the tax consequences in future years of differences between the tax basis of assets
and liabilities and their financial reporting amounts based on enacted tax laws and statutory tax rates. Temporary differences arise from net operating losses,
differences in basis of intangibles (other than goodwill), stock-based compensation, reserves for uncollectible accounts receivable and inventory, differences in
depreciation methods, and accrued expenses. Valuation allowances are established when necessary to reduce deferred tax assets to the amount expected to be
realized.
13. Accounting for Stock-Based Compensation
The Company accounts for stock-based compensation in accordance with ASC 718-10 that requires the measurement and recognition of compensation
expense for all stock-based payments including warrants, stock options, restricted stock grants and stock bonuses based on estimated fair value. For purposes of
determining estimated fair value under ASC 718-10-30, the Company computes the estimated fair values of stock options using the Black-Scholes option pricing
model. Stock-based compensation expense to employees of $63 and $32 was charged to expense during the three months ended June 30, 2016 and 2015 and $135
for the each of the six months ended June 30, 2016 and 2015, respectively.
14. Goodwill and Indefinite-Lived Intangible Assets
We follow the provisions of ASC 350, Goodwill and Other Intangible Assets . Pursuant to ASC 350, goodwill acquired in a purchase business
combination is not amortized, but instead tested for impairment at least annually. The Company uses a measurement date of September 30 (see Note 7), which was
updated at December 31, 2015. No impairment expense was charged to expense during the three and six months ended June 30, 2016 and 2015.
15. Use of Estimates
The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting periods. Our significant estimates are: the allowance for doubtful accounts, recognition of revenue
under fixed price contracts, deferred tax assets, deferred revenue, depreciable lives and depreciation methods for property and equipment, valuation of warrants and
other stock-based compensation and other assumptions and estimates used to evaluate the recoverability of long-lived assets, goodwill and other intangible assets
and the related amortization methods and periods. Actual results could differ from those estimates.
16. Recently Issued Accounting Pronouncements
In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2014-09, “Revenue from Contracts
with Customers,” to clarify the principles used to recognize revenue for all entities. In March 2016, the FASB issued ASU 2016-08, “Revenue from Contracts with
Customers (Topic 606): Principal versus Agent Considerations,” which further clarifies the implementation guidance on principal versus agent considerations”,
and in April 2016, the FASB issued ASU 2016-10, “Revenue from c ontracts with customers (Topic 606): Identifying performance obligations and licensing” , an
update on identifying performance obligations and accounting for licenses of intellectual property. Additionally, in May 2016, the FASB issued ASU 2016-12,
“Revenue from contracts with customers (Topic 606): Narrow-scope improvements and practical expedients,” which includes amendments for enhanced
clarification of the guidance. This guidance is effective for fiscal years beginning on or after December 15, 2017 including interim periods within those fiscal years
and early adoption is permitted. We are evaluating the impact that adoption of this guidance will have on our condensed consolidated financial statements.
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In March 2016, the FASB issued ASU 2016-09, Stock Compensation , which simplifies several aspects of the accounting for share-based payment
transactions, including the income tax consequences, classification of awards as either equity or liabilities, and classification on the statement of cash flows. The
guidance is effective for annual periods beginning after December 15, 2016, and interim periods within those annual periods. We are currently evaluating the
impact of adopting this guidance on our consolidated financial statements.
In February 2016, the FASB issued ASU 2016-02, Leases , which amended guidance for lease arrangements in order to increase transparency and
comparability by providing additional information to users of financial statements regarding an entity's leasing activities. The revised guidance seeks to achieve
this objective by requiring reporting entities to recognize lease assets and lease liabilities on the balance sheet for substantially all lease arrangements. The
guidance, which is required to be adopted in the first quarter of 2019, will be applied on a modified retrospective basis beginning with the earliest period presented.
Early adoption is permitted. We are currently evaluating the impact of adopting this guidance on our consolidated financial statements.
In July 2015, FASB issued ASU 2015-11, Inventory (Topic 330) Related to Simplifying the Measurement of Inventory applies to all inventory except that
which is measured using last-in, first-out (LIFO) or the retail inventory method. Inventory measured using first-in, first-out (FIFO) or average cost is included in
the new amendments. Inventory within the scope of the new guidance should be measured at the lower of cost and net realizable value. Net realizable value is the
estimated selling prices in the ordinary course of business, less reasonably predictable costs of completion, disposal, and transportation. The amendments will take
effect for public business entities for fiscal years beginning after December 15, 2016, including interim periods thereafter. The new guidance should be applied
prospectively, and earlier application is permitted as of the beginning of an interim or annual reporting period. We are evaluating the impact of the standard on the
consolidated financial statements.
I n A ugu st 2014 , t h e F A S B i ss u e d A S U N o . 2014 - 15 , P r e s e n t a ti o n o f F i nan c i a l S t a t e m e n t s – G o i n g C on ce r n , w h i c h s
t a t e s m a n a g e m e n t s hou l d e v a l u a t e w h e t h e r t h e r e a r e c ond iti on s o r e v e n t s, c on s i d e r e d i n t h e a gg r e g a t e , t h a t r a i se a s ub s
t a n ti a l doub t a bou t t h e e n tit y ’ s a b ilit y t o c on ti nu e a s a go i n g c on ce r n w it h i n on e y ea r a f t e r t h e d a t e t h a t t h e f i n a n c i a l s t a t e m
e n t s a r e i ss u e d . M a n a g e m e n t ’ s e v a l u a ti o n s hou l d b e b a s e d o n r e l e v a n t c ond iti on s a n d e v e n t s t h a t a r e kno w n a n d li k e l y
t o o cc u r a t t h e d a t e t h a t t h e f i n a n c i a l s t a t e m e n t s a r e i ss u e d . T h e s t a nd a r d upd a t e w il l b e e ff ec ti v e f o r t h e a nnu a l p e r i o d
e nd i n g a f t e r D ece m b e r 15 , 2016 , a n d f o r a nnu a l p e r i od s a n d i n t e r i m p e r i od s t h e r ea f t e r , ho w e v e r , ea r l y a pp li ca ti o n i s p e r
m itt e d . T h e C o m p a n y i s e v a l u a ti n g t h e e ff ec t t h a t A S U 2014 - 1 5 w il l h a v e o n it s c on s o li d a t e d f i n a n c i a l s t a t e m e n t s a n d
r e l a t e d d i s c l o s u r e s, bu t do e s no t a n ti c i p a t e a m a t e r i a l i m p ac t .
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17. Reclassifications
Certain reclassifications were made to the 2015 consolidated financial statements to conform to the 2016 presentation with no effect on net loss or
shareholders’ equity.
NOTE 3: ACQUISITIONS
Acquisition of ConeXus World Global
On October 15, 2015, we completed the acquisition of ConeXus World Global, LLC for 2,080,000 shares of Series A-1 Convertible Preferred Stock, and
the conversion of $823 of ConeXus World Global debt into (i) 2,639,258 shares of our common stock, and (ii) $150 in principal amount of our convertible debt
and a warrant to purchase 267,857 shares of common stock.
The debtholders and members of ConeXus received a total of 1,664,000 shares of Series A-1 Convertible Preferred Stock, par value $1.00, and
16,000,000 shares of our common stock, par value $0.01. In accordance with the terms of the amendment to the agreement and plan of merger and reorganization,
an additional 416,000 shares of Series A-1 Convertible Preferred Stock and 4,000,000 shares of common stock, collectively referred to as holdback shares, were to
be issued upon the reorganization of the capital structure of a Belgian affiliate of ConeXus. As of the date of this report, this reorganization has not occurred and
the Company has postponed indefinitely any decision regarding the Belgian affiliate. Therefore, no liability has been recorded for these additional shares, the
consideration has not been included in the purchase price allocation and the financial results of the Belgian affiliate have not been included in the condensed
consolidated financial statements.
In our Quarterly Report on Form 10-Q for the period ended March 31, 2016, filed with the SEC on May 13, 2016, we disclosed the preliminary estimate
of the consideration transferred to effect the merger. The following is the consideration actually transferred to effect the merger:
Issuance of common shares to ConeXus shareholders
Issuance of preferred shares to ConeXus shareholders
Issuance of convertible promissory note with warrants
Total consideration

$

3,520
1,664
150

$

5,334

The fair value of the warrants is based on the Black-Scholes valuation model, using the CRI, Inc. share price on the merger date as an input.
The following assumptions were applied in determining the grant date fair value of the (for accounting purposes only) warrant award:
Risk-free interest rate
Expected term
Expected price volatility
Dividend yield

1.71
5.0 years
60.47%
-

Our computation of expected volatility is based on historical volatility. The expected warrant term was the life of the warrant. The risk free interest rate of
the award is based on the U.S. Treasury yield curve in effect at the time of the merger and having a term consistent with the expected term of the award.
Under the acquisition method of accounting, the total purchase price is allocated to the identifiable tangible and intangible assets of ConeXus World
Global LLC acquired in the merger, based on their fair values at the merger date. The estimated fair values are based on the information that was available as of the
merger date. The fair value of goodwill and other liabilities was updated to reflect a measurement period adjustment. A tax benefit of $635 was recognized for the
three and six months ended June 30, 2016 on the Company’s condensed consolidated statement of operations and would have been recorded for the year ended
December 31, 2015 if the adjustment to the provisional amounts had been recognized as of the acquisition date. See Note 12: Income Taxes. We believe that the
information provides a reasonable basis for estimating the fair values. The purchase price has been allocated to assets acquired and liabilities assumed as follows:
Current assets
Property and equipment
Goodwill
Identified intangible assets
Other assets
Total assets

$

Current liabilities
Deferred tax liabilities
Total liabilities

1,187
47
4,629
1,750
13
7,626
1,657
635
2,292

Total allocated purchase price

$
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5,334

The estimated fair value of amortizable intangible assets of approximately $1.8 million is amortized on a straight-line basis over the weighted average
estimated useful life. The purchase price allocation to identifiable intangible assets and related amortization lives are as follows:

Amounts
$
1,370
380

Customer relationships
Trademark
Total

$

Useful lives
(years)
3
5

1,750

The fair values of the customer relationship were estimated using a discounted present value income approach. Under the income approach, an intangible
asset’s fair value is equal to the present value of future economic benefits to be derived from ownership of the asset. Indications of value are developed by
discounting future net cash flows to their present value at market-based rates of return. The useful life of the intangible assets for amortization purposes was
determined considering the period of expected cash flows used to measure the fair value of the intangible assets adjusted as appropriate for the entity-specific
factors including legal, regulatory, contractual, competitive, economic or other factors that may limit the useful life of intangible assets.
The goodwill recognized as a result of the merger is attributable primarily to the strategic and synergistic opportunities across the marketing technology
spectrum, expected corporate synergies and the assembled workforce.
We incurred approximately $0.2 million of acquisition-related costs that were expensed during the year ended December 31, 2015. These costs are
included in selling, general and administrative costs in our condensed consolidated statements of operations. No such costs were incurred for the three-and six
months ended June 30, 2016.
The following unaudited pro forma consolidated financial results have been prepared for illustrative purposes only and do not purport to be indicative of
the results of operations that actually would have resulted had the acquisitions of ConeXus (discussed above) occurred on the first day of the earliest period
presented, or of future results of the consolidated entities. The unaudited pro forma condensed consolidated financial information does not reflect any operating
efficiencies and cost savings that may be realized from the integration of the acquisition.
The pro forma financial information includes amortization expense from the acquired assets and transaction costs assuming the merger occurred on
January 1, 2015.
Three months
ended
June 30,
2015

Six months
ended
June 30,
2015

Supplemental pro forma combined results of operations:
Net sales
Net loss

$
$
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3,634 $
(2,702) $

7,130
(4,663)

NOTE 4: FINANCING ARRANGEMENTS
Factoring Agreement
On October 15, 2015, we entered into a Factoring Agreement with Allied Affiliated Funding, L.P. Under the Factoring Agreement, Allied Affiliated
Funding, or “Allied,” may purchase approved receivables from the Company and its subsidiaries up to a maximum amount of $3.0 million. Upon receipt of any
advance under the Factoring Agreement, the Company and its subsidiaries will have sold and assigned all of their rights in such receivables and all proceeds
thereof to Allied, with recourse. The purchase price for receivables bought and sold under the Factoring Agreement is equal to their face amount less a 1.10% base
discount. Added to the base discount is an additional .037% discount from the face value of a receivable for each day beyond 30 days that the receivable remains
unpaid by the account debtor. The base discount is subject to adjustment in the event of changes in the prime lending rate as published by The Wall Street Journal.
Allied will provide advances under the Factoring Agreement net of an applicable reserve amount, as specified in the agreement. The obligations of the Company
and its subsidiaries under the Factoring Agreement are secured by substantially all of the assets of the Company and its subsidiaries. Allied has the right under the
Factoring Agreement to require the Company to repurchase any receivable earlier sold for a purchase price equal to the face value of the receivable. The Factoring
Agreement has an initial term of one year, subject to potential one-year renewals thereafter, unless earlier terminated (or not renewed) in accordance with the
agreement. The Company may terminate the Factoring Agreement at any time prior to the expiration of the initial term (or a renewal period) upon payment to
Allied of an early termination fee equal to $37.5. The table below provides an analysis of the accounts receivables factored at June 30, 2016 and December 31,
2015. See Note 17: Subsequent Events regarding the termination of the Factoring Agreement.

Accounts receivables assigned to factor
Advances from factor
Amounts due from factor
Unfactored accounts receivable
Total accounts receivable

$

$

June 30,
December 31,
2016
2015
1,053 $
1,218
(907)
(1,049)
146
169
1,721
715
1,867

$

884

NOTE 5: FAIR VALUE MEASUREMENT
We measure certain financial assets, including cash equivalents, at fair value on a recurring basis. In accordance with FASB ASC 820-10-30, fair value is
a market-based measurement that should be determined based on the assumptions that market participants would use in pricing an asset or liability. As a basis for
considering such assumptions, FASB ASC 820-10-35 establishes a three-level hierarchy that prioritizes the inputs used in measuring fair value. The three hierarchy
levels are defined as follows:
Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets.
Level 2 — Valuations based on observable inputs (other than Level 1 prices), such as quoted prices for similar assets at the measurement date; quoted
prices in markets that are not active; or other inputs that are observable, either directly or indirectly.
Level 3 — Valuations based on inputs that are unobservable and involve management judgment and the reporting entity’s own assumptions about market
participants and pricing.
The following table presents information about the Company's warrant liabilities that are measured at fair value on a recurring basis and indicates the fair
value hierarchy of the valuation techniques the Company used to determine such fair value. See Note 13 for the inputs used for the probability weighted Black
Scholes valuations when the warrants were issued and during the six month period ending June 30, 2016.
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Description
Warrant liabilities at December 31, 2015
Warrant liabilities at June 30, 2016

$
$

Fair Value
1,649
787

Significant
Other
Observable
Inputs
(Level 2)

Quote Prices
In Active
Markets
(Level 1)
-

-

Significant
Other
Unobservable
Inputs
(Level 3)
$
1,649
$
787

The change in level 3 fair value is as follows:
Warrant liability as of December 31, 2015
New warrant liabilities
Decrease in fair value of warrant liability
Ending warrant liability as of June 30, 2016

$

1,649
173
(1,035)

$

787

NOTE 6: OTHER FINANCIAL STATEMENT INFORMATION
The following table provides details of selected financial statement items:
Inventories
December 31,
2015

June 30, 2016
Finished goods
Work-in-process
Total inventories

$

55
218

$

69
13

$

273

$

82

Six Months Ended
June 30,
2016
2015
Supplemental Cash Flow Information
Non-cash Investing and Financing Activities
Noncash preferred stock dividends
Issuance of notes in exchange for accounts payable
Issuance of stock upon conversion of preferred stock

$
$
$

14

224
288
100

$
$
$

274
-

NOTE 7: GOODWILL AND OTHER INTANGIBLE ASSETS
Goodwill
Changes in goodwill for the period from December 31, 2015 to June 31, 2016 are as follows:
Goodwill at December 31, 2015
Adjustment to ConeXus purchase accounting (see Note 12: Income Taxes)
Goodwill at June 30, 2016

14,354
635
14,989

Other Intangible Assets
Other intangible assets consisted of the following at June 30, 2016 and December 31, 2015:
June 30,
2016
Gross
Carrying
Amount
4,190
2,460
680
7,330

Technology platform
Customer relationships
Trademarks and trade names

Accumulated amortization
Net book value of amortizable intangible assets

Accumulated
Amortization
2,089
994
355
3,438

December 31,
2015
Gross
Carrying
Accumulated
Amount
Amortization
4,190
1,598
2,460
584
680
317
7,330
2,499

3,438

2,499

3,892

4,831

For the three months ended June 30, 2016 and 2015, amortization of intangible assets charged to operations was $470 and $364, and for the six months
ended June 30, 2016 and 2015 amortization of intangible assets charged to operations was $939 and $729, respectively.
The Company performed its annual goodwill impairment test at September 30, 2015 and determined there was no impairment of goodwill. This impaired
test did not include ConeXus World Global, LLC as the acquisition did not occur until October 15, 2015. At year end, the Company updated its impairment
analysis for goodwill and determined there was no impairment based on the projected future cash flows to be generated from the reporting unit. The Company’s
market capitalization could fluctuate in the future. As a result, the Company will continue to treat this data as an indicator of possible impairment if its market
capitalization falls below its book value. If this situation occurs, the Company will perform the required detailed analysis to determine if there is impairment.
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NOTE 8: LOANS PAYABLE
The outstanding Promissory Notes with detachable warrants, as applicable, are shown in the table below. Further discussion of the notes follows.
Original
Issuance Date
Principal
6/29/2016 $
50
6/13/2016
200
6/13/2016
250
5/3/2016
500
12/28/2015
150
12/28/2015
500
12/28/2015
600
10/26/2015
300
10/15/2015
150
10/15/2015
500
6/23/2015
400
6/23/2015
5/20/2015
$
Debt discount
Unpaid interest
Additional principal
Nonconvertible promissory
notes issued in exchange
for accounts payable, less
cash payments made
Total convertible
promissory notes
$

119
465
4,184

Maturity Date
4/15/2017
4/15/2017
4/15/2017
4/15/2017
4/15/2017
4/15/2017
4/15/2017
4/26/2017
4/15/2017
4/15/2017
4/15/2017

Warrants
89,286
357,143
446,429
892,857
267,857
892,857
1,071,429
535,714
267,857
892,857
640,000

4/15/2017
4/15/2017

935,210
762,295

`
14% interest - 12% cash, 2% added to principal
14% interest - 12% cash, 2% added to principal
14% interest - 12% cash, 2% added to principal
14% interest - 12% cash, 2% added to principal
14% interest - 12% cash, 2% added to principal
14% interest - 12% cash, 2% added to principal
14% interest - 12% cash, 2% added to principal
14% interest - 12% cash, 2% added to principal
14% interest - 12% cash, 2% added to principal
14% interest - 12% cash, 2% added to principal
14% interest - 12% cash interest, 2% added to principal amount of debt
Refinanced May 20, 2015 debt, 14% interest - 12% cash, 2% added to
principal
14% cash interest

8,051,791

(691)
120
65

258
3,936

On June 29, 2016, we offered and sold to an accredited investor a secured convertible promissory note in the principal amount of $50,000 and five-year
warrants to purchase up to 89,286 shares of Creative Realities’ common stock at a per-share price of $0.28 (subject to adjustment), all pursuant to a securities
purchase agreement. Our principal subsidiaries — Creative Realities, LLC, Wireless Ronin Technologies Canada, Inc., and Conexus World Global, LLC — were
also parties to the securities purchase agreement and are co-makers of the secured convertible promissory notes. The fair value of the warrants on the issuance date
was $6. See Note 13, for the Black Scholes inputs used to calculate the fair value of the warrants.
On June 13, 2016, upon receipt of an additional $300 of principal, we exchanged two short-term notes totaling $150 for two secured convertible
promissory notes totaling a principal amount of $450 and five-year warrants to purchase up to 803,572 shares of Creative Realities’ common stock at a per-share
price of $0.28 (subject to adjustment), all pursuant to a securities purchase agreement. Our principal subsidiaries — Creative Realities, LLC, Wireless Ronin
Technologies Canada, Inc., and Conexus World Global, LLC — were also parties to the securities purchase agreement and are co-makers of the secured
convertible promissory notes. This exchange is accounted for as a modification of the debt. The fair value of the warrants on the issuance date was $57. See Note
13, for the Black Scholes inputs used to calculate the fair value of the warrants.
On or about May 3, 2016, we offered and sold to an accredited investor a secured convertible promissory note in the principal amount of $500,000 and
five-year warrants to purchase up to 892,857 shares of Creative Realities’ common stock at a per-share price of $0.28 (subject to adjustment), all pursuant to a
securities purchase agreement. Our principal subsidiaries — Creative Realities, LLC, Wireless Ronin Technologies Canada, Inc., and Conexus World Global, LLC
— were also parties to the securities purchase agreement and are co-makers of the secured convertible promissory notes. In connection with the offer and sale of
the above-described secured convertible promissory note, we incurred commissions to a placement agent aggregating $25. The fair value of the warrants on the
issuance date was $89. See Note 13, for the Black Scholes inputs used to calculate the fair value of the warrants.
The secured promissory notes mature on April 15, 2017, unless the holder of a note elects to extend the maturity date for an additional six-month period
in which case such note will mature on October 15, 2017. At any time prior to the maturity date, the investors may convert the outstanding principal and accrued
and unpaid interest into Creative Realities’ common stock at a conversion price equal to $0.28 per-share (subject to adjustment).
The Company and the investors entered into registration rights agreements requiring Creative Realities to register, under the Securities Act of 1933, the
resale of the shares of common stock issuable upon conversion of the secured notes and upon exercise of the warrants. The Company filed a registration statement
on Form S-1/A on May 13, 2016 registering 23,272,184 shares of common stock and that registration statement became effective on June 1, 2016.
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NOTE 9: STRUCTURED SETTLEMENT PROGRAM
In June 2016, the Company settled debt of $614 for $123 cash payment and the issuance of 409,347 shares of the Company’s restricted common stock,
fair value at conversion date of $85, and recognized a gain on debt restructuring of $406. In conjunction with this debt settlement, an additional 809,842 shares of
restricted common stock were issued to investors for cash to facilitate the settlement of $366 of the $614 debt.
In March 2016, the Company entered into 8.00% nonconvertible promissory notes with certain general unsecured creditors in the principal amount of
$288 to settle an aggregate amount of $839 of accounts payable, accrued expenses and other liabilities. The principal of these nonconvertible promissory notes are
recognized in loans payable on the condensed consolidated balance sheet. The remainder of the obligation continues to be recognized in accounts payable, accrued
expenses and other liabilities, as applicable, in these condensed consolidated financial statements. If the Company defaults on these nonconvertible promissory
notes, the original $839 of the unpaid liability amount less any payments through the date of default, would be immediately due and payable.
Payments on the nonconvertible promissory notes are to be made as follows: Accrued and unpaid interest under the Promissory Note, in arrears, monthly
from and after the date of the note through and including December 31, 2016 on the 15 th of the month, thereafter, near-equal payments of accrued but unpaid
interest (in arrears) and principal on a monthly basis on the 15 th of the month from January 2017 through and including December 2018, on December 31, 2018,
any remaining accrued and unpaid interest and remaining principal will be due and payable.
NOTE 10: COMMITMENTS AND CONTINGENCIES
Litigation
In February 2016, a former vendor alleging our failure to pay outstanding invoices for approximately $335, which is included in accounts payable in the
accompanying condensed consolidated balance sheets, initiated a breach-of-contract lawsuit against us in the Superior Court of New Jersey Law Division: Essex
County. It is our objective that we reach a negotiated settlement with the vendor. At this time, we do not believe this matter individually is likely to have a material
adverse impact on the Company.
NOTE 11: RELATED PARTY TRANSACTIONS
In December 2015, in connection with the offer and sale of the December 28, 2015 secured convertible promissory notes, the Company issued to related
party investors five-year warrants to purchase up to 1,750,000 shares of Creative Realities’ common stock at a per share price of $0.28 (subject to adjustment) in
consideration of additional covenants and facilitating the financing. The note matures on April 15, 2017.
In connection with the ConeXus acquisition in October 2015, the Company entered into a Securities Purchase Agreement with our CEO under which it
offered and sold a secured $150 - 14% interest convertible promissory note with an immediately exercisable five-year warrant to purchase up to 267,857 shares of
the Company’s common stock at a per-share price of $0.28. The note matures on April 15, 2017.
In July 2015, the Company obtained two 1% demand promissory notes in the amounts of $100 and $50 from related party investors. The Company
obtained cash of $300 from these related parties and converted the demand promissory notes to convertible promissory notes on June 13, 2016 of $200 and $250,
with five year warrants immediately exercisable to purchase up to 357,143 and 446,429, respectively, at a per share price of $0.28. The secured promissory notes
include accrued interest from July 2015 to June 13, 2016 at 14% on original principle amounts of $12 and $6, respectively. The notes mature on April 15, 2017.
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In May 2015, the Company entered into a Securities Purchase Agreement with a related party investor under which it offered and sold a secured $465
14% interest convertible promissory note with a five-year warrant immediately exercisable to purchase up to 762,295 shares of common stock at a per-share price
of $0.30. On June 23, 2015, this secured convertible promissory note together with accrued but unpaid interest and a 25% conversion premium was converted into
a $585 - 14% convertible promissory note, maturing on August 18, 2016, with new five-year warrants to purchase up to 935,210 shares of common stock at a price
of $0.30 per share, in a private placement exempt from registration under the Securities Act of 1933. The interest is payable 12% in cash and 2% as additional
principal amount to the note. In connection with the offer and sale of the October 26, 2015 secured convertible promissory note, we entered into extension
agreements with the holders of this secured convertible promissory to primarily extend the maturity date to April 15, 2017 in exchange for 109,688 shares of
common stock valued at $24. This change was accounted for as a modification of the debt. The $24 is recognized as additional debt discount that will be amortized
over the remaining life of the debt.
In February 2015, the Company entered into an agreement with a related party investor to purchase 265,000 shares of convertible preferred stock with an
immediately exercisable five-year warrant to purchase up to 331,250 shares of the Company’s common stock at the as adjusted per-share price of $0.37 for $50.
In February 2015, the Company entered into an agreement with a related party investor to purchase 175,000 shares of convertible preferred stock with an
immediately exercisable five-year warrant to purchase up to 262,500 shares of the Company’s common stock at the as adjusted per-share price of $0.37 in
exchange for a previously outstanding convertible promissory note in the amount of $175.
NOTE 12: INCOME TAXES
Our deferred tax assets are primarily related to net federal and state operating loss carryforwards (NOLs). We have substantial NOLs that are limited in its
usage by IRC Section 382. IRC Section 382 generally imposes an annual limitation on the amount of NOLs that may be used to offset taxable income when a
corporation has undergone significant changes in stock ownership within a statutory testing period. We have performed a preliminary analysis of the annual NOL
carryforwards and limitations that are available to be used against taxable income. The estimated NOL carryforward for federal purposes is $18.6 million and
foreign NOL carryforward is $5.9 million as of June 30, 2016. Based on the losses of the Company, there continues to be a full valuation allowance against the net
deferred tax assets of the Company.
For the three months and the six months ended June 30, 2016, we reported a deferred tax benefit of $579 and $515, respectively. The tax benefit is
primarily attributable to a measurement period adjustment for a reduction of the valuation allowance in the amount of the deferred tax liability booked for
amortizable intangible assets in connection with the acquisition of ConeXus as governed by ASC 805. This reduction of the valuation allowance also resulted in an
increase in goodwill of ConeXus in the amount of $635.
The net deferred liability at June 30, 2016 of $478 represents the liability relating to indefinite lived assets which is not more likely than not to be offset
by the company’s deferred tax assets.
NOTE 13: CONVERTIBLE PREFERRED STOCK AND WARRANTS
On June 29, 2016, the Company issued a warrant to purchase 89,286 shares of common stock at the per share price of $0.28 (subject to adjustment)
pursuant to a securities purchase agreement as more fully described in Note 8, Loans Payable.
On June 13, 2016, the Company issued a warrant to purchase 803,572 shares of common stock at the per share price of $0.28 (subject to adjustment)
pursuant to a securities purchase agreement as more fully described in Note 8, Loans Payable.
On May 3, 2016, the Company issued a warrant to purchase 892,857 shares common stock at the per share price of $0.28 (subject to adjustment) pursuant
to a securities purchase agreement as more fully described in Note 8, Loans Payable.
On January 15, 2016, the Company issued a warrant to purchase 250,000 shares of the Company’s common stock at the per share price of $0.28 (subject
to adjustment) in exchange for services rendered related to the issuance of debt on December 28, 2015. The fair value of the warrants on the issuance date was $20.
The warrants were recorded as a liability and a discount to the debt issued and will be amortized over the life of the debt.
Listed below are the range of inputs used for the probability weighted Black Scholes option pricing model valuations when the warrants were issued and
at June 30, 2016.
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Expected Term
at Issuance
Date
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00
5.00

Date
Issued 8/20/2014
Issued 2/13/2015
Issued 5/22/2015
Issued 10/15/2015
Issued 10/26/2015
Issued 12/21/2015
Issued 12/28/2015
Issued 1/15/2016
Issued 5/3/2016
Issued 6/13/2016
Issued 6/29/2016

Risk Free
Interest Rate at
Date of
Issuance
1.50%
1.28%
1.28%
1.71%
1.71%
1.75%
1.75%
1.76%
1.25%
1.14%
1.01%
Risk Free
Interest
Rate at
June 30,
2016
1.01%

Expected
Term at
June 30,
2016
3.14-5.00

Volatility at
Date of
Issuance
96.00%
100.00%
107.58%
58.48%
60.47%
58.48%
58.48%
58.48%
51.15%
51.12%
48.84%

Stock Price at
Date of
Issuance
$
0.63
$
0.34
$
0.29
$
0.22
$
0.21
$
0.21
$
0.16
$
0.17
$
0.21
$
0.17
$
0.17

Stock
Volatility at
Price at
June 30,
June 30,
2016
2016
48.84% $
0.17

A summary of outstanding debt and equity warrants is included below:

Balance, January 1, 2016
Warrants issued to financial advisors
Warrants issued with promissory notes
Balance June 30, 2016

Warrants (Equity)
Weighted
Average
Exercise
Amount
Price
6,165,786
3.64
6,165,786

3.64

Warrants (Liability)
Weighted
Average
Exercise
Amount
Price
13,787,241
0.33
250,000
0.28
1,785,715
0.28

Weighted
Average
Remaining
Contractual Life
3.85
3.35

15,822,956

Weighted
Average
Remaining
Contractual
Life
4.23
4.55
4.90

0.32

3.88

NOTE 14: STOCKHOLDERS’ EQUITY
In June 2016, in conjunction with the structured settlement program, the Company issued 409,347 shares of its restricted common stock to creditors and
809,842 shares of stock were issued to investors.
On May 4, 2016, 409,347 shares of the Company’s common stock were issued to certain creditors of the Company in settlement of outstanding accounts
payable aggregating $163, pursuant to for agreements entered into with such creditors in March 2016. The Company recognized a gain on debt extinguishment of
$78 on the date the stock was issued.
A summary of outstanding options is included below:

Range of Exercise
Prices between
$0.19 - $0.65
$0.66 - $0.79
$0.80 - $12.25

Balance, December 31, 2015
Granted
Exercised
Forfeited or expired
Balance, June 30, 2016

Number
Outstanding
7,858,536
30,000
15,500

Weighted
Average
Remaining
Contractual
Life
8.91
7.55
6.09

7,904,036

8.52

Weighted
Average
Exercise
Price
$
0.30
0.79
3.73
$

Options
Exercisable
1,358,537
30,000
15,500

Weighted
Average
Exercise
Price
$
0.48
$
0.79
$
3.73

0.31
Weighted
Options
Average
Outstanding
Exercise Price
7,898,578 $
0.33
300,000
0.19
(294,542)
0.70
7,904,036

$

0.31

19

On May 25, 2016, the Company granted 10 year options to purchase 300,000 shares of its common stock to an employee. The options vest over 4 years
and have an exercise price of $0.19. The fair value of the options on the grant date was $0.12 and was determined using the Black-Sholes model. The following
inputs were used:
Risk-free interest rate
Expected term
Expected price volatility
Dividend yield

1.24%
6.25 years
51.12%
-

The weighted average remaining contractual life for options exercisable is 8.52 years as of June 30, 2016.
NOTE 15: STOCK-BASED COMPENSATION
Stock Compensation Expense Information
FASB ASC 718-10, Stock Compensation , requires measurement and recognition of compensation expense for all stock-based payments including
warrants, stock options, restricted stock grants and stock bonuses based on estimated fair values. Under the Amended and Restated 2006 Equity Incentive Plan, the
Company reserved 1,720,000 shares for purchase by the Company’s employees and under the Amended and Restated 2006 Non-Employee Director Stock Option
Plan the Company reserved 700,000 shares for purchase by the Company’s employees. There are 365,500 options outstanding under the 2006 Equity Incentive
Plan. In October 2014, the Company’s shareholders approved the 2014 Stock Incentive Plan, under which 7,390,355 shares were reserved for purchase by the
Company’s employees. There are 7,538,536 options outstanding under the 2014 Stock Incentive Plan. The Company has issued 148,181 options in excess of the
reserved shares as of the date of this report. As a result, the Company may amend the 2014 Stock Incentive Plan to increase the number of shares reserved for
purchase by the Company employees, subject to shareholder approval, or may seek to exchange some of the options intended to be granted under the 2014 plan for
new options issued under a future plan. The related compensation expense for these excess options will be recognized at such time shareholder approval is
obtained.
Compensation expense recognized for the issuance of stock options for the three and six months ended June 30, 2016 and 2015 was as follows:
Three Months Ended
June 30,
2016
2015
Stock-based compensation costs included in:
Sales and marketing expenses
General and administrative expenses
Total stock-based compensation expenses

17
46
$

63

Six Months Ended
June 30,
2016
2015
2
30

$

32

36
99
$

135

3
132
$

135

At June 30, 2016, there was approximately $920 of total unrecognized compensation expense related to unvested share-based awards. Generally, this
expense will be recognized over the next 3.3 years and will be adjusted for any future changes in estimated forfeitures.
Stock-based compensation expense is based on awards ultimately expected to vest and is reduced for estimated forfeitures. FASB 718-10-55 requires
forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. The Company
applied a pre-vesting forfeiture rate of 10% based on upon actual historical experience for employee option awards of the registrant.
On October 15, 2015, our CEO was awarded 4,951,557 performance shares with a grant date to be determined upon certain conditions being satisfied.
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NOTE 16: SEGMENT INFORMATION AND SIGNIFICANT CUSTOMERS
Segment Information
We currently operate in one reportable segment, marketing technology solutions. Substantially all property and equipment is located at our offices in the
United States, and a data center located in the United States. All sales for the three and six months ended June 30, 2016 and 2015 were in the United States and
Canada.
Major Customers
We had 3 customers that in the aggregate accounted for 63% and 53% of accounts receivable as of June 30, 2016 and December 31, 2015, respectively. In
2015, we were no longer doing business with our largest customer that accounted for 16% of 2015 sales. We do not believe the loss of this customer will have a
material adverse effect on our business.
The Company had 3 customers that in the aggregate accounted for 57% and 47% of revenue for the three months and the six months ended June 30, 2016,
respectively.
NOTE 17: SUBSEQUENT EVENTS
On August 17, 2016, we entered into a Loan and Security Agreement with Slipstream Communications, LLC, a related party, under which we obtained a
$3.0 million term loan, with interest thereon at 8% per annum, maturing on August 17, 2017 (with a one-year option for us to extend that maturity, so long as we
are not then in default and we deliver additional warrants to the lender). In connection with the loan, we issued the lender a five-year warrant to purchase up to
5,882,352 shares of common stock. The proceeds from the loan will be used to (i) satisfy the obligations owed to Allied Affiliated Lending, L.P. under the
Factoring Agreement, (ii) pay off certain obligations under settlement arrangements in effect as of the date hereof, and (iii) obtain working capital. The Loan and
Security Agreement permits the lender to make additional advances of up to an additional $1.0 million. In connection with this financing transaction, we
terminated the Factoring Agreement with Allied Affiliated Lending.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations Forward-Looking Statements
The following discussion contains various forward-looking statements within the meaning of Section 21E of the Exchange Act. Although we believe that,
in making any such statement, our expectations are based on reasonable assumptions, any such statement may be influenced by factors that could cause actual
outcomes and results to be materially different from those projected. When used in the following discussion, the words “anticipates,” “believes,” “expects,”
“intends,” “plans,” “estimates” and similar expressions, as they relate to us or our management, are intended to identify such forward-looking statements. These
forward-looking statements are subject to numerous risks and uncertainties that could cause actual results to differ materially from those anticipated. Factors that
could cause actual results to differ materially from those anticipated, certain of which are beyond our control, are set forth under the caption “Risk Factors, ” in the
Company’s Form 10-K for the year ended December 31, 2015 as filed with the Securities and Exchange Commission on April 4, 2016.
Our actual results, performance or achievements could differ materially from those expressed in, or implied by, forward-looking statements. Accordingly,
we cannot be certain that any of the events anticipated by forward-looking statements will occur or, if any of them do occur, what impact they will have on us. We
caution you to keep in mind the cautions and risks described in this document and to refrain from attributing undue certainty to any forward-looking statements,
which speak only as of the date of the document in which they appear. We do not undertake to update any forward-looking statement.
Overview
Creative Realities, Inc. is a Minnesota corporation that provides innovative digital marketing technology solutions to retailers, brand marketers, venueoperators, enterprises, non-profits and other organizations throughout the United States and a growing number of international markets. Our technology and
solutions include: digital merchandising systems, interactive digital shopping assistants and kiosks, mobile digital marketing platforms, digital way-finding
platforms, digital menu board systems, dynamic signage, and other digital marketing technologies. We enable our clients’ engagement with consumers by using
combinations of our technology and solutions that interact with mobile, social media, point-of-sale, wireless networks and web-based platforms. We have expertise
in a broad range of existing and emerging digital marketing technologies, as well as the following related aspects of our business: content, network management,
and connected device software and firmware platforms; customized software service layers; hardware platforms; digital media workflows; and proprietary
processes and automation tools. We believe we are one of the world’s leading digital marketing technology companies focused on helping retailers and brands use
the latest technologies to create better shopping experiences.
Our main operations are conducted directly through Creative Realities, Inc. and under our wholly owned subsidiaries Creative Realities, LLC, a Delaware
limited liability company, Wireless Ronin Technologies Canada, Inc., a Canadian corporation, and ConeXus World Global, LLC, a Kentucky limited liability
company.
We generate revenue in this business by:
●

consulting with our customers to determine the technologies and solutions required to achieve their specific goals, strategies and objectives;

●

designing our customers’ digital marketing experiences, content and interfaces;

●

engineering the systems architecture delivering the digital marketing experiences we design – both software and hardware – and integrating those
systems into a customized, reliable and effective digital marketing experience;

●

managing the efficient, timely and cost-effective deployment of our digital marketing technology solutions for our customers;

●

delivering and updating the content of our digital marketing technology solutions using a suite of advanced media, content and network management
software products; and

●

maintaining our customers’ digital marketing technology solutions by: providing content production and related services; creating additional
software-based features and functionality; hosting the solutions; monitoring solution service levels; and responding to and/or managing remote or
onsite field service maintenance, troubleshooting and support calls.
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These activities generate revenue through: bundled-solution sales; service fees for consulting, experience design, content development and production,
software development, engineering, implementation, and field services; software license fees; and maintenance and support services related to our software,
managed systems and solutions.
Our Sources of Revenue
We generate revenue through digital marketing solution sales, which include system hardware, professional and implementation services, software design
and development, software licensing, deployment, and maintenance and support services.
We currently market and sell our technology and solutions primarily through our sales and business development personnel, but we also utilize agents,
strategic partners, and lead generators who provide us with access to additional sales, business development and licensing opportunities.
Our Expenses
Our expenses are primarily comprised of three categories: sales and marketing, research and development, and general and administrative. Sales and
marketing expenses include salaries and benefits for our sales, business development solution management and marketing personnel, and commissions paid on
sales. This category also includes amounts spent on marketing networking events, promotional materials, hardware and software to prospective new customers,
including those expenses incurred in trade shows and product demonstrations, and other related expenses. Our research and development expenses represent the
salaries and benefits of those individuals who develop and maintain our proprietary software platforms and other software applications we design and sell to our
customers. Our general and administrative expenses consist of corporate overhead, including administrative salaries, real property lease payments, salaries and
benefits for our corporate officers and other expenses such as legal and accounting fees.
Critical Accounting Policies and Estimates
The Company's significant accounting policies are described in Note 2 of the Company’s condensed consolidated financial statements included elsewhere
in this filing. The Company’s condensed consolidated financial statements are prepared in conformity with accounting principles generally accepted in the United
States. Certain accounting policies involve significant judgments, assumptions, and estimates by management that could have a material impact on the carrying
value of certain assets and liabilities and disclosure of contingent assets and liabilities at the date of the condensed consolidated financial statements and the
reported amounts of revenue and expenses during the reporting period. Actual results could differ from those estimates.
Results of Operations
Note: All dollar amounts reported in Results of Operations are in thousands, except per-share information.
Three Months Ended June 30, 2016 Compared to Three Months Ended June 30, 2015
The tables presented below compare our results of operations from one period to another, and present the results for each period and the change in those
results from one period to another in both dollars and percentage change.
For the three months ended June 30, 2015, the financial results of ConeXus are not included as the acquisition date was October 15, 2015. As a result of
this merger, the results of operations may not be entirely comparable and the variances are explained in more detail in the analysis below.
The columns present the following:
●

The first two data columns in the table show the dollar results for each period presented.

●

The column entitled “Change - Dollars” show the change in results, in dollars. The column entitled “Change - %” show the change in percentages.
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Sales
Cost of sales (exclusive of depreciation and amortization shown separately below)
Gross profit
Sales and marketing expenses
Research and development expenses
General and administrative expenses
Depreciation and amortization expense
Total operating expenses
Operating loss
Other income (expenses):
Interest expense
Other income/(expense)
Gain on settlement debt
Change in fair value of warrant liability
Total other expense
Net loss before income taxes
Provision for income taxes
Net loss

For the three months ended
June 30,
2016
2015
$
3,029 $
2,702 $
1,312
2,035
1,717
667
232
348
272
254
1,472
1,825
536
432
2,512
2,859
(795)
(2,192)

$

(404)
(12)
406
756
746
(49)
578
529 $

(164)
67
1
(96)
(2,288)
(2,288) $

Change
Dollars

%

327
(723)
1,050
(116)
18
(353)
104
(347)
1,397

12%
-36%
157%
-33%
7%
-19%
24%
-12%
-64%

(240)
(79)
406
755
842
2,239
578
2,817

146%
-118%
NM
NM%
NM
-98%
100%
-123%

NM – not meaningful
Sales
Sales increased by $327 or 12% in 2016 compared to 2015. This increase was primarily due to $1.7 million of additional revenue from ConeXus, which
we merged with on October 15, 2015. This increase was offset by the Company’s significant realignment and reorganization of its sales, account management, and
business development personnel, which resulted in a significantly reduced sales pipeline, and a reduction in customer sales generally. The Company also
terminated a customer relationship in August 2015 in connection with the same initiative, resulting in a reduction of sales for the quarter ended June 30, 2016
compared to the quarter ended June 30, 2015.
Gross Profit
Gross profit margin on a percentage basis increased to 57% in 2016 from 25% in 2015, and increased by $1,050 in absolute dollars during the same
period. The increase in gross profit margin and increase in absolute dollars are the result of our acquisition of ConeXus, the improved mix of higher margin
services, a reduction of traditionally lower margin hardware sales as a percentage of total sales, as well the winding down, termination or renewal of certain
customer relationships with modified business terms as a result of our business realignment, integration and restructuring initiative.
Sales and Marketing Expenses
Sales and marketing expenses generally include the salaries, taxes, and benefits of our sales and marketing personnel, as well as trade show activities,
travel, and other related sales and marketing costs. Total sales and marketing expenses decreased 33% to $232 in 2016 from $348 in 2015. The decrease is
primarily due to a decrease in marketing and related trade show expenses.
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Research and Development Expenses
Research and development expenses increased to $272 in 2016 compared to $254 in 2015. The increase is attributable to the payroll related expenses of
our software development personnel and consultants responsible for maintaining, supporting and enhancing our proprietary content management system platforms.
General and Administrative Expenses
Total general and administrative expenses decreased 19% or $(353) to $1,472 in 2016 from $1,825 in 2015. The decreases were primarily due to a
decrease in facilities costs of $59 due to the closings of its offices in New York and Minnesota in the third quarter of 2015 and a decrease in salary expense of
$190, primarily due to severance to a former executive of $464 recorded in the second quarter 2015, offset by the addition of the Conexus payroll. These decreases
were offset by increases in professional fees of $72 and increased travel of $63.
Depreciation and Amortization Expenses
Depreciation and amortization expenses increased 24% to $536 in 2016 from $432 in 2015 primarily due to the amortization of intangible assets acquired
in the ConeXus merger transaction.
Six Months Ended June 30, 2016 Compared to Six Months Ended June 30, 2015
The tables presented below compare our results of operations from one period to another, and present the results for each period and the change in those
results from one period to another in both dollars and percentage change.
For the six months ended June 30, 2015, the financial results of ConeXus are not included as the acquisition date was October 15, 2015. As a result of this
merger, the results of operations may not be entirely comparable and the variances are explained in more detail in the analysis below.
The columns present the following:
●

The first two data columns in each table show the dollar results for each period presented

●

The columns entitled “Change - Dollars” and “Change - % ” show the change in results, both in dollars and percentages. For example when net sales
increase from one period to the next that change is shown as a positive. When net sales decrease from one period to the next, that change is shown as
a negative in both columns.
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Sales
Cost of sales (exclusive of depreciation and amortization shown separately below)
Gross profit
Sales and marketing expenses
Research and development expenses
General and administrative expenses
Depreciation and amortization expense
Total operating expenses
Operating loss
Other income (expenses):
Interest expense
Other income/(expense)
Gain on settlement of debt
Change in fair value of warrant liability
Total other expense
Net loss before income taxes
Provision for income taxes
Net loss

$

$

For the six months ended
June 30,
2016
2015
5,464 $
4,828 $
2,602
3,691
2,862
1,137
472
674
518
485
3,189
3,918
1,075
857
5,254
5,934
(2,392)
(4,797)
(801)
406
1,035
640
(1,752)
515
(1,237) $

(227)
812
(9)
576
(4,221)
(4,221) $

Change
Dollars

%

636
(1,089)
1,725
(202)
33
(729)
218
(680)
2,405

13%
-30%
152%
-30%
7%
-19%
25%
-11%
-50%

(574)
(812)
406
1,044
64
2,469
515

253%
-100%
100%
NM
11%
-58%
100%
-71%

2,984

NM – not meaningful
Sales
Sales increased by $636 or 13% in 2016 compared to 2015. This increase was primarily due to $3.1 million of additional revenue from ConeXus, which
we merged with on October 15, 2015. This increase was offset by the Company’s significant realignment and reorganization of its sales, account management, and
business development personnel, which resulted in a significantly reduced sales pipeline, and a reduction customer sales generally. The Company also terminated a
customer relationship in August 2015 in connection with the same initiative.
Gross Profit
Gross profit margin on a percentage basis increased to 52% in 2016 from 24% in 2015, and increased by $1,725 in absolute dollars during the same
period. The increase in gross profit margin and increase in absolute dollars are the result of our acquisition of ConeXus, the improved mix of higher margin
services, a reduction of traditionally lower margin hardware sales as a percentage of total sales, as well the winding down, termination or renewal of certain
customer relationships with modified business terms as a result of our business realignment, integration and restructuring initiative.
Sales and Marketing Expenses
Sales and marketing expenses generally include the salaries, taxes, and benefits of our sales and marketing personnel, as well as trade show activities,
travel, and other related sales and marketing costs. Total sales and marketing expenses decreased 30% to $472 in 2016 from $674 in 2015. The decrease is
primarily due to a decrease in marketing and related trade show expenses.
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Research and Development Expenses
Research and development expenses increased to $518 in 2016 compared to $485 in 2015. The increase is attributable to the payroll related expenses of
our software development personnel and consultants responsible for maintaining, supporting and enhancing our proprietary content management system platforms.
General and Administrative Expenses
Total general and administrative expenses decreased 19% or $(729) to $3,189 in 2016 from $3,918 in 2015. The decreases were primarily due to a
decrease in payroll of $476 as the company recorded severance to a former executive of $464 in the second quarter 2015.
Depreciation and Amortization Expenses
Depreciation and amortization expenses increased 25% to $1,075 in 2016 from $857 in 2015 primarily due to the amortization of intangible assets
acquired in the ConeXus merger transaction.
Liquidity and Capital Resources
We incurred net losses and negative cash flows from operating activities for the three and six months ended June 30, 2016. At June 30, 2016, we had cash
and cash equivalents of $373 and a working capital deficit of $(8,112). Cash used in operating activities for the six months ended June 30, 2016 was $(1,832).
These factors raise substantial doubt about our ability to continue as a going concern. Management believes that, despite our losses to date and while we can
provide no assurance that our ongoing integration efforts will be successful, the operations of the combined Company resulting from the completed acquisitions
and related restructuring actions will provide greater sales, margin, scale and operating efficiencies, all of which we believe will ultimately lead to operating
profitability and positive cash flows from operations. Additionally, the Company has entered into a Loan and Security Agreement to raise additional financing (see
Note 17: Subsequent Events).
See Note 8 to the Condensed Consolidated Financial Statements for a discussion of the Company’s debt obligations.
Operating Activities
We do not currently generate positive cash flow. Our operational costs have been greater than sales generated to date. As of June 30, 2016, we had an
accumulated deficit of $(15,851). The cash flow used in operating activities was $(1,832) and ($1,938) for the six months ended June 30, 2016 and 2015,
respectively. The majority of the cash consumed by operations for both periods was attributed to our net losses of $(1,237) and $(4,221) for the six months ended
June 30, 2016 and 2015, respectively. Included in our net losses were non-cash charges totali ng $193 and $379 for the six months ended June 30, 2016 and 2015,
respectively.
Investing Activities
Net cash used in investing activities during the six months ended June 30, 2016 was $(93) compared to $(235) during 2015. The increase in cash used in
investing activities is primarily related to the capitalization of software costs. We currently do not have any material commitments for capital expenditures as of
June 30. 2016, nor do we anticipate any significant expenditures in 2016.
Financing Activities
Net cash provided by financing activities during the six months ended June 30, 2016 was $937 compared to $2,094 in 2015. The decrease was primarily
related to less loans payable.
Contractual Obligations
We have no material commitments for capital expenditures, and we do not anticipate any significant capital expenditures for the remainder of 2016.
Off-Balance Sheet Arrangements
During the six months ended June 30, 2016, we did not engage in any off-balance sheet arrangements set forth in Item 303(a) (4) of Regulation S-K.
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Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures
We maintain a system of disclosure controls and procedures that is designed to ensure that information required to be disclosed in our Exchange Act
reports is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information is accumulated
and communicated to our management, as appropriate, to allow timely decisions regarding required disclosures. Disclosure controls and procedures also include,
without limitation, controls and procedures designed to ensure that information required to be disclosed by a company in the reports that it files or submits under
the Exchange Act is accumulated and communicated to the company’s management, including its principal executive and principal financial officers, or persons
performing similar functions, and Board of Directors, as appropriate, to allow timely decisions regarding required disclosure.
Under the supervision and with the participation of our management, including our Chief Executive Officer, Chief Financial Officer and VP, Corporate
Controller, we conducted an evaluation of our disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)). Based on this
evaluation, we concluded as of June 30, 2016 that our disclosure controls and procedures were not effective at the reasonable assurance level due to the material
weaknesses described below.
Management’s Report on Internal Control Over Financial Reporting
Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate. All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems
determined to be effective can provide only reasonable assurance with respect to financial statement preparation and presentation.
Due to the Company’s acquisition in 2015 of ConeXus, the Company excluded this entity (representing 9% of total assets and 58% of total sales at June
30, 2016) from the scope of our assessment of the effectiveness of the internal controls over financial reporting of the Company.
The Company identified that, while certain improvements did occur in the Company’s internal control over financial reporting for the six months ended
June 30, 2016, internal control over financial reporting was not effective as of June 30, 2016 and that material weaknesses exist including: a deficient process to
close the monthly consolidated financial statements and prepare comprehensive and timely account analysis, and adequately document cost estimates in support of
revenue recognition under percentage of completion. In addition, Creative Realities, Inc. currently does not have an independent financial expert on its Board of
Directors.
A material weakness is a control deficiency (within the meaning of Public Company Accounting Oversight Board (PCAOB) Auditing Standard No. 5) or
combination of control deficiencies, that results in more than a remote likelihood that a material misstatement of the annual or interim financial statements will not
be prevented or detected on a timely basis. Management has already implemented certain practices and procedures during 2016 to address the foregoing material
weaknesses, plans to expand the scope of its assessment of the effectiveness of its internal controls over financial reporting at the consolidated Company in 2016,
and develop a plan to complete the remediation of the foregoing deficiencies.
In completing its assessment of internal control over financial reporting, management has used and anticipates to continue using the criteria set forth by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control—2013 Integrated Framework.
Changes in Internal Control over Financial Reporting
There were no changes in our internal control over financial reporting that occurred during the quarter ended June 30, 2016, that have materially affected,
or are reasonably likely to materially affect, our internal control over financial reporting.
PART II. OTHER INFORMATION
Item 5. Other Information
On May 2, 2016, Eric J. Bertrand was appointed to the Board of Directors of Creative Realities, Inc. Mr. Bertrand possesses voting and investment power
over shares beneficially held by Lincoln Road Media Partners LLC, which is the holder of a convertible promissory note and warrant issued in a private placement
transaction on April 14, 2016. See Note 8 to the Condensed Consolidated Financial Statements for additional information. Mr. Bertrand was appointed to the
board in connection with Lincoln Road Media’s investment in the convertible note and warrant.
On August 17, 2016, we entered into a Loan and Security Agreement with Slipstream Communications, LLC, a shareholder and affiliate of the Company,
under which we obtained a $3.0 million term loan, with interest thereon at 8% per annum, maturing on August 17, 2017. We may extend the term of the loan for
one additional year, so long as we are not then in default and we deliver additional warrants to the lender. In connection with the loan, we issued the lender a fiveyear warrant to purchase up to 5,882,352 shares of common stock. The proceeds from the loan will be used to (i) satisfy the obligations owed to Allied Affiliated
Lending, L.P. under the Factoring Agreement, (ii) pay off certain obligations under settlement arrangements in effect as of the date hereof, and (iii) obtain working
capital. The Loan and Security Agreement permits the lender to make additional advances of up to an additional $1.0 million. In connection with this financing
transaction, we terminated the Factoring Agreement with Allied Affiliated Lending.
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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
thereunto duly authorized.
Creative Realities, Inc.
Date: August 22, 2016

By /s/ Richard Mills
Richard Mills
Chief Executive Officer
By /s/ John Walpuck
John Walpuck
Chief Financial Officer and Chief Operating Officer
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EXHIBITS INDEX
Exhibit No.

Description

10.1

Secured Convertible Promissory Note issued on each of May 3, 2016, June 13, 2016 and June 16 [29], 2016 (for use in connection with Form of
Securities Purchase Agreements of the same dates) (incorporated by reference to the registrant’s Registration Statement on Form S-1 filed with
the SEC on February 11, 2016)

10.2

Form of Warrant issued on each of May 3,2016, June 13, 2016 and June 16 [29], 2016 (for use in connection with Form of Securities Purchase
Agreements of the same dates) (incorporated by reference to the registrant’s Registration Statement on Form S-1 filed with the SEC on February
11, 2016)

10.3

Form of Securities Purchase Agreement dated as of May 3, 2016, June 13, 2016 and June 16 [29], 2016 (incorporated by reference to the
registrant’s Registration Statement on Form S-1/A filed with the SEC on July 9, 2015)

31.1

Chief Executive Officer Certification pursuant to Exchange Act Rule 13a-14(a).

31.2

Chief Financial Officer Certification pursuant to Exchange Act Rule 13a-14(a).

32.1

Chief Executive Officer Certification pursuant to 18 U.S.C. Section 1350.

32.2

Chief Financial Officer Certification pursuant to 18 U.S.C. Section 1350.

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema

101.CAL

XBRL Taxonomy Extension Calculation Linkbase

101.DEF

XBRL Taxonomy Extension Definition Linkbase

101.LAB

XBRL Taxonomy Extension Label Linkbase

101.PRE

XBRL Taxonomy Extension Presentation Linkbase
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EXHIBIT 31.1
CHIEF EXECUTIVE OFFICER CERTIFICATION PURSUANT TO EXCHANGE ACT RULE 13a-14(a)
I, Richard Mills, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Creative Realities, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely
to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.
Dated: August 22, 2016
By:

/s/ Richard Mills
Richard Mills
Chief Executive Officer

EXHIBIT 31.2
CHIEF FINANCIAL OFFICER CERTIFICATION PURSUANT TO EXCHANGE ACT RULE 13a-14(a)
I, John Walpuck, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Creative Realities, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision,
to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely
to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.
Dated: August 22, 2016
By:

/s/ John Walpuck
John Walpuck
Chief Financial Officer

EXHIBIT 32.1
CHIEF EXECUTIVE OFFICER CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
In connection with the Quarterly Report on Form 10-Q for the first quarter ended June 30, 2016 of Creative Realities, Inc., as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), I, Richard Mills, as Chief Executive Officer certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
1.

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2.

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.
Dated: August 22, 2016
By:

/s/ Richard Mills
Richard Mills
Chief Executive Officer

EXHIBIT 32.2
CHIEF FINANCIAL OFFICER CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
In connection with the Quarterly Report on Form 10-Q for the first quarter ended June 30, 2016 of Creative Realities, Inc., as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), I, John Walpuck, as Chief Financial Officer certify, pursuant to 18 U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
1.

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2.

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to
the Securities and Exchange Commission or its staff upon request.
Dated: August 22, 2016
By: /s/ John Walpuck
John Walpuck
Chief Financial Officer

