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 Special Note Regarding Forward-Looking Statements
 

This Quarterly Report on Form 10-Q contains forward-looking statements that involve substantial risks and uncertainties.   All statements other than statements of
historical facts contained in this Quarterly Report on Form 10-Q, including statements regarding future events or our future results of operations, financial condition, business,
strategies, financial needs, and the plans and objectives of management, are forward-looking statements. In some cases you can identify forward-looking statements because
they contain words such as “anticipate,” “believe,” “continue,” “could,” “estimate,” “expect,” “intend,” “may,” “might,” “likely,” “plan,” “potential,” “predict,” “project,”
“seek,” “should,” “target,” “will,” “would,” or similar expressions and the negatives of those terms. Forward-looking statements are based on information available to our
management as of the date of this report and our management's good faith belief as of such date with respect to future events and are subject to a number of risks, uncertainties,
and assumptions that could cause actual performance or results to differ materially from those expressed in or suggested by the forward-looking statements. Important factors
that could cause such differences include, but are not limited to:

 
● our ability to sustain our revenue growth rate, to achieve or maintain profitability, and to effectively manage our anticipated growth;
● our ability to attract new customers on a cost-effective basis and the extent to which existing customers renew and upgrade their subscriptions;
● the timing of our introduction of new solutions or updates to existing solutions;
● our ability to successfully diversify our solutions by developing or introducing new solutions or acquiring and integrating additional businesses, products,

services, or content;
● our ability to maintain and expand our strategic relationships with third parties;
● our ability to deliver our solutions to customers without disruption or delay;
● our exposure to liability from errors, delays, fraud, or system failures, which may not be covered by insurance;
● our ability to expand our international reach; and
● other factors discussed in other sections of this Quarterly Report on Form 10-Q, including the sections of this report titled “Management’s Discussion and

Analysis of Financial Condition and Results of Operations” and under Part II, Item 1A. “Risk Factors” and in our Annual Report on Form 10-K under Part I, Item
1A, “Risk Factors.”

 
You should not place undue reliance on our forward-looking statements and you should not rely on forward-looking statements as predictions of future events. The

results, events, and circumstances reflected in the forward-looking statements may not be achieved or occur, and actual results, events, or circumstances could differ materially
from those described in the forward-looking statements. The forward-looking statements made in this Quarterly Report on Form 10-Q speak only as of the date of this report.
We undertake no obligation to update any forward-looking statements made in this report to reflect events or circumstances after the date of this report or to reflect new
information or the occurrence of unanticipated events, except as required by law. If we update one or more forward-looking statements, no inference should be drawn that we
will make additional updates with respect to those or other forward-looking statements.
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AKERNA CORP.

 Condensed Consolidated Balance Sheets
  

    December 31,     June 30,  
    2019     2019  
    (unaudited)        

Assets            
             

Current assets            
Cash   $ 18,780,897    $ 21,867,289 
Restricted cash     500,000      500,000 
Accounts receivable, net     1,753,935      1,257,274 
Prepaid expenses and other assets     1,108,917      577,674 

Total current assets     22,143,749      24,202,237 
               

Investment     250,000      - 
Total assets   $ 22,393,749    $ 24,202,237 

               
Liabilities and Stockholders’ Equity              

               
Current liabilities              

Accounts payable   $ 1,670,005    $ 1,317,566 
Accrued liabilities     564,348      500,550 
Deferred revenue     844,554      624,387 

Total current liabilities     3,078,907      2,442,503 
               
Commitments and contingencies (Note 6)              
               
Stockholders’ equity:              

Preferred stock, par value $0.0001; 5,000,000 shares authorized, none are issued and outstanding at December 31, 2019 and June
30, 2019     -      - 

Common stock, par value $0.0001; 75,000,000 shares authorized, 10,921,485 issued and outstanding at December 31, 2019, and
10,589,746 shares authorized, issued and outstanding at June 30, 2019     1,093      1,059 

Additional paid-in capital     52,065,102      47,325,421 
Accumulated deficit     (32,751,353)     (25,566,746)

Total stockholders’ equity     19,314,842      21,759,734 
Total liabilities and stockholders’ equity   $ 22,393,749    $ 24,202,237 

 
The accompanying notes are an integral part of these condensed consolidated financial statements
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  AKERNA CORP.

 Condensed Statements of Operations (unaudited)
  

    For the Three Months Ended     For the Six Months Ended  
    December 31,     December 31,  
    2019     2018     2019     2018  
Revenues                        

Software   $ 2,498,174    $ 2,269,924    $ 4,802,654    $ 4,149,186 
Consulting     725,000      239,797      1,556,363      609,880 
Other     83,029      64,191      140,076      114,245 

Total revenues     3,306,203      2,573,912      6,499,093      4,873,311 
Cost of revenues     1,638,840      1,320,995      3,036,201      2,384,130 
                             
Gross profit     1,667,363      1,252,917      3,462,892      2,489,181 
                             
Operating expenses                            

Product development     1,261,509      1,075,003      2,392,389      1,876,475 
Selling, general, and administrative     4,796,404      2,629,452      8,380,219      4,776,944 

Total operating expenses     6,057,913      3,704,455      10,772,608      6,653,419 
                             
Loss from operations     (4,390,550)     (2,451,538)     (7,309,716)     (4,164,238)
                             
Other income (expense)                            

Interest     51,857      30,723      125,239      48,351 
Other     157      26,444      (130)     25,833 

Total other income     52,014      57,167      125,109      74,184 
                             
Net loss   $ (4,338,536)   $ (2,394,371)   $ (7,184,607)   $ (4,090,054)

                             
Basic and diluted weighted average common stock outstanding     10,958,772      6,022,026      10,918,942      5,755,931 

Basic and diluted net loss per common share   $ (0.40)   $ (0.40)   $ (0.66)   $ (0.71)

 
The accompanying notes are an integral part of these condensed consolidated financial statements
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AKERNA CORP.

 Condensed Consolidated Statements of Changes in Stockholders’ Equity (unaudited)
For the six months ended December 31, 2019

   

    Common    
Additional

Paid-In     Accumulated   
Total

Stockholders’ 
    Shares     Amount     Capital     Deficit     Equity  
                               
Balance – July 1, 2019     10,589,746    $ 1,059    $ 47,325,421    $ (25,566,746)   $ 21,759,734 
                                    
Stock-based compensation     -      -      161,165      -      161,165 
                                    
Cash received in connection with exercise of warrants     368,910      37      4,242,417      -      4,242,454 
                                    
Net loss     -      -      -      (2,846,071)     (2,846,071)
                                    
Balance – September 30, 2019     10,958,656      1,096      51,729,003      (28,412,817)     23,317,282 
                                    
Stock-based compensation     -      -      331,485      -      331,485 
                                    
Forfeitures of restricted shares     (37,572)     (3)     3      -      - 
                                    
Cash received in connection with exercise of warrants     401      -      4,611      -      4,611 
                                    
Net loss     -      -      -      (4,338,536)     (4,338,536)
                                    
Balance – December 31, 2019     10,921,485    $ 1,093    $ 52,065,102    $ (32,751,353)   $ (19,314,842)

 
The accompanying notes are an integral part of these condensed consolidated financial statements

  

3



 

 
AKERNA CORP.

 Condensed Consolidated Statements of Changes in Stockholders’ Equity (unaudited)
For the six months ended December 31, 2018

  

    Common    
Additional

Paid-In     Accumulated   
Total

Stockholders’ 
    Shares     Amount     Capital     Deficit     Equity  
                               
Balance – July 1, 2018     4,922,650    $ 492    $ 14,563,102    $ (13,163,531)   $ 1,400,063 
                                    
Issuance of shares in exchange for cash     1,099,376      110      9,999,890      -      10,000,000 
                                    
Net loss     -      -      -      (1,695,683)     (1,695,683)
                                    
Balance – September 30, 2018     6,022,026      602      24,562,992      (14,859,214)     9,704,380 
                                    
Net loss     -      -      -      (2,394,371)     (2,394,371)
                                    
Balance – December 31, 2018     6,022,026    $ 602    $ 24,562,992    $ (17,253,585)   $ 7,310,009 

  
The accompanying notes are an integral part of these condensed consolidated financial statements
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AKERNA CORP.

 Condensed Consolidated Statements of Cash Flows (unaudited)
  

    For the six months ended  
    December 31,  
    2019     2018  
Cash flows from operating activities              

Net loss   $ (7,184,607)   $ (4,090,054)
Adjustment to reconcile net loss to net cash used in operating activities              

Bad debt expense     724,350      101,446 
Stock-based compensation expense     492,650      -   
Changes in operating assets and liabilities              

Accounts receivable     (1,221,011)     (240,351)
Prepaid expenses and other current assets     (531,243)     (72,063)
Accounts payable     352,439      603,652 
Accrued liabilities     63,798      336,758 
Deferred revenue     220,167      (128,577)

Net cash used in operating activities     (7,083,457)     (3,489,189)
               
Cash flows from investing activities              

Investment acquired in Zol Solutions     (250,000)     -   
Net cash used in investing activities     (250,000)     -   

               
Cash flows from financing activities              

Cash received in connection with exercise of warrants     4,247,065      -   
Cash received in connection with issuance of shares     -        10,000,000 

Net cash provided by financing activities     4,247,065      10,000,000 
               
Net change in cash and restricted cash     (3,086,392)     6,510,811 
               
Cash and restricted cash - beginning of period     22,367,289      2,572,401 
               
Cash and restricted cash - end of period   $ 19,280,897    $ 9,083,212 

               
Cash paid for taxes   $ -      $ -   

               
Cash paid for interest   $ 2,355    $ 987 

               
Supplemental disclosure of non-cash investing and financing activity:              
               

Forfeiture of Restricted Shares included in outstanding common stock   $ (3)   $ -   
 

The accompanying notes are an integral part of these condensed consolidated financial statements
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AKERNA CORP.

Notes to Condensed Consolidated Financial Statements
(Unaudited)

 
Note 1 - Description of Business, Liquidity and Capital Resources
 
Description of Business
 

Akerna Corp. (the “Company”, “We”, “Our” or “Akerna”), through its wholly-owned subsidiary MJ Freeway, LLC (“MJF”) provides enterprise software solutions that
enable regulatory compliance and inventory management. The Company’s proprietary, broad and growing suite of solutions are adaptable for industries in which interfacing
with government regulatory agencies for compliance purposes is required, or where the tracking of organic materials from seed or plant to end products is desired. The
Company developed products intended to assist states in monitoring licensed businesses’ compliance with state regulations, and to help state-licensed businesses operate in
compliance with such law. The Company provides its regulatory software platform, Leaf Data Systems®, to state government regulatory agencies, and its commercial software
platform, MJ Platform®, to state-licensed businesses.

 
We consult with clients on a wide range of areas to help them maintain compliance with state law. Our project-focused consulting services help clients initiate or

expand business operations. Our advisory engagements include service offerings focused on compliance requirement assessments, readiness and best practices, compliance
monitoring systems, application processes, inspection readiness and business plan and compliance reviews. We typically provide our consulting services to clients in emerging
markets that are seeking consultation on newly introduced licensing regimes and assistance with the regulatory compliant build-out of operations.

 
The accompanying financial statements and related notes reflect the historical results of MJF prior to the mergers completed in June 2019 (“the Mergers”) with MTech

Acquisition Corp. (“MTech”) and other related entities, which resulted in the combined company, and do not include the historical results of MTech prior to the completion of
the Mergers.
 
Liquidity and Capital Resources
 

Since its inception, the Company has incurred recurring operating losses, used cash from operations, and relied on capital raising transactions to continue ongoing
operations. Although we have continuing negative cash flow from operations, the Company anticipates that its current cash will be sufficient to meet the working capital
requirements for the next twelve months.   From time to time, we may pursue various strategic business opportunities.   These opportunities may include investment in or
ownership of additional technology companies through direct investments, acquisitions, joint ventures and other arrangements.   We can provide no assurance that we will
successfully identify such opportunities or that, if we identify and pursue any of these opportunities, any of them will be consummated.  Consequently, the Company may raise
additional equity or debt capital or enter into arrangements to secure necessary financing to fund the completion of such strategic business opportunities, although no assurance
can be provided that we will be successful in completing a future capital raise.   The sale of additional equity could result in additional dilution to the Company’s existing
stockholders, and financing arrangements may not be available to us, or may not be available in sufficient amounts or on acceptable terms. Our future operating performance
will be subject to future economic conditions and to financial, business and other factors, many of which are beyond our control. See “Risk Factors” in our Annual Report on
Form 10-K for the fiscal year ended June 30, 2019 for a discussion of the risks related to our liquidity and capital structure.
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AKERNA CORP.

Notes to Condensed Consolidated Financial Statements
(Unaudited)

 
Note 2 - Summary of Significant Accounting Policies
 

Since the date of the Annual Report, there have been no material changes to the Company’s significant accounting policies, except as disclosed below.
 
Basis of Presentation
 

These unaudited condensed consolidated financial statements have been prepared following the requirements of the Securities and Exchange Commission (“SEC”), for
interim reporting. As permitted under those rules, certain footnotes and other financial information that are normally required by accounting principles generally accepted in the
United States of America (“U.S. GAAP”) can be condensed or omitted. The condensed consolidated balance sheet for the year ended June 30, 2019 was derived from the
Company’s audited financial statements, but does not include all disclosures required by U.S. GAAP.  The information included in this quarterly report on Form 10-Q should be
read in conjunction with the consolidated financial statements and notes thereto of the Company for the year ended June 30, 2019 which were included in the annual report
on Form 10-K filed by the Company on September 23, 2019.
 

In the opinion of management, these condensed consolidated financial statements have been prepared on the same basis as the annual consolidated financial statements
and notes thereto of the Company and include all adjustments, consisting only of normal recurring adjustments, considered necessary for the fair presentation of the Company’s
financial position and operating results. The results for the three and six months ended December 31, 2019 are not necessarily indicative of the operating results for the year
ending June 30, 2020, or any other interim or future periods.

  
Accounts Receivable, Net
 

The Company provides an allowance for doubtful accounts equal to the estimated uncollectible amounts. The Company’s estimate is based on historical collection
experience and a review of the current status of trade accounts receivable. It is reasonably possible that the Company’s estimate of the allowance for doubtful accounts will
change and that losses ultimately incurred could differ materially from the amounts estimated in determining the allowance. The allowance for doubtful accounts was $417,028
as December 31, 2019 and $190,088 as of June 30, 2019.
 
Concentrations of Credit Risk
 

The Company grants credit in the normal course of business to its customers. The Company periodically performs credit analysis and monitors the financial condition
of its customers to reduce credit risk.
 

During the three months ended December 31, 2019, two customers accounted for 23% and 14% of total revenues, respectively. At December 31, 2019, the same two
customers accounted for 50% and 24% of net accounts receivable, respectively. During the three months ended December 31, 2018, two customers accounted for 38% and 14%
of total revenues, respectively. At December 31, 2018, one customer accounted for 61% of net accounts receivable.
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AKERNA CORP.

Notes to Condensed Consolidated Financial Statements
(Unaudited)

 
During the six months ended December 31, 2019, two customers accounted for 23% and 13% of total revenues, respectively. During the six months ended December

31, 2018, two customers accounted for 36% and 12% of total revenues, respectively.
 
Investments
 

The Company makes strategic investments comprised of non-marketable equity securities. Non-marketable equity securities are recorded within Other assets in the
accompanying Condensed Consolidated Balance Sheets. Determining how an investment will be accounted for depends upon the characteristics of the security it has purchased
and the degree of control or influence, both direct and indirect, that the Company will be able to exert over that investment.

 
Revenue Recognition
 

The Company derives its revenues from the following two primary sources: (1) subscription revenues, which are comprised of subscription fees from government and
commercial customers accessing the Company’s enterprise cloud computing services and from customers paying for additional support beyond the standard support that is
included in the basic subscription fees; and (2) consulting services, which include service offerings focused on compliance requirement assessments, readiness and best
practices, compliance monitoring systems, application processes, inspection readiness and business plan and compliance reviews to operators interested in integrating our
platform into their respective operations.

 
The Company commences revenue recognition when all of the following conditions are satisfied:

 
● There is persuasive evidence of an arrangement
● The service has been or is being provided to the customer
● The collection of the fees is reasonably assured
● The amount of fees to be paid by the customer is fixed or determinable

  
Subscription Revenue
 

Subscription revenue is recognized ratably, beginning when access to the applicable software is provided to the customer, over the contractual period. The Company
typically invoices customers at the beginning of the term, in multi-year, annual, quarterly or monthly installments. In instances where collection of fees occurs in advance of
service delivery, revenue recognition is deferred until such services are delivered. Revenue for implementation fees is recognized ratably over the expected term of the
agreement, including expected renewals.
 

The Company includes service level commitments to customers warranting certain levels of uptime reliability and performance and permitting those customers to
receive credits in the event that those levels are not met. In addition, customer contracts often include (i) specific obligations that require the Company to maintain the
availability of the customer’s data through the service and that customer content is secured against unauthorized access or loss, and (ii) indemnity provisions whereby the
Company indemnifies customers from third-party claims asserted against them that result from the Company’s failure to maintain the availability of their content or securing
the same from unauthorized access or loss. To date, the Company has not incurred any material costs as a result of such commitments. Any such credits or payments made to
customers under these arrangements are recorded as a reduction of revenue.
 
Consulting Services and Other Revenues
 

Consulting services revenue consists of contracts with fixed terms and fee structures based upon the volume and activity, or fixed price contracts for consulting and
strategic services. When these services are not combined with subscription revenues as a single unit of accounting, as discussed below, these revenues are recognized as
services are rendered and accepted by the customer. From time to time, the Company purchases equipment for resale to customers. Such equipment is generally drop-shipped to
the Company’s customers. The Company recognizes revenue as the services are performed or products are delivered. 
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AKERNA CORP.

Notes to Condensed Consolidated Financial Statements
(Unaudited)

 
Cost of Revenue
 

Cost of revenue consists primarily of costs related to providing the subscription and other services to the Company’s customers, including employee compensation and
related expenses for datacenter operations, customer support and professional services personnel, payments to outside technology service providers, security services and other
tools.
 
Deferred Revenue
 

Deferred revenue primarily consists of payments received in advance of revenue recognition from subscription services described above and is recognized as the
revenue recognition criteria are met. The deferred revenue balance is influenced by several factors, including seasonality, the compounding effects of renewals, invoice
duration, invoice timing, size and new business within the year.
 

Deferred revenue that will be recognized during the succeeding twelve-month period is recorded as Deferred revenue, which is a current liability in the accompany
Consolidated Balance Sheets.
 
Reclassifications
 

Certain prior year financial statement amounts have been reclassified for consistency with the current year presentation.
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AKERNA CORP.

Notes to Condensed Consolidated Financial Statements
(Unaudited)

 
Recently Issued Accounting Pronouncements
 

ASU 2014-09, Revenue from Contracts with Customers (Topic 606), supersedes the revenue recognition requirements and industry-specific guidance under Revenue
Recognition (Topic 605). Topic 606 requires an entity to recognize revenue when it transfers promised goods or services to customers in an amount that reflects the
consideration the entity expects to be entitled to in exchange for those goods or services. ASU No. 2014-09 also requires additional disclosure about the nature, amount, timing,
and uncertainty of revenue and cash flows arising from customer contracts. As an Emerging Growth Company, ASU No. 2014-09 is effective for the Company’s fiscal 2020
annual reporting period and for interim periods thereafter, with early adoption permitted, and allows for either full retrospective or modified retrospective adoption. The
Company is evaluating the impact of adoption of the new standard on its consolidated financial statements.
 

In January 2016, the FASB issued ASU No. 2016-01, Financial Instruments - Overall: Recognition and Measurement of Financial Assets and Financial Liabilities,
which requires certain equity investments to be measured at fair value with changes in fair value recognized in net income, to record changes in instrument-specific credit risk
for financial liabilities measured under the fair value option in other comprehensive income. The new standard is expected to reduce diversity in practice. The new standard is
effective for the Company’s fiscal 2020 annual reporting period and for interim periods thereafter. The Company is evaluating the impact of adoption of the new standard on its
consolidated financial statements.
 

In February 2016, the FASB issued ASU No. 2016-02, Leases. The new standard, as subsequently amended, establishes a right-of-use model that requires a lessee to
record a right-of-use asset and a lease liability on the balance sheet for all leases with terms longer than 12 months. Leases will be classified as either finance or operating, with
classification affecting the pattern of expense recognition in the statement of operations. The new standard is effective for the Company beginning July 1, 2021 with early
adoption permitted. The Company is evaluating the impact of adoption of the new standard on its consolidated financial statements.
 

In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses, and also issued subsequent amendments to the initial guidance, ASU 2018-19,
ASU 2019-04, ASU 2019-05, and ASU 2019-11 (collectively, Topic 326), to introduce a new impairment model for recognizing credit losses on financial instruments based on
an estimate of current expected credit losses (CECL). Under Topic 326, an entity is required to estimate CECL on available-for-sale (AFS) debt securities only when the fair
value is below the amortized cost of the asset and is no longer based on an impairment being “other-than-temporary”. Topic 326 also requires the impairment calculation on an
individual security level and requires an entity use present value of cash flows when estimating the CECL. The credit-related losses are required to be recognized through
earnings and non-credit related losses are reported in other comprehensive income. In April 2019, the FASB further clarified the scope of Topic 326 and addressed issues related
to accrued interest receivable balances, recoveries, variable interest rates and prepayment. Topic 326 will be effective for the Company in fiscal years beginning after July 1,
2023, with early adoption permitted. The Company is evaluating the impact of adoption of the new standard on its consolidated financial statements.
 

In June 2018, the FASB issued ASU No. 2018-07, Compensation- Stock Compensation (Topic 718): Improvements to Nonemployee Share-Based Payment Accounting,
which eliminates the separate accounting model for nonemployee share-based payment awards and generally requires companies to account for share-based payment
transactions with nonemployees in the same way as share-based payment transactions with employees. Under the new guidance, nonemployee share-based payment
transactions are measured at the grant-date fair value and are no longer remeasured at the then-current fair values at each reporting date until the share options have vested. The
amended guidance is effective for the Company’s fiscal 2020 annual reporting period and for interim periods thereafter, with early adoption permitted. The Company is
evaluating the impact of adoption of the new standard on its consolidated financial statements.
 

In August 2018, the FASB issued ASU No. 2018-15, Intangibles—Goodwill and Other—Internal-Use Software (Subtopic 350-40): Customers Accounting for
Implementation Costs Incurred in a Cloud Computing Arrangement That Is a Service Contract, which broadens the scope of existing guidance applicable to internal-use
software development costs. The update requires costs to be capitalized or expensed based on the nature of the costs and the project stage in which they are incurred subject to
amortization and impairment guidance consistent with existing internal-use software development cost guidance. The guidance is applicable for the Company beginning July 1,
2023 with early adoption permitted, including adoption in an interim period. The Company is evaluating the impact of adoption of the new standard on its financial statements.
 

In November 2019, the FASB issued ASU 2019-10, “Financial Instruments—Credit Losses (Topic 326), Derivatives and Hedging (Topic 815), and Leases (Topic
842)” (“ASU 2019-10”). ASU 2019-10 (i) provides a framework to stagger effective dates for future major accounting standards and (ii) amends the effective dates for certain
major new accounting standards to give implementation relief to certain types of entities. Specifically, ASU 2019-10 changes some effective dates for certain new standards on
the following topics in the FASB Accounting Standards Codification (ASC): (a) Derivatives and Hedging (ASC 815) – now effective for fiscal years beginning after December
15, 2020 and interim periods within fiscal years beginning after December 15, 2021; (b) Leases (ASC 842) - now effective for fiscal years beginning after December 15, 2020
and interim periods within fiscal years beginning after December 15, 2021; (c) Financial Instruments — Credit Losses (ASC 326) - now effective for fiscal years beginning
after December 15, 2022, including interim periods within those fiscal years; and (d) Intangibles — Goodwill and Other (ASC 350) - now effective for fiscal years beginning
after December 15, 2022, including interim periods within those fiscal years. The Company adopted ASU 2019-10 and its adoption did not have a material impact on the
Company’s financial statements and financial statement disclosures.

 
In January 2020, the FASB issued ASU 2020-01, Investments—Equity Securities (Topic 321), Investments—Equity Method and Joint Ventures (Topic 323), and

Derivatives and Hedging (Topic 815): Clarifying the Interactions between Topics 321, 323 and 815. The new standard addresses accounting for the transition into and out of the
equity method and measurement of certain purchased options and forward contracts to acquire investments. The standard is effective for the Company for annual and interim
periods beginning after July 1, 2022, with early adoption permitted. Adoption of the standard requires changes to be made prospectively. The Company is evaluating the impact
of adoption of the new standard on its consolidated financial statements.
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AKERNA CORP.

Notes to Condensed Consolidated Financial Statements
(Unaudited)

  
Note 3 - Balance Sheet Disclosures
 
Prepaid expenses and other current assets consist of the following:
 
    December 31,     June 30,  
    2019     2019  
Software and technology   $ 675,306    $ 237,930 
Professional services     292,484      169,804 
Insurance     89,202      159,940 
Deposit     51,925      10,000 
    $ 1,108,917    $ 577,674 

 
At December 31, 2019, approximately $277,000 of software and technology prepaid expenses was related to a contract with a cloud software company specializing in

business intelligence. The balance will be amortized over one year.
 
As of December 31, 2019, approximately $181,000 of professional services prepaid expenses related to the contract with the State of Utah. These costs will be

deferred and recognized at the same time as the related revenue is recognized, under the matching principle.
  
Accrued liabilities consist of the following:
 
    December 31,     June 30,  
    2019     2019  
Professional fees   $ -    $ 49,205 
Accrued acquisition-related costs     500,000      - 
Sales taxes     2,390      36,358 
Compensation     61,958      354,724 
Leaf Data Systems contractors     -      19,557 
Other     -      40,706 
    $ 564,348    $ 500,550 

 
The accrued compensation as of June 30, 2019 includes approximately $215,000 of accrued bonus earned by the Company’s Chief Executive Officer with respect to

fiscal year 2019. The balance was paid in October, 2019.
 

At December 31, 2019, the Company accrued $500,000 in fees related to deal costs for the Solo acquisition (Note 8).
 
 Note 4 - Loss Per Share
 

Basic net loss per share is calculated based on the weighted-average number of shares of common stock outstanding in accordance with ASC Topic 260, Earnings per
Share. Diluted net loss per common share is calculated based on the weighted-average number of shares of common stock outstanding plus the effect of potentially dilutive
issuances of common stock. When the Company reports a net loss, the calculation of diluted net loss per common stock excludes issuances of common stock as the effect
would be anti-dilutive. For the six months ended December 31, 2019, 6,183,594 potentially dilutive issuances of shares of common stock have been excluded from the
computation of diluted weighted average shares outstanding because the effect would be anti-dilutive. Of the total securities excluded, 5,813,804 shares of common stock are
underlying outstanding warrants to purchase common stock and 369,790 were related to the unvested shares of restricted common stock. For the six months ended December
31, 2018, 5,993,750 potentially dilutive issuances of shares of common stock all related to warrants to purchase shares of common stock have been excluded from the
computation of diluted weighted average shares of common stock outstanding because the effect would be anti-dilutive.
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Note 5 - Stockholders’ Equity 
  
Issuances for Cash
 

In August 2018, MJF issued 4,115,042 Series C Preferred Units (1,099,376 shares of common stock after retroactively applying the exchange ratio) for cash
consideration of $10,000,000. Following the Mergers, all the Units were converted into Akerna’s common stock.
 
Restricted Shares
 

Prior to the Mergers, MJF had in place a Profit Interest Incentive Plan (the “Profits Interest Plan”) whereby it could grant profit interest units (“PIUs”) to employees or
consultants and other independent advisors of the Company. PIUs granted under the Profits Interest Plan would generally vest once a year over four years commencing on the
date granted, or based on specified performance targets. MJF had the right, but not the obligation, to repurchase vested PIUs from holders upon their termination of
employment. Unvested PIUs were to be forfeited upon termination of employment. If the holder was terminated for cause, as defined, all vested and unvested units would be
forfeited. PIUs repurchased or canceled or forfeited by the award recipient were available for reissuance. Upon completion of the Mergers in June 2019, the non-vested PIUs
were exchanged for restricted shares of common stock (“Restricted Shares”) subject to restricted stock agreements with varying vesting terms that reflect the vesting conditions
applicable to PIUs of the applicable MJF equity holders at the time of the Mergers.
 

During the six months ended December 31, 2018, 285,324 PIUs were granted (which were exchanged for 76,239 Restricted Shares in the Mergers) and 92,500 PIUs
(which would equate to 24,716 Restricted Shares after applying the exchange ratio) were forfeited.
 

A summary of the Company’s unvested Restricted Shares and Restricted Stock Units (“RSUs”) activity in the six months ended December 31, 2019 is presented here:
 

   
Restricted

Shares    
Restricted

Stock Units    

Weighted
Average

Grant Date
Fair     Total  

Nonvested at July 1, 2019     215,063      -    $ 11.99      215,063 
Vested     (7,347)     -      11.99      (7,347)
Granted     -      199,646      7.97      199,646 
Forfeited     (37,572)     -      11.99      (37,572)

Nonvested at December 31, 2019     170,144      199,646    $ 9.82      369,790 

 
For the six months ended December 31, 2019, stock-based compensation expense related to the ratable amortization of the unvested Restricted Shares and RSUs was

$492,650, and approximately $2.9 million of total unrecognized costs related to Restricted Shares and RSUs will be ratably recognized over an estimated weighted average
remaining vesting period of 2.9 years
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Warrants 
 

A summary of the status of outstanding warrants to purchase common stock at December 31, 2019 and the changes during the six months then ended, is presented in
the following table:
 

   

Shares
issuable

upon
exercise of
warrants    

Weighted
average
exercise

price    

Weighted
average

remaining
life  

Outstanding at July 1, 2019     6,183,115    $ 11.50      3.72 
Issued     -      -      - 
Exercised     (369,311)     11.50      - 
Expired/cancelled     -      -      - 

Outstanding at December 31, 2019     5,813,804    $ 11.50      3.15 

 
There was no aggregate intrinsic value for the warrants outstanding as of December 31, 2019.

 
Note 6 - Commitments and Contingencies
 
Operating Leases
 

The Company leases facilities, equipment, and vehicles under non-cancelable operating leases. Rent expense for the three months ended December 31, 2019 and 2018,
was $40,000 and $35,475, respectively. Rent expense for the six months ended December 31, 2019 and 2018, was $76,000 and $78,950, respectively.
 

On September 30, 2019, the Company entered into an office service agreement (the “Office Lease”) effective and commencing February 1, 2020 and expiring January
31, 2022, unless earlier terminated by either party in accordance with the terms of the Office Lease. The Office Lease relates to new office space located at 1630 Welton Street,
Denver, Colorado, 80202. In October 2019, the Company paid a security deposit equal to a one-month payment and initial set-up fees of $43,925. The monthly payments will
be in the amount of $41,925 subject to a 4% annual indexation increase at each anniversary of the commencement date during the term of the Office Lease.
 

Future minimum lease payments to be made pursuant to the Office Lease and the current leases are approximately $241,000 for the remainder of the year ended June
30, 2020, approximately $530,000 for the year ended June 30, 2021, and approximately $316,000 for the year ended June 30, 2022.
 
Compensation Agreement with Jessica Billingsley
 

On November 11, 2019, the Compensation Committee of the Board of Directors of the Company established the terms on which Ms. Billingsley, the Company’s Chief
Executive Officer, may earn a bonus for the fiscal year ended June 30, 2020. The Compensation Committee determined that Ms. Billingsley will be eligible for a bonus derived
from the same targets with respect to her bonuses in fiscal year 2019, which were as follows:
 

The annual bonus was determined based upon the following four (4) budget components, platform recurring revenue, government recurring revenue, services revenue
and net income. Each scales linearly between achieving 75% to 100%, and greater than 100% with respect to platform recurring revenue and government recurring revenue
budget components respectively, of the applicable fiscal year’s budget for each such component (with 50% of the target bonus payable upon achievement of 75% of budget,
100% of the target bonus payable upon achievement of budget (and, with respect to the platform recurring revenue and government recurring revenue budget components, with
200% of each weighted portion of the target bonus payable upon achievement of 125% of the corresponding component of budget (the “Accelerator”), with linear interpolation
between points)).
 

However, during fiscal year 2020 the Accelerator may be paid at the sole discretion of the Compensation Committee in cash, stock, or a combination thereof.
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In addition, the Compensation Committee determined that, during fiscal year 2020, Ms. Billingsley is eligible to earn a performance based incentive of $250,000,

payable in stock, whereby (a) 50% of the bonus is automatically granted if the Company’s stock price/shareholder return increases by 15% (measuring point starts at $10 per
share) with respect to the consecutive 20-day volume weighted average price prior to and including June 30, 2020, and (b) the remaining 50% of the bonus may be paid at the
sole discretion of the Compensation Committee.

  
Letter-of-Credit
 

As of December 31, 2019, the Company had a standby letter-of-credit with a bank in the amount of $500,000, which was classified as restricted cash on the balance
sheets. The beneficiary of the letter-of-credit is an insurance company. The letter-of-credit will expire on June 22, 2020.
  
Litigation
 

From time to time, the Company may be involved in litigation relating to claims arising out of its operations in the normal course of business. The Company will
accrue a liability for such matters when it is probable that a liability has been incurred and the amount can be reasonably estimated. When only a range of possible loss can be
established, the most probable amount in the range is accrued. If no amount within this range is a better estimate than any other amount within the range, the minimum amount
in the range is accrued. The accrual for a litigation loss contingency might include, for example, estimates of potential damages, outside legal fees and other directly related
costs expected to be incurred. As of December 31, 2019, and through the date these financial statements were issued, there were no legal proceedings requiring recognition or
disclosure in the financial statements.
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Note 7 – Long-term Investments
 
License Agreement with Zol Solutions, Inc.

 
On October 7, 2019, the Company participated in an offering of preferred stock of Zol Solutions, Inc. (“ZolTrain”) along with other investors in which the Company

purchased approximately 203,000 shares of Series Seed Peferred Stock (the “ZolTrain Preferred”) for a purchase price of $250,000, which represents a minority interest in
ZolTrain.

 
The ZolTrain Preferred is convertible into shares of common stock of ZolTrain at a price of $1.232 per share at the option of the holder and contains certain anti-dilution

protection in the event of certain future issuances of securities by ZolTrain. The Company is entitled to vote the number of common shares in which the ZolTrain Preferred is
convertible into at any meeting of the ZolTrain stockholders. Holders of the Zoltrain Preferred are entitled to preference in liquidation of Zoltrain and maintain the right to put
the ZolTrain Preferred back to Zoltrain for cash in the event of the occurrence of certain liquidating events, as defined in the agreement.

 
The definitive agreement also provides the Company with rights of first refusal with respect to newly issued securities of ZolTrain as well as issued and outstanding

securities of ZolTrain that are offered to third parties. In connection with the agreement, Nina Simosko, our Chief Revenue Officer, was appointed as a member of ZolTrain’s
board of directors. In the event that Ms. Simosko or any other representative of the Company is not a member of ZolTrain’s board of directors, the Company is entitled to
consult with and advise ZolTrain’s management on significant business issues.

 
Subsequent to the investment, the Company entered into a license/reseller agreement with ZolTrain, effective October 24, 2019, to provide ZolTrain’s online cannabis

training platform as a co-branded integration option into the Company’s MJ Platform and Leaf Data Systems. The Company and ZolTrain will share subscription-based revenue
generated from the Company’s customers. The amount of the share of revenue for each of the Company and ZolTrain will be depend on both (a) the number of training
modules accessed by a customer and (b) which party created the accessed content. In addition to the revenue sharing arrangement, the license/reseller agreement provides the
Company with the right to receive additional consideration from ZolTrain in the form of an equity earnout if certain revenue milestones are achieved during 2020, 2021, and
2022. The Company’s ability to recognize revenue from the additional earnout consideration in the future will mainly depend on whether or not it becomes probable that such
revenue milestones will be achieved.
 
 Note 8 - Subsequent Events
 

On January 15, 2020, the Company closed on a Stock Purchase Agreement (the “Agreement”) previously entered into with substantially all of the shareholders of Solo
Sciences, Inc. (“Solo”), pursuant to which the Company acquired all right, title and interest in 80.40% of the issued and outstanding capital stock of Solo (calculated on a fully
diluted basis), free and clear of all liens.
 

Solo offers a tagging technology, the solo*TAG (“Solo Tag”), as an alternative to expensive RFID technology required by states in which Metrc is used for the state
tracking system. Solo Tag is less expensive and more secure than RFID technology, leveraging Solo’s patented cryptographically secure technology. Additionally, Solo offers
manufacturers to use its proprietary graphic trust mark, the solo*CODE™ (“Solo Code”), on their product packaging to enable consumers to scan products with the help of
Solo proprietary phone application and learn if a product is real or fake as well get real-time notifications.
 

The purchase price was $18.0 million, which will be adjusted for final working capital acquired. There were $500,000 of costs directly related to the acquisition
included in the condensed consolidated statements of operations for the three and six months ended December 31, 2019 as well.

 
The remaining portion of the purchase price, $15.6 million, is payable in 1,950,000 shares of the Company’s common stock, issued without registration under the

Securities Act in reliance on Regulation D thereunder, of which 570,000 shares of the Company’s common stock will be held in escrow subject to the satisfaction of certain
conditions stipulated in the Agreement. This initial consideration is subject to an adjustment no later than 120 days following the closing date. The Company has an option to
acquire the remaining minority stake in Solo during the 12 months following the close in either cash or shares (the “Company Option”). Beginning the expiration of the
Company Option, Solo has a 3-month option to acquire between 40% and 55% of Solo back from the Company in cash.

 
The Company also agreed to pay fees to the legacy Solo shareholders equal to the lesser of (i) $0.01 per Solo Tag and Solo Code sold or (ii) 7% of net revenue. The

fees will be paid annually until the earlier of: (1) the Company’s shares trading above $12 per share for consecutive 20 days in a 30-day period; (b) the Company no longer
owning a majority stake in Solo; or (c) the expiration of the patents related to Solo Tag and Solo Code, which is December 1, 2029.
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Since the acquisition occurred subsequent to December 31, 2019, no results from operations of Solo are included in our consolidated statement of operations for the

three and nine months ended December 31, 2019. It is currently impractical to disclose a preliminary purchase price allocation of Solo or pro forma financial information
combining both companies as of the earliest period presented in these financial statements as Solo is currently in the process of closing its books and records.
 

In accordance with ASC 855-10, the Company has analyzed events and transactions that occurred subsequent to December 31, 2019, through the date these financial
statements were issued and have determined that other than as discussed above, there are no material subsequent events to disclose or recognize in these financial statements.
 
Note 9 – Revisions of Previously Issued Financial Statements
 

During the course of preparing the Quarterly Report on Form 10-Q for the three months ended September 30, 2019, the Company identified certain previously
duplicated revenues, which resulted in the overstatement of total assets and revenue during the periods outlined below, and the understatement of net losses for the periods
outlined below. Additionally, during the course of preparing its Annual Report on Form 10-K for the fiscal year ended June 30, 2019, the Company identified certain costs of
revenue related to consulting services previously being recorded in operating expenses, which resulted in the overstatement of the gross profit for each of the quarters during
the fiscal year ended June 30, 2019. See Item. 4 of Part I, Controls and Procedures.
 

    Year ended June 30, 2018  
    As reported     Adjustment     As revised  

Consolidated Balance Sheet               
Total assets   $ 3,017,731    $ (223,766)   $ 2,793,965 
Total liabilities     1,393,902      -      1,393,902 
Total stockholders’ equity     1,623,829      (223,766)     1,400,063 
Net loss     (1,623,182)     (72,501)     (1,695,683)
Net loss per share     (0.30)            (0.31)

 
    Three months ended September 30, 2018  
    As reported     Adjustment     As revised  
Condensed Consolidated Balance Sheet               

Total assets     12,090,810      (296,267)     11,794,543 
Total liabilities     2,090,163      -      2,090,163 
Total stockholders’ equity     10,000,647      (296,267)     9,704,380 

                      
Condensed Consolidated Statements of Operations                     

Total revenue     2,371,900      (72,501)     2,299,399 
Cost of revenue     956,123      107,012      1,063,135 
Gross profit     1,415,777      (179,513)     1,236,264 
Operating expenses     3,055,976      (107,012)     2,948,964 
Net loss     (1,623,182)     (72,501)     (1,695,683)
Net loss per share     (0.30)            (0.31)
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    Three months ended December 31, 2018  
    As reported     Adjustment     As revised  

Condensed Consolidated Balance Sheet               
Total assets     9,836,178      (320,434)     9,515,744 
Total liabilities     2,205,735      -      2,205,735 
Total stockholders’ equity     7,630,443      (320,434)     7,310,009 

                      
Condensed Consolidated Statements of Operations                     

Total revenue     2,598,079      (24,167)     2,573,912 
Cost of revenue     1,198,911      122,084      1,320,995 
Gross profit     1,399,168      (146,251)     1,252,917 
Operating expenses     3,826,539      (122,084)     3,704,455 
Net loss     (2,370,204)     (24,167)     (2,394,371)
Net loss per share     (0.39)            (0.40)

 
    Three months ended March 31, 2019  
    As reported     Adjustment     As revised  

Condensed Consolidated Balance Sheet               
Total assets     8,199,718      (320,434)     7,879,284 
Total liabilities     3,059,378      -      3,059,378 
Total stockholders’ equity     5,140,340      (320,434)     4,819,906 

                      
Condensed Consolidated Statements of Operations                     

Total revenue     2,327,880      -      2,327,880 
Cost of revenue     1,042,403      124,079      1,166,482 
Gross profit     1,285,477      (124,079)     1,161,398 
Operating expenses     3,788,644      (124,079)     3,664,565 
Net loss     (2,490,103)     -      (2,490,103)
Net loss per share     (0.41)            (0.41)

 
    Three months ended June 30, 2019  
    As reported     Adjustment     As revised  

Consolidated Balance Sheet               
Total assets     24,522,671      (320,434)     24,202,237 
Total liabilities     2,442,503      -      2,442,503 
Total stockholders’ equity     22,080,168      (320,434)     21,759,734 

                      
Consolidated Statements of Operations                     

Total revenue     10,919,785      (96,668)     10,823,117 
Cost of revenue     4,633,844      -      4,633,844 
Gross profit     6,285,941      (96,668)     6,189,273 
Operating expenses     18,701,619      -      18,701,619 
Net loss     (12,306,547)     (96,668)     (12,403,215)
Net loss per share     (2.04)            (2.05)

 
In accordance with SEC Staff Accounting Bulletin No 108, the Company has evaluated these errors, based on an analysis of quantitative and qualitative factors, as to

whether it was material to the condensed consolidated statements of operations for the three months ended September 30, 2018, December 31, 2018, and March 31, 2019, and
consolidated statements of operations for the year ended June 30, 2019, as well as to the consolidated balance sheets as of June 30, 2019 and 2018, condensed consolidated
balance sheets as of September 30, 2018, December 31, 2018, and March 30, 2019, and as to whether amendments of previously filed financial statements with the SEC are
required. The Company has determined that quantitatively and qualitatively, the errors have no material impact to the above mentioned financial statements.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

 
The Management’s Discussion and Analysis of the Financial Condition and Results of Operations should be read together with the Management’s Discussion and

Analysis of Financial Condition and Results of Operations and the Audited Consolidated Financial Statements and related notes thereto in Akerna Corp. (“Akerna”) and
subsidiaries’ (the “Company,” “us,” “our” or “we”) Annual Report on Form 10-K for the fiscal year ended June 30, 2019.
 
Forward-Looking Statements
 

This Quarterly Report on Form 10-Q contains statements which constitute forward-looking statements within the meaning of Section 27A of the Securities Act of
1933, as amended, and Section  21E of the Securities Exchange Act of 1934, as amended. These forward-looking statements generally relate to our strategies, plans and
objectives for future operations and are based upon management’s current plans and beliefs or estimates of future results or trends. Forward-looking statements also involve
risks and uncertainties, including, but not restricted to, the risks and uncertainties described in Item 1A of our Annual Report on Form 10-K for the year ended June 30, 2019,
which could cause actual results to differ materially from those contained in any forward-looking statement. Many of these factors are beyond our ability to control or predict.

 
You should not place undue reliance on any forward-looking statements, which are based on current expectations. Further, forward-looking statements speak only as of

the date they are made, and we will not update these forward-looking statements, even if our situation changes in the future. We caution the reader that a number of important
factors discussed herein, and in other reports filed with the Securities and Exchange Commission, could affect our actual results and cause actual results to differ materially
from those discussed in forward-looking statements.

 
Business Overview

 
We are a leading enterprise software solutions provider that enables regulatory compliance and inventory management. Our proprietary software platform is adaptable

for industries in which interfacing with government regulatory agencies for compliance purposes is required, or where the tracking of organic materials from seed or plant to
end products is desired. Ten years ago, we identified a need for organic material tracking and regulatory compliance software a service (“SaaS”) solutions in the growing
cannabis and hemp industry. We developed products intended to assist states in monitoring licensed businesses’ compliance with state regulations, and to help state-licensed
businesses operate in compliance with such law. We provide our regulatory software platform, Leaf Data Systems®, to government regulatory agencies, and our business
software platform, MJ Platform®, to state and federally-licensed businesses. Although we have helped monitor legal compliance for more than $17 billion in cannabis sales to
date, we do not handle any cannabis related material, do not process sales transactions within the United States, and our revenue generation is not related to the type or amount
of sales made by our clients, as revenues are generated by us on a fixed-fee based subscription model.

 
Our core products, Leaf Data Systems and MJ Platform, are highly-versatile platforms that provide our clients with a central data management system for tracking

regulated products – from seed to initial plant growth to product – throughout the complete supply chain, using a global unique identifier method. Our platforms also provide
clients with integrated security, transparency and scalability capabilities. These capabilities allow our state-licensed clients to control inventory, operate efficiently in a fast-
changing industry and comply with state, local, and federal (in countries such as Canada, Italy, Macedonia and Colombia) regulation at all times, and allows our government
regulatory clients to effectively and cost-efficiently monitor licensees and ensure that commercial businesses are complying with their states’ regulations.
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We generate revenue in three principal areas:
 
  ● Government Regulatory Software – Leaf Data Systems is our SaaS product for government agencies. Leaf Data Systems is a compliance tracking system designed

to give regulators visibility into the activity of licensed cannabis businesses in their jurisdictions. We have been serving three clients for Leaf Data Systems, the
State of Washington, the Commonwealth of Pennsylvania and the State of Utah.

     
  ● Commercial Software – MJ Platform is our SaaS offering for state and federally-licensed businesses. MJ Platform is an ERP (Enterprise Resource Planning)

compliance system specific to the cannabis industry, including state-legal marijuana, hemp and Cannabidiol (CBD) industry. MJ Platform is comprised of
integrated modules designed to meet the regulations and inventory management needs of cannabis and hemp CBD cultivators, manufacturers, distributors and
retailers, but has applications in other industries.

 
  ● Consulting Services – We provide consulting services to cannabis industry operators interested in entering the cannabis industry and in integrating our platforms

into their respective operations and systems. We consult with clients on a wide range of areas to help them successfully maintain compliance with state law. We
work with clients to efficiently comply with state requirements in connection with the launch and operations of their cannabis businesses. Our management team
and key personnel have broad experience gained form working with numerous cannabis operations. Our consulting team has experience in most aspects of
cannabis operations in most verticals (e.g., cultivation, processing, distribution, manufacturing and retail). Our service providers understand the intricacies of the
varying regulations governing cannabis in each jurisdiction and, to the extent necessary, modify the professional services based on the jurisdiction.
 
We provide project-focused consulting services to clients that are initiating or expanding their cannabis businesses or are interested in data consulting
engagements with respect to the legal cannabis industry. Our advisory engagements include service offerings focused on compliance requirement assessments,
readiness and best practices, compliance monitoring systems, application processes, inspection readiness and business plan and compliance reviews. We typically
provide our consulting services to clients in emerging markets that are seeking consultation on newly introduced licensing regimes and assistance with the
regulatory compliant build-out of operations in newly legal states

 
We also resell a limited number of printers for printing compliance product labels and scales that are National Type Evaluation Program (“NTEP”) certified legal for

trade. Revenue from these resale activities was approximately 2% of total revenue in each of the three and six months ended December 31, 2019, and December 31, 2018, and
is not expected to become a significant generator of revenue.
 

Our commercial software revenue growth is driven by leveraging our reputation and continued cannabis, hemp and CBD industry growth. We believe we are well
known in these industries and can leverage our reputation, brand recognition, and wealth of relevant experience to attract existing cultivation, manufacturing and dispensary
customers, and attract new market entrants. We believe that the reputation of our existing products and our ability to provide services in all areas of the seed to sale life cycle
will attract customers from competitors that are seeking more comprehensive services and will attract new customers as they enter into existing markets and markets that
become newly legalized. We also experience revenue growth in mature, established states and countries by providing a solution to operators seeking to vertically integrate their
operations and improve their operations. We provide not only a vertically integrated solution across the cannabis, hemp, and CBD supply chain, but also have the business
intelligence capture which allows operators to run their businesses in a more informed and efficient manner. This business intelligence capture is derived from the suite of
services provided by us and sets us apart from competitors.
 

Through our acquisition strategy, we are expanding the features available to new and existing customers of MJ Platform and Leaf Data Systems, including the ability
to track organic matter from seed-to-self (consumer), with an interactive consumer product experience. We believe that such features create further value by providing
additional add-ins that should enhance utilization and the experience of our new and existing customers. For example : (i) our agreement with Netsuite will provide tax
planning services to our customers in Canada; (ii) our integration with Sage Intacct provides tax planning services globally (iii) our license with ZolTrain will provide our MJ
Platform customers with training modules to educate them and improve their experience by pairing education with product information at the point of sale; (iv) our Leaf Data
Systems track-and-trace solution specifically customized for the State of Utah to include an electronic verification system and inventory control system, will utilize solo*tag,
the world’s first cryptographically-secure, cannabis product authentication system, exclusively for governments as an alternative to RFID tracking; and (v) our agreement with
Isolocity enables cannabis enterprises to pursue international expansion by providing a QMS framework to support local and national compliance needs and by leveraging such
QMS, MJ Platform can support GMP certification requirements, including the stricter EU-GMP standard required for the export of medical cannabis into Europe and Asia.
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Financial Results of Operations
 

Revenue
 

Our software revenue is derived from MJ Platform, our SaaS enterprise resource planning tool offering for state-licensed businesses, and Leaf Data Systems, our track-
and-trace product for government agencies. MJ Platform contracts are generally annual contracts paid monthly in advance of service and cancellable upon 30 days’ notice,
although we do have some multi-year MJ Platform contracts. We defer recognition of revenue from these payments until services have been provided. Leaf Data Systems
contracts are generally multi-year contracts payable annually or quarterly. A percentage retainer or holdback fees (generally ranging from 10% to 30%) are common until all
initial deliverables are complete. MJ Platform and Leaf Data Systems contracts generally may only be terminated early for breach of contract as defined in the respective
agreements. Our consulting revenue is derived throughout the life cycle of a customer. Our other revenue is derived primarily from point of sale hardware and labels.
 

Consulting services revenue growth is driven by numerous factors. In new emerging states, we provide solutions for aspiring operators in the pre-application of
licensures and pre-operational phases of development. These services include application and business plan preparation as they seek licenses to be granted. Consulting services
are provided to post operational licensees to consult during the setup and buildout phases as they open and begin operating their businesses. We also provide business
optimization services for established businesses that can benefit from consulting to increase efficiencies as they expand and grow. 
  

We contract our consulting services through Statements of Work (SOW) for businesses or entrepreneurs interested in developing operations in the cannabis, hemp and
CBD industries. SOW issued and completed during the pre-application phase generally solidify us as the contractor of choice for subsequent operational phases once the
operator is granted the license. As a result, our consulting revenue is driven as new emerging states pass legislation and as our client-operators gain licenses. Accordingly, we
expect our consulting services to continue to grow as more states emerge with legalization reforms, such as Missouri, New Jersey, Illinois and Utah.
 

Cost of Revenue
 

Our cost of revenue is derived from direct costs derived primarily from government contract subcontractor expenses in addition to hosting and infrastructure costs
associated with operating MJ Platform and Leaf Data Systems. We record cost of revenue based on the direct cost method. This method requires allocation of direct costs
including support services and materials to cost of revenue. Consulting cost of revenue is primarily determined as a result of our employees’ salaries and other related
compensation expenses.
 

Product and Development Expenses
 
Our product and development expenses include salaries and benefits, contractor expenses, technology expenses, and other overhead. These expenses have grown over

time, and we expect these expenses to continue to increase with our growth. 
 

Selling, General and Administrative Expenses
 

Our selling, general and administrative expenses include salaries and benefits, sales and marketing expenses, public relations and investor relations fees, outage
expenses, professional fees, and other overhead. These expenses have grown over time, and we expect these expenses to continue to increase with our growth.

 
Marketing and sales expenses are our largest cost and consist primarily of salaries and related expenses for our sales and marketing staff, including commissions, as

well as payments to partners and marketing programs. Marketing programs consist of advertising, events, corporate communications, brand building and product marketing
activities. We plan to continue to invest in marketing and sales by expanding our domestic and international selling and marketing activities, building brand awareness,
attracting new customers, and sponsoring additional marketing events. The timing of these marketing events will affect our marketing costs in a quarter.
 
Critical Accounting Policies and Estimates
 

The Company’s significant accounting policies are disclosed in Note 2- Summary of Significant Accounting Policies in the Company’s Annual Report on Form 10-K
for the years ended June 30, 2019 and 2018. Since the date of the Annual Report, there have been no material changes to the Company’s significant accounting policies.
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Results of operations for the six months ended December 31, 2019 compared to six months ended December 31, 2018

 
The following table highlights the various sources of revenues and expenses for the six months ended December 31, 2019 as compared to the six months ended

December 31, 2018:
 

   
Six months ended

December 31,
    2019   2018
Revenues:       

Software   $ 4,802,654    $ 4,149,186 
Consulting     1,556,363      609,880 
Other     140,076      114,245 

Total Revenue     6,499,093      4,873,311 
               

Cost of revenues     3,036,201      2,384,130 
Gross Profit     3,462,892      2,489,181 

               
Operating expenses:              

Product development:     2,392,389      1,876,475 
               

Selling, general and administrative     8,380,219      4,776,944 
               

Total operating expenses     10,772,608      6,653,419 
               

Other income     125,109      74,184 
Net loss   $ (7,184,607)   $ (4,090,054)

    
Total Revenue

 
Total revenue increased to approximately $6.5 million for the six months ended December 31, 2019 from approximately $4.9 for the six months ended December 31,

2018, an increase of approximately $1.6 million, or 33%. The increase in total revenue was achieved across all our products. The increase in total revenue was driven primarily
by growth achieved across our commercial software business, MJ Platform, in addition to our consulting business. The revenues from our government regulatory software
business, Leaf Data Systems, were relatively flat year over year.

 
Software Revenue
 
Our total software revenue increased to approximately $4.8 million for the six months ended December 31, 2019 from $4.1 million for the six months ended December

31, 2018, an increase of approximately $0.7 million, or 16%. Total software revenue accounted for 74% and 85% of total revenue for the six months ended December 31, 2019
and 2018, respectively. The increase in software revenue was primarily driven by growth in revenue from MJ Platform of approximately $0.6 million, or 35%. The increase in
subscription revenue was primarily caused by volume-driven increases from new business, which includes new customers, upgrades and additional subscriptions from existing
customers. We continue to invest in a variety of customer programs and initiatives which, along with increasing adoption, have helped keep our attrition rate consistent as
compared to the prior year. Consistent attrition rates play a role in our ability to maintain growth in our subscription revenues. Changes in the net price per user per month have
not been a significant driver of revenue growth for the periods presented. Software revenues generated from government customers under Leaf Data Systems remained at
approximately $2.4 million for the six months ended December 31, 2019 and 2018, respectively.

 
While our revenues from Leaf Data Systems from our contracts with the State of Washington and the State of Pennsylvania declined for the six months ended

December 31, 2019 compared to the six months ended December 31, 2018 by approximately $0.6 million majorly as a result of the completion of professional services, we
recorded revenue of approximately $0.6 million from our contract with the State of Utah, which commenced in August 2019.

 
Consulting Revenue
 
Our consulting revenue includes revenue generated from consulting professional services delivered to prospective and current cannabis, hemp and CBD businesses

and business operators. Our consulting revenue was approximately $1.6 million for the six months ended December 31, 2019 compared to approximately $0.6 million for the
six months ended December 31, 2018, for an increase of approximately $0.9 million, or 155%. The increase in consulting services and other revenues was due primarily to the
higher demand for services from an increased number of customers. We delivered approximately 30 operational license applications on behalf of Missouri-based clients during
the month of August alone, and we continue to experience strong demand for our consulting services in other emerging states. Further, during the six-month period ended
December 31, 2019, we serviced a large contract with a midwest-based client for the preparation, completion and delivery of operational license applications for a portfolio of
recreational retail facilities. Consulting services are correlated to state legalizations and other regulatory expansion activity. As a result, individual period-over-period
comparisons may experience variability depending on the timing of recent legislative changes.
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Consulting revenue was 24% and 13% of total revenue for the six months ended December 31, 2019 and 2018, respectively. Due to the nature of consulting revenue

and our dependence on emerging market activity as a driver of demand, the months in which we recognize consulting revenue has varied from period to period depending on
whether state legislation has expanded to allow new market entrants or growth of existing market participant operations.

 
Other Revenue
 
Our retail/resale revenue represents revenue generated from point of sale hardware and labels. Retail/resale revenue increased to approximately $140,000 for the six

months ended December 31, 2019 from approximately $114,000 for the six months ended December 31, 2018, an increase of approximately $26,000, or 23%. Retail/resale
revenue was 2% of total revenue for the six months ended December 31, 2019 and December 31, 2018.

   
Cost of Revenue and Gross Profit
 

Our cost of revenue for the six months ended December 31, 2019 was approximately $3.0 million, an increase of approximately $0.7 million, or 27%, as compared to
cost of revenue for the six months ended December 31, 2018 of approximately $2.4 million. The increase compared to the prior six-month period was primarily as a result of
the costs incurred to service the new contract with the State of Utah, approximately $0.7 million. Direct labor costs associated with providing our consulting services increased
by approximately $0.2 million, while the increase in hosting and infrastructure costs associated with our Software business accounted for approximately $0.1 million of total
increase in cost of revenue. Software hosting costs have increased due primarily to higher transaction volumes. The overall increase in cost of revenue was partially offset by a
decrease of $0.3 million in third-party subcontractor costs associated with servicing our contract with the Commonwealth of Pennsylvania. We intend to continue to invest
additional resources in our enterprise software group to facilitate the adoption of our services. The timing of these expenses will affect our cost of revenues, both in terms of
absolute dollars and as a percentage of revenues in future periods.

 
Our gross profit for the six months ended December 31, 2019 was approximately $3.5 million, an increase of approximately $1.0 million, or 39%, as compared to

gross profit for the six months ended December 31, 2018 of approximately $2.5 million. Our gross profit margin for the six months ended December 31, 2019 was
approximately 53%, an increase of approximately 2 percentage points as compared to gross profit margin for the six months ended December 31, 2018 of approximately 51%.
The increase compared to the prior six-month period was primarily as a result of increased software revenue and the minimal marginal cost to service such revenue.

 
Since the applications and services available through the Leaf Data System are provided through relationships with third-party service providers, the costs are higher

than those allocated from our employees’ salaries to support our MJ Platform and consulting contracts. Therefore, the gross profit margins from the government contracts are
generally lower than those from our commercial software clients. Total costs of government revenues incurred by us, which are included in cost of revenues on the statement of
operations, was approximately $1.6 million and $1.2 million during the six months ended December 31, 2019 and 2018, respectively.
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Operating Expenses
 

The following table presents operating expense line items for the six months ended December 31, 2019 and 2018 and the period-over-period dollar and percentage
changes for those line items:
    
    Six months ended December 31,              

    2019    
% of

revenue     2018    
% of

revenue    
Change

Period over Period  
Operating expenses:                                          
Product development   $ 2,392,389      37%  $ 1,876,475      39%  $ 515,914      27%
Selling, general and administrative     8,380,219      129%    4,776,944      98%    3,603,275      75%
                                           
Total operating expenses   $ 10,772,608      166%  $ 6,653,419      137%  $ 4,119,189      62%

   
Our operating expenses increased to approximately $10.8 million for the six months ended December 31, 2019 from approximately $6.7 million for the six months

ended December 31, 2018, an increase of approximately $4.1 million, or 62%. The increase in operating expenses was driven by higher product development expenses, an
increase of approximately $0.5 million, or 27%, in addition to higher selling, general and administrative expenses, an increase of approximately $3.6 million, or 75%.

 
Salary expenses for Product Development functions increased by approximately $0.5 million, or 30%. Non-payroll related expenses within Product development

functions remained relatively consistent for the six months ended December 31, 2019. We increased our product development costs in order to improve and extend our service
offerings and develop new technologies. We expect that research and development expenses will increase in absolute dollars and may increase as a percentage of revenues in
future periods as we continue to invest in additional employees and technology to support the development of new, and improve existing, technologies and the integration of
acquired technologies.

 
Salary expenses for Sales and Marketing and Administrative functions increased by approximately $1.4 million, or 55%. Of this amount, approximately $0.5 million

was related to non-cash stock-based compensation expense. The company did not record stock-based compensation expense during the six months ended December 31, 2018.
Non-payroll related expenses within Selling, General and Administrative functions also increased for the six months ended December 31, 2019 by approximately $2.2 million.
These are primarily comprised of Sales and Marketing expenses related to our marketing initiatives including payments to partners and marketing programs. Marketing
programs consist of advertising, events, corporate communications, brand building and product marketing activities. We plan to continue to invest in marketing and sales by
expanding our domestic and international selling and marketing activities, building brand awareness, attracting new customers, and sponsoring additional marketing events. The
timing of these marketing events will affect our marketing costs in a quarter. The company has incurred additional expenses compared to prior periods as a result of being a
public company and M&A activity. Non-payroll related expenses within Selling, General and Administrative functions included $0.5 million of deal costs related to the Solo
acquisition.
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Results of operations for the three months ended December 31, 2019 compared to three months ended December 31, 2018

 
The following table highlights the various sources of revenues and expenses for the three months ended December 31, 2019 as compared to the three months ended

December 31, 2018:
 

   
Three months ended

December 31,
    2019   2018
Revenues:       

Software   $ 2,498,174    $ 2,269,924 
Consulting     725,000      239,797 
Other     83,029      64,191 

Total Revenue     3,306,203      2,573,912 
               

Cost of revenues     1,638,840      1,320,995 
Gross Profit     1,667,363      1,252,917 

               
Operating expenses:              

Product development:     1,261,509      1,058,011 
               

Selling, general and administrative     4,796,404      2,646,444 
               

Total operating expenses     6,057,913      3,704,455 
               

Other income     52,014      57,167 
Net loss   $ (4,338,536)   $ (2,394,371)

   
Total Revenue

 
Total revenue increased to approximately $3.3 million for the three months ended December 31, 2019 from approximately $2.6 million for the three months ended

December 31, 2018, an increase of approximately $0.7 million, or 28%. The increase in total revenue was achieved across all our products. The increase in total revenue was
driven primarily by growth achieved across our commercial software business, MJ Platform, in addition to our consulting business. The revenues from our government
regulatory software business, Leaf Data Systems, were relatively flat year over year.

 
Software Revenue
 
Our total software revenue increased to approximately $2.5 million for the three months ended December 31, 2019 from $2.3 million for the three months ended

December 31, 2018, an increase of approximately $0.2 million, or 10%. Total software revenue accounted for 76% and 88% of total revenue for the three months ended
December 31, 2019 and 2018, respectively. The increase in software revenue was primarily driven by growth in revenue from MJ Platform of approximately $0.3 million, or
29%. The increase in subscription revenue was primarily caused by volume-driven increases from new business, which includes new customers, upgrades and additional
subscriptions from existing customers. We continue to invest in a variety of customer programs and initiatives which, along with increasing adoption, have helped keep our
attrition rate consistent as compared to the prior year. Consistent attrition rates play a role in our ability to maintain growth in our subscription revenues. Changes in the net
price per user per month have not been a significant driver of revenue growth for the periods presented. Revenues from Leaf Data Systems from our contracts with the State of
Washington and the State of Pennsylvania declined for the three months ended December 31, 2019 compared to the three months ended December 31, 2018 by approximately
$0.5 million majorly as a result of the completion of professional services, offset by recorded revenue of approximately $0.4 million from our contract with the State of Utah,
which commenced in August 2019.

 
Consulting Revenue
 
Our consulting revenue includes revenue generated from consulting professional services delivered to prospective and current cannabis, hemp and CBD businesses

and business operators. Our consulting revenue was approximately $0.7 million for the three months ended December 31, 2019 compared to approximately $0.2 million for the
three months ended December 31, 2018, for an increase of approximately $0.5 million, or 202%. The result was driven by a higher volume of consulting activities and
engagements during the period as we continue to experience strong demand for our consulting services in other emerging states. Further, during the three-month period ended
December 31, 2019, we serviced a large contract with a midwest-based client for the preparation, completion and delivery of operational license applications for a portfolio of
recreational retail facilities. Consulting services are correlated to state legalizations and other regulatory expansion activity. As a result, individual period-over-period
comparisons may experience variability depending on the timing of recent legislative changes.
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Consulting revenue was 22% and 9% of total revenue for the three months ended December 31, 2019 and 2018, respectively. Due to the nature of consulting revenue

and our dependence on emerging market activity as a driver of demand, the months in which we recognize consulting revenue has varied from period to period depending on
whether state legislation has expanded to allow new market entrants or growth of existing market participant operations.

 
Other Revenue
 
Our retail/resale revenue represents revenue generated from point of sale hardware and labels. Retail/resale revenue increased to approximately $83,000 for the three

months ended December 31, 2019 from approximately $64,000 for the three months ended December 31, 2018, an increase of approximately $19,000, or 29%. Retail/resale
revenue was 2% of total revenue for the three months ended December 31, 2019 and December 31, 2018. 
  
Cost of Revenue and Gross Margin
  

Our cost of revenue for the three months ended December 31, 2019 was approximately $1.6 million, an increase of approximately $0.3 million, or 24%, as compared
to cost of revenue for the three months ended December 31, 2018 of approximately $1.3 million. The increase compared to the prior year’s three-month period was primarily as
a result of the costs incurred to service the new contract with the State of Utah, approximately $0.5 million. Software hosting costs have increased due primarily to higher
transaction volumes. The overall increase in cost of revenue was partially offset by a decrease of $0.2 million in third-party subcontractor costs associated with servicing our
contract with the Commonwealth of Pennsylvania. We intend to continue to invest additional resources in our enterprise software group to facilitate the adoption of our
services. The timing of these expenses will affect our cost of revenues, both in terms of absolute dollars and as a percentage of revenues in future periods.

 
Our gross profit for the three months ended December 31, 2019 was approximately $1.7 million, an increase of approximately $0.4 million, or 33%, as compared to

gross profit for the three months ended December 31, 2018 of approximately $1.3 million. Our gross profit margin for the three months ended December 31, 2019 was
approximately 50%, an increase of approximately 1 percentage point as compared to gross profit margin for the three months ended December 31, 2018 of approximately 49%.
The increase compared to the prior three-month period was primarily as a result of increased software revenue and the minimal marginal cost to service such revenue.

 
Since the applications and services available through the Leaf Data System are provided through relationships with third-party service providers, the costs are higher

than those allocated from our employees’ salaries to support our MJ Platform and consulting contracts. Therefore, the gross profit margins from the government contracts are
generally lower than those from our commercial software clients. Total costs of government revenues incurred by us, which are included in cost of revenues on the statement of
operations, was approximately $1.0 million and $0.7 million during the three months ended December 31, 2019 and 2018, respectively.

 
Operating Expenses
 

The following table presents operating expense line items for the three months ended December 31, 2019 and 2018 and the period-over-period dollar and percentage
changes for those line items:
 
    Three months ended December 31,              

    2019    
% of

revenue     2018    
% of

revenue    
Change

Period over Period  
Operating expenses:                                          
Product development   $ 1,261,509      38%  $ 1,075,003      42%  $ 186,506      17%
Selling, general and administrative     4,796,404      145%    2,629,452      102%    2,166,952      82%
                                           
Total operating expenses   $ 6,057,913      183%  $ 3,704,455      144%  $ 2,353,458      64%

   
Our operating expenses increased to approximately $6.1 million for the three months ended December 31, 2019 from approximately $3.7 million for the three months

ended December 31, 2018, an increase of approximately $2.4 million, or 64%. The increase in operating expenses was driven by higher product development expenses, an
increase of approximately $0.2 million, or 17%, in addition to higher selling, general and administrative expenses, an increase of approximately $2.2 million, or 82%. 

Salary expenses for Product Development functions increased by approximately $0.1 million, or 11%. We increased our product development costs in order to improve
and extend our service offerings and develop new technologies. We expect that research and development expenses will increase in absolute dollars and may increase as a
percentage of revenues in future periods as we continue to invest in additional employees and technology to support the development of new, and improve existing,
technologies and the integration of acquired technologies.
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Salary expenses for Sales and Marketing and Administrative functions increased by approximately $1.4 million, or 93%. Of this amount, approximately $0.2 million

was related to non-cash stock-based compensation expense. The company did not record stock-based compensation expense during the three months ended December 31, 2018.
Non-payroll related expenses within Selling, General and Administrative functions also increased for the three months ended December 31, 2019 by approximately $0.8
million. These are primarily comprised of Sales and Marketing expenses related to our marketing initiatives including payments to partners and marketing programs. Marketing
programs consist of advertising, events, corporate communications, brand building and product marketing activities. We plan to continue to invest in marketing and sales by
expanding our domestic and international selling and marketing activities, building brand awareness, attracting new customers, and sponsoring additional marketing events. The
timing of these marketing events will affect our marketing costs in a quarter. The company has incurred additional expenses compared to prior periods as a result of being a
public company and M&A activity. Non-payroll related expenses within Selling, General and Administrative functions included $0.5 million of deal costs related to the Solo
acquisition.
 
Liquidity and Capital Resources
  

Cash Flows
 

Our cash and restricted cash balance were approximately $19.3 million and $22.4 million as of December 31, 2019 and June 30, 2019, respectively. Cash flow
information for the six months ended December 31, 2019 and 2018 is as follows:
 

   
Six months ended

December 31,
    2019   2018
Cash provided by (used in):       

Operating activities   $ (7,083,457)   $ (3,489,189)
Investing activities     (250,000)     - 
Financing activities     4,247,065      10,000,000 

Net change in cash and restricted cash   $ (3,086,392)   $ 6,510,811 

 
Net cash used in operating activities increased to approximately $7.1 million during the six months ended December 31, 2019, from approximately $3.5 million during

the six months ended December 31, 2018, an increase of approximately $3.6 million. Cash used in operating activities was primarily driven by the net loss of approximately
$7.1 million, in addition to an increase in outstanding receivables, prepaid expenses and accrued liabilities. The overall increase was offset by an increase in non-cash expenses
related to bad debt and stock-based compensation.

 
$250,000 was used in investing activities during the six months ended December 31, 2019, to acquire minority stake in Zol Solutions, Inc (see Note 7).
 
Net cash provided by financing activities totaled approximately $4.2 million during the six months ended December 31, 2019 as a result of warrants that were

exercised. Net cash provided by financing activities totaled approximately $10 million during the six months ended December 31, 2018 as a result of proceeds raised in our
Series C financing in August 2018. Upon the consummation of the Business Combination, the Series C Preferred Units issued in connection with the transaction were converted
into shares of our common stock.

 
Liquidity and Capital Resources
 
As of December 31, 2019, we had cash of approximately $18.8 million, excluding restricted cash. We had a working capital balance of approximately $19.1 million as

of December,31, 2019, as compared to $21.8 million as of June 30, 2019.
 

Since its inception, the Company has incurred recurring operating losses, used cash from operations, and relied on capital raising transactions to continue ongoing
operations. We intend to continue to increase our operating expenses and capital expenditures to support the growth in our business and operations. We may also use our cash
and cash equivalents to acquire complementary businesses, products, services, technologies, or other assets. We believe that our existing cash and cash equivalents as of
December 31, 2019, together with cash generated from sales, will be sufficient to meet our anticipated cash needs for at least the next 12 months. Our financial position and
liquidity are, and will be, influenced by a variety of factors, including our growth rate, the timing and extent of spending to support research and development efforts, the
continued expansion of sales and marketing spending, the introduction of new and enhanced solutions, the cash paid for any acquisitions, and the continued market acceptance
of our solutions. See “Risk Factors” in our Annual Report on Form 10-K for the fiscal year ended June 30, 2019 for a discussion of the risks related to our liquidity and capital
structure.
   

Off-Balance Sheet Arrangements
 

As of December 31, 2019, we did not have any relationships with unconsolidated organizations or financial partnerships, such as structured finance or special purpose
entities that would have been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk.
 

Not applicable.
   
Item 4. Controls and Procedures.
 
Evaluation of Disclosure Controls and Procedures
 

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our reports filed pursuant to the Exchange Act
is properly and timely reported and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely
decisions regarding required disclosure.

 
An effective internal control system, no matter how well designed, has inherent limitations, including the possibility of human error and circumvention or overriding

of controls and therefore can provide only reasonable assurance with respect to reliable financial reporting. Furthermore, effectiveness of an internal control system in future
periods cannot be guaranteed because the design of any system of internal controls is based in part upon assumptions about the likelihood of future events. There can be no
assurance that any control design will succeed in achieving its stated goals under all potential future conditions. Over time certain controls may become inadequate because of
changes in business conditions, or the degree of compliance with policies and procedures may deteriorate. As such, misstatements due to error or fraud may occur and not be
detected.

 
We have evaluated the effectiveness of our disclosure controls and procedures as of December 31, 2019 with the participation, and under the supervision, of our

management, including our Chief Executive Officer and Chief Financial Officer. Based upon this evaluation, our Chief Executive Officer and Chief Financial Officer concluded
that, as of December 31, 2019, our disclosure controls and procedures were ineffective in ensuring that: (i) information required to be disclosed by us in reports that we file or
submit to the SEC under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in applicable rules and forms and (ii) material
information required to be disclosed in our reports filed under the Exchange Act is accumulated and communicated to our management, including our Chief Executive Officer
and Chief Financial Officer, as appropriate, to allow for accurate and timely decisions regarding required disclosure.

 

Material Weaknesses

Pursuant to our management’s review of disclosure controls and procedures, management determined that the following material weaknesses exist in the Company’s
internal control over financial reporting and prevented management from determining that the Company’s disclosure controls and procedures were effective as of the end of the
period covered by this report:

1) The Company lacks formally documented system policies and procedures to demonstrate that its system of internal control over financial reporting is
designed effectively, including a lack of documentation surrounding its information technology policie and procedures.

2) The Company lacks proper documentation needed in order to demonstrate that controls in place are operating effectively, including controls pertaining to
proper segregation of duties.

3) The Company currently has a lack of controls in place to ensure all entries recorded in the Company’s books and records are properly presented in the
consolidated financial statements.

 
Remediation:
 

The Company has contracted an outside consultant to assist with remediating the above reported material weaknesses and to assist in the overall evaluation of design
and operating effectiveness of its internal controls over financial reporting.   
 

The Company has hired additional experienced resources to fill accounting functions and expects to add further resources. In addition, the Company has identified
upgraded IT, accounting and finance systems which the Company expects will automate critical control functions and improve operational effectiveness and efficiencies.
 

The Company believes that these actions will remediate the control weaknesses.   However, the weaknesses will not be considered remediated until the applicable
controls operate for a sufficient period of time for management to test the results for operating effectiveness.  Once implemented, the Company intends to continue periodic
testing and reporting of the internal controls to ensure continuity of compliance.

 
Changes in Internal Control over Financial Reporting
 

During the most recently completed fiscal quarter, there have been changes in our internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f)
and 15d-15(f)) that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting, as described above in our remediation
efforts.
  
Inherent Limitations on Effectiveness of Controls
 

Management recognizes that a control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of
the control system are met. Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of controls must be considered
relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all control issues and instances of
fraud or error, if any, have been detected. These inherent limitations include the realities that judgments in decision making can be faulty, and that breakdowns can occur
because of a simple error or mistake. Additionally, controls can be circumvented by the individual acts of some persons, by collusion of two or more people, or by management
override of the controls. The design of any system of controls also is based in part upon certain assumptions about the likelihood of future events, and there can be no assurance
that any design will succeed in achieving its stated goals under all potential future conditions; over time, controls may become inadequate because of changes in conditions, or
the degree of compliance with policies or procedures may deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud
may occur and not be detected.
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PART II - Other Information

 
Item 1. Legal Proceedings.
 

From time to time, we may be subject to legal proceedings arising in the ordinary course of business. In addition, from time to time, third parties may assert
intellectual property infringement claims against us in the form of letters and other forms of communication. Regardless of the outcome of any existing or future litigation,
litigation can have an adverse impact on us because of defense and settlement costs, diversion of management resources, and other factors.

 
To the knowledge of our management, there is no litigation currently pending or contemplated against us, any of our officers or directors in their capacity as such or

against any of our properties.
 
Item 1A. Risk Factors.
 

There have been no material changes to the Company’s Risk Factors as disclosed in our Annual Report on Form 10-K for the year ended June 30, 2019, as filed with
the SEC on September 23, 2019.
 
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
 
Unregistered Sales of Equity Securities

None.

Use of Proceeds

As reported in the Company’s Form 8-K as filed with the SEC on June 21, 2019, the Company is the successor issuer to MTech Acquisition Corp. (“MTech”) pursuant
to Rule 12g-3(a) under the Securities Exchange Act of 1934, as amended. As a successor issuer to MTech, The Company is required to continue MTech’s reporting obligations
under Rule 463 under the Securities Act of 1933, as amended, for its use of proceeds previously raised by MTech in its initial public offering pursuant to its Registration
Statement on Form S-1 (333-221957). Following the closing of the MTech’s initial public offering (including the exercise of the underwriters’ over-allotment option and
concurrent private placement), $57,500,000 (or $10.00 per unit sold in MTech’s initial public offering) was placed in MTech’s trust account. The net proceeds from the initial
public offering held in MTech’s trust account were invested in U.S. government treasury bills with a maturity of 180 days or less or in money market funds meeting certain
conditions under Rule 2a-7 under the Investment Company Act which invest only in direct U.S. government treasury obligations. While in the trust account approximately $1.4
million of interest was earned on the initial principal balance of $57.5 million for total proceeds of $58.9 million.

As part of the consummation of the transaction between the Company, MTech and MJ Freeway LLC on June 17, 2019, $45.6 million of the MTech proceeds were used
to redeem shares of common stock of MTech pursuant to exercised statutory stockholder redemption rights triggered by the transaction and the remaining proceeds were moved
into the Company’s operating accounts. Further, approximately $4.4 million of various vendor payments were included in the flow of funds corresponding with the
consummation of the transaction, leaving approximately $8.9 million of the MTech proceeds for use in operating expenses of the Company. Subsequent to June 17, 2019
through December 31, 2019, the Company reasonably estimates that it has spent an aggregate total of $8.9 million of the MTech proceeds as follows: $1.5 on product
development, $4.6 on selling expenses and $2.8 on general and administrative expenses. General and administrative expenses includes $661 thousand in payments to officers
and directors of the Company. As of December 31, 2019, the Company reasonably estimates that it has used all of the of MTech proceeds remaining in its operating accounts.

Item 3. Defaults Upon Senior Securities.

 
None.

 
Item 4. Mine Safety Disclosures.
 

Not applicable.
 
Item 5. Other Information.
 

None.
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Item 6. Exhibits
 
3.1   Amended and Restated Certificate of Incorporation of Akerna Corp. (incorporated by reference to Exhibit 3.1 to the Registrant’s Form 8-K as filed with the

Commission on June 21, 2019)
3.2   Amended and Restated Bylaws of Akerna Corp. (incorporated by reference to Exhibit 3.1 to the Registrant’s Form 8-K as filed with the Commission on June

21, 2019)
10.1   Letter Agreement, effective September 23, 2019, by and between Akerna Corp. and Nina Simosko (incorporated by reference to Exhibit 10.1 to the

Registrant’s Form 8-K as filed with the Commission on October 1, 2019)
10.2   Covenant Agreement effective September 23, 2019 by and between Akerna Corp. and Nina Simosko (incorporated by reference to Exhibit 10.3 to the

Registrant’s Form 8-K as filed with the Commission on October 1, 2019)
10.3   Stock Purchase Agreement with Solo Sciences Inc. dated November 25, 2019 (incorporated by reference to Exhibit 10.1 to the Registrant’s Form 8-K dated

November 26,2019)
10.4   Arrangement Agreement with Ample Organics, Inc. dated December 18, 2019 (incorporated by reference to Exhibit 10.1 to the Registrant’s Form 8-K dated

December 18, 2019)
10.5   Letter Agreement dated December 17, 2019 by and between Akerna Corp. and John Fowle (incorporated by reference to Exhibit 10.1 to the Registrant’s Form

8-K as filed with the Commission on December 23, 2019)
10.6   Covenant Agreement dated December 17, 2019 by and between Akerna Corp. and John Fowle (incorporated by reference to Exhibit 10.2 to the Registrant’s

Form 8-K as filed with the Commission on December 23, 2019)
31.1   Section 302 Certification of Principal Executive Officer.
31.2   Section 302 Certification of Principal Financial Officer.
32.1   Section 906 Certification of Principal Executive Officer
32.2   Section 906 Certification of Principal Financial Officer.
101   Interactive Data File (XBRL).
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SIGNATURES

 
In accordance with the requirements of Securities Exchange Act of 1934, the registrant has caused this report to be signed on its behalf by the undersigned, thereunto duly

authorized.
 
  By: Jessica Billingsley

   
Chief Executive Officer and Director
(Principal Executive Officer)

     
    February 12, 2020
     
  By: John Fowle

   
Chief Financial Officer
(Principal Financial and Accounting Officer)

     
    February 12, 2020
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Exhibit 31.1
 

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

 
I, Jessica Billingsley, certify that:
 
1. I have reviewed this Quarterly Report on Form 10-Q of Akerna Corp.
 
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 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 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.
 

Date: February 12, 2020 By: /s/ Jessica Billingsley
    Jessica Billingsley,

Chief Executive Officer and Director
(Principal Executive Officer)



Exhibit 31.2
 

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

 
I, John Fowle, certify that:
 
1. I have reviewed this Quarterly Report on Form 10-Q of Akerna Corp.
 
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 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 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.
 

Date: February 12, 2020 By: /s/ John Fowle
    John Fowle,

Chief Financial Officer
(Principal Financial and Accounting Officer)



Exhibit 32.1
 

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. SECTION 1350)

 
In connection with the Quarterly Report of Akerna Corp. (the “Company”) on Form 10-Q for the quarterly period ended December 31, 2019 as filed with the

Securities and Exchange Commission on the date hereof (the “Quarterly Report”), I, Jessica Billingsley, Chief Executive Officer, do hereby certify, to my knowledge:
 

  (1) The Quarterly 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 Quarterly Report fairly presents, in all material respects, the financial condition and results of operation of the Company.
 

Date: February 12, 2020 By: /s/ Jessica Billingsley
    Jessica Billingsley,

Chief Executive Officer and Director
(Principal Executive Officer)

 
A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 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.



Exhibit 32.2
 

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 (18 U.S.C. SECTION 1350)

 
In connection with the Quarterly Report of Akerna Corp. (the “Company”) on Form 10-Q for the quarterly period ended December 31, 2019 as filed with the

Securities and Exchange Commission on the date hereof (the “Quarterly Report”), I, John Fowle, Chief Financial Officer, do hereby certify, to my knowledge:
 

  (1) The Quarterly 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 Quarterly Report fairly presents, in all material respects, the financial condition and results of operation of the Company.
 
Date: February 12, 2020 By: /s/ John Fowle
    John Fowle,

Chief Financial Officer
(Principal Financial and Accounting Officer) 

 
A signed original of this written statement required by Section 906 of the Sarbanes-Oxley Act of 2002 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.
 


