
 
 

 
UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

 
FORM 10-K

 
  (Mark One)
 ☒ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

 
For the fiscal year ended December 31, 2019

 
OR

 
 ☐ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

 
For the transition period from ___ to ___

 
Commission file number 001-34785

 
XpresSpa Group, Inc.

(Exact name of registrant as specified in its charter)
 

Delaware 20-4988129
(State or other jurisdiction of incorporation or

organization)
(I.R.S. Employer Identification No.)

  
254 West 31st Street, 11th Floor

New York, NY 10001
(Address of principal executive offices) (Zip Code)

 
Registrant’s telephone number, including area code: (212) 309-7549

 
Securities registered pursuant to Section 12(b) of the Act:

 
Title of each class  Trading Symbol  Name of each exchange on which registered

Common Stock, par value $0.01 per share  XSPA  The Nasdaq Stock Market LLC
 

Securities registered pursuant to Section 12(g) of the Act: None
 

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ☐    No  ☒
 
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.    Yes  ☐    No  ☒
 
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days.    Yes ☒    No ☐
 
Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of
Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit such
files).    Yes ☒    No ☐
 
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a smaller reporting company, or an
emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting company,” and “emerging growth
company” in Rule 12b-2 of the Exchange Act.
 
Large accelerated filer ☐  Accelerated filer  ☐
Non-accelerated filer ☒  Smaller reporting company  ☒
 Emerging growth company  ☐
  
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new
or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. ☐
 
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).    Yes  ☐    No  ☒
 
The aggregate market value of the registrant's common stock held by non-affiliates of the registrant (without admitting that any person whose shares are not
included in such calculation is an affiliate), as of June 28, 2019, the last business day of the registrant’s most recently completed second quarter, was
$5,398,950 computed by reference to the closing sale price of $1.94 per share on the Nasdaq Stock Market LLC on June 28, 2019.
  
As of April 13, 2020, 86,500,160 shares of the registrant's common stock are outstanding.
 
DOCUMENTS INCORPORATED BY REFERENCE
 
Certain information required by Part III will be included in an amendment to this Annual Report on Form 10-K. 



 
 

 

 



 

  
Table of Contents 

 
  Page
Part I  4
Item 1: Business 4
Item 1A: Risk Factors 8
Item 1B: Unresolved Staff Comments 22
Item 2: Properties 22
Item 3: Legal Proceedings 22
Item 4: Mine Safety Disclosures 26
Part II  26
Item 5: Market for the Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities 26
Item 6: Selected Financial Data 26
Item 7: Management's Discussion and Analysis of Financial Condition and Results of Operations 27
Item 7A: Quantitative and Qualitative Disclosures About Market Risk 43
Item 8: Financial Statements and Supplementary Data 43
Item 9: Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 43
Item 9A: Controls and Procedures 43
Item 9B: Other Information 44
Part III  44
Item 10: Directors, Executive Officers and Corporate Governance 44
Item 11: Executive Compensation 44
Item 12: Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters 45
Item 13: Certain Relationships and Related Transactions and Director Independence 45
Item 14: Principal Accounting Fees and Services 45
Part IV  45
Item 15: Exhibits and Financial Statement Schedules 45
Item 16: Form 10-K Summary 50

 

1 



 

 
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

 
This Annual Report on Form 10-K contains “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995.
These statements relate, among other matters, to our anticipated financial performance, future revenues or earnings, business prospects, projected
ventures, new products and services, anticipated market performance and similar matters.
 
These risks and uncertainties, many of which are beyond our control, include, but are not limited to, the following:
 

● our ability to continue as a going concern;
 

● the adverse effects of public health epidemics, including the recent coronavirus outbreak, on our business, results of operations and financial
condition;
 

● the decision by our Board of Directors to potentially pursue a restructuring in the event that our process to identify and evaluate potential business
alternatives is not successful;
 

● our material weakness related to our internal control over financial reporting;
 

● constraints associated with our outstanding indebtedness;
 

● the impact of our business and asset acquisitions on our operations and operating results including our ability to realize the expected value and
benefits of such acquisitions;

 
● our ability to develop and offer new products and services;

 
● our ability to raise additional capital to fund our operations and business plan and the effects that such financing may have on the value of the

equity instruments held by our stockholders;
 

● general economic conditions and level of consumer and corporate spending on health and wellness and travel;
 

● our ability to secure new locations, maintain existing ones, and ensure continued customer traffic at those locations;
 

● our ability to hire a skilled labor force and the costs associated with that labor;
 

● our ability to accurately forecast the costs associated with opening new retail locations and maintaining existing ones and the revenue derived from
our retail locations;

 
● performance by our Airport Concession Disadvantaged Business Enterprise partners on obligations set forth in our joint venture agreements;

 
● our ability to protect our confidential information and customers’ financial data and other personal information;

 
● failure or disruption to our information technology systems;

 
● our ability to retain key members of our management team;

 
● the loss of, or an adverse change with regard to, one or more of our significant suppliers, distributors, vendors or other business relationships;

 
● unexpected events and trends in the health and wellness and travel industries;

 
● market acceptance, quality, pricing, availability and useful life of our products and/or services, as well as the mix of our products and services sold;

 
● competitive conditions within our industries;

 
● our compliance with laws and regulations in the jurisdictions in which we do business and any changes in such laws and regulations;

 
● lawsuits, claims, and investigations that may be filed against us and other events that may adversely affect our reputation; and

 
● our ability to protect and maintain our intellectual property rights.
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Forward-looking statements may appear throughout this Annual Report on Form 10-K, including, without limitation, the following sections: Item 1
“Business,” Item 1A “Risk Factors,” and Item 7 “Management’s Discussion and Analysis of Financial Condition and Results of Operations.” The
statements contained herein that are not purely historical are 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 (the “Exchange Act”). Forward-looking statements are often identified
by the use of words such as, but not limited to, “anticipates,” “believes,” “can,” “continues,” “could,” “estimates,” “expects,” “intends,” “may,” “will,”
“will be,” “will continue,” “will likely result,” “plans,” “predicts,” “projects,” “seeks,” “should,” “future,” “targets,” “continue,” “would,” or the
negative of such terms, and similar or comparable terminology or expressions or variations intended to identify forward-looking statements. These
statements are based on current expectations and assumptions based on information currently available to us. Such forward-looking statements are subject
to risks, uncertainties, assumptions (that may never materialize or may prove incorrect) and other important factors that could cause actual results and the
timing of certain events to differ materially from future results expressed or implied by such forward-looking statements. These forward-looking statements
are not guarantees of future performance, and actual results may vary materially from the results and expectations discussed. Factors that could cause or
contribute to such differences include, but are not limited to, those discussed in our Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and in
this Annual Report on Form 10-K, and in particular, the risks discussed under the caption “Risk Factors” in Item 1A of this report and those discussed in
other documents we file with the Securities and Exchange Commission (“SEC”). The forward-looking statements set forth herein speak only as of the date
of this report. We undertake no obligation to revise or publicly release the results of any revision to these forward-looking statements to reflect events or
circumstances that may arise after the date of such forward-looking statements, except as required by law. Given these risks and uncertainties, readers are
cautioned not to place undue reliance on such forward-looking statements.
 
All references in this Annual Report on Form 10-K to “we,” “us” and “our” refer to XpresSpa Group, Inc. (prior to January 5, 2018, known as “FORM
Holdings Corp.”), a Delaware corporation, and its consolidated subsidiaries unless the context requires otherwise.
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PART I
 
ITEM 1. BUSINESS
 
Overview
 
On January 5, 2018, we changed our name to XpresSpa Group, Inc. (“XpresSpa Group” or the “Parent”) from FORM Holdings Corp. We rebranded to
XpresSpa Group to align our corporate strategy to build a pure-play health and wellness services company, which commenced following our acquisition of
XpresSpa Holdings, LLC (“Holdings” or “XpresSpa”) on December 23, 2016 (XpresSpa Group, Inc. and Holdings consolidated is referred to as the
“Company”).
 
As a result of the transition to a pure-play health and wellness services company, we currently have one operating segment that is also our sole reporting
unit, XpresSpa, the leading airport retailer of spa services. XpresSpa offers travelers premium spa services, including massage, nail and skin care, as well as
spa and travel products. XpresSpa is a well-recognized airport spa brand with 51 locations, consisting of 46 domestic and 5 international locations as of
December 31, 2019.  During 2019 and 2018, XpresSpa generated $48,515,000 and $50,094,000 in revenue, respectively. In 2019 and 2018, approximately
82% of XpresSpa’s total revenue in both years was generated by services, primarily massage and nailcare. In 2019 and 2018, retail products and travel
accessories accounted for 15% and 16%, respectively, of revenue and 3% and 2%, respectively, was other revenue.
 
On July 8, 2019, we entered into an amended and restated product sale and marketing agreement, with Calm, Inc. (“Calm”), a company that has developed
the leading app for sleep, meditation and relaxation. The agreement primarily allows for the display, marketing, promotion, offer for sale and sale of Calm’s
products in each of our branded stores worldwide. The agreement will remain in effect until July 31, 2021, unless terminated earlier in accordance with the
terms of the agreement, and automatically renews for successive terms of six months unless either party provides written notice of termination no later than
thirty days prior. On October 30, 2019, we entered into the second amendment to the agreement with Calm, which provides for the addition of other Calm
branded products available for sale in XpresSpa spas.
 
On October 30, 2019, we signed a strategic partnership with Persona™, a Nestlé Health Science company and leading personalized vitamin subscription
program, to offer Persona’s products in all of our domestic airport locations with our staff trained on the products by Persona’s nutritionists. Customers are
able to purchase three different nutrition packs designed especially for travelers to support relaxation, immunity or jet lag, with customers receiving an
exclusive discount on their first order. XpresSpa launched Persona in its airport locations in December 2019. 
 
We own certain patent portfolios, which, in prior years we monetized through sales and licensing agreements. During the year ended December 31, 2018,
we determined that our intellectual property operating segment was no longer an area of focus for us and, as such, is no longer reflected as a separate
operating segment, as it has not generated any material revenues or operating costs.
 
In March 2018, we completed the sale of Group Mobile Int’l LLC (“Group Mobile”). This entity was previously included in our technology operating
segment. The results of operations for Group Mobile are presented in the consolidated statements of operations and comprehensive loss as consolidated net
loss from discontinued operations.  
 
Our Strategy and Outlook
 
XpresSpa is a leading airport retailer of spa services and related products. XpresSpa was created for travelers to address the stress and idle time spent at the
airport, allowing travelers to spend this time relaxing and focusing on personal care and wellness. We believe that XpresSpa is well positioned to benefit
from consumers’ growing interest in health and wellness and increasing demand for spa services and related wellness products. It is a well-recognized and
popular airport spa brand with a dominant market share in the United States, nearly three times the number of domestic locations as its closest competitor.
Globally, it provides approximately one million services and products per year to its customers. As of December 31, 2019, XpresSpa operated 51 total
locations in 25 airports, in three countries including the United States, Netherlands and United Arab Emirates. Key services and products offered include:
  
 ● massage services for the neck, back, feet and whole body;
 ● nail care, such as pedicures, manicures and polish changes;
 ● travel products, such as neck pillows, blankets and massage tools; and
 ● new offerings through its strategic partnerships, such as sleep, meditation and relaxation therapies with Calm.com, vitamin and nutrition products

through Persona, cryotherapy services, NormaTec compression services, and Dermalogica personal care services and retail products.
 
For over 15 years, increased security requirements have led travelers to spend more time at the airport. In addition, in anticipation of the long and often
stressful security lines, travelers allow for more time to get through security and, as a result, often experience increased downtime prior to boarding.
Consequently, travelers at large airport hubs have idle time in the terminal after passing through security.
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Recent Developments
 
Effects of Coronavirus on Business
 
On March 11, 2020, the World Health Organization declared the outbreak of the Coronavirus (“COVID-19”), which continues to spread throughout the
U.S. and the world, as a pandemic. The outbreak is having an impact on the global economy, resulting in rapidly changing market and economic conditions.
Similar to many businesses in the travel sector, our business has been materially adversely impacted by the recent COVID-19 outbreak and associated
restrictions on travel that have been implemented. Effective March 24, 2020, we temporarily closed all global spa locations, largely due to the
categorization of our spa locations by local jurisdictions as “non-essential services”. We intend to reopen our spa locations and resume normal operations
once restrictions on non-essential services are lifted and airport traffic returns to sufficient levels to support our operations.
 
On March 25, 2020, we announced that during such period as we remain unable to reopen our spa locations for normal operations, we were advancing
conversations with certain COVID-19 testing partners to develop a model for testing in U.S. airports.
 
The temporary closing of our global spa operations has had a materially adverse impact on our cash flows from operations and caused a liquidity crisis.  As
a result, management has concluded that there was a long-lived asset impairment triggering event during the first quarter of 2020, which will result in
management performing an impairment evaluation of certain of our long-lived asset balances (primarily leasehold improvements and right of use lease
assets totaling approximately $16,318,000 as of December 31, 2019). This could lead to us recording an impairment charge during the first quarter of 2020.
The full extent to which COVID-19 will impact our results will depend on future developments, which are highly uncertain and cannot be predicted,
including new information which may emerge concerning the severity of the virus and the actions to contain or treat its impact.
  
We are currently seeking sources of capital to help fund our business operations during the COVID-19 crisis. We have been able to secure financing during
2020 totaling gross proceeds of approximately $9,440,000 by obtaining a cash advance on our accounts receivable balances, a loan from our senior secured
lender, B3D, LLC (“B3D”), and through common stock offerings (see further discussion below). Depending on the impact of the COVID outbreak on our
operations and cash position, we may need to obtain additional financing. If we need to obtain additional financing in the future and are unsuccessful, we
may be required to curtail or terminate some or all of our business operations and cause our Board of Directors to possibly pursue a restructuring, which
may include a reorganization or bankruptcy under Federal bankruptcy laws, or a dissolution, liquidation and/or winding up of the Company.
 
CEO Transition
 
On February 8, 2019, Edward Jankowski resigned as our Chief Executive Officer and as a director.  
 
Effective as of February 11, 2019, Douglas Satzman was appointed by our Board of Directors as our Chief Executive Officer and as a director to fill the
position vacated by Mr. Jankowski.
 
Evaluation and Right Sizing of the Portfolio
 
Among the first initiatives of Mr. Satzman was a critical evaluation of the profitability and strategic fit of the portfolio of spas. Consequently, a
determination was made to close nine underperforming and strategically mismatched spas, or approximately 20% of the spa portfolio, while focusing
efforts and capital on the performing spas, renovations of existing spas and expansion of the spa portfolio into new airports and terminals.
 
See “Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations - Recent Developments and Liquidity and Going
Concern” sections in this Annual Report on Form 10-K for further discussion.
 
Competition
 
XpresSpa operated 51 locations, which includes 46 domestic locations and 5 international locations as of December 31, 2019. Our domestic units operate
within many of the largest and most heavily trafficked airports in the United States. The balance of the domestic market is highly fragmented and is
represented largely by small, privately-owned entities.  The largest domestic competitor operates 15 locations in nine airports in the United States.
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Our Market
 
Airport retailers differ significantly from traditional retailers. Unlike traditional retailers, airport retailers benefit from a steady and largely predictable flow
of traffic from a constantly changing customer base. Airport retailers also benefit from “dwell time,” the period after travelers have passed through airport
security and before they board an aircraft. For over 15 years, increased security requirements have led travelers to spend more time at the airport. In
addition, in anticipation of the long and often stressful security lines, travelers allow for more time to get through security and, as a result, often experience
increased downtime prior to boarding.
 
XpresSpa was developed to address the stressful and idle time spent at the airport, allowing travelers to spend this time productively, by relaxing and
focusing on personal care and wellness. We believe that XpresSpa is well positioned to benefit from consumers’ growing interest in health and wellness
and increasing demand for spa services and related wellness products.
 
In addition, a confluence of microeconomic events has created favorable conditions for the expansion of retail concepts at airports, in particular, retail
concepts that attract higher spending from air travelers. The competition for airplane landings has forced airports to lower landing fees, which in turn has
necessitated augmenting their retail offerings to offset budget shortfalls. Infrastructure projects at airports across the country, again intended to make an
airport more desirable to airlines, require funding from bond issuances that in turn rely upon, in part, the expected minimum rent guarantees and expected
income from concessionaires.
 
Equally as important to the industry growth is XpresSpa’s flexible, valuable and desirable retail format and footprint within the airport retail segment.
XpresSpa opens multiple locations annually, which have ranged in size from 200 square feet to 2,600 square feet, with a typical size of approximately 800
square feet. XpresSpa is able to adapt its operating model to almost any size location available in space constrained airports. This increased flexibility
compared to other retail concepts allows XpresSpa to operate multiple stores within an airport, from which it enjoys synergies due to shared labor between
stores.
 
XpresSpa believes that its operating metrics represent an attractive return on invested capital and, as a result, is pursuing new locations at airports and
terminals around the country. Historically, XpresSpa has won the majority of all requests for proposal (“RFP”) in which it has participated.
 
Normal market conditions and behavior have been negatively impacted by the recent outbreak of COVID-19. On March 11, 2020, the World Health
Organization declared the outbreak a pandemic. The outbreak is having an impact on the global economy, resulting in rapidly changing market and
economic conditions. Similar to many businesses in the travel sector, our business has been materially adversely impacted by the recent COVID-19
outbreak and associated restrictions on travel that have been implemented. Effective March 24, 2020, we temporarily closed all global spa locations, largely
due to the categorization of our spa locations by local jurisdictions as “non-essential services”. We believe the market conditions will return to normal and
we intend to reopen our spa locations and resume normal operations once the restrictions on non-essential services are lifted and airport traffic returns to
sufficient levels to support our operations.
 
Regulation
 
Our operations are subject to a range of laws and regulations adopted by national, regional and local authorities from the various jurisdictions in which we
operate, including those relating to, among others, licensing (e.g., massage, nail, and cosmetology), public health and safety and fire codes. Failure to
obtain or retain required licenses and approvals, including those related to licensing, public health and safety and fire codes, would adversely affect our
operations. Although we have not experienced, and do not anticipate, significant problems obtaining required licenses, permits or approvals, any
difficulties, delays or failures in obtaining such licenses, permits or approvals could delay or prevent the opening, or adversely impact the viability, of our
operations.
 
Airport authorities in the United States frequently require that our airport concessions meet minimum Airport Concession Disadvantaged Business
Enterprise ("ACDBE") participation requirements. The Department of Transportation’s (“DOT”) ACDBE program is implemented by recipients of DOT
Federal Financial Assistance, including airport agencies that receive federal funding. The ACDBE program is administered by the Federal Aviation
Administration (“FAA”), state and local ACDBE certifying agencies and individual airports. The ACDBE program is designed to help ensure that small
firms owned and controlled by socially and economically disadvantaged individuals can compete for airport contracting and concession opportunities in
domestic passenger service airports. The ACDBE regulations require that airport recipients establish annual ACDBE participation goals, review the scope
of anticipated large prime contracts throughout the year, and establish contract specific ACDBE participation goals. We generally meet the contract specific
goals through an agreement providing for co-ownership of the retail location with a disadvantaged business enterprise. Frequently, and within the
guidelines issued by the FAA, we may lend money to ACDBEs in connection with concession agreements in order to help the ACDBE fund the capital
investment required under a concession agreement. The rules and regulations governing the certification of ACDBE participation in airport concession
agreements are complex, and ensuring ongoing compliance is costly and time consuming. Further, if we fail to comply with the minimum ACDBE
participation requirements in our concession agreements, we may be held responsible for breach of contract, which could result in the termination of a
concession agreement and monetary damages. See “Item 1A. Risk Factors – Risks Related to our Business Operations – Failure to comply with minimum
airport concession disadvantaged business enterprise participation goals and requirements could lead to lost business opportunities or the loss of existing
business.”
 
We are subject to the Fair Labor Standards Act, the Immigration Reform and Control Act of 1986, the Occupational Safety and Health Act, the Family and
Medical Leave Act, the Affordable Care Act, the Healthcare Insurance Portability and Accountability Act and various federal and state laws governing
matters such as minimum wages, overtime, unemployment tax rates, workers’ compensation rates, citizenship requirements and other working conditions.
We are also subject to the Americans with Disabilities Act, which prohibits discrimination on the basis of disability in public accommodations and
employment, which may require us to design or modify our concession locations to make reasonable accommodations for disabled persons.
 
We are also subject to certain truth-in-advertising, general customs, consumer and data protection, product safety, workers’ health and safety and public
health rules that govern retailers in general, as well as the merchandise sold within the various jurisdictions in which we operate.
 
The continued listing standards of Nasdaq provide, among other things, that a company may be delisted if the bid price of its stock drops below $1.00 for a
period of 30 consecutive business days or if stockholders’ equity is less than $2,500,000. As of December 31, 2019, our stockholders’ equity balance was
in a deficit position. On January 2, 2020, we received a deficiency letter from The Nasdaq Stock Market which provided us a grace period of 180 calendar
days, or until June 30, 2020, to regain compliance with the minimum bid price requirement.
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Employees
 
As of March 15, 2020, we had approximately 507 full-time and 221 part-time employees. XpresSpa had approximately 10 employees in San Francisco
International Airport, who are represented by a labor union and are covered by a collective bargaining agreement. XpresSpa had approximately 24
employees in Los Angeles International Airport, who are represented by a labor union and are covered by a collective bargaining agreement. We consider
our relationships with our employees to be good.
 
Effective March 24, 2020, we temporarily closed all global locations and furloughed the majority of its employees, largely due to the categorization of our
spa locations by local jurisdictions as “non-essential services” in connection with the outbreak of COVID-19. We intend on reinstating the furloughed
employees when restrictions related to non-essential services are relaxed and/or eliminated.
 
Corporate Information
 
On January 5, 2018, we changed our name to XpresSpa Group, Inc. from FORM Holdings Corp. as part of a rebranding that aligned our corporate strategy
to build a pure-play health and wellness services company. Our Common Stock, par value $0.01 per share, which was previously listed under the trading
symbol “FH” on the Nasdaq Capital Market, has been listed under the trading symbol “XSPA” since January 8, 2018. Our principal executive offices are
located at 254 West 31st Street, 11th Floor, New York, New York 10001. Our telephone number is (212) 309-7549 and our website address is
www.xpresspagroup.com. We also operate the website www.xpresspa.com. References in this Annual Report on Form 10-K to our website address does not
constitute incorporation by reference of the information contained on the website. We make our filings with the Securities and Exchange Commission, or
the SEC, including our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, other reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Exchange Act, and amendments to the foregoing reports, available free of charge on or through our website as
soon as reasonably practicable after we file these reports with, or furnish such reports to, the SEC. In addition, we post the following information on our
website:
  
 · our corporate code of conduct and our insider trading compliance manual; and

 
 · charters for our audit committee, compensation committee, and nominating and corporate governance committee.
 
The public may read and copy any materials that we file with the SEC at the SEC’s Public Reference Room at 100 F Street, NE, Washington, D.C. 20549.
The public may obtain information on the operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. Also, the SEC maintains an
Internet website that contains reports, proxy and information statements, and other information regarding issuers, including us, that file electronically with
the SEC. The public can obtain any documents that we file with the SEC at http://www.sec.gov.
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ITEM 1A. RISK FACTORS
 
Our business, financial condition, results of operations and the trading price of our Common Stock could be materially adversely affected by any of the
following risks as well as the other risks highlighted elsewhere in this Annual Report on Form 10-K. Additional risks and uncertainties not presently known
to us or that we currently deem immaterial also may materially affect our business, financial condition and results of operations.
 

Risks Related to our Financial Condition and Capital Requirements
 

Our independent registered public accounting firm has expressed substantial doubt as to our ability to continue as a going concern.
 
The audited financial statements included in this Annual Report on Form 10-K have been prepared assuming that we will continue as a going concern and
do not include any adjustments that might result if we cease to continue as a going concern. The report of our independent registered public accounting firm
on our financial statements for the years ended December 31, 2019 and 2018 included an explanatory paragraph indicating that there is substantial doubt
about our ability to continue as a going concern. Our auditors’ doubts are based on our recurring losses from operations and working capital deficiency. The
inclusion of a going concern explanatory paragraph in future reports of our independent auditors may make it more difficult for us to secure additional
financing or enter into strategic relationships on terms acceptable to us, if at all, and may materially and adversely affect the terms of any financing that we
might obtain.
 
The recent COVID-19 outbreak was declared a pandemic by the World Health Organization on March 11, 2020 and has rapidly spread to the United
States and many other parts of the world and may continue to adversely affect our business operations, employee availability, financial condition,
liquidity and cash flow for an extended period of time.
 
The COVID-19 outbreak is having an impact on the global economy, resulting in rapidly changing market and economic conditions. Similar to many
businesses in the travel sector, our business has been materially adversely impacted by the recent COVID-19 outbreak due to the restrictions on travel that
have been implemented. Effective March 24, 2020, we temporarily closed all global spa locations, largely due to the categorization of our spa locations by
local jurisdictions as “non-essential services” in connection with the outbreak of COVID-19. This has had a materially adverse impact on our cash flows
from operations and caused a liquidity crisis. Ongoing significant reductions in business related activities could result in further loss of sales and profits and
other material adverse effects. The extent of the impact of COVID-19 on our business, financial results, liquidity and cash flows will depend largely on
future developments, including new information that may emerge concerning the severity and action taken to contain or prevent further spread within the
U.S. and the related impact on consumer confidence and spending, all of which are highly uncertain and cannot be predicted. As the outbreak of COVID-19
continues to spread rapidly in the U.S. and globally, related government and private sector responsive actions may continue to adversely affect our business
operations. It is impossible to predict the effect and ultimate impact of the COVID-19 pandemic as the situation is rapidly evolving. If the COVID-19
outbreak continues and persists for an extended period of time, we expect there will be significant and material disruptions to our operations, which will
have a material adverse effect on our business, financial condition and results of operations.
 
If our process to identify and evaluate potential business alternatives, including identifying appropriate financing, is not successful, our Board of
Directors may decide to pursue a restructuring, which may include a reorganization or bankruptcy under Federal bankruptcy laws, or a dissolution,
liquidation and/or winding up of our Company.
 
There can be no assurance that the process to identify and evaluate potential business alternatives, including identifying appropriate financing, will result in
a successful alternative for our business. If no transactions with respect to potential business alternatives are identified and completed, our Board of
Directors may decide to pursue a restructuring, which may include a reorganization or bankruptcy under Federal bankruptcy laws, or a dissolution,
liquidation and/or winding up of the Company. If our Board of Directors were to approve and recommend, and our stockholders were to approve, a
dissolution and liquidation of our Company, we would be required under Delaware corporate law to pay our outstanding obligations, as well as to make
reasonable provisions for contingent and unknown obligations, prior to making any distributions in liquidation to our stockholders. Our commitments and
contingent liabilities may include (i) obligations under our employment agreements with certain members of management that provide for severance and
other payments following a termination of employment occurring for various reasons, including a change in control of our Company, (ii) various claims
and legal actions arising in the ordinary course of business and (iii) non-cancelable lease obligations. As a result of this requirement, a portion of our assets
may need to be reserved pending the resolution of such obligations. In addition, we may be subject to litigation or other claims related to a dissolution and
liquidation of our Company. If a dissolution and liquidation were pursued, our Board of Directors, in consultation with its advisors, would need to evaluate
these matters and make a determination about a reasonable amount to reserve. Accordingly, holders of our secured and unsecured debt and our Common
Stock may lose their entire investment in the event of a reorganization, bankruptcy, liquidation, dissolution or winding up of our Company.
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In connection with the preparation of our annual financial statements for the year ended December 31, 2019, we identified a material weakness in our
internal control over financial reporting. Any failure to maintain effective internal control over financial reporting could have a material adverse effect
on our results of operations and financial position.
 
Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Internal control over financial reporting
is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements in
accordance with U.S. generally accepted accounting principles. In connection with our audit of the year ended December 31, 2019, we identified a material
weakness in our internal controls over our financial close and reporting process. A material weakness is a deficiency, or combination of deficiencies, in
internal control over financial reporting such that there is a reasonable possibility that a material misstatement of annual or interim financial statements will
not be prevented or detected and corrected on a timely basis. Our management has concluded that additional formal procedures need to be put in place in
the financial close and reporting process to ensure that appropriate reviews occur on all financial reporting analysis in a timely manner. We also concluded
that we did not maintain a sufficient complement of corporate employee personnel with appropriate levels of accounting and controls knowledge and
experience commensurate with our financial reporting requirements to appropriately analyze, record and disclose accounting matters completely and
accurately. As this deficiency created a reasonable possibility that a material misstatement would not have been prevented or detected in a timely basis,
management concluded that the control deficiency represented a material weakness and accordingly our internal control over financial reporting was not
effective as of December 31, 2019.
 
We are still considering the full extent of the procedures to implement in order to remediate the material weakness described above. Our preliminary
remediation plan, complimented by our existing outsourced internal audit procedures, includes implementing a more robust review process, an increase in
the supervision and monitoring of the financial reporting processes and our accounting personnel, and implementing better controls over calculations,
analysis and conclusions associated with non-routine transactions at a more precise level.
 
We cannot assure you that any of our remedial measures will be effective in resolving this material weakness. If our management is unable to conclude that
we have effective internal control over financial reporting, or to certify the effectiveness of such controls, or if additional material weaknesses in our
internal controls are identified in the future, we could be subject to regulatory scrutiny and a loss of public confidence, which could have a material adverse
effect on our business and our stock price. In addition, if we do not maintain adequate financial and management personnel, processes and controls, we may
not be able to manage our business effectively or accurately report our financial performance on a timely basis, which could adversely affect our results of
operations and financial condition.
 
Our business and financial condition could be constrained by XpresSpa’s outstanding debt, including the impact of the receipt of an explanatory
paragraph with respect to our financial statements for the years ended December 31, 2019 and 2018, indicating that there is substantial doubt about
our ability to continue as a going concern.
 
XpresSpa is obligated under a credit agreement and convertible secured promissory note payable to B3D, LLC (“B3D”) of approximately $3,547,000 as of
April 13, 2020, with a maturity date of May 31, 2021 (the “Senior Secured Note”). The Senior Secured Note accrues interest of 9.0% per annum. XpresSpa
is obligated to make periodic interest payments on such debt obligations in cash, shares of our Common Stock, or a combination thereof. While we do not
anticipate failing to make any such payments, the failure to do so may result in the default of loan obligations, leading to financial and operational hardship.
XpresSpa has granted B3D a security interest in all of its tangible and intangible personal property to secure its obligations under the Senior Secured Note.
The Senior Secured Note is an outstanding obligation of XpresSpa but is guaranteed by us.
 
As discussed above and elsewhere in this Annual Report on Form 10-K, the report of our independent registered public accounting firm on our financial
statements for the years ended December 31, 2019 and 2018 includes an explanatory paragraph indicating that there is substantial doubt about our ability to
continue as a going concern. The receipt of this explanatory paragraph with respect to our financial statements for the years ended December 31, 2019 and
2018 will result in a breach of a covenant under the Senior Secured Note which, if unremedied for a period of 30 days after the date hereof, will constitute
an event of default under the Senior Secured Note. Upon the occurrence of an event of default under the Senior Secured Note, B3D may, among other
things, declare the Senior Secured Note and all accrued and unpaid interest thereon and all other amounts owing under the Senior Secured Note to be due
and payable.
 
The Company is also obligated under an unsecured subordinated note to Calm of approximately $2,500,000. The Calm Note will mature on May 31, 2022,
and bears interest at a rate of 5% per annum, subject to increase in the event of default. The Calm Note is convertible at any time, in whole or in part, at the
option of Calm into shares of Series E Preferred Stock at a conversion price equal to $0.27125 per share after giving effect to certain anti-dilution
adjustments. Interest on the Calm Note is payable in arrears and may be paid in cash, shares of Series E Preferred Stock or a combination thereof.
 
If we fail to meet certain conditions under the terms of our outstanding indebtedness, we will be obligated to repay in cash any principal amount, interest
and any other sum that remains outstanding. If the maturity date of our indebtedness is accelerated as a result of an event of default, the outstanding
principal amount, liquidated damages and other amounts owing in respect thereof through the date of acceleration, shall become, at the holder’s election,
immediately due and payable in cash.
 
We may not be able to raise additional capital. Moreover, additional financing may have an adverse effect on the value of the equity instruments held
by our stockholders.
 
We will need additional funds to respond to business opportunities and challenges, including our ongoing operating expenses, protection of our assets,
development of new lines of business and enhancement of our operating infrastructure. While we will need to seek additional funding, we may not be able
to obtain financing on acceptable terms, or at all. In addition, the terms of our financings may be dilutive to, or otherwise adversely affect, holders of our
Common Stock. We may also seek additional funds through arrangements with collaborators or other third parties. We may not be able to negotiate
arrangements on acceptable terms, if at all. If we are unable to obtain additional funding on a timely basis, we may be required to curtail or terminate some
or all of our business plans. Any such financing that we undertake will likely be dilutive to our current stockholders.
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Our ability to use our net operating loss carryforwards and certain other tax attributes may be limited.
 
As of December 31, 2019, our estimated aggregate total net operating loss carryforwards (“NOLs”) were $182,327,000 for U.S. federal purposes, expiring
20 years from the respective tax years to which they relate, and $31,401,000 for U.S. federal purposes with an indefinite life due to new regulations in the
Tax Cuts and Jobs Act of 2017. Our ability to utilize our NOLs may be limited under Section 382 of the Internal Revenue Code. The limitations apply if an
ownership change, as defined by Section 382, occurs. Generally, an ownership change occurs when certain stockholders increase their aggregate ownership
by more than 50 percentage points over their lowest ownership percentage in a testing period (typically three years). Additionally, the Tax Reform Act of
1986 imposed substantial restrictions on the utilization of NOL and tax credits in the event of an ownership change of a corporation. Thus, the Company’s
ability to utilize all such NOL and credit carryforwards may be limited. Future changes in stock ownership may also trigger an ownership change and,
consequently, a Section 382 limitation.
 
The Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”) was enacted on March 27, 2020 and includes favorable changes to tax law
and incentives for businesses impacted by COVID-19. However, we do not anticipate the income tax law changes and incentives will have a material
impact on our results of operations or financial position. 
 
Global economic and market conditions may adversely affect our business, financial condition and operating results.
 
Our business plan depends significantly on worldwide economic conditions and our success is dependent on consumer spending, which is sensitive to
economic downturns, inflation and any associated rise in unemployment, decline in consumer confidence, adverse changes in exchange rates, increase in
interest rates, increase in the price of oil, deflation, direct or indirect taxes or increase in consumer debt levels. As a result, economic downturns may have a
material adverse impact on our business, financial condition and results of operations. Moreover, uncertainty about global economic conditions poses a risk
as businesses and individuals may postpone spending in response to tighter credit, negative financial news and declines in income or asset values. This
could have a negative effect on corporate and individual spending on health and wellness and travel. These factors, taken together or individually, could
cause material harm to our business, financial condition and results of operations.
   

Risks Related to our Business Operations
 

XpresSpa is reliant on international and domestic airplane travel, and the time that airline passengers spend in United States airports post-security. A
decrease in airline travel, a decrease in the desire of customers to buy spa services and products, or decreased time spent in airports would negatively
impact XpresSpa’s operations.
 
XpresSpa depends upon a large number of airplane travelers with the propensity for health and wellness, and in particular spa treatments and products,
spending significant time post-security clearance check points.
 
If the number of airline travelers decreases, if the time that these travelers spend post-security decreases, and/or if travelers ability or willingness to pay for
XpresSpa’s products and services diminishes, this could have an adverse effect on XpresSpa’s growth, business activities, cash flow, financial condition
and results of operations. Some reasons for these events could include:
 

· the impact of a public health epidemic, including the novel coronavirus (“COVID-19”), which has interfered and may continue to interfere with
our ability, or the ability of our employees, workers, contractors, suppliers and other business partners to perform our and their respective
responsibilities and obligations relative to the conduct of our business.  A public health epidemic, including the coronavirus, poses the risk of
disruptions from the temporary closure of third-party suppliers and manufacturers, restrictions on the shipment of our products, restrictions on our
employees' and other service providers' ability to travel, the decreased willingness or ability of our customers to travel or to utilize our services
and shutdowns that may be requested or mandated by governmental authorities. The extent to which the coronavirus impacts our results will
depend on future developments, which are highly uncertain and cannot be predicted, including new information which may emerge concerning the
severity of the coronavirus and the actions to contain the coronavirus or treat its impact, among others;
 

 · the temporary closure of our spa locations, largely due to the categorization of such spa locations by local jurisdictions as “non-essential services”
in connection with the recent outbreak of COVID-19;
 

 · terrorist activities (including cyber-attacks) impacting either domestic or international travel through airports where XpresSpa operates, causing
fear of flying, flight cancellations, or an economic downturn, or any other event of a similar nature, even if not directly affecting the airline
industry, may lead to a significant reduction in the number of airline passengers;

 
 · a decrease in business spending that impacts business travel, such as a recession;

 
 · a decrease in consumer spending that impacts leisure travel, such as a recession or a stock market downturn or a change in consumer lending

regulations impacting available credit for leisure travel;
 

 · an increase in airfare prices that impacts the willingness of air travelers to fly, such as an increase in oil prices or heightened taxation from federal
or other aviation authorities;

 
 · severe weather, ash clouds, airport closures, natural disasters, strikes or accidents (airplane or otherwise), causing travelers to decrease the amount

that they fly and any of these events, or any other event of a similar nature, even if not directly affecting the airline industry, may lead to a
significant reduction in the number of airline passengers;  

 
 · scientific studies that malign the use of spa services or the products used in spa services, such as the impact of certain chemicals and procedures on

health and wellness; or
 

 · streamlined security screening checkpoints, which could decrease the wait time at checkpoints and therefore the time air travelers budget for
spending time at the airport.
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Further, any disruption to, or suspension of services provided by airlines and the travel industry as a result of financial difficulties, labor disputes,
construction work, increased security, changes to regulations governing airlines, mergers and acquisitions in the airline industry and challenging economic
conditions causing airlines to reduce flight schedules or increase the price of airline tickets could negatively affect the number of airline passengers.
 
Additionally, the threat of terrorism and governmental measures in response thereto, such as increased security measures, recent executive orders in the
United States impacting entry into the United States and changing attitudes towards the environmental impacts of air travel may in each case reduce
demand for air travel and, as a result, decrease airline passenger traffic at airports.
 
The effect that these factors would have on our business depends on their magnitude and duration, and a reduction in airline passenger numbers will result
in a decrease in our sales and may have a materially adverse impact on our business, financial condition and results of operations.
 
Our success will depend in part on relationships with third parties. Any adverse changes in these relationships could adversely affect our business,
financial condition, or results of operations.
 
Our success is dependent on our ability to maintain and renew our existing business relationships and to establish new business relationships. There can be
no assurance that our management will be able to maintain such business relationships or enter into or maintain new business contracts and other business
relationships, on acceptable terms, if at all. The failure to maintain important business relationships could have a material adverse effect on our business,
financial condition, or results of operations.
 
We rely on a limited number of distributors and suppliers for certain of our products, and events outside our control may disrupt our supply chain,
which could result in an inability to perform our obligations under our concession agreements and ultimately cause us to lose our concessions.
 
We rely on a small number of suppliers for our products. As a result, these distributors may have increased bargaining power and we may be required to
accept less favorable purchasing terms. In the event of a dispute with a supplier or distributor, the delivery of a significant amount of merchandise may be
delayed or cancelled, or we may be forced to purchase merchandise from other suppliers on less favorable terms. Such events could cause turnover to fall
or costs to increase, adversely affecting our business, financial condition and results of operations. In particular, we have publicized our sale of certain
brands of products in our stores – our failure to sell these brands may adversely affect our business.
 
Further, damage or disruption to our supply chain due to any of the following could impair our ability to sell our products: adverse weather conditions or
natural disaster, government action, fire, terrorism, cyber-attacks, the outbreak or escalation of armed hostilities, pandemics, industrial accidents or other
occupational health and safety issues, strikes and other labor disputes, customs or import restrictions or other reasons beyond our control or the control of
our suppliers and business partners. Failure to take adequate steps to mitigate the likelihood or potential impact of such events, or to effectively manage
such events if they occur, could adversely affect our business, financial condition and results of operations, as well as require additional resources to restore
our supply chain.
 
XpresSpa’s operating results may fluctuate significantly due to certain factors, some of which are beyond its control.
 
XpresSpa’s operating results may fluctuate from period to period significantly because of several factors, including:
 
 · the timing and size of new unit openings, particularly the launch of new terminals;

 
 · passenger traffic and seasonality of air travel;

 
 · changes in the price and availability of supplies;
   
 · macroeconomic conditions, nationally locally and internationally;

 
 · changes in consumer preferences and competitive conditions;

 
 · expansion to new markets and new locations; and

 
 · increases in infrastructure costs, including those costs associated with the build-out of new concession locations and renovating existing

concession locations.
 
XpresSpa’s operating results may fluctuate significantly as a result of the factors discussed above. Accordingly, results for any period are not necessarily
indicative of results to be expected for any other period or for any year.
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XpresSpa’s expansion into new airports or off-airport locations may present increased risks due to its unfamiliarity with those areas.
 
XpresSpa’s growth strategy depends upon expanding into markets where it has little or no meaningful operating experience. Those locations may have
demographic characteristics, consumer tastes and discretionary spending patterns that are different from those in the markets where its existing operations
are located. As a result, new airport terminal and/or off-airport operations may be less successful than existing concession locations in current airport
terminals. XpresSpa may find it more difficult in new markets to hire, motivate and keep qualified employees who can project its vision, passion and
culture. XpresSpa may also be unfamiliar with local laws, regulations and administrative procedures, including the procurement of spa services retail
licenses, in new markets which could delay the build-out of new concession locations and prevent it from achieving its target revenues on a timely basis.
Operations in new markets may also have lower average revenues or enplanements than in the markets where XpresSpa currently operates. Operations in
new markets may also take longer to ramp up and reach expected sales and profit levels, and may never do so, thereby negatively affecting XpresSpa’s
results of operations.
  
XpresSpa’s growth strategy is highly dependent on its ability to successfully identify and open new XpresSpa locations.
 
XpresSpa’s growth strategy primarily contemplates expansion through procuring new XpresSpa locations and opening new XpresSpa stores and kiosks.
Implementing this strategy depends on XpresSpa’s ability to successfully identify new store locations. XpresSpa will also need to assess and mitigate the
risk of any new store locations, to open the stores on favorable terms and to successfully integrate their operations with ours. XpresSpa may not be able to
successfully identify opportunities that meet these criteria, or, if it does, XpresSpa may not be able to successfully negotiate and open new stores on a
timely basis. If XpresSpa is unable to identify and open new locations in accordance with its operating plan, XpresSpa’s revenue growth rate and financial
performance may fall short of our expectations.
 
Our profitability depends on the number of airline passengers in the terminals in which we have concessions. Changes by airport authorities or airlines
that lower the number of airline passengers in any of these terminals could affect our business, financial condition and results of operations.
 
The number of airline passengers that visit the terminals in which we have concessions is dependent in part on decisions made by airlines and airport
authorities relating to flight arrivals and departures. A decrease in the number of flights and resulting decrease in airline passengers could result in fewer
sales, which could lower our profitability and negatively impact our business, financial condition and results of operations. Concession agreements
generally provide for a minimum annual guaranteed payment (“MAG”) payable to the airport authority or landlord regardless of the amount of sales at the
concession. Currently, the majority of our concession agreements provide for a MAG that is either a fixed dollar amount or an amount that is variable based
upon the number of travelers using the airport or other location, retail space used, estimated sales, past results or other metrics. If there are fewer airline
passengers than expected or if there is a decline in the sales per airline passenger at these facilities, we will nonetheless be required to pay the MAG or
fixed rent and our business, financial condition and results of operations may be materially adversely affected.
 
Furthermore, the exit of an airline from a market or the bankruptcy of an airline could reduce the number of airline passengers in a terminal or airport
where we operate and have a material adverse impact on our business, financial condition and results of operations.
 
We may not be able to execute our growth strategy to expand and integrate new concessions or future acquisitions into our business or remodel existing
concessions. Any new concessions, future acquisitions or remodeling of existing concessions may divert management resources, result in unanticipated
costs, or dilute the ownership of our stockholders.
 
Part of our growth strategy is to expand and remodel our existing facilities and to seek new concessions through tenders, direct negotiations or other
acquisition opportunities. In this regard, our future growth will depend upon a number of factors, such as our ability to identify any such opportunities,
structure a competitive proposal and obtain required financing and consummate an offer. Our growth strategy will also depend on factors that may not be
within our control, such as the timing of any concession or acquisition opportunity.
 
We must also strategically identify which airport terminals and concession agreements to target based on numerous factors, such as airline passenger
numbers, airport size, the type, location and quality of available concession space, level of anticipated competition within the terminal, potential future
growth within the airport and terminal, rental structure, financial return and regulatory requirements. We cannot provide assurance that this strategy will be
successful.
  
In addition, we may encounter difficulties integrating expanded or new concessions or any acquisitions. Such expanded or new concessions or acquisitions
may not achieve anticipated turnover and earnings growth or synergies and cost savings. Delays in the commencement of new projects and the
refurbishment of concessions can also affect our business. In addition, we will expend resources to remodel our concessions and may not be able to recoup
these investments. A failure to grow successfully may materially adversely affect our business, financial condition and results of operations.  
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In particular, new concessions and acquisitions, and in some cases future expansions and remodeling of existing concessions, could pose numerous risks to
our operations, including that we may:
 
 ● have difficulty integrating operations or personnel;
 
 ● incur substantial unanticipated integration costs;
 
 ● experience unexpected construction and development costs and project delays;
 
 ●

 
face difficulties associated with securing required governmental approvals, permits and licenses (including construction permits) in a timely
manner and responding effectively to any changes in federal, state or local laws and regulations that adversely affect our costs or ability to open
new concessions;

 
 ● have challenges identifying and engaging local business partners to meet ACDBE requirements in concession agreements;
 
 ● not be able to obtain construction materials or labor at acceptable costs;
 
 ● face engineering or environmental problems associated with our new and existing facilities;
 
 ● experience significant diversion of management attention and financial resources from our existing operations in order to integrate expanded, new

or acquired businesses, which could disrupt our ongoing business;
 
 ● lose key employees, particularly with respect to acquired or new operations;
 
 ● have difficulty retaining or developing acquired or new business customers;
 
 ● impair our existing business relationships with suppliers or other third parties as a result of acquisitions;
 
 ● fail to realize the potential cost savings or other financial benefits and/or the strategic benefits of acquisitions, new concessions or remodeling; and
 
 ● incur liabilities from the acquired businesses and we may not be successful in seeking indemnification for such liabilities.
 
In connection with acquisitions or other similar investments, we could incur debt or amortization expenses related to intangible assets, suffer asset
impairments, assume liabilities or issue stock that would dilute the percentage of ownership of our then-current stockholders. We may not be able to
complete acquisitions or integrate the operations, products, technologies or personnel gained through any such acquisition, which may have a materially
adverse impact on our business, financial condition and results of operations.
 
If the estimates and assumptions we use to determine the size of our market are inaccurate, our future growth rate may be impacted.
 
Market opportunity estimates and growth forecasts are subject to uncertainty and are based on assumptions and estimates that may not prove to be accurate.
The estimates and forecasts in this Annual Report on Form 10-K relating to the size and expected growth of the travel retail market may prove to be
inaccurate. Even if the market in which we compete meets our size estimates and forecasted growth, our business could fail to grow at similar rates, if at
all. The principal assumptions relating to our market opportunity include projected growth in the travel retail market and our share of the market. If these
assumptions prove inaccurate, our business, financial condition and results of operations could be adversely affected.
 
Our business requires substantial capital expenditures and we may not have access to the capital required to maintain and grow our operations.
 
Maintaining and expanding our operations in our existing and new retail locations is capital intensive. Specifically, the construction, redesign and
maintenance of our retail space in airport terminals where we operate, technology costs, and compliance with applicable laws and regulations require
substantial capital expenditures. We may require additional capital in the future to fund our operations and respond to potential strategic opportunities, such
as investments, acquisitions and expansions.
 
We must continue to invest capital to maintain or to improve the success of our concessions and to meet refurbishment requirements in our concessions.
Decisions to expand into new terminals could also affect our capital needs. Our actual capital expenditures in any year will vary depending on, among other
things, the extent to which we are successful in renewing existing concessions and winning additional concession agreements.
 
We cannot provide assurance that we will be able to maintain our operating performance, generate sufficient cash flow, or have access to sufficient
financing to continue our operations and development activities at or above our present levels, and we may be required to defer all or a portion of our
capital expenditures. Our business, financial condition and results of operations may be materially adversely affected if we cannot make such capital
expenditures.
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XpresSpa currently relies on a skilled, licensed labor force to provide spa services, and the supply of this labor force is finite. If XpresSpa cannot hire
adequate staff for its locations, it will not be able to operate.
 
As of March 15, 2020, XpresSpa had approximately 507 full-time and 221 part-time employees in its locations. Excluding some dedicated retail staff, the
majority of these employees are licensed to perform spa services, and hold such licenses as masseuses, nail technicians, aestheticians, barbers and master
barbers. The demand for these licensed technicians has been increasing as more consumers gravitate to health and wellness treatments such as spa services.
XpresSpa competes not only with other airport-based spa companies but with spa companies outside of the airport for this skilled labor force. In addition,
all staff hired by XpresSpa must pass the background checks and security clearances necessary to work in airport locations. If XpresSpa is unable to attract
and retain qualified staff to work in its airport locations, its ability to operate will be impacted negatively.
 
Effective March 24, 2020, we temporarily closed all global locations and furloughed the majority of our employees, largely due to the categorization of
such spa locations by local jurisdictions as “non-essential services” in connection with the outbreak of COVID-19. We intend on reinstating the furloughed
employees when restrictions related to non-essential services are relaxed and/or eliminated, but there can be no assurances that such employees will return
to our locations in a timely manner or at all.
 
Our business is subject to various laws and regulations, and changes in such laws and regulations, or failure to comply with existing or future laws and
regulations, could adversely affect us.
 
We are subject to various laws and regulations in the United States, Netherlands and United Arab Emirates that affect the operation of our concessions. The
impact of current laws and regulations, the effect of changes in laws or regulations that impose additional requirements and the consequences of litigation
relating to current or future laws and regulations, or our inability to respond effectively to significant regulatory or public policy issues, could increase our
compliance and other costs of doing business and, therefore, have an adverse impact on our results of operations.
 
Failure to comply with the laws and regulatory requirements of governmental authorities could result in, among other things, revocation of required
licenses, administrative enforcement actions, fines and civil and criminal liability. In addition, certain laws may require us to expend significant funds to
make modifications to our concessions in order to comply with applicable standards. Compliance with such laws and regulations can be costly and can
increase our exposure to litigation or governmental investigations or proceedings.
 
XpresSpa’s labor force could unionize, putting upward pressure on labor costs.
 
Currently, XpresSpa stores in two airports have a labor force which is unionized. Major players in labor organization, and in particular “Unite Here!” which
represents approximately 45,000 employees in the airport concessions and airline catering industries, could target XpresSpa locations for its unionization
efforts. In the event of the successful unionization of all of XpresSpa’s labor force, XpresSpa would likely incur additional costs in the form of higher
wages, more benefits such as vacation and sick leave, and potentially also higher health care insurance costs.
 
XpresSpa competes for new locations in airports and may not be able to secure new locations.
 
XpresSpa participates in the highly competitive and lucrative airport concessions industry, and as a result competes for retail leases with a variety of larger,
better capitalized concessions companies as well as smaller, mid-tier and single unit operators. Frequently, an airport includes a spa concept within its retail
product set and, in those instances, XpresSpa competes primarily with BeRelax, Terminal Getaway, Massage Bar and 10 Minute Manicure.
 
We may not be able to predict accurately or fulfill customer preferences or demands.
 
We derive a significant amount of our revenue from the sale of massage, cosmetic and luxury products which are subject to rapidly changing customer
tastes. The availability of new products and changes in customer preferences has made it more difficult to predict sales demand for these types of products
accurately. Our success depends in part on our ability to predict and respond to quickly changing consumer demands and preferences, and to translate
market trends into appropriate merchandise offerings. Additionally, due to our limited sales space relative to other retailers, the proper selection of salable
merchandise is an important factor in revenue generation. We cannot provide assurance that our merchandise selection will correspond to actual sales
demand. If we are unable to predict or rapidly respond to sales demand or to changing styles or trends, or if we experience inventory shortfalls on popular
merchandise, our revenue may be lower, which could have a materially adverse impact on our business, financial condition and results of operations.
 
XpresSpa’s leases may be terminated, either for convenience by the landlord or as a result of an XpresSpa default.
 
XpresSpa has store locations and kiosks in a number of airports in which the landlord, with prior written notice to XpresSpa, can terminate XpresSpa’s
lease, including for convenience or as necessary for airport purposes or operations. If a landlord elects to terminate a lease at an airport, XpresSpa may have
to shut down one or more store locations at that airport.
 
Additionally, XpresSpa leases have numerous provisions governing the operation of XpresSpa’s stores. Violation of one or more of these provisions, even
unintentionally, may result in the landlord finding that XpresSpa is in default of the lease. Violation of lease provisions may result in fines and, in some
cases, termination of a lease.
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XpresSpa’s ability to operate depends on the traffic patterns of the terminals in which it operates, and the cessation or disruption of air traveler traffic
in these terminals would negatively impact XpresSpa’s addressable market.
 
XpresSpa depends on a high volume of air travelers in its terminals. It is possible that a terminal in which XpresSpa operates could become subject to a
lower volume of air travelers, which would significantly impact traffic near and around XpresSpa locations and therefore its total addressable market.
Lower volume in a terminal could be caused by:
 
 ● terminal construction that results in the temporary or permanent closure of a unit, or adversely impacts the volume or pattern of traffic flows

within an airport;
 
 ● an airline utilizing an airport in which XpresSpa operates could abandon that airport or an individual terminal in favor of other airports or

terminals, or because it is contracting operations; or
 
 ● adverse weather conditions could cause damage to the terminal or airport in which XpresSpa operates, resulting in the temporary or permanent

closure of a unit.
 
We are dependent on our local partners.
 
Our local partners, including our ACDBE partners, maintain ownership interests in certain of our locations. Our participation in these operating entities
differs from market to market. While the precise terms of each relationship vary, our local partners may have control over certain portions of the operations
of these concessions. The stores are operated pursuant to the applicable joint venture agreement governing the relationship between us and our local
partner. Generally, these agreements also provide that strategic decisions are to be made by a committee comprised of us and our local partner. These
concessions involve risks that are different from the risks involved in operating a concession independently, and include the possibility that our local
partners:
 
 ● are in a position to take action contrary to our instructions, our requests, our policies, our objectives or applicable laws;
 
 ● take actions that reduce our return on investment;
 
 ● go bankrupt or are otherwise unable to meet their capital contribution obligations;
 
 ● have economic or business interests or goals that are or become inconsistent with our business interests or goals; or
 
 ● take actions that harm our reputation or restrict our ability to run our business.
 
Failure to comply with minimum airport concession disadvantaged business enterprise participation goals and requirements could lead to lost business
opportunities or the loss of existing business.
 
Pursuant to ACDBE participation requirements, XpresSpa is often required to meet, or use good faith efforts to meet, certain minimum ACDBE
participation requirements when bidding on or submitting proposals for new concession contracts. If XpresSpa is unable to find and/or partner with an
appropriate ACDBE, XpresSpa may lose opportunities to open new locations. In addition, a number of XpresSpa’s existing leases contain minimum
ACDBE participation requirements which require the ACDBE to own a significant portion of the business being operated under those leases. The level of
ACDBE participation requirements may affect XpresSpa’s profitability and/or its ability to meet financial forecasts.
 
Further, if XpresSpa fails to comply with the minimum ACDBE participation requirements, XpresSpa may be held responsible for a breach of contract,
which could result in the termination of a lease and impairment of XpresSpa’s ability to bid on or obtain future concession contracts. To the extent that
XpresSpa leases are terminated and XpresSpa is required to shut down one or more store locations, there could be a material adverse impact to its business
and results of operations.
 
Continued minimum wage increases could negatively impact XpresSpa’s cost of labor.
 
XpresSpa compensates its licensed technicians via a formula that includes commissions. As a result, an increase in the minimum wage could increase
XpresSpa’s cost of labor and have an adverse impact on our business, financial condition and results of operations.
 
Information technology systems failure or disruption, or changes to information technology related to payment systems, could impact our day-to-day
operations.
 
Our information technology systems are used to record and process transactions at our point-of-sale interfaces and to manage our operations. These systems
provide information regarding most aspects of our financial and operational performance, statistical data about our customers, our sales transactions and
our inventory management. Fire, natural disasters, power-loss, telecommunications failure, break-ins, terrorist attacks (including cyber-attacks), computer
viruses, electronic intrusion attempts from both external and internal sources and similar events or disruptions may damage or impact our information
technology systems at any time. These events could cause system interruption, delays or loss of critical data and could disrupt our acceptance and
fulfillment of customer orders, as well as disrupt our operations and management. For example, although our point-of-sales systems are programmed to
operate and process customer orders independently from the availability of our central data systems and even of the network, if a problem were to disable
electronic payment systems in our stores, credit card payments would need to be processed manually, which could result in fewer transactions. Significant
disruption to systems could have a material adverse impact on our business, financial condition and results of operations.
 
We also continually enhance or modify the technology used for our operations. We cannot be sure that any enhancements or other modifications we make
to our operations will achieve the intended results or otherwise be of value to our customers. Future enhancements and modifications to our technology
could consume considerable resources. We may be required to enhance our payment systems with new technology, which could require significant
expenditures. If we are unable to maintain and enhance our technology to process transactions, we may experience a materially adverse impact on our
business, financial condition and results of operations.
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If XpresSpa is unable to protect its customers’ credit card data and other personal information, XpresSpa could be exposed to data loss, litigation and
liability, and its reputation could be significantly harmed.
 
Privacy protection is increasingly demanding, and the use of electronic payment methods and collection of other personal information, including order
history, travel history and other preferences, exposes XpresSpa to increased risk of privacy and/or security breaches as well as other risks. The majority of
XpresSpa’s sales are by credit or debit cards. Additionally, XpresSpa collects and stores personal information from individuals, including its customers and
employees.
 
In the future, XpresSpa may experience security breaches in which credit and debit card information or other personal information is stolen. Although
XpresSpa uses secure private networks to transmit confidential information, third parties may have the technology or know-how to breach the security of
the customer information transmitted in connection with credit and debit card sales, and its security measures and those of technology vendors may not
effectively prohibit others from obtaining improper access to this information. The techniques used to obtain unauthorized access, disable or degrade
service, or sabotage systems change frequently and are often difficult to detect for long periods of time, which may cause a breach to go undetected for an
extensive period of time. Advances in computer and software capabilities, new tools, and other developments may increase the risk of such a breach.
Further, the systems currently used for transmission and approval of electronic payment transactions, and the technology utilized in electronic payments
themselves, all of which can put electronic payment at risk, are determined and controlled by the payment card industry, not by XpresSpa. In addition,
contractors, or third parties with whom XpresSpa does business or to whom XpresSpa outsources business operations may attempt to circumvent its
security measures in order to misappropriate such information and may purposefully or inadvertently cause a breach involving such information. If a person
is able to circumvent XpresSpa’s security measures or those of third parties, he or she could destroy or steal valuable information or disrupt XpresSpa’s
operations. XpresSpa may become subject to claims for purportedly fraudulent transactions arising out of the actual or alleged theft of credit or debit card
information, and XpresSpa may also be subject to lawsuits or other proceedings relating to these types of incidents. Any such claim or proceeding could
cause XpresSpa to incur significant unplanned expenses, which could have an adverse effect on its business or results of operations. Further, adverse
publicity resulting from these allegations could significantly harm its reputation and may have a material adverse effect on it. Although XpresSpa carries
cyber liability insurance to protect against these risks, there can be no assurance that such insurance will provide adequate levels of coverage against all
potential claims.
 
Negative social media regarding XpresSpa could result in decreased revenues and impact XpresSpa’s ability to recruit workers.
 
XpresSpa’s affinity among consumers is highly dependent on their positive feelings about the brand, its customer service and the range and quality of
services and products that it offers. A negative customer experience that is posted to social media outlets and is distributed virally could tarnish XpresSpa’s
brand and its customers may opt to no longer engage with the brand.
 
XpresSpa employs people in multiple different jurisdictions, and the employment laws of those jurisdictions are subject to change. In addition, its
services are regulated through government-issued operating licenses. Noncompliance with applicable laws could result in employee lawsuits or legal
action taken by government authorities.
 
XpresSpa must comply with a variety of employment and business practices laws across the United States, Netherlands and United Arab Emirates.
XpresSpa monitors the laws governing its activities, but in the event it does not become aware of a new regulation or fails to comply with a regulation, it
could be subject to disciplinary action by governing bodies and potentially employee lawsuits.
 
XpresSpa is not currently cash flow positive and will depend on funding to open new locations. In the event that capital is unavailable, XpresSpa will
not be able to open new locations.
 
Throughout its operating history, XpresSpa has not generated sufficient cash from operations to fund its new store development. As a result, it will be
dependent upon additional funding for its new location growth until such time as it can produce enough cash to profitably fund its own location growth.
 
XpresSpa sources, develops and sells products that may result in product liability defense costs and product liability payments.
 
XpresSpa’s products contain ingredients that are deemed to be safe by the United States Federal Drug Administration and the Federal Food, Drug and
Cosmetics Act. However, there is no guarantee that these ingredients will not cause adverse health effects to some consumers given the wide range of
ingredients and allergies amongst the general population. XpresSpa may face substantial product liability exposure for products it sells to the general public
or that is uses in its services. Product liability claims, regardless of their merits, could be costly and divert management’s attention, and adversely affect
XpresSpa’s reputation and the demand for its products and services. XpresSpa to date has not been named as a defendant in any product liability action.
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We have commenced legal proceedings and/or licensing discussions with security, content distribution and/or telecommunications companies. We
expect that licensing discussions may be time consuming and may either, absent any litigation we initiate, fail to lead to a license, or may result in
litigations commenced by the potential licensee.
 
To license or otherwise monetize the patent assets that we own, we have commenced legal proceedings and/or attempted to commence licensing
discussions with a number of companies, during the course of which we allege that such companies infringe one or more of our patents. The future viability
of our licensing program is highly dependent on the outcome of these discussions, and there is a risk that we may be unable to achieve the results we desire
from such negotiations and be forced either to accept minimal royalties or commence litigations against the alleged infringer. In addition, the recipients of
our licensing overtures have substantially more resources than we do, which could make our licensing efforts more difficult. Furthermore, due to changes in
the approach to patent laws around the world it has become much easier for potential licensees to commence proceedings to revoke or otherwise nullify our
patents in lieu of engaging in bona fide licensing discussions. There is a real risk that any potential licensee we approach would rather commence
proceedings to revoke our patents than engage in any licensing discussions whatsoever.
 
We anticipate that any legal proceedings could continue for several years. While we endeavor, where possible, to engage counsel on a full or partial
contingency basis, proceedings may commence that fall outside of contingency arrangements with counsel and may require significant expenditures for
legal fees and other expenses. Disputes regarding the assertion of patents and other intellectual property rights are highly complex and technical. Once
initiated, we may be forced to litigate against other parties in addition to the originally named defendants. Our adversaries may allege defenses and/or file
counterclaims for, among other things, revocation of our patents or file collateral litigations in an effort to avoid or limit liability and damages for patent
infringement. If such actions by our adversaries are successful, they may preclude our ability to derive licensing revenue from the patents being asserted.
 
There is a risk that we may be unable to achieve the results we desire from such litigation, which may harm our business. In addition, the defendants in
these litigations have substantially more resources than we do, which could make our litigation efforts more difficult.
 
There is a risk that a court will find our patents invalid, not infringed or unenforceable and/or that the USPTO or other relevant patent offices in
various countries will either invalidate the patents or materially narrow the scope of their claims during the course of a reexamination, opposition or
other such proceeding. In addition, even with a positive trial court verdict, the patents may be invalidated, found not infringed or rendered
unenforceable on appeal. This risk may occur either presently or from time to time in connection with future litigations we may bring.
 
Patent litigation is inherently risky, and the outcome is uncertain. Some of the parties that we believe infringe on our patents are large and well-financed by
companies with substantially greater resources than ours. We believe that these parties may devote a substantial amount of resources in an attempt to avoid
or limit a finding that they are liable for infringing on our patents or, in the event liability is found, to avoid or limit the amount of associated damages. In
addition, there is a risk that these parties may file reexaminations or other proceedings with the USPTO or other government agencies in the United States
or abroad in an attempt to invalidate, narrow the scope or render unenforceable the patents we own. In addition, as part of our ongoing legal proceedings,
the validity and/or enforceability of our patents-in-suit is often challenged in a court or an administrative proceeding.
 
We may not be able to successfully monetize our patents and, thus, we may fail to realize all of the anticipated benefits of acquisitions from third
parties.
 
There is no assurance that we will be able to successfully monetize the patent portfolios that we acquired from third parties. The patents we acquired could
fail to produce anticipated benefits or could have other adverse effects that we currently do not foresee.
 
In addition, the acquisition of a patent portfolio is subject to a number of risks, including, but not limited to the following:
 
 ● There is a significant time lag between acquiring a patent portfolio and recognizing revenue from those patent assets, if at all. During that time lag,

material costs are likely to be incurred that would have a negative effect on our results of operations, cash flows and financial position.
 
 ● The integration of a patent portfolio is a time consuming and expensive process that may disrupt our operations. If our integration efforts are not

successful, our results of operations could be harmed. In addition, we may not achieve anticipated synergies or other benefits from such
acquisition.

 
Therefore, there is no assurance that we will be able to monetize an acquired patent portfolio and recoup our investment.
 
We and our subsidiaries have been, are, and may become involved in litigation that could divert management’s attention and harm our businesses.
 
Litigation often is expensive and diverts management’s attention and resources, which could adversely affect our businesses. We may be exposed to claims
against us even if no wrongdoing has occurred. Responding to such claims, regardless of their merit, can be time consuming, costly to defend, disruptive to
our management’s attention and to our resources, damaging to our reputation and brand, and may cause us to incur significant expenses. Even if we are
indemnified against such costs, the indemnifying party may be unable to uphold its contractual obligations.
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New legislation, regulations or court rulings related to enforcing patents could harm our business and operating results.
 
Intellectual property is the subject of intense scrutiny by the courts, legislatures and executive branches of governments around the world. Various patent
offices, governments or intergovernmental bodies may implement new legislation, regulations or rulings that impact the patent enforcement process, or the
rights of patent holders and such changes could negatively affect licensing efforts and/or litigations. For example, limitations on the ability to bring patent
enforcement claims, limitations on potential liability for patent infringement, lower evidentiary standards for invalidating patents, increases in the cost to
resolve patent disputes and other similar developments could negatively affect our ability to assert our patent or other intellectual property rights.
 
It is impossible to determine the extent of the impact of any new laws, regulations or initiatives that may be proposed, or whether any of the proposals will
become enacted as laws. Compliance with any new or existing laws or regulations could be difficult and expensive, affect the manner in which we conduct
our business and negatively impact our business, prospects, financial condition and results of operations.
 
Our failure or inability to protect the trademarks or other proprietary rights we use or claims of infringement by us of rights of third parties, could
adversely affect our competitive position or the value of our brands.
 
We believe that our trademarks and other proprietary rights are important to our success and our competitive position. However, any actions that we take to
protect the intellectual property we use may not prevent unauthorized use or imitation by others, which could have an adverse impact on our image, brand
or competitive position. If we commence litigation to protect our interests or enforce our rights, we could incur significant legal fees. We also cannot
provide assurance that third parties will not claim infringement by us of their proprietary rights. Any such claim, whether or not it has merit, could be time
consuming and distracting for our management, result in costly litigation, cause changes to existing retail concepts or delays in introducing retail concepts,
or require us to enter into royalty or licensing agreements. As a result, any such claim could have a material adverse impact on our business, financial
condition and results of operations.
 
Future acquisitions or business opportunities could involve unknown risks that could harm our business and adversely affect our financial condition
and results of operations.
 
We have in the past, and may in the future, acquire businesses or make investments, directly or indirectly through our subsidiaries, that involve unknown
risks, some of which will be particular to the industry in which the investment or acquisition targets operate, including risks in industries with which we are
not familiar or experienced. Although we intend to conduct appropriate business, financial and legal due diligence in connection with the evaluation of
future investment or acquisition opportunities, there can be no assurance that our due diligence investigations will identify every matter that could have a
material adverse effect on us. We may be unable to adequately address the financial, legal and operational risks raised by such investments or acquisitions,
especially if we are unfamiliar with the relevant industry. The realization of any unknown risks could expose us to unanticipated costs and liabilities and
prevent or limit us from realizing the projected benefits of the investments or acquisitions, which could adversely affect our financial condition, liquidity,
results of operations, and trading price.
 
Anti-takeover provisions of Delaware law, provisions in our charter and bylaws, and our stockholder rights plan could prevent or frustrate attempts by
stockholders to change our Board of Directors or current management and could delay, discourage or make more difficult a third-party acquisition of
control of us.
 
We are a Delaware corporation and, as such, certain provisions of Delaware law could prevent or frustrate attempts by stockholders to change the Board of
Directors or current management, or could delay, discourage or make more difficult a third-party acquisition of control of us, even if the change in control
would be beneficial to stockholders or the stockholders regard it as such. We are subject to the provisions of Section 203 of the Delaware General
Corporation Law (“DGCL”), which prohibits certain “business combination” transactions (as defined in Section 203) with an “interested stockholder”
(defined in Section 203 as a 15% or greater stockholder) for a period of three years after a stockholder becomes an “interested stockholder,” unless the
attaining of “interested stockholder” status or the transaction is pre-approved by our Board of Directors, the transaction results in the attainment of at least
an 85% ownership level by an acquirer or the transaction is later approved by our Board of Directors and by our stockholders by at least a 662/3 percent
vote of our stockholders other than the “interested stockholder,” each as specifically provided in Section 203.
 
Our certificate of incorporation and our bylaws, each as currently in effect, also contain certain provisions that may delay, discourage or make more
difficult a third-party acquisition of control of us. Such provisions include a provision that any vacancies on our Board of Directors may only be filled by a
majority of the directors then serving, although not a quorum, and not by the stockholders and the ability of our Board of Directors to issue preferred stock,
without stockholder approval, that could dilute the stock ownership of a potential unsolicited acquirer and hinder an acquisition of control of us that is not
approved by our Board of Directors, including through the use of preferred stock in connection with a stockholder rights plan.
 
We have also adopted a stockholder rights plan in the form of a Section 382 Rights Plan, designed to help protect and preserve our substantial tax attributes
primarily associated with our NOLs under Section 382 of the Internal Revenue Code and research tax credits under Sections 382 and 383 of the Internal
Revenue Code and related United States Treasury regulations, which was approved by our stockholders in December 2016 and expires in March 2022.
Although this is not the purpose of the Section 382 Rights Plan, it could have the effect of making it uneconomical for a third party to acquire us on a
hostile basis.
 
These provisions of the DGCL, our certificate of incorporation and bylaws, and our Section 382 Rights Plan may delay, discourage or make more difficult
certain types of transactions in which our stockholders might otherwise receive a premium for their shares over the current market price, and might limit
the ability of our stockholders to approve transactions that they think may be in their best interest.
 
Our confidential information may be disclosed by other parties.
 
We routinely enter into non-disclosure agreements with other parties, including but not limited to vendors, law firms, parties with whom we are engaged in
negotiations, and employees. However, there exists a risk that those other parties will not honor their contractual obligations to not disclose our confidential
information. This may include parties who breach such obligations in the context of confidential settlement offers and/or negotiations. In addition, there
exists a risk that, upon such breach and subsequent dissemination of our confidential information, third parties and potential licensees may seek to use such
confidential information to their advantage and/or to our disadvantage including in legal proceedings in which we are involved. Our ability to act against
such third parties may be limited, as we may not be in privity of contract with such third parties.
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Risks Related to our Capital Stock

 
Stock prices can be volatile, and this volatility may depress the price of our Common Stock.
 
The stock market has experienced significant price and volume fluctuations, which have affected the market price of many companies in ways that may
have been unrelated to those companies’ operating performance. Furthermore, we believe that our stock price may reflect certain future growth and
profitability expectations. If we fail to meet these expectations, then our stock price may significantly decline, which could have an adverse impact on
investor confidence. We believe that various factors may cause the market price of our Common Stock to fluctuate, perhaps substantially, including, among
others, the following:
 
 ● the effects that COVID-19 might have on our results of operations and financial position;
 
 ● additions to or departures of our key personnel;
 
 ● announcements of innovations by us or our competitors;
 
 ● announcements by us or our competitors of significant contracts, acquisitions, strategic partnerships, capital commitments, or new technologies;
 
 ● new regulatory pronouncements and changes in regulatory guidelines;
 
 ● developments or disputes concerning our patents and efforts in licensing and/or enforcing our patents;
 
 ● lawsuits, claims, and investigations that may be filed against us, and other events that may adversely affect our reputation;
 
 ● changes in financial estimates or recommendations by securities analysts; and
 
 ● general and industry-specific economic conditions.
 
Future sales of our shares of Common Stock by our stockholders could cause the market price of our Common Stock to drop significantly, even if our
business is otherwise performing well.
 
As of April 13, 2020, we have 86,500,160 shares of Common Stock issued and outstanding, excluding shares of Common Stock issuable upon exercise of
warrants, options or restricted stock units, or preferred stock on an as-converted basis. As shares saleable under Rule 144 are sold or as restrictions on
resale lapse, the market price of our Common Stock could drop significantly if the holders of shares of restricted stock sell them or are perceived by the
market as intending to sell them. This decline in our stock price could occur even if our business is otherwise performing well.
 
The exercise of a substantial number of warrants or options by our security holders may have an adverse effect on the market price of our Common
Stock.
 
Should our warrants outstanding as of April 13, 2020 be exercised, there would be an additional 27,009,331 shares of Common Stock eligible for trading in
the public market. The incentive equity instruments granted to our management, employees, directors and consultants are subject to acceleration of vesting
of 75% and 100% (according to the agreement signed with each grantee) upon a subsequent change of control. Such securities, if exercised, will increase
the number of issued and outstanding shares of our Common Stock. Therefore, the sale of the shares of Common Stock underlying the warrants and options
could have an adverse effect on the market price for our securities and/or on our ability to obtain future financing.
  
We have no current plans to pay dividends on our Common Stock, and our investors may not receive funds without selling their stock. 
 
We have not declared or paid any cash dividends on our Common Stock, nor do we expect to pay any cash dividends on our Common Stock for the
foreseeable future. Investors seeking cash dividends should not invest in our Common Stock for that purpose. We currently intend to retain any additional
future earnings to finance our operations and growth and, therefore, we have no plans to pay cash dividends on our Common Stock at this time. Any future
determination to pay cash dividends on our Common Stock will be at the discretion of our Board of Directors and will be dependent on our earnings,
financial condition, operating results, capital requirements, any contractual restrictions, and other factors that our Board of Directors deems relevant.
 
Accordingly, our investors may have to sell some or all of their Common Stock in order to generate cash from their investment. You may not receive a gain
on your investment when you sell our Common Stock and may lose the entire amount of your investment.
 
We may fail to meet publicly announced financial guidance or other expectations about our business, which would cause our stock to decline in value.
 
From time to time, we provide preliminary financial results or forward-looking financial guidance, to our investors. Such statements are based on our
current views, expectations and assumptions that may not prove to be accurate and may vary from actual results and involve known and unknown risks and
uncertainties that may cause actual results, performance, achievements or share prices to be materially different from any future results, performance,
achievements or share prices expressed or implied by such statements. Such risks and uncertainties include the risk factors contained herein. If we fail to
meet our projections and/or other financial guidance for any reason, our stock price could decline.
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The market price of our Common Stock historically has been and likely will continue to be highly volatile.
 
The market price for our shares of Common Stock historically has been highly volatile, and the market for our shares has from time to time experienced
significant price and volume fluctuations, based both on our operating performance and for reasons that appear to be unrelated to our operating
performance. The market price of our shares of Common Stock may fluctuate significantly in response to a number of factors, including:
 
 ● the impact of COVID-19 on our business, financial condition, results of operations and cash flows;
 
 ● the level of our financial resources;
 
 ● our ability to develop and introduce new products and services;
 
 ● developments concerning our intellectual property rights generally or those of us or our competitors;
 
 ● our ability to raise additional capital to fund our operations and business plan and the effects that such financing may have on the value of the

equity instruments held by our stockholders;
 
 ● our ability to retain key personnel;
 
 ● general economic conditions and level of consumer and corporate spending on health and wellness, and travel;
 
 ● our ability to hire a skilled labor force and the costs associated;
 
 ● our ability to secure new retail locations, maintain existing ones, and ensure continued customer traffic at those locations;
 
 ● changes in securities analysts’ estimates of our financial performance or deviations in our business and the trading price of our Common Stock

from the estimates of securities analysts;
 
 ● our ability to protect our customers’ financial data and other personal information;
 
 ● the loss of one or more of our significant suppliers;
 
 ● unexpected trends in the health and wellness and travel industries and potential technology and service obsolescence;
 
 ● market acceptance, quality, pricing, availability and useful life of our products and/or services, as well as the mix of our products and services

sold; and
 
 ● lawsuits, claims, and investigations that may be filed against us and other events that may adversely affect our reputation.
 
Our failure to meet the continued listing requirements of The Nasdaq Capital Market could result in a delisting of our Common Stock.
 
The continued listing standards of Nasdaq provide, among other things, that a company may be delisted if the bid price of its stock drops below $1.00 for a
period of 30 consecutive business days or if stockholders’ equity is less than $2,500,000. As of December 31, 2019, our stockholders’ equity balance was
in a deficit position. On January 2, 2020, we received a deficiency letter from The Nasdaq Stock Market which provided us a grace period of 180 calendar
days, or until June 30, 2020, to regain compliance with the minimum bid price requirement. If we fail to regain compliance on or prior to June 30, 2020, we
may be eligible for an additional 180-day compliance period. Additionally, if we fail to comply with any other continued listing standards of Nasdaq, our
Common Stock will also be subject to delisting. If that were to occur, our Common Stock would be subject to rules that impose additional sales practice
requirements on broker-dealers who sell our securities. The additional burdens imposed upon broker-dealers by these requirements could discourage
broker-dealers from effecting transactions in our Common Stock. This would significantly and negatively affect the ability of investors to trade our
securities and would significantly and negatively affect the value and liquidity of our Common Stock. These factors could contribute to lower prices and
larger spreads in the bid and ask prices for our Common Stock. If we seek to implement a reverse stock split in order to remain listed on The Nasdaq
Capital Market, the announcement and/or implementation of a reverse stock split could significantly negatively affect the price of our Common Stock.
 
While we have exercised diligent efforts to maintain the listing of our Common Stock on Nasdaq, there can be no assurance that we will be able to continue
to meet the continuing listing requirements of The Nasdaq Capital Market. If we are unable to meet the continuing listing requirements, Nasdaq may take
steps to delist our Common Stock. Such a delisting would likely have a negative effect on the price of our Common Stock and would impair your ability to
sell or purchase our Common Stock when you wish to do so. Further, if we were to be delisted from The Nasdaq Capital Market, our Common Stock would
cease to be recognized as covered securities and we would be subject to regulation in each state in which we offer our securities.
 
Delisting from Nasdaq could adversely affect our ability to raise additional financing through the public or private sale of equity securities, would
significantly affect the ability of investors to trade our securities and would negatively affect the value and liquidity of our Common Stock. Delisting could
also have other negative results, including the potential loss of confidence by employees, the loss of institutional investor interest and fewer business
development opportunities.
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Our Common Stock has historically traded in low volumes. We cannot predict whether an active trading market for our Common Stock will ever
develop. Even if an active trading market develops, the market price of our Common Stock may be significantly volatile.
 
Historically, our Common Stock has experienced a lack of consistent trading liquidity. In the absence of an active trading market you may have difficulty
buying and selling our Common Stock at all or at the price you consider reasonable; and market visibility for shares of our Common Stock may be limited,
which may have a depressive effect on the market price for shares of our Common Stock and on our ability to raise capital or make acquisitions by issuing
our Common Stock.
 
If we raise additional capital in the future, stockholders’ ownership in us could be diluted.
 
Any issuance of equity we may undertake in the future to raise additional capital could cause the price of our shares to decline or require us to issue shares
at a price that is lower than that paid by holders of our shares in the past, which would result in previously issued shares being dilutive. If we obtain funds
through a credit facility or through the issuance of debt or preferred securities, these securities would likely have rights senior to rights as a holder of
Common Stock, which could impair the value of our shares.
 
If we exercise the option to repay the Series E preferred stock (the “Series E Preferred Stock”) in Common Stock rather than cash, such repayment
may result in the issuance of a large number of shares of Common Stock which may have a negative effect on the trading price of our Common Stock
as well as a dilutive effect.
 
Pursuant to the terms of the shares of Series E Preferred Stock, on the seven-year anniversary of the initial issuance date of the shares of Series E Preferred
Stock (which is November 14, 2025 in the case the 645,161 shares of Series E Preferred Stock issued on November 14, 2018 and December 28, 2025 in the
case of the 322,581 shares of Series E Preferred Stock issued on December 28, 2018), we may repay each share of Series E Preferred Stock, at our option,
in cash, by delivery of shares of Common Stock or through any combination thereof. If we elect to make a payment, or any portion thereof, in shares of
Common Stock, the Base Shares will be based on the Base Price plus the Premium Shares, calculated as follows: (i) if the Base Price is greater than
$180.00, no Premium Shares shall be issued, (ii) if the Base Price is greater than $140.00 and equal to or less than $180.00, an additional number of shares
equal to 5% of the Base Shares shall be issued, (iii) if the Base Price is greater than $120.00 and equal to or less than $140.00, an additional number of
shares equal to 10% of the Base Shares shall be issued, (iv) if the Base Price is greater than $100.00 and equal to or less than $120.00, an additional number
of shares equal to 20% of the Base Shares shall be issued and (v) if the Base Price is less than or equal to $100.00, an additional number of shares equal to
25% of the Base Shares shall be issued. Accordingly, if the volume weighted average price per share of our Common Stock is below $180.00 per share as
of the time of repayment and we exercise the option to make such repayment in shares of our Common Stock, a large number of shares of our Common
Stock may be issued to the holders of shares of Series E Preferred Stock upon maturity which may have a negative effect on the trading price of our
Common Stock.
 
On November 14, 2025 or December 28, 2025, as applicable, upon the maturity of the Series E Preferred Stock, when determining whether to repay the
Series E Preferred Stock in cash or shares of Common Stock, we expect to consider a number of factors, including our cash position, the price of our
Common Stock and our capital structure at such time. Because we do not have to make a determination as to which option to elect until 2023, it is
impossible to predict whether it is more or less likely to repay in cash, stock or a portion of each.
 
The potential issuance of a large number of shares of Common Stock upon the conversion of our Series F Convertible Preferred Stock (the “Series F
Preferred Stock”) may have a negative effect on the trading price of our Common Stock as well as a dilutive effect.
 
Each share of Series F Preferred Stock is convertible, at the option of the holder thereof, at any time and from time to time, and without the payment of
additional consideration by the holder thereof, into such number of fully paid and nonassessable shares of Common Stock as is determined by dividing the
stated value of the Series F Preferred Stock (plus any accrued but unpaid dividends) by the Series F conversion price in effect at the time of conversion.
The Series F conversion price was initially equal to $2.00 per share but was subsequently reduced to $0.175 per share.  As of April 13, 2020, there were
1,531 shares of Series F Preferred Stock outstanding, which were convertible into 874,858 shares of Common Stock.  The issuance of a large number of
shares of Common Stock upon conversion of the Series F Preferred Stock could cause substantial dilution to our existing stockholders and could depress
the market price of our Common Stock.
 
Having availed ourselves of scaled disclosure available to smaller reporting companies, we cannot be certain if such reduced disclosure will make our
Common Stock less attractive to investors.
 
Under Section 12b-2 of the Exchange Act, a “smaller reporting company” is a company that is not an investment company, an asset-backed issuer, or a
majority-owned subsidiary of a parent company that is not a smaller reporting company, and has a public float of less than $250 million and annual
revenues of less than $100 million during the most recently completed fiscal year. Similar to emerging growth companies, smaller reporting companies are
permitted to provide simplified executive compensation disclosure in their filings; they are exempt from the provisions of Section 404(b) of the Sarbanes-
Oxley Act requiring that independent registered public accounting firms provide an attestation report on the effectiveness of internal controls over financial
reporting; and they have certain other decreased disclosure obligations in their SEC filings, including, among other things, only being required to provide
two years of audited financial statements in annual reports. Decreased disclosure in our SEC filings as a result of our having availed ourselves of scaled
disclosure may make it harder for investors to analyze our results of operations and financial prospects.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
 
Not applicable.
 
ITEM 2. PROPERTIES
 
As of December 31, 2019, XpresSpa had 51 Company-operated stores in 25 airports, in the United States, Netherlands and United Arab Emirates. All of
the stores as of that date were leased, typically with one or two renewal options after the initial term. Economic terms vary by type and location of store
and, on average, the lease terms are 5-8 years with several stores operating on a month-to-month basis.
  
In October 2019, we relocated our Global Support Center from 780 Third Avenue to 254 West 31st Street in New York City. The sublease expires in
September 2023. The new Global Support Center houses all corporate employees. We believe that our facility is adequate to accommodate our business
needs.
 
ITEM 3. LEGAL PROCEEDINGS
 
Litigation and legal proceedings
 
Certain of our outstanding legal matters include speculative claims for substantial or indeterminate amounts of damages. We regularly evaluate
developments in our legal matters that could affect the amount of any potential liability and makes adjustments as appropriate. Significant judgment is
required to determine both the likelihood of there being any potential liability and the estimated amount of a loss related to our legal matters.
 
With respect to our outstanding legal matters, based on our current knowledge, our management believes that the amount or range of a potential loss will
not, either individually or in the aggregate, have a material adverse effect on our business, consolidated financial position, results of operations or cash
flows. However, the outcome of such legal matters is inherently unpredictable and subject to significant uncertainties. We evaluated the outstanding legal
matters and assessed the probability and likelihood of the occurrence of liability. Based on management’s estimates, we have recorded a liability of
approximately $1,800,000 for all outstanding legal matters as of December 31, 2019 which is included in “Accounts payable, accrued expenses and other
current liabilities” in the consolidated balance sheet.
  
Our expenses legal fees in the period in which they are incurred.
 
Cordial
 
Effective October 2014, XpresSpa terminated its former Airport Concession Disadvantaged Business Enterprise (“ACDBE”) partner, Cordial Endeavor
Concessions of Atlanta, LLC (“Cordial”), in several store locations at Hartsfield-Jackson Atlanta International Airport.
 
Cordial filed a series of complaints with the City of Atlanta, both before and after the termination, in which Cordial alleged, among other things, that the
termination was not valid and that XpresSpa unlawfully retaliated against Cordial when Cordial raised concerns about the joint venture. In response to the
numerous complaints it received from Cordial, the City of Atlanta required the parties to engage in two mediations.
 
After the termination of the relationship with Cordial, XpresSpa sought to substitute two new ACDBE partners in place of Cordial.
 
In April 2015, Cordial filed a complaint with the United States Federal Aviation Administration (“FAA”), which oversees the City of Atlanta with regard to
airport ACDBE programs, and, in December 2015, the FAA instructed that the City of Atlanta review XpresSpa’s request to substitute new partners in lieu
of Cordial and Cordial’s claims of retaliation. In response to the FAA instruction, pursuant to a corrective action plan approved by the FAA, the City of
Atlanta held a hearing in February 2016 and ruled in favor of XpresSpa such substitution and claims of retaliation. Cordial submitted a further complaint to
the FAA claiming that the City of Atlanta was biased against Cordial and that the City of Atlanta’s decision was wrong. In August 2016, the parties met
with the FAA. On October 4, 2016, the FAA sent a letter to the City of Atlanta directing that the City of Atlanta retract previous findings on Cordial’s
allegations and engage an independent third party to investigate issues previously decided by Atlanta. The FAA also directed that the City of Atlanta
determine monies potentially due to Cordial.
 
On January 3, 2017, XpresSpa filed a lawsuit in the Supreme Court of the State of New York, County of New York, against Cordial and several related
parties. The lawsuit alleges breach of contract, unjust enrichment, breach of fiduciary duty, fraudulent inducement, fraudulent concealment, tortious
interference, and breach of good faith and fair dealing. XpresSpa is seeking damages, declaratory judgment, rescission/termination of certain agreements,
disgorgement of revenue, fees and costs, and various other relief. On February 21, 2017, the defendants filed a motion to dismiss. On March 3, 2017,
XpresSpa filed a first amended complaint against the defendants. On April 5, 2017, Cordial filed a motion to dismiss. On September 12, 2017, the Court
held a hearing on the motion to dismiss. On November 2, 2017, the Court granted the motion to dismiss which was entered on November 13, 2017. On
December 22, 2017, XpresSpa filed a notice of appeal, and on September 24, 2018, XpresSpa perfected its appellate rights and submitted a brief to the
Supreme Court of New York, First Department appellate court. Oral arguments on the appeal are expected to take place during early 2019. Oral argument
on the appeal went forward on March 20, 2019, and the Company expects the court to rule on the appeal in the coming months.
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On March 30, 2018, Cordial filed a lawsuit against XpresSpa, a subsidiary of XpresSpa, and several additional parties in the Superior Court of Fulton
County, Georgia, alleging the violation of Cordial’s civil rights, tortious interference, breach of fiduciary duty, civil conspiracy, conversion, retaliation, and
unjust enrichment. Cordial has threated to seek punitive damages, attorneys’ fees and litigation expenses, accounting, indemnification, and declaratory
judgment as to the status of the membership interests of XpresSpa and Cordial in the joint venture and Cordial’s right to profit distributions and
management fees from the joint venture. On May 3, 2018, the Court issued an order extending the time for the defendants to respond to Cordial’s lawsuit
until June 25, 2018. On May 4, 2018, the defendants moved the lawsuit to the United States District Court for the Northern District of Georgia. On June 5,
2018, the Court granted an extension of time for the defendants’ response until August 17, 2018. On August 9, 2018, the Court granted an additional
extension of time for the defendants’ response until September 7, 2018, and thereafter provided another extension pending the Court’s consideration of
XpresSpa’s Motion to Stay all action in the Georgia lawsuit, pending resolution of the New York lawsuit and the FAA action. On October 29, 2018,
XpresSpa’s Motion to Stay was denied. Prior to resolution of the Motion to Stay, Cordial filed a Motion for Temporary Restraining Order (“TRO Motion”),
seeking to enjoin the defendants and specifically XpresSpa, from, among other things, distributing any cash flow, net profits, or management fees, or
otherwise expending resources beyond necessary operating expenses. XpresSpa filed an opposition and, in a decision entered December 26, 2018, the
Court denied Cordial’s TRO Motion entirely. Defendants filed a Motion to Dismiss the Complaint in its entirety on November 20, 2018, which is pending
decision by the Court.
 
A Director’s Determination was issued by the FAA in connection with the Part 16 Complaint (“Part 16 Proceeding”) filed by Cordial against the City of
Atlanta (“City”) in 2017 (“Director’s Determination”). The Company and Cordial were not parties to the FAA action, and had no opportunity to present
evidence or otherwise be heard in such action. The Director’s Determination concluded that the City was not in compliance with certain Federal obligations
concerning the federal government’s ACDBE program, including relating to the City’s oversight of the Joint Venture Operating Agreement between Clients
and Cordial, Cordial’s termination, and Cordial’s retaliation and harassment claims, and the City was ordered to achieve compliance in accordance with the
Director’s Determination. The Director’s Determination does not constitute a Final Agency Decision and it is not subject to judicial review, pursuant to 14
CFR § 16.247(b)(2). Because the Company is not a party to the Part 16 Proceeding, the Company would not be considered “a party adversely affected by
the Director’s Determination” with a right of appeal to the FAA Assistant Administrator for Civil Rights.
 
On August 7, 2019, the Company filed a response, advising the U.S. District Court that: (i) the Company is not party to the FAA proceeding and therefore
had no opportunity to present evidence or otherwise be heard in such action; (ii) as non-party, the Company is not bound by the Director’s Determination;
and (iii) the FAA cannot dictate the interpretation or enforceability of the contract between Cordial and the Company, which is the subject of the U.S.
District Court action initiated by Cordial and the New York State Court action initiated by the Company.
 
In response to the numerous complaints it received from Cordial, the City of Atlanta required the parties to engage in mediation.
 
On November 22, 2019, a Mutual Release and Settlement Agreement (the “Settlement Agreement”) and a Confidential Payment Agreement (the “Payment
Agreement”) were executed by the applicable parties, except the City of Atlanta, and are pending the requisite approval by the FAA of the terms of the
Settlement Agreement.
 
The Settlement Agreement is ultimately expected to be executed in 2020, by and among Cordial Endeavor Concessions of Atlanta, LLC, Shelia Edwards,
Steven A. White, the City of Atlanta, XpresSpa Holdings, LLC, XpresSpa Atlanta Terminal A, LLC, Azure Services, LLC, Adra Wilson, Meme Marketing
& Communications LLC, Melanie Hutchinson, Kenja Parks, and Bernard Parks, Jr.
 
The requisite approval from the FAA has been obtained and the Leases have been executed by the Company. However, the condition precedent that an
operating agreement between the Company and Cordial is finalized and executed has not yet been satisfied. Based on this, management has determined that
the matter may not be completely resolved, at least to the extent of one or more of the Settling Parties seeking to enforce the terms of the Settlement
Agreement, and thus resulting in a continuation of the litigation.
 
The Company continues to be involved in settlement negotiations seeking to resolve all pending matters with Cordial and the city of Atlanta, and those
negotiations are continuing.
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In re Chen et al.
 
In March 2015, four former XpresSpa employees who worked at XpresSpa locations in John F. Kennedy International Airport and LaGuardia Airport filed
a putative class and collective action wage-hour litigation in the United States District Court, Eastern District of New York. In re Chen et al., CV 15-1347
(E.D.N.Y.). Plaintiffs claim that they and other spa technicians around the country were misclassified as exempt commissioned salespersons under Section
7(i) of the federal Fair Labor Standards Act (“FLSA”). Plaintiffs also assert class claims for unpaid overtime on behalf of New York spa technicians under
the New York Labor Law, and discriminatory employment practices under New York State and City laws. On July 1, 2015, the plaintiffs moved to have the
court authorize notice of the FLSA misclassification claim sent to all employees in the spa technician job classification at XpresSpa locations around the
country in the last three years. Defendants opposed the motion. On February 16, 2016, the Magistrate Judge assigned to the case issued a Report &
Recommendation, recommending that the District Court Judge grant the plaintiffs’ motion. On March 1, 2016, the defendants filed Opposition to the
Magistrate Judge’s Report & Recommendation, arguing that the District Court Judge should reject the Magistrate Judge’s findings. On September 23, 2016,
the court ruled in favor of the plaintiffs and conditionally certified the class. The parties held a mediation on February 28, 2017 and reached an agreement
on a settlement in principle. On September 6, 2017, the parties entered into a settlement agreement. On September 15, 2017, the parties filed a motion for
settlement approval with the Court. XpresSpa subsequently paid the agreed-upon settlement amount to the settlement claims administrator to be held in
escrow pending a fairness hearing and final approval by the Court. On March 30, 2018, the Court entered a Memorandum and Order denying the motion
without prejudice to renewal due to questions and concerns the Court had about certain settlement terms. On April 24, 2018, the parties jointly submitted a
supplemental letter to the Court advocating for the fairness and adequacy of the settlement and appeared in Court on April 25, 2018 for a hearing to discuss
the settlement terms in greater detail with the assigned Magistrate Judge. At the conclusion of the hearing, the Court still had questions about the adequacy
and fairness of the settlement terms, and the Judge asked that the parties jointly submit additional information to the Court addressing the open issues. The
parties submitted such information to the Court on May 18, 2018 and are awaiting the Court’s ruling on the open issues.
 
On August 21, 2019, the Court issued an Order denying the parties’ motion for preliminary approval of the revised settlement, as the Court still had
concerns about several of the settlement terms.  At the December 6, 2019 Status Conference with the Court, the Court reiterated its denial of preliminary
approval of the proposed settlement agreement.  The Court instructed a notice of pendency to be disseminated to putative collective members, who will
then have a 60-day window to decide whether to participate in the case.  The notice of pendency was sent out in February 2020 and putative collective
members had until April 3, 2020 to return a Consent to Join the case. As of April 3, 2020, 304 individuals had joined the case.
  
Binn et al v. FORM Holdings Corp. et al.
 
On November 6, 2017, Moreton Binn and Marisol F, LLC, former stockholders of XpresSpa, filed a lawsuit against FORM Holdings Corp. (“FORM) and
its directors in the United States District Court for the Southern District of New York. The lawsuit alleged violations of various sections of the Securities
Exchange Act of 1934 (“Exchange Act”), material omissions and misrepresentations (negligent and fraudulent), fraudulent omission, expropriation, breach
of fiduciary duties, aiding and abetting, and unjust enrichment in the defendants’ conduct related to the Company’s acquisition of XpresSpa, and sought
rescission of the transaction, damages, equitable and injunctive relief, fees and costs, and various other relief. On January 17, 2018, the defendants filed a
motion to dismiss the complaint. On February 7, 2018, the plaintiffs amended their complaint. On February 28, 2018, the defendants filed a motion to
dismiss the amended complaint. By March 30, 2018, the motion to dismiss was fully briefed. On August 7, 2018, the Court ruled on the defendants’
motion, dismissing eight of the plaintiffs’ ten claims and denying the defendants’ motion to dismiss with respect to the two remaining claims, related to the
Exchange Act. On October 30, 2018, the Court ordered that the plaintiffs could file an amended complaint, and, in response, the defendants could move for
summary judgment. Consistent with the Court’s Order, on November 16, 2018, the plaintiffs filed a second amended complaint, modifying their
allegations, and asserting claims pursuant to the Exchange Act and the Securities Act of 1933, as well as bringing a breach of contract claim. On December
17, 2018, the defendants filed a motion for summary judgment seeking dismissal of all claims. On February 1, 2019, the plaintiffs opposed defendant’s
motion, requested discovery and cross-moved for partial summary judgement filed an opposition to defendants’ motion and a counter motion for partial
summary judgment. Defendants’ summary judgement motion and plaintiff’s cross-motion for partial summary judgment were fully briefed as of March 15,
2019. On April 29, 2019, an emergency hearing was held before the Court in which the plaintiff sought a temporary restraining order and preliminary
injunction to preclude acceleration of the maturity on the Senior Secured Note. The Court entered a temporary restraining order, while allowing parties the
opportunity to brief the issue.
 
On May 21, 2019, the Court granted the defendant’s motion for summary judgement in full, dismissing all claims in the action. On July 3, 2019, the
plaintiffs filed a notice of appeal in the United States Court of Appeals for the second circuit. The Company and its directors continue to believe that this
action is without merit and intend to defend the appeal vigorously. On July 1, 2019, the Court held oral argument on Binn’s motion for preliminary
injunction. After hearing argument by both sides, the Court deferred action and ordered that the temporary restraining order remain in place. On July 23,
2019, the Court denied the plaintiffs’ request for a preliminary injunction and vacated the temporary restraining order. On September 13, 2019, plaintiffs
filed their appellate brief in the Second Circuit. As of December 13, 2019, plaintiffs’ appeal was fully briefed. Oral argument has been scheduled for May
4, 2020.
 
Binn, et al. v. Bernstein et al.
 
On June 3, 2019, a third suit was commenced in the United States District Court for the Southern District of New York against FORM, five of its directors,
as well as Rockmore, the Company’s previous senior secured lender and a senior executive of the lender. Although this action is brought by Morton Binn
and Marisol F, LLC, it is asserted derivatively on behalf of the Company. Plaintiffs assert eight causes of action, including that certain individual
defendants violated Sections 10(b) and 20(a) of the Securities Exchange Act of 1934, by making false statements concerning, inter alia, the merger and the
independence of FORM’s board of directors and the valuation of the Company’s lease portfolio. Plaintiffs also assert common law claims for breach of
fiduciary duty, corporate waste, unjust enrichment, faithless servant doctrine, and aiding and abetting certain of the directors’ alleged breaches of fiduciary
duty. The Company and its directors believe that this action is without merit and intend to file a motion to dismiss and defend the action vigorously.
 
The defendants filed a motion to dismiss on October 23, 2019. The court heard oral argument on the defendants’ motion to dismiss on January 22, 2020
and has not yet ruled on the motion.
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Kainz v. FORM Holdings Corp. et al.
 
On March 20, 2019, a second suit was commenced in the United States District Court for the Southern District of New York against FORM, seven of its
directors and former directors, as well as a managing director of Mistral Equity Partners (“Mistral”). The individual plaintiff, a shareholder of XpresSpa
Holdings, LLC at the time of the merger in December 2016, alleges that the defendants violated Sections 10(b) and 20(a) of the Securities Exchange Act of
1934 by making false statements concerning, inter alia, the merger and the independence of FORM’s board of directors, violated Section 12(2) of the
Securities Act of 1933, breached the merger agreement by making false and misleading statements concerning the merger and fraudulently induced the
plaintiff into signing the joinder agreement related to the merger. On May 8, 2019, the Company and its directors and the managing director of Mistral filed
a motion to dismiss the complaint. On June 5, 2019, plaintiff opposed the motion and filed a cross-motion for a partial stay. Defendants’ motion to dismiss
was fully briefed as of June 19, 2019.
 
On November 13, 2019, the matter was dismissed in its entirety.  On December 12, 2019, plaintiff filed a motion for reconsideration to vacate the order and
judgment, dismissing the action, and for leave to amend the complaint. The motion was fully briefed as of February 6, 2020. On April 1, 2020, the Court
denied plaintiff’s motion in full. Plaintiff had 30 days to file a notice of appeal. On April 10, 2020, plaintiff filed a notice of appeal to the United States
Court of Appeals for the Second Circuit. We and our directors continue to believe that this action is without merit and intend to defend the appeal.
 
Route1
 
On or about May 23, 2018, Route1 Inc., Route1 Security Corporation (together, “Route1”) and Group Mobile Int’l, LLC (“Group Mobile”) commenced a
legal proceeding against the Company in the Ontario Superior Court of Justice.
 
Route1 and Group Mobile seek damages in relation to alleged breaches of a Membership Purchase Agreement entered into between Route1 and the
Company on or about March 7, 2018, pursuant to which Route1 acquired the Company’s 100% membership interest in Group Mobile. All capitalized terms
not otherwise defined herein have the meanings ascribed to them in the Agreement.
 
The Plaintiffs allege that the Company: (i) failed to ensure all Tax Returns were true, correct and compliant in all respects and that all Taxes had been paid
in full; (ii) failed to ensure that all inventory of Group Mobile had been priced in accordance with GAAP and consisted of a quality and quantity that was
materially usable and salable in the Ordinary Course of Business; (iii) failed to ensure that Group Mobile’s Most Recent Balance Sheet was materially
complete and correct and prepared in accordance with GAAP; (iv) failed to record all liabilities on Group Mobile’s Most Recent Balance Sheet; and (v)
failed to deliver the agreed upon amount of Net Working Capital, and/or pay the Shortfall, to Route1. The litigation is at an early stage, and it is not yet
possible to assess the likelihood of success and/or liability.
 
The Company counterclaimed against the Plaintiffs for amounts owed to the Company in relation to the sale of Excluded Inventory and is seeking damages
thereon.
 
The Company delivered a draft amended counterclaim to the Plaintiffs on or around November 2019 seeking, among other things, damages. The Company
is seeking the Plaintiffs’ consent to amend its counterclaim. Examinations for discovery are scheduled to take place in Toronto, Canada on June 9th and
10th, 2020. The parties currently expect to attend a one-day mediation in Toronto on May 7, 2020.
  
Rodger Jenkins v. XpresSpa Group, Inc.
 
In March 2019, Rodger Jenkins filed a lawsuit against the Company in the United States District Court for the Southern District of New York. The lawsuit
alleges breach of contract of the stock purchase agreement related to the Company’s acquisition of Excalibur Integrated Systems, Inc. and seeks specific
performance, compensatory damages and other fees, expenses and costs. On or about January 3, 2020, the court granted the plaintiffs’ motion to amend
their pleading to increase their total demand.
 
The Company has denied the material allegations of the complaint and is currently defending the action. Efforts to settle the parties’ dispute at a court-
ordered mediation in March 2020 were not successful. The action is currently scheduled for a bench trial on May 18, 2020.
 
Intellectual Property and Other Matters
 
The Company is engaged in litigation related to certain of the intellectual property that it owns, for which no liability is recorded, as the Company does not
expect a material negative outcome.
 
In addition to those matters specifically set forth herein, the Company and its subsidiaries are involved in various other claims and legal actions that arise in
the ordinary course of business. The Company does not believe that the ultimate resolution of these actions will have a material adverse effect on the
Company’s financial position, results of operations, liquidity, or capital resources. However, a significant increase in the number of these claims, or one or
more successful claims under which the Company incurs greater liabilities than the Company currently anticipates, could materially adversely affect the
Company’s business, financial condition, results of operations and cash flows.
 
In the event that an action is brought against the Company or one of its subsidiaries, the Company will investigate the allegation and vigorously defend
itself.
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ITEM 4. MINE SAFETY DISCLOSURES
 
Not applicable.
 
PART II
 
ITEM 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES
OF EQUITY SECURITIES
 
Market Information
 
Our Common Stock, par value $0.01 per share, has been listed under the trading symbol “XSPA” since January 8, 2018.
 
In February 2019, the Company filed a certificate of amendment to its amended and restated certificate of incorporation with the Secretary of State of the
State of Delaware to effect a 1-for-20 reverse stock split of shares of our Common Stock. 
 
Stockholders
 
As of April 13, 2020, we had 115 stockholders of record of the 86,500,160 outstanding shares of our Common Stock. This does not reflect persons or
entities that hold their stock in nominee or "street" name through various brokerage firms.
  
Dividend Policy
 
We have never declared or paid any cash dividends on our capital stock, and do not anticipate paying any cash dividends on our capital stock in the
foreseeable future. We currently intend to retain future earnings, if any, to finance our operations and to expand our business. Any future determination to
pay cash dividends will be at the discretion of our Board of Directors and will be dependent upon our financial condition, operating results, capital
requirements and other factors that our Board of Directors considers appropriate.
 
Issuer Purchases of Equity Securities
None.
 
Unregistered Sales of Equity Securities
None.
 
ITEM 6. SELECTED FINANCIAL DATA
 
Not required as we are a smaller reporting company as defined by Item 10 of Regulation S-K.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

 Unless otherwise stated, dollar amounts are provided in thousands, except share and per share data. 
 
The following discussion and analysis of our financial condition and results of operations should be read in conjunction with, and is qualified in its entirety
by, our consolidated financial statements (including notes to the consolidated financial statements) and the other consolidated financial information
appearing elsewhere in this Annual Report on Form 10-K. In addition to historical financial information, the following discussion contains forward-
looking statements that reflect our plans, estimates and beliefs. Some of the information contained in this discussion and analysis, including information
with respect to our plans and strategy for our business, includes forward-looking statements that involve risks and uncertainties. Actual results and timing
of events could differ materially from the results described in or implied by the forward-looking statements contained in the following discussion and
analysis.
 
Overview
 
On January 5, 2018, we changed our name to XpresSpa Group, Inc. (“XpresSpa Group” or the “Company”) from FORM Holdings Corp. Our Common
Stock, par value $0.01 per share, has been listed under the trading symbol “XSPA” on the Nasdaq Capital Market since January 8, 2018. Rebranding to
XpresSpa Group aligned our corporate strategy to build a pure-play health and wellness services company, which we commenced following our acquisition
of XpresSpa Holdings, LLC (“XpresSpa”) on December 23, 2016.
 
As a result of the transition to a pure-play health and wellness services company, we currently have one operating segment that is also our sole reporting
unit, XpresSpa, a leading airport retailer of spa services. XpresSpa is a well-recognized airport spa brand with 51 locations, consisting of 46 domestic and 5
international locations as of December 31, 2019. XpresSpa offers travelers premium spa services, including massage, nail and skin care, as well as spa and
travel products.  During 2019, approximately 82% of XpresSpa’s total revenue was generated by services, primarily massage and nailcare, 15% was
generated by retail products, primarily travel accessories and 3% other revenue.
 
We own certain patent portfolios, which we, in prior years, monetized through sales and licensing agreements. During the year ended December 31, 2018,
we determined that our former intellectual property operating segment would no longer be an area of focus and, as such, will no longer operate as a
separate operating segment, as it is not expected to generate any material revenues or operating costs.
 
In October 2017, we completed the sale of FLI Charge, Inc. (“FLI Charge”) and in March 2018, we completed the sale of Group Mobile Int’l LLC (“Group
Mobile”). These two entities previously comprised our technology operating segment. The results of operations for FLI Charge and Group Mobile are
presented in the consolidated statements of operations and comprehensive loss as consolidated net loss from discontinued operations for the year ended
December 31, 2018.
 
Recent Developments
 
Effects of Coronavirus on Business
 
On March 11, 2020, the World Health Organization declared the outbreak of the novel coronavirus (“COVID-19”), which continues to spread throughout
the U.S. and the world, as a pandemic. The outbreak is having an impact on the global economy, resulting in rapidly changing market and economic
conditions. Similar to many businesses in the travel sector, our business has been materially adversely impacted by the recent COVID-19 outbreak and
associated restrictions on travel that have been implemented. Effective March 24, 2020, we temporarily closed all global spa locations, largely due to the
categorization of our spa locations by local jurisdictions as “non-essential services”. We intend to reopen our spa locations and resume normal operations
once restrictions on non-essential services are lifted and airport traffic returns to sufficient levels to support our operations. On March 25, 2020, we
announced that, during such period as we remain unable to reopen our spa locations for normal operations, we were advancing conversations with certain
COVID-19 testing partners to develop a model for testing in U.S. airports.
 
The temporary closing of our global spa operations has had a materially adverse impact on our cash flows from operations and caused a liquidity crisis.  As
a result, management has concluded that there was a long-lived asset impairment triggering event during the first quarter of 2020, which will result in
management performing an impairment evaluation of certain of its long-lived asset balances (primarily leasehold improvements and right of use lease
assets totaling approximately $16,318 as of December 31, 2019). This could lead to us recording an impairment charge during the first quarter of 2020. The
full extent to which COVID-19 will impact our results will depend on future developments, which are highly uncertain and cannot be predicted, including
new information which may emerge concerning the severity of the virus and the actions to contain or treat its impact.
  
We are currently seeking sources of capital to help fund our business operations during the COVID-19 crisis. We have been able to secure financing during
the first quarter of 2020 totaling gross proceeds of approximately $9,440 by obtaining a cash advance on our accounts receivable balances, a loan from our
senior secured lender, B3D, LLC (“B3D”), and through common stock offerings (see discussion below). Depending on the impact of the COVID-19
outbreak on our operations and cash position we may need to obtain additional financing. If we need to obtain additional financing in the future and are
unsuccessful, we may be required to curtail or terminate some or all of our business operations and cause our Board of Directors to possibly pursue a
restructuring, which may include a reorganization or bankruptcy under Federal bankruptcy laws, or a dissolution, liquidation and/or winding up of the
Company.  Accordingly, holders of our secured and unsecured debt and common stock may lose their entire investment in the event of a reorganization,
bankruptcy, liquidation, dissolution or winding up of the Company.
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Liquidity and Going Concern 
 
As of December 31, 2019, we had approximately $2,184 of cash and cash equivalents, total current assets of approximately $3,933. Our total current
liabilities balance, which includes primarily accounts payable, accrued expenses, and the current portion of operating lease liabilities was $16,220 as of
December 31, 2019. The working capital deficiency was $12,287 as of December 31, 2019, compared to a working capital deficiency of $10,899 as of
December 31, 2018. The increase in the working capital deficiency was primarily due to the reduction in cash and other current asset balances from 2018
and the inclusion of a portion of lease liability of $3,669 in current liabilities in 2019 but not in 2018, partially offset by the refinancing and recapitalization
transactions the Company completed in July of 2019, which are discussed in the notes to the consolidated financial statements.
 
While we have aggressively reduced operating and overhead expenses, and while we continue to focus on our overall profitability, we have continued to
generate negative cash flows from operations, and we expect to incur net losses for the foreseeable future, especially considering the negative impact
COVID-19 will have on our liquidity and financial position. As discussed elsewhere in this Annual Report on Form 10-K, the report of our independent
registered public accounting firm on our financial statements for the years ended December 31, 2019 and 2018 includes an explanatory paragraph
indicating that there is substantial doubt about our ability to continue as a going concern. The audited consolidated financial statements included in this
Annual Report on Form 10-K have been prepared assuming that we will continue as a going concern and do not include any adjustments that might result if
we cease to continue as a going concern.
   
We have taken actions to improve our overall cash position and access to liquidity through debt and equity financings, by exploring valuable strategic
partnerships, right-sizing our corporate structure, and stream-lining our operations. These actions improve our overall cash position and assist with our
liquidity needs; however, there can be no assurance that these actions will be sufficient.
 
Credit Cash Funding Advance
  
On January 9, 2020, fifteen of our wholly owned subsidiaries (the “CC Borrowers”) entered into an accounts receivable advance agreement (the “CC
Agreement”) with CC Funding, a division of Credit Cash NJ, LLC (the “CC Lender”). Pursuant to the terms of the CC Agreement, the CC Lender agreed
to make an advance of funds in the amount of $1,000 for aggregate fees of $160, for a total repayment amount of $1,160 (the “Collection Amount”). The
Borrowers agreed to repay the Collection Amount on or before the 12-month anniversary of the funding date of the advance by authorizing the CC Lender
to retain a fixed daily repayment amount. The advance of funds is secured by substantially all of the assets of the CC Borrowers, including CC Borrowers’
existing and future accounts receivable and other rights to payment, including accounts receivable arising out of the CC Borrowers’ acceptance or other use
of any credit cards, charge cards, debit cards or similar forms of payments. The funds received from advances may be used in the ordinary course of
business consistent with past practices. The CC Agreement additionally includes certain stated events of default, upon which the Lender is entitled to
increase the fixed daily payments made to the Lender and to increase the interest rate. As a result of the COVID-19 pandemic and closing of our spas on
March 24, 2020, we have entered into a revised, reduced repayment amount equal to $10 per week versus approximately $31 per week.
 
As compensation for the consent of existing creditor B3D to the Agreement described above, on January 9, 2020, XpresSpa Holdings, LLC, (“XpresSpa
Holdings”) our wholly-owned subsidiary, entered into a fifth amendment (the “Fifth Credit Agreement Amendment”) to its existing Credit Agreement with
B3D in order to, among other provisions, (i) amend and restate its existing convertible promissory note (the “B3D Note”) in order to increase the principal
amount owed to B3D from $7,000 to $7,150, which additional $150 in principal and any interest accrued thereon will be convertible, at B3D’s option, into
shares of our Common Stock subject to receipt of the approval of our stockholders in accordance with applicable law and the rules and regulations of the
Nasdaq Stock Market and (ii) provide for the advance payment of 291,669 shares of Common Stock in satisfaction of the interest payable pursuant to the
B3D Note for the months of October, November and December 2020.
 
B3D Senior Secured Loan
 
On March 6, 2020, XpresSpa Holdings, entered into a sixth amendment (the “Sixth Credit Agreement Amendment”) to its existing credit agreement with
B3D in order to, among other provisions, (i) amend and restate the B3D Note in order to increase the principal amount owed to B3D from $7,150 to
$7,900, which additional $750 in principal (consisting of $500 in new funding discussed below and $250 in unfunded principal) and any interest accrued
thereon will be convertible, at B3D’s option, into shares of our Common Stock; provided, however, that the additional $750 in principal and any interest
accrued thereon shall neither be convertible into Common Stock or interest payable in Common Stock prior to receipt of the approval of our stockholders
in accordance with applicable law and the rules and regulations of the Nasdaq Stock Market and (ii) decrease the conversion rate under the B3D Note from
$2.00 per share to $0.56 per share, pursuant to the authority of our Board of Directors to voluntarily reduce the conversion rate in its discretion, which was
previously approved by our stockholders on October 2, 2019.
  
In connection with the Sixth Credit Agreement Amendment and B3D Note, B3D agreed to provide us with $500 in additional funding and to submit
conversion notices to convert (i) an aggregate of $375 in principal to Common Stock on March 6, 2020 and (ii) an additional aggregate of $375 in principal
to Common Stock on or prior to March 27, 2020.
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Common Stock Offerings and Warrant Exchange
 
On March 19, 2020, we entered into a Securities Purchase Agreement (the “First Purchase Agreement”) with certain purchasers named therein, pursuant to
which we agreed to issue and sell, in a registered direct offering, (i) 4,153,383 shares of our Common Stock, at an offering price of $0.175 per share and (ii)
an aggregate of 2,132,333 pre-funded warrants exercisable for shares of Common Stock (the “First Pre-Funded Warrants”) at an offering price of $0.165
per First Pre-Funded Warrant (the offering of the shares of Common Stock and the First Pre-Funded Warrants, the “First Offering”).  We received gross
proceeds of approximately $1,100 in connection with the First Offering, before deducting financial advisory consultant fees and related offering expenses.
The First Pre-Funded Warrants were sold to the purchasers to the extent that a purchaser’s subscription of shares of Common Stock in the First Offering
would otherwise result in the purchaser, together with its affiliates and certain related parties, beneficially owning more than 4.99% of our outstanding
Common Stock immediately following the consummation of the Offering, in lieu of shares of Common Stock.  Each First Pre-Funded Warrant represented
the right to purchase one share of Common Stock at an exercise price of $0.01 per share. The First Pre-Funded Warrants were exercised in full in March
2020.
 
On March 19, 2020, we entered into separate Warrant Exchange Agreements (the “Exchange Agreements”) with the holders of certain existing warrants
(the “Exchanged Warrants”) to purchase shares of Common Stock. The Exchanged Warrants were originally issued (i) pursuant to a securities purchase
agreement, dated as of May 15, 2018, and in connection with a related consent and (ii) in connection with that certain Agreement and Plan of Merger by
and among the Company (formerly known as FORM Holdings Corp.), FHXMS, LLC, XpresSpa Holdings, LLC and Mistral XH Representative, LLC, as
representative of the unitholders, dated October 25, 2016, as subsequently amended. Pursuant to the Exchange Agreements, on the closing date and subject
to (i) the receipt of approval of our stockholders as required by the applicable rules and regulations of the Nasdaq Stock Market and (ii) the receipt of
approval of our stockholders to increase our authorized shares, the holders of Exchanged Warrants would exchange each Exchanged Warrant for a number
of shares of Common Stock (the “New Shares”) equal to the product of (i) the number of shares of Common Stock underlying such Exchanged Warrants
(based on a formula related to the closing price of the Common Stock at the time of the closing of the Exchange as further detailed in the Exchange
Agreement) and  (ii) 1.5 (the “Exchange”). To the extent any holder of Exchanged Warrants would otherwise beneficially own in excess of any beneficial
ownership limitation applicable to such holder after giving effect to the Exchange, that holder’s Exchanged Warrants shall be exchanged for a number of
New Shares issuable to the holder without violating the applicable beneficial ownership limitation and the remainder of the holder’s Exchanged Warrants
shall automatically convert into pre-funded warrants to purchase the number of shares of Common Stock equal to the number of shares of Common Stock
in excess of the applicable beneficial ownership limitation. The closing is expected to take place on the first business day on which the conditions to the
closing are satisfied or waived, subject to satisfaction of customary closing conditions.
 
On March 25, 2020, we entered into a Securities Purchase Agreement (the “Second Purchase Agreement”) with certain purchasers, pursuant to which we
agreed to issue and sell, in a registered direct offering, (i) 7,450,000 shares of our Common Stock, at an offering price of $0.20 per share and (ii) an
aggregate of 1,500,000 pre-funded warrants exercisable for shares of Common Stock (the “Second Pre-Funded Warrants”) at an offering price of $0.19 per
Second Pre-Funded Warrant (the offering of the shares of Common Stock and the Second Pre-Funded Warrants, the “Second Offering”). We received gross
proceeds of approximately $1,790 in connection with the Second Offering, before deducting financial advisory consultant fees and related offering
expenses. The Second Pre-Funded Warrants are being sold to the purchasers to the extent that a purchaser’s subscription of shares of Common Stock in the
Second Offering would not otherwise result in the purchaser, together with its affiliates and certain related parties, beneficially owning more than 4.99%
(or, in certain cases, 9.99%) of our outstanding Common Stock immediately following the consummation of the Second Offering, in lieu of shares of
Common Stock. Each Second Prefunded Warrant represented the right to purchase one share of Common Stock at an exercise price of $0.01 per share. The
Second Pre-Funded Warrants were exercised in full in March 2020.
 
On March 27, 2020, we entered into a Securities Purchase Agreement (the “Third Purchase Agreement”) with certain purchasers named therein, pursuant to
which we agreed to issue and sell, in a registered direct offering, (i) 7,895,000 shares of our Common Stock, at an offering price of $0.20 per share and (ii)
an aggregate of 2,105,000 pre-funded warrants exercisable for shares of Common Stock (the “Third Pre-Funded Warrants”) at an offering price of $0.19
per Third Pre-Funded Warrant (the offering of the shares of Common Stock and the Pre-Funded Warrants, the “Offering”). We received gross proceeds of
approximately $2,000 in connection with the Third Offering, before deducting financial advisory consultant fees and related offering expenses. The Third
Pre-Funded Warrants are being sold to the purchasers to the extent that a purchaser’s subscription of shares of Common Stock in the Offering would
otherwise result in the purchaser, together with its affiliates and certain related parties, beneficially owning more than 4.99% (or, in certain cases, 9.99%) of
our outstanding Common Stock immediately following the consummation of the Third Offering, in lieu of shares of Common Stock. Each Third Prefunded
Warrant represents the right to purchase one share of Common Stock at an exercise price of $0.01 per share. The Third Pre-Funded Warrants were
exercised in full in March and April 2020.
 
On April 6, 2020, we entered into a Securities Purchase Agreement (the “Fourth Purchase Agreement”) with certain purchasers named therein, pursuant to
which we agreed to issue and sell, in a registered direct offering, (i) 12,418,179 shares of Common Stock, at an offering price of $0.22 per share and (ii) an
aggregate of 1,445,454 pre-funded warrants exercisable for shares of Common Stock (the “Fourth Pre-Funded Warrants”) at an offering price of $0.21 per
Fourth Pre-Funded Warrant (the offering of the shares of Common Stock and the Fourth Pre-Funded Warrants, the “Fourth Offering”). We received gross
proceeds of approximately $3,050 in connection with the Fourth Offering, before deducting financial advisory consultant fees and related offering
expenses. The Fourth Pre-Funded Warrants were sold to the purchasers to the extent that a purchaser’s subscription of shares of Common Stock in the
Fourth Offering would otherwise result in the purchaser, together with its affiliates and certain related parties, beneficially owning more than 4.99% (or, in
certain cases, 9.99%) of our outstanding Common Stock immediately following the consummation of the Fourth Offering, in lieu of shares of Common
Stock. Each Fourth Prefunded Warrant represented the right to purchase one share of Common Stock at an exercise price of $0.01 per share.
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Calm Private Placement and Collaboration Agreement
 
Calm Private Placement
  
On July 8, 2019, we entered into a securities purchase agreement (the “Calm Purchase Agreement”) with Calm.com (“Calm”) pursuant to which we agreed
to sell (i) an aggregate principal amount of $2,500 in an unsecured convertible note due 2022 (the “Calm Note”), which is convertible into shares of Series
E Convertible Preferred Stock (the “Series E Preferred Stock”) and (ii) warrants to purchase 937,500 shares of our Common Stock, at an exercise price of
$2.00 per share (the “Calm Warrants”) (collectively, the “Calm Private Placement”).
 
The Calm Note is an unsecured subordinated obligation of ours. Unless earlier converted or redeemed, the Calm Note will mature on May 31, 2022. The
Calm Note bears interest at a rate of 5% per annum, subject to increase in the event of default to the lesser of 18% per annum or the maximum rate
permitted under applicable law. The Calm Note is convertible at any time, in whole or in part, at the option of Calm into shares of Series E Preferred Stock
at a conversion price equal to $0.27125 per share, after giving effect to certain anti-dilution adjustments, except that no shares of Series E Preferred Stock
could be issued as payment of interest or in connection with anti-dilution protection or voluntary reduction of the conversion price until receipt of
shareholder approval, which approval was obtained on October 2, 2019. Interest on the Calm Note is payable in arrears beginning on the last day of each
February, May, August and November. We may elect to pay interest in cash, shares of Series E Preferred Stock or a combination thereof.
 
On April 17, 2020, we entered into an amended and restated the Calm Note in order to provide, among other items, that Calm shall not have the right to
convert the shares of Series E Preferred Stock issued in connection with the Calm Note into shares of Common Stock to the extent that such conversion
would cause Calm to beneficially own in excess of the Beneficial Ownership Limitation, initially defined as 4.99% of the number of shares of the Common
Stock outstanding immediately after giving effect to the issuance of shares of Common Stock issuable upon conversion of the Series E Preferred Stock.
 
The Calm Warrants entitle Calm to purchase an aggregate of 937,500 shares of Common Stock. The Calm Warrants are exercisable beginning six months
from the date of issuance, have a term of five years and feature an exercise price equal to $0.175 per share after giving effect to certain anti-dilution
adjustments.
 
See Note 10, “Long-term Notes and Convertible Notes”, to the consolidated financial statements for discussion of the accounting for the Calm Private
Placement. 
 
Calm Collaboration Agreement
 
On July 8, 2019, we entered into an Amended and Restated Product Sale and Marketing Agreement with Calm (the “Amended and Restated Collaboration
Agreement”), which replaced the parties’ previous Product Sale and Marketing Agreement. The Amended and Restated Collaboration Agreement primarily
relates to the display, marketing, promotion, offer for sale and sale of Calm’s products in each of our branded stores worldwide. The Amended and Restated
Collaboration Agreement will remain in effect until July 31, 2021, unless terminated earlier in accordance with the Amended and Restated Collaboration
Agreement, and automatically renews for successive terms of six months unless either party provides written notice of termination no later than thirty days
prior to any such automatic renewal of the Amended and Restated Collaboration Agreement. On October 30, 2019, we and Calm entered into an
amendment to the Amended and Restated Collaboration Agreement which provides for the addition of certain Calm branded products.
 
Amendment to Certificate of Designation of Series E Convertible Preferred Stock
 
On July 8, 2019, we filed a certificate of amendment to the Certificate of Designation of Series E Convertible Preferred Stock (the “Series E COD
Amendment”) with the State of Delaware to (i) increase the number of authorized shares of Series E Preferred Stock to 2,397,060 and (ii) upon receipt of
Shareholder Approval, reduce the conversion price to $2.00. The Series E COD Amendment was approved by our Board of Directors and we obtained
shareholder approval of the Series E COD Amendment on October 2, 2019. See Note 11, “Preferred Stock and Warrants” to the consolidated financial
statements for further discussion.
 
B3D Transaction and Senior Secured Note
 
On July 8, 2019, Holdings entered into the fourth amendment (the “Credit Agreement Amendment”) to its existing Credit Agreement with B3D, LLC
(“B3D”) (the “Senior Secured Note” or the “B3D Note”) in order to, among other provisions, (i) extend the maturity date to May 31, 2021, (ii) reduce the
applicable interest rate to 9.0%, and (iii) to amend and restate certain other provisions relating to its 11.24% Senior Secured Note. As consideration for
these and other modifications the principal amount owed to B3D was increased to $7.0 million. Principal and any interest accrued thereon are convertible,
at B3D’s option, into Common Stock subject to receipt of shareholder approval, which was obtained on October 2, 2019 (the “B3D Transaction”).
 
B3D Note
 
The B3D Note is a senior secured and guaranteed obligation of Holdings, secured by the personal property of the parent company of Holdings (XpresSpa
Group, Inc.) and Holdings’ wholly owned subsidiaries. Unless earlier converted or redeemed, the B3D Note will mature on May 31, 2021. The B3D Note
bears interest at a rate of 9.00% per annum, calculated on a monthly basis. Interest only is payable in arrears on the last business date of each month (the
"Monthly Interest"). At the option of Holdings, under certain conditions all or any portion of the Monthly Interest that is payable may be paid in shares of
our Common Stock. At the option of B3D, all or any portion of the outstanding principal amount of the B3D Note, plus any accrued and unpaid interest
thereon, shall be convertible into our Common Stock at a conversion price equal to $0.175 per share after giving effect to certain anti-dilution adjustments.
 
See Note 10, "Long-term Notes and Convertible Notes", to the consolidated financial statements for discussion of the accounting for the B3D Transaction
and B3D Note.
 
On August 22, 2019, we entered into an amendment to the B3D Note. Among other provisions, the amendment provided that B3D shall not have the right
to convert the B3D Note into shares of Common Stock to the extent that such conversion would cause B3D to beneficially own in excess of the applicable
beneficial ownership limitation initially defined as 4.99% of the number of shares of Common Stock outstanding immediately after giving effect to the
issuance of shares of Common Stock issuable upon conversion of the B3D Note.
 



30 



 

 
Series D Convertible Preferred Stock Amendment and December 2016 Warrant Amendment
 
Series D Convertible Preferred Stock Amendment
 
On July 8, 2019, we filed a certificate of amendment to the Certificate of Designation of Series D Convertible Preferred Stock (the “Series D COD
Amendment”) with the State of Delaware to, upon receipt of shareholder approval, reduce the conversion price to $2.00 and provide for automatic
conversion of the Series D Convertible Preferred Stock (the “Series D Preferred Stock”) into shares of Common Stock. The Series D COD Amendment
was approved by our Board and we obtained shareholder approval on October 2, 2019. In connection with the approval of the Series D COD Amendment,
on October 4, 2019 all issued and outstanding shares of our Series D Preferred Stock were converted into 12,772,500 shares of our Common Stock except
to the extent that any holder of Series D Preferred Stock would otherwise beneficially own in excess any beneficial ownership limitation applicable to such
holder after giving effect to the conversion, in which case such holder’s Series D Preferred Stock converted automatically into warrants to purchase the
number of shares of our Common Stock equal to the number of shares of Common Stock into which the holder’s Series D Preferred Stock would otherwise
have converted.  
 
December 2016 Warrant Amendment
 
On July 8, 2019, we entered into an amendment to certain outstanding warrants issued in December 2016 (the “December 2016 Warrants”) to the holders of
our Series D Preferred Stock (the “December 2016 Warrant Amendment”) to provide for (i) a reduction in the price to convert to Common Stock to $2.00,
(ii) certain anti-dilution price protection and (iii) voluntary reduction of the conversion price by us in our discretion. We obtained shareholder approval in
connection with the December 2016 Warrant Amendment on October 2, 2019. The December 2016 Warrants were recorded as an equity instrument at
December 31, 2016. As such, no adjustment to the consolidated financial statements was made as a result of the change in the conversion price.
 
May 2018 SPA Amendment, Series F Preferred Stock and Series B Preferred Stock
 
May 2018 SPA Amendment
  
On May 15, 2018, in a private placement offering, we issued (i) 5% Secured Convertible Notes (the “5% Secured Convertible Notes”) convertible into
Common Stock at $12.40 per share, due November 2019, (ii) May 2018 Class A Warrants to purchase 357,863 shares of Common Stock (the “May 2018
Class A Warrants”) and (iii) Class B Warrants to purchase 178,932 shares of Common Stock (the “May 2018 Class B Warrants”).
 
On June 27, 2019, we entered into the Third Amendment Agreement to the 5% Secured Convertible Notes (the “Third Amendment”) whereby the holders
of the 5% Convertible Notes agreed to convert their notes then held into Common Stock. The Third Amendment reduced the conversion price of the 5%
Convertible Notes to Common Stock from $12.40 per share to $2.48 per share. As a result of the reduction in the conversion price, we recorded debt
conversion expense of $1,584 to account for the additional consideration paid over what was agreed to in the original 5% Secured Convertible Notes
agreement. The expense is reflected in “Other non-operating income (expense), net” in the consolidated statement of operations and comprehensive loss.
The 5% Secured Convertible Notes holders converted their remaining outstanding principal balances plus accrued interest into 586,389 shares of Common
Stock and 356 ,772 Class A Warrants (the “June 2019 Class A Warrants”). The June 2019 Class A Warrants had an exercise price of $0.01 and are
otherwise identical in form and substance to our existing May 2018 Class A Warrants.
 
We had an independent third party perform an appraisal of the June 2019 Class A Warrants as of June 30, 2019. The June 2019 Class A Warrants were
assigned an initial appraised value of $689. The value of these warrants was recorded as a derivative liability on the consolidated balance sheet and is
marked to market at the end of each reporting period. The expense of $689 is included in “Other non-operating income (expense), net” in the consolidated
statement of operations and comprehensive loss in the second quarter of 2019 and is included in our current period year end results.
 
The June 2019 Class A Warrants were converted into 354,502 shares of Common Stock in July 2019.
  
On July 8, 2019, we entered into an amendment (the “May 2018 SPA Amendment”) to our Securities Purchase Agreement, dated as of May 15, 2018, by
and between us and the purchasers party thereto (the “May 2018 SPA”), to provide for, among other provisions, (i) an update to certain definitions,
including the definition of an “Exempt Issuance,” (ii) the waiver of certain provisions regarding restrictions on subsequent equity sales and participation in
subsequent financings, (iii) the removal of certain of such provisions upon receipt of shareholder approval (obtained on October 2, 2019), (iv) the
amendment to certain provisions of the May 2018 Class A Warrants issued pursuant to the May 2018 SPA to modify certain provisions in connection with a
Notice Failure (as such term is defined in the May 2018 Class A Warrants), and the reduction in the exercise price of the May 2018 Class A Warrants
issuable pursuant to anti-dilution price protection contained in such May 2018 Class A Warrants to $2.00 per share following receipt of shareholder
approval, which approval was obtained on October 2, 2019, (v) the cancellation of all outstanding May 2018 Class B Warrants and (vi) the establishment of
a new class of preferred stock, designated Series F Convertible Preferred Stock, par value $0.01 per share (the “Series F Preferred Stock”) and the issuance
of 8,996 shares of such Series F Preferred Stock to the parties to the May 2018 SPA Amendment, which are convertible into Common Stock upon receipt of
shareholder approval, which approval was obtained on October 2, 2019.
  
Certificate of Designation of Series F Preferred Stock
 
In connection with the May 2018 SPA Amendment, on July 8, 2019, we filed with the Secretary of State of the State of Delaware a Certificate of
Designation of Preferences, Rights and Limitations of Series F Convertible Preferred Stock (the “Series F Certificate of Designation”) establishing and
designating the rights, powers and preferences of the Series F Preferred Stock. We designated 9,000 shares of Series F Preferred Stock. The Series F
Convertible Preferred Stock was recorded at its fair value on July 8, 2019 of $1,131 in our consolidated balance sheet. See Note 11. “Preferred Stock and
Warrants” for further discussion.
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Material Weakness in Internal Controls over Financial Reporting
 
Our management is responsible for establishing and maintaining adequate internal control over financial reporting. Internal control over financial reporting
is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements in
accordance with U.S. generally accepted accounting principles. In connection with our audit of the year ended December 31, 2019, we identified a material
weakness in our internal controls over our financial close and reporting process. A material weakness is a deficiency, or combination of deficiencies, in
internal control over financial reporting such that there is a reasonable possibility that a material misstatement of annual or interim financial statements will
not be prevented or detected and corrected on a timely basis. Our management has concluded that the financial close and reporting process needs additional
formal procedures to ensure that appropriate reviews occur on all financial reporting analysis in a timely manner. We also concluded that we did not
maintain a sufficient complement of corporate personnel with appropriate levels of accounting and controls knowledge and experience commensurate with
our financial reporting requirements to appropriately analyze, record and disclose accounting matters completely and accurately. As these deficiencies
created a reasonable possibility that a material misstatement would not be prevented or detected in a timely basis, management concluded that the control
deficiencies represented a material weakness and, accordingly, our internal control over financial reporting was not effective as of December 31, 2019.
 
We are still considering the full extent of the procedures to implement in order to remediate the material weakness described above. Our preliminary
remediation plan includes implementing a more robust review process, and an increase in the supervision and monitoring of the financial reporting
processes and our accounting personnel. We will ensure that corporate accounting personnel have the level of accounting and controls knowledge and
experience commensurate with our financial reporting requirements by instituting a training program for all accounting personnel on a regular basis on
proper internal control procedures over financial reporting. The preliminary remediation plan also includes implementing controls over calculations,
analysis and conclusions associated with non-routine transactions at a more precise level. We will also allocate additional resources to the corporate
accounting function, which may include the use of independent consultants with sufficient expertise to assist in the preparation and review of certain non-
recurring transactions, timely review of the account reconciliations and the preparation of quarterly and year end reporting. Lastly we will automate, where
possible and practical, account analysis and calculations currently being done manually by better utilizing our current general ledger accounting system.
Where cost effective, we will outsource any manual processes that are time consuming and complex so as to free up accounting personnel to spend more
time preparing and reviewing account analysis.
 
CEO Transition
 
On February 8, 2019, Edward Jankowski resigned as Chief Executive Officer of the Company and as a director of the Company. Mr. Jankowski’s
resignation was not as a result of any disagreement with the Company on any matters related to the Company’s operations, policies or practices. Mr.
Jankowski received termination benefits including $375 payable in equal installments over a twelve-month term which commenced on February 13, 2019
and COBRA continuation coverage paid in full by the Company for up to a maximum of twelve months.
  
Effective as of February 11, 2019, Douglas Satzman was appointed by the Company’s Board of Directors as the Chief Executive Officer of the Company
and as a director of the Company to fill the position vacated by Mr. Jankowski.
 
Among the first initiatives of Mr. Satzman was a critical evaluation of the profitability and strategic fit of the portfolio of spas. Consequently, a
determination was made to close nine underperforming and strategically mismatched spas, or approximately 20% of the spa portfolio, while focusing
efforts and capital on the performing spas, renovations of existing spas and expansion of the spa portfolio into new airports and terminals.
 
Relocation of Corporate Headquarters and Global Support Team
 
On October 21, 2019, the Company relocated its corporate office functions and its Global Support Center in New York City from 780 Third Avenue to 254
W 31st Street. The new XpresSpa Global Support Center houses all corporate employees and the move yielded a cost reduction in occupancy expenses of
approximately $360 annually.
  
Reverse Stock Split
 
On February 22, 2019, we filed a certificate of amendment to our amended and restated certificate of incorporation with the Secretary of State of the State
of Delaware to effect a 1-for-20 reverse stock split of our shares of Common Stock. Such amendment and ratio were previously approved by our
stockholders and board of directors, respectively.
 
As a result of the reverse stock split, every twenty (20) shares of our pre-reverse split Common Stock were combined and reclassified into one (1) share of
Common Stock. Proportionate voting rights and other rights of Common Stockholders were affected by the reverse stock split. Stockholders who would
have otherwise held a fractional share of Common Stock received payment in cash in lieu of any such resulting fractional shares of Common Stock as the
post-reverse split amounts of Common Stock were rounded down to the nearest full share. Such cash payment in lieu of a fractional share of Common
Stock was calculated by multiplying such fractional interest in one share of Common Stock by the closing trading price of our Common Stock on February
22, 2019 and rounded to the nearest cent. No fractional shares were issued in connection with the reverse stock split.
 
Our Common Stock began trading on the Nasdaq Capital Market on a post-reverse split basis at the open of business on February 25, 2019.
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Dispositions
 
On October 20, 2017, we sold FLI Charge to a group of private investors and FLI Charge management, who now own and operate FLI Charge. In February
2019, the Company entered into an agreement to release FLI Charge’s obligation to pay any royalties on FLI Charge’s perpetual gross revenues with regard
to conductive wireless charging, power, or accessories, and to cancel its warrants exercisable in FLI Charge in exchange for cash proceeds of $1,100 which
were received in full on February 15, 2019 and is included in Other revenue in the consolidated statement of operations and comprehensive loss for the
year ended December 31, 2019.
 
On March 22, 2018, we sold Group Mobile to a third party. We have not provided any continued management or financing support to FLI Charge or Group
Mobile. See Note 17, “Discontinued Operations”, to the consolidated financial statements for further discussion.
 
Rebranding
 
On January 5, 2018, we changed our name to XpresSpa Group, Inc. from FORM Holdings Corp, which aligned our corporate strategy to build a pure-play
health and wellness services company. Our Common Stock, par value $0.01 per share, which had previously been listed under the trading symbol “FH” on
the Nasdaq Capital Market, has been listed under the trading symbol “XSPA” since January 8, 2018.
 
Sale of Patents
 
In January 2018, we sold certain patents to Crypto Currency Patent Holdings Company LLC, a unit of Marathon Patent Group, Inc. (“Marathon”), for
approximately $1,250 comprised of $250 in cash and 250,000 shares of Marathon Common Stock valued at approximately $1,000 (the “Marathon
Common Stock”) at the time of the transaction. The Marathon Common Stock was subject to a lockup period (the “Lockup Period”) which commenced on
the Transaction Date and ended on July 11, 2018, subject to a leak-out provision. On December 31, 2018, the Company determined based on its evaluation
of its investment that certain of Marathon’s unrealized losses represented an other-than-temporary impairment and the Company recognized an impairment
charge of $148 for the year ended December 31, 2018, equal to the excess of carrying value over fair value. Also, during the year ended December 31,
2018, the Company sold 205,646 shares of Marathon Common Stock, with a carrying value of $279, for net proceeds of $200. During the year ended
December 31, 2019, the Company sold its remaining shares of Marathon Common Stock of $23, for net proceeds of $14.

 
Our Strategy and Outlook
 
XpresSpa regularly measures comparable store sales, which it defines as current period sales from stores opened more than 12 months compared to those
same stores’ sales in the prior year period (“Comp Store Sales”). The measurement of Comp Store Sales on a daily, weekly, monthly, quarterly and year-to-
date basis provides an additional perspective on XpresSpa’s total sales growth when considering the influence of new unit contribution. A reconciliation
between Comp Store Sales and total revenue as reported on the financial statements is presented below:
  
  2019  2018  %  

  Comp Store   
Non-Comp

Store   Total   Comp Store   
Non-Comp

Store   Total    
Revenue  $ 46,254  $ 2,261  $ 48,515  $ 44,959  $ 5,135  $ 50,094   2.9%
 
Comp Store Sales increased 2.9% during the year ended December 31, 2019 as compared to the same period in 2018. As of December 31, 2019, XpresSpa
had 51 open locations; during the year, XpresSpa opened four new locations, and closed nine underperforming locations while having 56 open locations as
of December 31, 2018. The increase in Comp Store sales was due to an increase in traffic, an increase in average ticket price per customer and an increase
in the sale of new products (Calm products, and Persona subscriptions and vitamin packs).
 
We plan to grow XpresSpa by continuing to focus on spa-level productivity and leveraging retail partnerships to increase units per transaction, which will
contribute to the growth of the Comp Store Sales and through the opening of new locations. On March 25, 2020, we announced that, during such period as
we remain unable to reopen our spa locations for normal operations due to the COVID-19 outbreak, we were advancing conversations with certain
COVID-19 testing partners to develop a model for testing in U.S. airports.
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Full-Year 2019 and 2018 Adjusted EBITDA Loss
 
  Years ended December 31,  
Revenue:  2019   2018  
    Services  $ 39,989  $ 41,163 
    Products   7,320   8,131 
    Other   1,206   800 
Total revenue   48,515   50,094 
         
Cost of sales         

Labor   22,847   24,369 
Occupancy   7,831   8,118 
Product and other operating costs   7,176   6,964 

Total cost of sales   37,854   39,451 
         
Store margin   10,661   10,643 
Store margin as a % of total revenue   22.0%  21.2%
         

Depreciation and amortization   6,124   7,398 
Impairment/disposal of assets   6,090   2,100 
Goodwill impairment   —   19,630 

    General and administrative   14,319   16,240 
Total operating expenses   64,387   84,819 
Loss from continuing operations   (15,872)   (34,725)
     Interest expense   (2,900)   (1,827)
     Other non-operating income (expense), net   (1,904)   643 
Loss from continuing operations before income taxes   (20,676)   (35,909)
     Income tax benefit   146   (278)
Net loss from continuing operations   (20,530)   (35,631)
     Loss from discontinued operations, net of income taxes   —   (1,115)
Net loss   (20,530)   (36,746)
     Net income attributable to noncontrolling interests   (693)   (459)
Net loss attributable to common shareholders  $ (21,223)  $ (37,205)
Loss from continuing operations  $ (15,872)  $ (34,725)
Add back:         

Depreciation and amortization   6,124   7,398 
Impairment/disposal of assets   6,090   2,100 
Goodwill impairment   —   19,630 
One-time costs   —   2,018 
Stock-based compensation expense   335   916 

Adjusted EBITDA loss  $ (3,323)  $ (2,663)
  
We use GAAP and non-GAAP measurements to assess the trends in our business. With respect to XpresSpa, we review its Adjusted EBITDA, a non-
GAAP measure, which we define as earnings before interest, tax, depreciation and amortization expense, excluding merger and acquisition, integration and
one-time costs and stock-based compensation.
 
Adjusted EBITDA is a supplemental measure of financial performance that is not required by, or presented in accordance with, GAAP. Reconciliations of
operating loss from continuing operations for the Company for the years ended December 31, 2019 and 2018 to Adjusted EBITDA loss are presented in the
tables above. 
 
We consider Adjusted EBITDA to be an important indicator for the performance of our business, but not a measure of performance or liquidity calculated
in accordance with U.S. GAAP. We have included this non-GAAP financial measure because management utilizes this information for assessing our
performance and liquidity, and as an indicator of our ability to make capital expenditures and finance working capital requirements. We believe that
Adjusted EBITDA is a measurement that is commonly used by analysts and some investors in evaluating the performance and liquidity of companies such
as us. In particular, we believe that it is useful for analysts and investors to understand this indicator because it excludes transactions not related to our core
cash operating activities. We believe that excluding these transactions allows investors to meaningfully analyze the performance of our core cash
operations. Adjusted EBITDA should not be considered in isolation or as an alternative to cash flow from operating activities or as an alternative to
operating income or as an indicator of operating performance or any other measure of performance derived in accordance with GAAP. In evaluating our
performance as measured by Adjusted EBITDA, we recognize and consider the limitations of this measurement. Adjusted EBITDA does not reflect our
obligations for the payment of income taxes, interest expense, or other obligations such as capital expenditures. Accordingly, Adjusted EBITDA is only one
of the measurements that management utilizes.
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Results of Operations
 
Revenue
 
We recognize revenue from the sale of XpresSpa products and services when the services are rendered at our stores and from the sale of products at the
time products are purchased at our stores or online (usually by credit card), net of discounts and applicable sales taxes. Accordingly, we recognize revenue
for our single performance obligation related to both in-store and online sales at the point at which the service has been performed or the control of the
merchandise has passed to the customer. Revenues from the XpresSpa retail and e-commerce businesses are recorded at the time goods are shipped. We
exclude all sales taxes assessed to our customers. Sales taxes assessed on revenues are included in accounts payable, accrued expenses and other current
liabilities in the consolidated balance sheets until remitted to state agencies.
 
Other revenue includes one-time intellectual property licenses as well as the sale of certain of our intellectual property. Revenue from patent licensing is
recognized when we transfer promised intellectual property rights to purchasers in an amount that reflects the consideration to which we expect to be
entitled in exchange for those intellectual property rights. During the year ended December 31, 2018, we determined that our intellectual property operating
segment was no longer an area of focus for us and, as such, is no longer reflected as a separate operating segment, as it is not expected to generate any
material revenues or operating costs.
 
Cost of sales
 
Cost of sales consists of store-level costs. Store-level costs include all costs that are directly attributable to the store operations and include:
 
 ● payroll and related benefits for store operations and store-level management;
 
 ● rent, percentage rent and occupancy costs;
 
 ● the cost of merchandise;
 
 ● freight, shipping and handling costs;
 
 ● production costs;
 
 ● inventory shortage and valuation adjustments, including purchase price allocation increase in fair values which was recorded as part of acquisition;

and
 
 ● costs associated with sourcing operations.
 
Cost of sales associated with revenue from intellectual property mainly includes expenses incurred in connection with the Company’s patent licensing and
enforcement activities, patent-related legal expenses paid to external patent counsel (including contingent legal fees), licensing and enforcement related
research, consulting and other expenses paid to third parties, as well as related internal payroll expenses.
 
Depreciation and amortization
 
Property and equipment is stated at cost, net of accumulated depreciation. Depreciation is calculated on a straight-line basis over the estimated useful lives
of the assets. The useful lives of our property and equipment is based on estimates of the period over which we expect the assets to be of economic benefit
to us. Our property and equipment assets primarily consist of leasehold improvements to our stores and are amortized over the shorter of the useful life of
the asset or the term of the lease.
 
Amortization of our intangible assets are recognized on a straight-line basis over the remaining useful life of the intangible assets.
 
Impairment/disposal of assets
 
We test our long-lived assets (which primarily includes property and equipment and right of use lease asset) for impairment on at least an annual basis or
whenever circumstances indicate that the carrying amount may not be recoverable. Long-lived assets are tested for impairment at the lowest level at which
there are identifiable operating cash flows. An impairment loss is recognized if the carrying amount of a fixed asset (asset group) is not recoverable and
exceeds its fair value.
 
Impairment charges related to our amortized, intangible assets are recorded when an impairment indicator exists and the carrying amount of the related
asset exceeds its fair value.
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General and administrative
 
General and administrative expenses include management and administrative personnel, public and investor relations, overhead/office costs, insurance
legal fees, accounting fees and various other professional fees, as well as sales and marketing costs and stock-based compensation for management and
administrative personnel.
 
Non-operating income (expense)
 
Non-operating income (expense) includes transaction gains (losses) from foreign exchange rate differences, bank charges, as well as fair value adjustments
related to our derivative liabilities. The value of these derivative liabilities is highly influenced by assumptions used in its valuation, as well as by our stock
price as of the period end (revaluation date).
  
Income taxes
 
As of December 31, 2019, deferred tax assets generated from our activities in the United States were offset by a valuation allowance because realization
depends on generating future taxable income, which, in our estimation, is not more likely than not to be generated before such net operating loss
carryforwards expire.
 
Year ended December 31, 2019 compared to the year ended December 31, 2018
 
Revenue
 
  Year ended December 31,  
  2019   2018   Change  
Services  $ 39,989  $ 41,163  $ (1,174)
Products   7,320   8,131   (811)
Other   1,206   800   406 
Total revenue  $ 48,515  $ 50,094  $ (1,579)

 
During the year ended December 31, 2019, total revenues decreased $1,579, or 3.2%, mainly due to the decrease in the number of spas open during the
year as compared to the comparable prior year period. The Company closed nine stores during the year ended December 31, 2019, all of which were
unprofitable. During 2019, we generated 82% of our revenues from services, 15% of our revenues from retail sales and 3% from other revenue. We plan to
grow XpresSpa’s revenue through a combination of increases in sales at our existing XpresSpa locations and the addition of new locations.
 
In 2017, we sold FLI Charge, a wholly-owned subsidiary, to a group of private investors and FLI Charge management. In February 2019, we entered into
an agreement to release FLI Charge’s obligation to pay any royalties on FLI Charge’s perpetual gross revenues with regard to conductive wireless charging,
power, or accessories, and to cancel its warrants exercisable in FLI Charge in exchange for cash proceeds of $1,100, which were received in full on
February 15, 2019 and is included in “Other revenue” in the consolidated statement of operations and comprehensive loss for the year ended December 31,
2019.
 
During the year ended December 31, 2018, we sold certain of our patents for consideration which included $250 and 250,000 shares of Common Stock in
Marathon Patent Group, Inc. that were fair valued at $450, which amounts were included in Other revenue in our consolidated statement of operations and
comprehensive loss for the year ended December 31, 2018.
  
Cost of sales
 
  Year ended December 31,  
  2019   2018   Change  
Cost of sales  $ 37,854  $ 39,451  $ (1,597)

 
The decrease in cost of sales of $1,597, or 4.0%, was due to the decrease in revenues, as we have experienced a decrease associated with labor and benefits.
We had 51 open locations as of December 31, 2019, and 56 open locations as of December 31, 2018. The largest component in the cost of sales are labor
costs at the store-level, as our associates receive commission-based compensation as well as additional incentives based on individual and store
performance. Cost of sales also includes rent and related occupancy costs, which are primarily also a percentage of sales, as well as product costs directly
associated with the procurement of retail inventory and other operating costs.
 
Cost of sales also decreased as a result of the impact of initiatives taken by management to streamline processes and reduce store-level costs.
 
Depreciation and amortization
 

  Year ended December 31,  
  2019   2018   Change  

Depreciation and amortization  $ 6,124  $ 7,398  $ (1,274)

 
During the year ended December 31, 2019, depreciation and amortization expense decreased $1,277, or 17.2%, compared to the depreciation and
amortization expense recorded during the year ended December 31, 2018. The decrease was primarily due to the decrease in the number of stores open
during the year ended December 31, 2019 compared to the year ended December 31, 2018. Fewer locations resulted in lower amortization of leasehold
improvements. Depreciation and amortization expense also decreased as a result of the impairment and disposal of fixed assets during the year ended
December 31, 2019.
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Impairment/disposal of assets
 
   Year ended December 31,  

   2019   2018   Change  

Impairment/disposal of assets   $ 6,090  $ 2,100  $ 3,990 

 
We completed an assessment of our property and equipment and right of use lease assets for impairment as of December 31, 2019. Based upon the results
of the impairment test, we recorded an impairment expense of approximately $3,060. The expense was primarily related to the impairment of leasehold
improvements made to certain locations and right of use lease assets where management determined that the locations discounted future cash flow was not
enough to support the carrying value of the leasehold improvements and right of use lease assets over the remaining lease term. The impairment expense
represents the excess of the carrying value of the leasehold improvements and right of use lease assets over the estimated future discounted cash flows.
Management calculated the future cash flow of each location using a present value income approach. The sum of expected cash flow for the remainder of
the lease term for each location was present valued at a discount rate of 9.0%, which represents the current borrowing rate of our note payable to B3D. We
believe that this rate incorporates the time value of money and an appropriate risk premium.
 
In the second quarter of 2019, we impaired our investment in Route1, which we received from the disposition of Group Mobile in March 2018, due to an
under performance of operating results. We recorded an impairment charge of $1,141, which is included in “Impairment/disposal of assets” on the
consolidated statement of operations and comprehensive loss for the year ended December 31, 2019.
 
In July 2019, the lease for our location in the World Trade Center in New York was terminated. As a result, we disposed of all assets (primarily leasehold
improvements) at that location, which resulted in a charge of approximately $620, included in “Impairment/disposal of assets” on the consolidated
statement of operations and comprehensive loss for the year ended December 31, 2019.
 
In the third quarter of 2019, we recorded an impairment loss on our FLI Charge cost method investment, which we received from the disposition of FLI
Charge in October 2017, of approximately $47 which is included in “Impairment/disposal of assets” on our consolidated statements of operations and
comprehensive loss for the year ended December 31, 2019.
 
We assessed our investment in InfoMedia Services Limited (“InfoMedia”) for impairment at December 31, 2019 as InfoMedia was to have obtained
financing to fund continuing operations and a new product during 2019 but was unable to obtain the financing. We believe this represents a triggering event
and determined we should write off our investment in InfoMedia and recorded an impairment expense of $787, which is included in “Impairment/disposal
of assets” on our statement of operations and comprehensive loss for the year ended December 31, 2019.
 
We expensed approximately $231 of pre-opening costs incurred during 2019 that had been capitalized in anticipation of opening new spas, that we later
determined were not viable. We also wrote off approximately $109 related to a previous asset disposition, which was ultimately deemed not realizable as of
December 31, 2019. These charges are included in the “Impairment/disposition of assets” line in the consolidated statement of operations and
comprehensive loss for the year ended December 31, 2019.
 
During the year ended December 31, 2019, the impairment/disposal of assets balance also includes an $85 write down of patent assets that were no longer
expected to generate cash flow for us.
 
During the year ended December 31, 2018, we recorded a $2,100 expense for impairment of fixed assets in locations where we have obligations under
long-term leases.
  
Goodwill impairment
 

  Year ended December 31,  
  2019   2018   Change  

Goodwill impairment  $ —  $ 19,630  $ (19,630)

 
During the year ended December 31, 2018, we recorded of goodwill impairment expense.
 
On January 5, 2018, we changed our name to XpresSpa Group as part of a rebranding effort to align our corporate strategy to build a pure-play health and
wellness services company, which we commenced following our acquisition of XpresSpa on December 23, 2016. Following the subsequent sale of Group
Mobile on March 22, 2018, which was the only remaining component of our technology operating segment, our management made the decision that our
intellectual property operating segment would no longer be an area of focus and would no longer operate as a separate operating segment as it is not
expected to generate any material revenues. This completed our transition into a pure-play health and wellness company with only one operating segment,
consisting of our XpresSpa business.
 
During the first quarter of fiscal year 2018, our stock price declined from an opening price of $27.20 on January 2, 2018 to $14.40 on March 29, 2018.
Subsequently, on April 19, 2018, we entered into a separation agreement with our Chief Executive Officer regarding his resignation as Chief Executive
Officer and as our Director.
 
These events were identified by our management as triggering events requiring that goodwill be tested for impairment as of March 31, 2018. In addition to
our rebranding efforts to become a pure-play health and wellness services company, our stock price continued to decline even after the announcement of
the new Chief Executive Officer. As the stock price had not rebounded, we determined that the impairment related to the three-month period ended March
31, 2018.
 
We performed testing on the estimated fair value of goodwill and, as a result, we recorded an impairment charge of $19,630 to reduce the carrying value of
goodwill to its fair value, which was determined to be zero.
 



The impairment to goodwill was a result of the structural changes to the Company, including completion of the transition from a holding company to
become a pure-play health and wellness company and the change in executive management.
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General and administrative
 

  Year ended December 31,  
  2019   2018   Change  

General and administrative  $ 14,319  $ 16,240  $ (1,921)

 
During the year ended December 31, 2019, general and administrative expenses decreased by $1,921, or 11.8%. This decrease was due primarily to a
reduction in management personnel salaries and benefits of approximately $2,400, an overall reduction in corporate overhead expenses and lower
professional fees compared to the 2018 period where we incurred professional fees related to the sale of our Group Mobile division in March 2018 of
approximately $500, and a reduction in stock-based compensation expense of $581 from $916 for the year ended December 31, 2018 to $335 for the year
ended December 31, 2019. The reduction was partially offset by a litigation accrual of $1,400 related to ongoing legal disputes. See Note 19,
“Commitments and Contingencies,” to the consolidated financial statements for further discussion. The decrease in salaries and benefits included severance
costs of $350 recorded in 2018, and the decrease in professional fees included one-time project costs of $359 related to the buildout and implementation of
a business analytics tool recorded in 2018, both of which did not recur in 2019.
 
Interest expense
 

  Year ended December 31,  
  2019   2018   Change  

Interest expense  $ 2,900  $ 1,827  $ 1,073 

 
Interest expense increased $1,073, or 58.7%, due primarily to an increase in the accretion of interest expense associated with the Calm Note and the B3D
Note of approximately $1,000.
 
Non-operating income (expense), net
 

  Year ended December 31,  
  2019   2018   Change  

Non-operating income (expense), net  $ (1,904)  $ 643  $ (2,547)

 
Non-operating (expense), net primarily includes, gain or loss on the revaluation of derivative liabilities, certain bank transaction fees and related costs and
other non-operating income and expenses.
  
The following is a summary of the transactions included in non-operating income (expense), net for the years ended December 31, 2019 and 2018:
 
  Year ended December 31,  
  2019   2018  
Gain on revaluation of warrants and conversion options  $ 2,170  $ 1,520 
Debt conversion expense related to conversion of 5% Secured Convertible Notes   (1,584)   — 
Issuance of Series F Preferred Stock, net of issuance costs   (1,131)   — 
Issuance of warrants   (689)   (64)
Bank fees and other financing expenses   (408)   (594)
Issuance of common stock in lieu of cash payments on debt   (105)   (145)
Other   (157)   (74) 

Total non-operating income (expense), net  $ (1,904)  $ 643 

  
Included in non-operating income (expense), net for the year ended December 31, 2019 is expense (net of issuance costs) of $1,131 for the issuance of
8,996 shares of Series F Convertible Preferred Stock, which represents the fair value of the shares as of the date issued.
 
On June 27, 2019, we entered into the Third Amendment Agreement to the 5% Secured Convertible Notes (the “Third Amendment”) whereby the holders
of the 5% Secured Convertible Notes agreed to convert their notes then held into Common Stock.
 
The Third Amendment reduced the conversion price of the 5% Secured Convertible Notes to Common Stock from $12.40 per share to $2.48 per share. As
a result of the reduction in the conversion price, we recorded a debt conversion expense of $1,584 to account for the additional consideration paid over
what was agreed to in the original note agreement.
  
The non-operating expenses for the year ended December 31, 2019, were partially offset by a $2,170 gain on the revaluation of the conversion feature and
warrants related to the Calm Private Placement and the revaluation of the conversion feature related to the issuance of the B3D Note.
 
See the notes to the consolidated financial statements for additional information on the above transactions.
  
Non-operating income (expense) will be affected by the adjustments to the fair value of our derivative instruments, which could fluctuate materially from
period to period. Fair value of these derivative instruments depends on a variety of assumptions, such as estimations regarding triggering of down-round
protection and estimated future share price. An estimated increase in the price of our Common Stock would increase the value of the warrants and thus
result in a loss on our statements of operations.
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Discontinued Operations
 
In March 2018, we completed the sale of Group Mobile, which was previously a component of our technology operating segment. The results of operations
for Group Mobile are presented in the consolidated statements of operations and comprehensive loss as consolidated net loss from discontinued operations.
 
Income Taxes 
 
As of December 31, 2019, our estimated aggregate total NOLs were $182,327 for U.S. federal purposes, expiring 20 years from the respective tax years to
which they relate, and $31,401 for U.S. federal purposes with an indefinite life due to new regulations in the Tax Act of 2017. The NOL amounts are
presented before Internal Revenue Code, Section 382 limitations. The Tax Reform Act of 1986 imposed substantial restrictions on the utilization of NOL
and tax credits in the event of an ownership change of a corporation. Thus, our ability to utilize all such NOL and credit carryforwards may be limited. The
CARES Act was enacted on March 27, 2020 and provides favorable changes to tax law for businesses impacted by COVID-19. However, we do not
anticipate the income tax law changes will materially benefit us.
 
We did not have any material unrecognized tax benefits as of December 31, 2019. We do not expect to record any additional material provisions for
unrecognized tax benefits within the next year.
 
Liquidity and Capital Resources
 
Effective March 24, 2020, we temporarily closed all global spa locations, largely due to the categorization of such spa locations by local jurisdictions as
“non-essential services” in connection with the recent COVID-19 outbreak. We intend to reopen our spa locations and resume normal operations once such
restrictions are lifted and airport traffic returns to sufficient levels to support such operations. On March 25, 2020, we announced that, during such period as
we remain unable to reopen our spa locations for normal operations, we were advancing conversations with certain COVID-19 testing partners to develop a
model for testing in U.S. airports.
 
Similar to many businesses in the travel sector, our business has been materially adversely impacted by the recent coronavirus outbreak and associated
restrictions on travel that have been implemented. The extent to which the coronavirus continues to impact our results will depend on future developments,
which are highly uncertain and cannot be predicted, including new information which may emerge concerning the severity of the coronavirus and the
actions to contain the coronavirus or treat its impact, among others.
 
As the coronavirus has spread, we have seen a material decline in demand across all our locations and this has resulted in a materially adverse impact on
our cash flows from operations and has caused an immediate liquidity crisis. We are currently seeking sources of capital to help fund our business
operations during the COVID-19 crisis. We have been able to secure financing in the first quarter of 2020 totaling approximately $9,440 by obtaining a
cash advance on our accounts receivable balances, an additional loan from our senior secured lender, B3D and through common stock offerings (See
Recent Developments above). Depending on the impact of the COVID-19 outbreak on our operations and cash position we may need to obtain additional
financing. If we need to obtain additional financing in the future and are unsuccessful, we may be required to curtail or terminate some or all of our
business operations and cause our Board of Directors to decide to pursue a restructuring, which may include a reorganization or bankruptcy under Federal
bankruptcy laws, or a dissolution, liquidation and/or winding up of the Company.  Accordingly, holders of our common stock may lose their entire
investment in the event of a reorganization, bankruptcy, liquidation, dissolution or winding up of the Company.
 
As of December 31, 2019, we had approximately $2,184 of cash and cash equivalents and total current assets of $3,933. Our total current liabilities
balance, which primarily includes accounts payable, accrued expenses, and the current portion of operating lease liabilities was $16,220 as of December 31,
2019. The working capital deficiency was $12,287 as of December 31, 2019, compared to a working capital deficiency of $10,899 as of December 31,
2018. The increase in the working capital deficiency was primarily due to the reduction in cash and other current asset balances from 2018 and the
classification of a current portion of lease liability of $3,669 in current liabilities in 2019 but not in 2018, partially offset by the refinancing and
recapitalization transactions the Company completed in July of 2019, which are discussed in detail in Management’s Discussion and Analysis of Financial
Condition and Results of Operations in this Annual Report on Form 10-K and disclosed in the notes to the consolidated financial statements.
 
Our primary liquidity and capital requirements are for current and new XpresSpa locations. During the year ended December 31, 2019, we incurred $2,275
of capital expenditures, paid $714 in debt issuance costs associated with the B3D Note and the Calm Note, paid $735 of interest on the debt, distributed
$1,197 to noncontrolling interests, and used $113 in operations. This was offset by the receipt of $2,500 in gross proceeds from the Calm Private
Placement. We expect to utilize our cash and cash equivalents, along with cash flows from operations, to provide capital to support the growth of our
business, primarily through opening new XpresSpa locations, maintaining our existing XpresSpa locations and supporting corporate functions.
 
While we aggressively reduced operating and corporate overhead expenses in order to stream-line our operations, improve our cash position, and improve
our overall profitability, we continue to generate negative cash flows from operations, and we expect to continue to incur net losses in the foreseeable
future. We have begun to take other actions to improve our access to liquidity by exploring strategic partnerships and identifying and evaluating potential
business alternatives; however, there can be no assurance that these actions will be sufficient. The audited consolidated financial statements included in this
Annual Report on Form 10-K have been prepared assuming that we will continue as a going concern and do not include any adjustments that might result if
we cease to continue as a going concern.
 
As discussed above and elsewhere in this Annual Report on Form 10-K, the report of our independent registered public accounting firm on our financial
statements for the years ended December 31, 2019 and 2018 includes an explanatory paragraph indicating that there is substantial doubt about our ability to
continue as a going concern. The audited financial statements included in this Annual Report on Form 10-K have been prepared assuming that we will
continue as a going concern and do not include any adjustments that might result if we cease to continue as a going concern.
 
We expect that the actions taken in 2019 and during the first quarter of 2020 will enhance our liquidity and financial position. If we continue to experience
operating losses, and we are not able to generate additional liquidity through the actions described above or through some combination of other actions, we
may not be able to access additional funds and we might need to secure additional sources of funds, which may or may not be available to us. Additionally,
a failure to generate additional liquidity could negatively impact our access to inventory or services that are important to the operation of our business. We
cannot reasonably predict with any certainty that the results of actions already taken in 2019 and during the first quarter of 2020 will be successful. If the
actions already taken are not successful and if no transactions with respect to potential business alternatives are identified and completed, our Board of
Directors may possibly pursue a restructuring, which may include a reorganization or bankruptcy under Federal bankruptcy laws, or a dissolution,



liquidation and/or winding up of the Company. If our Board of Directors were to approve and recommend, and our stockholders were to approve, a
dissolution and liquidation of our Company, we would be required under Delaware corporate law to pay our outstanding obligations, as well as to make
reasonable provisions for contingent and unknown obligations, prior to making any distributions in liquidation to our stockholders. Our commitments and
contingent liabilities may include (i) obligations under our employment agreements with certain members of management that provide for severance and
other payments following a termination of employment occurring for various reasons, including a change in control of our Company, (ii) various claims
and legal actions arising in the ordinary course of business and (iii) non-cancelable lease obligations. As a result of this requirement, a portion of our assets
may need to be reserved pending the resolution of such obligations. In addition, we may be subject to litigation or other claims related to a dissolution and
liquidation of our Company. If a dissolution and liquidation were pursued, our Board of Directors, in consultation with its advisors, would need to evaluate
these matters and make a determination about a reasonable amount to reserve. Accordingly, holders of our Common Stock may lose their entire investment
in the event of a reorganization, bankruptcy, liquidation, dissolution or winding up of our Company.
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Cash flows
 
  Year ended December 31,  
  2019   2018   Change  
Net cash used in operating activities  $ (113)  $ (6,566)  $ 6,453 
Net cash used in investing activities  $ (2,275)  $ (1,866)  $ (409)
Net cash provided by financing activities  $ 1,165  $ 5,644  $ (4,479)
 
Operating activities
 
During the year ended December 31, 2019, net cash used in operating activities was $113, as compared to net cash used in operating activities in 2018 of
$6,566. The decrease in net cash used in operating activities was primarily due to the timing of payments of accounts payable and certain accrued expenses
and to our cost cutting measures and reduced cash used in our daily operations.
 
Investing activities
 
During the year ended December 31, 2019, net cash used in investing activities totaled $2,275, compared to net cash used in investing activities during the
year ended December 31, 2018 of $1,866. Cash used in 2019 was used to acquire primarily leasehold improvements for new store openings and
renovations to existing stores. In 2018, the cash used was partially reduced by $800 received in January 2018 related to the sale of FLI Charge, $250
received from the sale of one of our patents, and $200 received from the sale of 205,646 shares of Marathon Common Stock.
 
We expect that net cash used in investing activities will increase as we intend to continue to open new stores and develop supporting infrastructure and
systems.
 
Financing activities
 
During the year ended December 31, 2019, net cash provided by financing activities totaled $1,165 compared to $5,644 during the comparable prior year
period. Included in the net cash provided by financing activities in 2019 were the proceeds from the issuance of the Calm Note of $2,500 that was partially
offset by distributions to noncontrolling interests and payments of debt issuance costs. During the year ended December 31, 2018, the Company received
proceeds from the issuance of convertible notes and warrants of $4,350 and proceeds from the sale of our Series E Preferred Stock of $3,000.
 
Off-Balance Sheet Arrangements
 
We have no obligations, assets or liabilities that would be considered off-balance sheet arrangements. We do not participate in transactions that create
relationships with unconsolidated entities or financial partnerships, often referred to as variable interest entities, which would have been established for the
purpose of facilitating off-balance sheet arrangements.
 
Critical Accounting Estimates
 
We believe the following accounting estimates to be the most critical estimates we used in preparing our consolidated financial statements for the year
ended December 31, 2019.  
 
Long-lived assets (not including amortizable intangible assets)
 
Long-lived assets are tested for impairment at the lowest level at which there are identifiable operating cash flows, which is at the individual spa location
for the XpresSpa business. The Company’s long-lived assets consist primarily of leasehold improvements and right to use lease assets for each of its
locations (considered the asset group). The Company reviews its long-lived assets for recoverability yearly or sooner if events or changes in circumstances
indicate that the carrying value of long-lived assets may not be recoverable. If indicators are present, the Company performs a recoverability test by
comparing the sum of the estimated undiscounted future cash flows attributable to the asset group in question to its carrying amount. An impairment loss is
recognized if it is determined that the long-lived asset group is not recoverable and is calculated based on the excess of the carrying amount of the long-
lived asset group over the long-lived asset groups fair value. The Company estimates the fair value of long-lived assets using a present value income
approach. Future cash flow was calculated based on forecasts over the estimated remaining useful life of the asset group, which for each of the Company’s
spa locations, is the remaining term of the operating lease. The Company uses its existing borrowing rate as the discount rate since it expects that this rate
incorporates not only the time value of money but also the expectations regarding future cash flows and an appropriate risk premium.
 
The estimates used to calculate future cash flows are subjective in nature and involve uncertainties and matters of significant judgments and therefore
cannot be determined with precision. Changes in assumptions could significantly affect the estimated fair value of each asset group. The Company will
calculate the future cash flow using what it believes to be the most predictable of several scenarios. Typically, the changes in assumptions run under
different business scenarios would not result in a material change in the assessment of the potential impairment or the impairment amount of a locations
long-lived asset group. But if these estimates or related assumptions were to change materially the Company may be required to record an impairment
charge (see Note 6, Property and Equipment and Note 9, Leases to the consolidated financial statements for the impairment assessment performed as of
December 31, 2019).
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Intangible assets
 
Intangible assets include trade names, customer relationships, and technology, which were acquired as part of the acquisition of XpresSpa in December
2016 and are recorded based at the estimated fair value in purchase price allocation. Intangible assets also include purchased patents. The intangible assets
are amortized over their estimated useful lives, which are periodically evaluated for reasonableness. The balance of intangible assets was approximately
$6,800 as of December 31, 2019, which primarily represents the balance of trade names acquired as part of the acquisition of XpresSpa.
 
Our intangible assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. In assessing the recoverability of our intangible assets, we must make estimates and assumptions regarding future cash flows and other factors
to determine the fair value of the respective assets. These estimates and assumptions could have a significant impact on whether an impairment charge is
recognized and also the magnitude of any such charge. Fair value estimates are made at a specific point in time, based on relevant information. These
estimates are subjective in nature and involve uncertainties and matters of significant judgments and therefore cannot be determined with precision.
Changes in assumptions could significantly affect the estimates. If these estimates or material related assumptions change in the future, we may be required
to record impairment charges related to its intangible assets.
 
Fair value measurements
 
Our derivative liabilities are measured at fair value. Such liabilities are classified within Level 3 of the fair value hierarchy because they are valued using
the Monte-Carlo model (as these warrants include down-round protection clauses), which utilize significant inputs that are unobservable in the market. The
inputs to estimate the fair value of our derivative liabilities are the current market price of our Common Stock, the exercise price of the warrant, the
warrants’ remaining expected term, the volatility of our Common Stock price, our assumptions regarding the probability and timing of a down-round
protection triggering event and the risk-free interest rate. 
 
The fair value measurements of the derivative warrant liabilities are evaluated by management to ensure that changes are consistent with expectations of
management based upon the sensitivity and nature of the related inputs. Significant changes in any of those inputs in isolation can result in a significant
change in the fair value measurement. Generally, an increase in the market price of our Common Stock, an increase in the volatility of our Common
Stock, an increase in the remaining term of the warrants, or an increase of a probability of a down-round triggering event would each result in a
directionally similar change in the estimated fair value of our derivative warrant liabilities. Such changes would increase the associated liability while
decreases in these assumptions would decrease the associated liability. An increase in the risk-free interest rate or a decrease in the positive differential
between the warrants’ exercise price and the market price of our Common Stock would result in a decrease in the estimated fair value measurement of the
warrants and thus a decrease in the associated liability. We have not, and do not plan to, declare dividends on our Common Stock and, as such, there is no
change in the estimated fair value of the derivative warrant liabilities due to the dividend assumption. Had we made different assumptions about the inputs
noted above, the recorded gain or loss, our net loss and net loss per share amounts could have been significantly different.  
 
Income taxes
 
Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating
loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in income in the period that includes the enactment date. A valuation allowance is provided for the amount of deferred tax assets that, based on
available evidence, are not more likely than not to be realized. Tax benefits related to excess deductions on stock-based compensation arrangements are
recognized when they reduce taxes payable.
 
In assessing the need for a valuation allowance, we look at cumulative losses in recent years, estimates of future taxable earnings, feasibility of tax planning
strategies, the ability to realize tax benefit carryforwards, and other relevant information. Valuation allowances related to deferred tax assets can be
impacted by changes to tax laws, changes to statutory tax rates and future taxable earnings. Ultimately, the actual tax benefits to be realized will be based
upon future taxable earnings levels, which are very difficult to predict. In the event that actual results differ from these estimates in future periods, we will
be required to adjust the valuation allowance.
 
Significant judgment is required in evaluating our federal, state and foreign tax positions and in the determination of our tax provision. Despite
management's belief that our liability for unrecognized tax benefits is adequate, it is often difficult to predict the final outcome or the timing of the
resolution of any particular tax matters. We may adjust these accruals as relevant circumstances evolve, such as guidance from the relevant tax authority,
our tax advisors, or resolution of issues in the courts. Our tax expense includes the impact of accrual provisions and changes to accruals that it considers
appropriate. These adjustments are recognized as a component of income tax expense entirely in the period in which new information is available. We
record interest related to unrecognized tax benefits in interest expense and penalties in the accompanying consolidated statements of operations and
comprehensive loss as general and administrative expenses.
 
We recognize the effect of income tax positions only if those positions are more likely than not of being sustained. Recognized income tax positions are
measured at the largest amount that is greater than 50% of being realized. Changes in recognition or measurement are reflected in the period in which the
change in judgment occurs.
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Recently adopted accounting pronouncements
 
ASU No. 2016-02, Leases (Topic 842), as amended
 
This standard and its amendments provide new guidance related to accounting for leases and supersedes GAAP on lease accounting with the intent to
increase transparency. This standard requires operating leases to be recorded on the balance sheet as assets and liabilities and requires disclosure of key
information about leasing arrangements. Leases will be classified as either finance or operating, with classification affecting the pattern of expense
recognition in the statement of operations and comprehensive loss.
 
On January 1, 2019, the Company adopted ASU 2016-02 on a prospective basis, beginning on January 1, 2019, using the optional transition method. The
Company applied the transition options permitted by ASU 2018-11 and elected the package of practical expedients to alleviate certain operational and
reporting complexities related to the adoption, one of which was not to recognize a right of use asset or lease liability for leases with a term of 12 months or
less. See Note 9. “Leases” for further discussion. The Company recorded right of use assets and lease liabilities for its operating leases of $10,809 upon
adoption of ASU 2016-02.
  
ASU No. 2018-02, Income Statement – Reporting Comprehensive Income (Topic 220): Reclassification of Certain Tax Effects from Accumulated Other
Comprehensive Income
 
This standard provides guidance on the reclassification of certain tax effects from accumulated other comprehensive income to retained earnings in the
period in which the effects of the change in the U.S. federal corporate income tax rate in the Tax Cuts and Jobs Act is recorded. The new standard is
effective for the fiscal year beginning after December 15, 2018. The Company adopted this standard on January 1, 2019. Adoption of this standard did not
have a material impact on the Company’s consolidated financial statements.
 
Recently issued accounting pronouncements
 
ASU No. 2016-13, Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments
 
This standard changes the impairment model for most financial assets that are measured at amortized cost and certain other instruments, including trade
receivables, from an incurred loss model to an expected loss model and adds certain new required disclosures. Under the expected loss model, entities will
recognize estimated credit losses to be incurred over the entire contractual term of the instrument rather than delaying recognition of credit losses until it is
probable the loss has been incurred. The new standard is effective for the fiscal year beginning after December 15, 2019, with early adoption permitted.
Based upon the outstanding balance of the Company’s trade receivables and its positive collection history, the Company’s management does not believe
that the adoption of this standard will have a material impact on its consolidated financial position and results of operations.
 
ASU No. 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework—Changes to the Disclosure Requirements for Fair Value Measurement
 
This amendment provides updates to the disclosure requirements on fair value measures in Topic 820 which includes the changes in unrealized gains and
losses in other comprehensive income for recurring Level 3 fair value measurements, the option of additional quantitative information surrounding
unobservable inputs and the elimination of disclosures around the valuation processes for Level 3 measurements. The new standard is effective for the
fiscal year beginning after December 15, 2019. The Company’s management does not believe that the adoption of this standard will have a material impact
on its consolidated financial position and results of results of operations. 
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
 
Not required as we are a smaller reporting company.
 
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
 
Our consolidated financial statements required by this Item are set forth in Item 15 beginning on page F-1 of this Annual Report on Form 10-K.
 
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
 
None.
 
ITEM 9A. CONTROLS AND PROCEDURES
 
Evaluation of Disclosure Controls and Procedures
 
We maintain disclosure controls and procedures (as defined in Rule 13a-15(e) promulgated under the Exchange Act that are designed to ensure that
information required to be disclosed in Exchange Act reports is recorded, processed, summarized and reported within the time periods specified in the
SEC’s rules and forms, and that such information is accumulated and communicated to our management, including our Chief Executive Officer (Principal
Financial and Accounting Officer), as appropriate, to allow timely decisions regarding required disclosure.
 
Report of Management on Internal Control over Financial Reporting
 
Our management is responsible for establishing and maintaining adequate internal control over financial reporting as defined in Rules 13a-15(f) and 15d-
15(f) promulgated under the Exchange Act as a process designed by, or under the supervision of, our principal executive officer and principal financial and
accounting officer and effected by our Board of Directors, management, and other personnel, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with GAAP and includes those policies and procedures
that:
 
 ● pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and dispositions of our assets;
 
 ● provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally

accepted accounting principles, and that our receipts and expenditures are being made only in accordance with authorizations of our management
and directors; and

 
 ● provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of our assets that could have

a material effect on the financial statements.
 
Because of our inherent limitations, our internal control over financial reporting may not prevent or detect misstatements. Therefore, even those systems
determined to be effective can provide only reasonable assurance with respect to financial statement preparation and presentation. Projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree
of compliance with the policies or procedures may deteriorate.
 
Our management assessed the effectiveness of our internal control over financial reporting as of December 31, 2019. In making this assessment,
management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control –
Integrated Framework (2013 Framework).
 
Based on our evaluation, management concluded that our internal control over financial reporting was not effective as of December 31, 2019 due to a
material weakness in our internal controls over our financial close and reporting process. A material weakness is a deficiency, or combination of
deficiencies, in internal control over financial reporting such that there is a reasonable possibility that a material misstatement of annual or interim financial
statements will not be prevented or detected and corrected on a timely basis. As this deficiency created a reasonable possibility that a material misstatement
would not be prevented or detected in a timely basis, management concluded that the control deficiency represented a material weakness and accordingly
our internal control over financial reporting was not effective as of December 31, 2019. Management concluded that additional formal procedures should
be implemented in the financial close and reporting process to ensure that appropriate and timely reviews occur on all financial reporting analysis.
Management also concluded that we did not have a sufficient complement of corporate personnel with appropriate levels of accounting and controls
knowledge and experience commensurate with our financial reporting requirements to appropriately analyze, record and disclose accounting matters
completely and accurately.
 
The material weakness in our internal control over financial reporting resulted in proposed audit adjustments to the Company’s consolidated financial
statements in the areas of lease accounting, long-lived asset impairment and accrued liabilities accounting as of and for the year ended December 31, 2019.
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Remediation Plan for Material Weakness in Internal Control over Financial Reporting
 
We are still considering the full extent of the procedures to implement in order to remediate the material weakness described above. The current
remediation plan includes a more robust review process, and an increase in the supervision and monitoring of the financial reporting processes and our
accounting personnel. We will ensure that accounting personnel have the level of accounting and controls knowledge and experience commensurate with
our financial reporting requirements by instituting a formal training program for all accounting personnel on a regular basis on internal control procedures
over financial reporting. The current remediation plan also includes implementing controls over calculations, analysis and conclusions associated with non-
routine transactions at a more precise level. We will also allocate additional resources to the corporate accounting function, which may include the use of
independent consultants with sufficient expertise to assist in the preparation and review of certain non-recurring transactions and timely review of the
account reconciliations
 
Lastly we will automate, where possible and practical, all account analysis and calculations currently being done manually by better utilizing our current
general ledger accounting system. Where cost effective, we will outsource any manually processes that are time consuming to free up accounting personnel
to spend more time preparing and reviewing account analysis.
 
We cannot assure you that any of our remedial measures will be effective in resolving this material weakness. If our management is unable to conclude that
we have effective internal control over financial reporting, or to certify the effectiveness of such controls, or if additional material weaknesses in our
internal controls are identified in the future, which could result in material misstatements of future annual or interim consolidated financial statements that
may not be prevented or detected. We could also be subject to regulatory scrutiny and a loss of public confidence, which could have a material adverse
effect on our business and our stock price. In addition, if we do not maintain adequate financial and management personnel, processes and controls, we may
not be able to manage our business effectively or accurately report our financial performance on a timely basis, which could cause a decline in our common
stock price and adversely affect our results of operations and financial condition
 
Changes in Internal Control over Financial Reporting
 
Based on our evaluation, management concluded that our internal control over financial reporting was not effective as of December 31, 2019 due to a
material weakness in our internal control over our financial close and reporting process. Management concluded that we did not have a sufficient
complement of corporate personnel with appropriate levels of accounting and controls knowledge and experience commensurate with our financial
reporting requirements to appropriately analyze, record and disclose accounting matters completely and accurately. As a result of this evaluation, the
Principal Accounting Officer extensively used outside consultants who possessed the appropriate levels of accounting and controls knowledge.
 
ITEM 9B. OTHER INFORMATION
 
None.
 
PART III
 
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
 
Information called for by this Item will be included in an amendment to this Annual Report on Form 10-K to be filed with the SEC and is incorporated by
reference in this Item 10.
  
ITEM 11. EXECUTIVE COMPENSATION
 
Information called for by this Item will be included in an amendment to this Annual Report on Form 10-K to be filed with the SEC and is incorporated by
reference in this Item 11.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER
MATTERS
 
Information called for by this Item will be included in an amendment to this Annual Report on Form 10-K to be filed with the SEC ” and is incorporated by
reference in this Item 12.
 
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE
 
Information called for by this Item will be included in an amendment to this Annual Report on Form 10-K to be filed with the SEC and is incorporated by
reference in this Item 13.
  
ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
 
Information called for by this Item will be included in an amendment to this Annual Report on Form 10-K to be filed with the SEC and is incorporated by
reference in this Item 14.
  
PART IV
 
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
 
(a)(1) Consolidated Financial Statements. For the financial statements included in this Annual Report on Form 10-K, see “Index to the Financial
Statements” on page F-1.
 
(a)(2) Consolidated Financial Statement Schedules. All schedules are omitted because they are not applicable or because the required information is
included in the financial statements or notes thereto.
 
(a)(3) Exhibits. The following exhibits are filed as part of, or incorporated by reference into, this Annual Report on Form 10-K.
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Exhibits Index

 
Exhibit 
No.

 
Description

   
2.1  Agreement and Plan of Merger by and among FORM Holdings Corp., FHXMS, LLC, XpresSpa Holdings, LLC, the unitholders of

XpresSpa who are parties thereto and Mistral XH Representative, LLC, as representative of the unitholders, dated as of August 8, 2016
(incorporated by reference to Exhibit 2.1 to our Current Report on Form 8-K filed with the SEC on August 8, 2016)

   
2.2  Amendment No. 1 to Agreement and Plan of Merger by and among FORM Holdings Corp., FHXMS, LLC, XpresSpa Holdings, LLC

and Mistral XH Representative, LLC, as representative of the unitholders, dated September 8, 2016 (incorporated by reference to Exhibit
2.1 to our Current Report on Form 8-K filed with the SEC on September 9, 2016)

   
2.3  Amendment No. 2 to Agreement and Plan of Merger by and among FORM Holdings Corp., FHXMS, LLC, XpresSpa Holdings, LLC

and Mistral XH Representative, LLC, as representative of the unitholders, dated October 25, 2016 (incorporated by reference to Exhibit
2.1 to our Current Report on Form 8-K filed with the SEC on October 25, 2016)

   
3.1*  Amended and Restated Certificate of Incorporation
   
3.2  Amended and Restated Bylaws (incorporated by reference to Exhibit 3.2 to our Annual Report on Form 10-K filed with the SEC on

April 1, 2019)
   
4.1  Form of Warrant (incorporated by reference from Exhibit 4.1 to our Current Report on Form 8-K filed with the SEC on October 16,

2015)
   
4.2  Form of Warrant (incorporated by reference from Exhibit 10.3 to our Current Report on Form 8-K filed with the SEC on May 4, 2015)
   
4.3  Section 382 Rights Agreement, dated as of March 18, 2016, between Vringo, Inc. and American Stock Transfer & Trust Company, LLC,

which includes the Form of Certificate of Designation of Series C Junior Participating Preferred Stock as Exhibit A, the Form of Right
Certificate as Exhibit B and the Summary of Rights to Purchase Preferred Stock as Exhibit C (incorporated by reference from Exhibit
4.1 to our Current Report on Form 8-K filed with the SEC on March 21, 2016)

   
4.4  Amendment to Section 382 Rights Agreement, dated March 18, 2019, between the Company and American Stock Transfer & Trust

Company, LLC (incorporated by reference from Exhibit 10.1 to our Current Report on Form 8-K filed with the SEC on March 22, 2019)
   
4.5  Form of Warrant to Purchase Shares of Common Stock of FORM Holdings Corp. (incorporated by reference from Annex F to our

Registration Statement on Form S-4 filed with the SEC on October 26, 2016)
   
4.6  Form of Secured Convertible Note (incorporated by reference from Exhibit 4.1 to our Quarterly Report on Form 10-Q filed with the

SEC on May 15, 2018)
   
4.7  Amendment to Secured Convertible Note (incorporated by reference from Exhibit 4.1 to our Current Report on Form 8-K filed with the

SEC on June 27, 2019)
   
4.8  Second Amended and Restated Convertible Promissory Note, dated as of July 8, 2019 (incorporated by reference from Exhibit 4.3 to our

Current Report on Form 8-K filed with the SEC on July 8, 2019)
   
4.9  Third Amended and Restated Convertible Promissory Note, dated as of January 9, 2020 (incorporated by reference from Exhibit 4.1 to

our Current Report on Form 8-K filed with the SEC on January 14, 2020)
   
4.10  Fourth Amended and Restated Convertible Promissory Note, dated as of March 6, 2020 (incorporated by reference from Exhibit 4.1 to

our Current Report on Form 8-K filed with the SEC on March 6, 2020)
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http://www.sec.gov/Archives/edgar/data/1410428/000114420416089189/v434655_ex4-1.htm
http://www.sec.gov/Archives/edgar/data/1410428/000114420419015650/tv516755_ex10-1.htm
http://www.sec.gov/Archives/edgar/data/1410428/000114420419015650/tv516755_ex10-1.htm
http://www.sec.gov/Archives/edgar/data/1410428/000114420416129474/v449051_s4a.htm
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4.11  Form of Class A Warrant (incorporated by reference from Exhibit 4.2 to our Quarterly Report on Form 10-Q filed with the SEC on May

15, 2018)
   
4.12  Form of Class B Warrant (incorporated by reference from Exhibit 4.3 to our Quarterly Report on Form 10-Q filed with the SEC on May

15, 2018)
   
4.13  Form of First Amendment to Warrant to Purchase Common Stock, dated as of May 16, 2019 (incorporated by reference to Exhibit 10.1 to

our Current Report on Form 8-K filed with the SEC on May 17, 2019)
   
4.14  Form of Second Amendment to Warrant to Purchase Common Stock, dated as of June 17, 2019 (incorporated by reference to Exhibit 10.1

to our Current Report on Form 8-K filed with the SEC on June 17, 2019)
   
4.15  Unsecured Convertible Note due May 31, 2022 (incorporated by reference to Exhibit 4.1 to our Current Report on Form 8-K filed with the

SEC on July 8, 2019)
   
4.16  Warrant to Purchase Common Stock in favor of Calm.com, Inc., dated as of July 8, 2019 (incorporated by reference to Exhibit 4.2 to our

Current Report on Form 8-K filed with the SEC on July 8, 2019)
   
4.17  Form of December 2016 Warrant Amendment, dated as of July 8, 2019 (incorporated by reference from Exhibit 4.4 to our Current Report

on Form 8-K filed with the SEC on July 8, 2019)
   
4.18  Form of Pre-Funded Warrant to Purchase Common Stock, dated March 19, 2020 (incorporated by reference from Exhibit 4.1 to our

Current Report on Form 8-K filed with the SEC on March 19, 2020)
   
4.19  Form of Pre-Funded Warrant to Purchase Common Stock, dated March 25, 2020 (incorporated by reference from Exhibit 4.1 to our

Current Report on Form 8-K filed with the SEC on March 25, 2020)
   
4.20  Form of Pre-Funded Warrant to Purchase Common Stock, dated March 27, 2020 (incorporated by reference from Exhibit 4.1 to our

Current Report on Form 8-K filed with the SEC on March 27, 2020)
   
4.21  Form of Pre-Funded Warrant to Purchase Common Stock, dated April 6, 2020 (incorporated by reference from Exhibit 4.1 to our Current

Report on Form 8-K filed with the SEC on April 7, 2020)
   
4.22*  Description of the Registrant’s Securities
   
4.23  Amended and Restated Calm Note, dated as of April 17, 2020 (incorporated by reference from Exhibit 4.1 to our Current Report on Form

8-K filed with the SEC on April 17, 2020).
   
10.1†  Vringo, Inc. 2012 Employee, Director and Consultant Equity Incentive Plan, as amended (incorporated by reference from Appendix C of

our Proxy Statement on Schedule 14A (DEF 14A) filed with the SEC on September 25, 2015)
   
10.2†  Form of Management Option Agreement (incorporated by reference from our Registration Statement on Form S-1 filed on March 29,

2010).
   
10.3†  Form of Stock Option Agreement (incorporated by reference from our Registration Statement on Form S-8 filed on July 26, 2012)
   
10.4†  Form of Restricted Stock Unit Agreement (incorporated by reference from our Registration Statement on Form S-8 filed on July 26, 2012)
   
10.5  Form of Indemnification Agreement, dated January 31, 2013, by and between Vringo, Inc. and each of its Directors and Executive Officer

(incorporated by reference from our Annual Report on Form 10-K for the period ended December 31, 2012 filed on March 21, 2013)
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10.6†  FORM Holdings Corp. 2012 Employee, Director and Consultant Equity Incentive Plan, as amended (incorporated by reference from

Exhibit 10.1 to our Current Report on Form 8-K filed with the SEC on November 28, 2016)
   
10.7†  Independent Director’s Agreement, by and between FORM Holdings Corp. and Andrew R. Heyer, dated as of December 23, 2016

(incorporated by reference from Exhibit 10.1 to our Current Report on Form 8-K filed with the SEC on December 23, 2016)
   
10.8†  Executive Employment Agreement, dated January 20, 2017, by and between FORM Holdings Corp. and Edward Jankowski (incorporated

by reference from Exhibit 10.2 to our Quarterly Report on Form 10-Q filed with the SEC on May 15, 2017)
   
10.9  Credit Agreement dated as of April 22, 2015, by and between XpresSpa Holdings, LLC and Rockmore Investment Master Fund Ltd

(incorporated by reference from Exhibit 10.1 to our Quarterly Report on Form 10-Q filed with the SEC on May 15, 2018).
   
10.10  First Amendment to Credit Agreement and Conditional Waiver dated as of August 8, 2016, by and between XpresSpa Holdings, LLC and

Rockmore Investment Master Fund Ltd (incorporated by reference from Exhibit 10.2 to our Quarterly Report on Form 10-Q filed with the
SEC on May 15, 2018).

   
10.11  Second Amendment to Credit Agreement dated as of May 10, 2017, by and between XpresSpa Holdings, LLC and B3D, LLC

(incorporated by reference from Exhibit 10.3 to our Quarterly Report on Form 10-Q filed with the SEC on May 15, 2018).
   
10.12  Third Amendment to Credit Agreement dated as of May 14, 2018, by and between XpresSpa Holdings, LLC and B3D, LLC (incorporated

by reference from Exhibit 10.4 to our Quarterly Report on Form 10-Q filed with the SEC on May 15, 2018).
   
10.13  Fourth Amendment to Credit Agreement, dated as of July 8, 2019, by and between XpresSpa Holdings LLC and B3D, LLC (incorporated

by reference from Exhibit 10.3 to our Current Report on Form 8-K filed with the SEC on July 8, 2019)
   
10.14  Registration Rights Agreement, dated as of July 8, 2019, by and between the Company and B3D, LLC (incorporated by reference from

Exhibit 10.4 to our Current Report on Form 8-K filed with the SEC on July 8, 2019)
   
10.15  Amendment to Second Amended and Restated Convertible Promissory Note, dated August 22, 2019, by and between XpresSpa Holdings

LLC and B3D, LLC (incorporated by reference from Exhibit 10.1 to our Current Report on Form 8-K filed with the SEC on August 26,
2019)

   
10.16  Fifth Amendment to Credit Agreement, dated as of January 9, 2020, by and between XpresSpa Holdings LLC and B3D, LLC (incorporated

by reference from Exhibit 10.2 to our Current Report on Form 8-K filed with the SEC on January 14, 2020)
   
10.17  Sixth Amendment to Credit Agreement, dated as of March 6, 2020, by and between XpresSpa Holdings LLC and B3D, LLC (incorporated

by reference from Exhibit 10.1 to our Current Report on Form 8-K filed with the SEC on March 6, 2020)
   
10.18  Form of Securities Purchase Agreement, dated May 15, 2018, by and among the Company and the Investors (incorporated by reference

from Exhibit 10.8 to our Quarterly Report on Form 10-Q filed with the SEC on May 15, 2018).
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10.19  Form of Registration Rights Agreement, dated May 15, 2018, by and among the Company and the Investors (incorporated by reference

from Exhibit 10.9 to our Quarterly Report on Form 10-Q filed with the SEC on May 15, 2018).
   
10.20  Amendment to Securities Purchase Agreement and Class A Warrants and Class B Warrants, dated as of July 8, 2019, by and between the

Company and the purchasers party thereto (incorporated by reference from Exhibit 10.5 to our Current Report on Form 8-K filed with the
SEC on July 8, 2019)

   
10.21  Product Sale and Marketing Agreement, dated November 12, 2018, by and between the Company and Calm.com, Inc. (incorporated by

reference to Exhibit 10.28 to our Annual Report on Form 10-K filed with the SEC on April 1, 2019)
   
10.22  Amendment to Amended and Restated Product Sale and Marketing, dated as of October 30, 2019, by and between the Company and

Calm.com, Inc. (incorporated by reference from Exhibit 10.8 to our Quarterly Report on Form 10-Q filed with the SEC on November 14,
2019)

   
10.23†  Separation Agreement between the Company and Mr. Edward Jankowski, dated March 14, 2019 (incorporated by reference from Exhibit

10.1 to our Current Report on Form 8-K filed with the SEC on March 15, 2019).
   
10.24†  Non-Disclosure Agreement between the Company and Mr. Edward Jankowski, dated March 14, 2019 (incorporated by reference from

Exhibit 10.2 to our Current Report on Form 8-K filed with the SEC on March 15, 2019).
   
10.25  Securities Purchase Agreement, dated as of July 8, 2019, by and between the Company and Calm.com, Inc. (incorporated by reference

from Exhibit 10.1 to our Current Report on Form 8-K filed with the SEC on July 8, 2019)
   
10.26  Registration Rights Agreement, dated as of July 8, 2019, by and between the Company and Calm.com, Inc. (incorporated by reference

from Exhibit 10.2 to our Current Report on Form 8-K filed with the SEC on July 8, 2019)
   
10.27  Amendment No. 3 to Agreement and Plan of Merger, dated as of October 1, 2019, by and between the Company, XpresSpa Holdings, LLC,

and Mistral XH Representative, LLC, as representative of the unitholders of the Company (incorporated by reference from Exhibit 10.1 to
our Current Report on Form 8-K filed with the SEC on October 3, 2019)

   
10.28  Form of Accounts Receivable Advance, dated as of January 9, 2020, by and between certain subsidiaries of the Company and CC Funding,

a division of Credit Cash NJ, LLC (incorporated by reference from Exhibit 10.1 to our Current Report on Form 8-K filed with the SEC on
January 14, 2020)

   
10.29  Securities Purchase Agreement, date as of March 19, 2020, by and between the Company and the purchasers party thereto (incorporated by

reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on March 19, 2020)
   
10.30  Form of Exchange Agreement, date as of March 19, 2020 (incorporated by reference to Exhibit 10.2 to the Company’s Current Report on

Form 8-K filed with the SEC on March 19, 2020)
   
10.31  Voting Agreement, date as of March 19, 2020, by and between the Company and Mistral Spa Holdings LLC (incorporated by reference to

Exhibit 10.3 to the Company’s Current Report on Form 8-K filed with the SEC on March 19, 2020)
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10.32  Securities Purchase Agreement, date as of March 25, 2020, by and between the Company and the purchasers party thereto (incorporated by

reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on March 25, 2020)
   
10.33  Securities Purchase Agreement, date as of March 27, 2020, by and between the Company and the purchasers party thereto (incorporated by

reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on March 27, 2020)
   
10.34  Securities Purchase Agreement, date as of April 6, 2020, by and between the Company and the purchasers party thereto (incorporated by

reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on April 7, 2020)
   
21*  Subsidiaries of XpresSpa Group, Inc.
   
23.1*  Consent of CohnReznick LLP, independent registered public accounting firm
   
31.1*  Certification of Principal Executive Officer and Principal Financial Officer pursuant to Exchange Act, Rules 13a – 14(a) and 15d – 14(a),

as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
   
32**  Certifications  of Principal Executive Officer and Principal Financial Officer Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002
   
101.INS*  XBRL Instance Document
   
101.SCH*  XBRL Taxonomy Extension Schema Document
   
101.CAL*  XBRL Taxonomy Extension Calculation Linkbase Document
   
101.DEF*  XBRL Taxonomy Extension Definition Linkbase Document
   
101.LAB*  XBRL Taxonomy Extension Label Linkbase Document
   
101.PRE*  XBRL Taxonomy Extension Presentation Linkbase Document
  
* Filed herewith.
 
** Furnished herewith.
 
† Management contract or compensatory plan or arrangement.
 
†† Certain portions have been omitted pursuant to a confidential treatment request. Omitted information has been filed separately with the SEC.
  
ITEM 16. FORM 10-K SUMMARY
  
None.
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Report of Independent Registered Public Accounting Firm

 
The Board of Directors and
Stockholders of XpresSpa Group, Inc.:
 
Opinion on the Consolidated Financial Statements
We have audited the accompanying consolidated balance sheets of XpresSpa Group, Inc. and subsidiaries (the Company) as of December 31, 2019 and
2018, and the related consolidated statements of operations and comprehensive loss, changes in stockholders’ equity (deficit) and cash flows for the years
then ended, and the related notes (collectively referred to as the consolidated financial statements). In our opinion, the consolidated financial statements
present fairly, in all material respects, the financial position of the Company as of December 31, 2019 and 2018, and the results of its operations and its
cash flows for each of the years in the two-year period ended December 31, 2019, in conformity with accounting principles generally accepted in the
United States of America.
 
Substantial Doubt about the Company’s Ability to Continue as a Going Concern
The accompanying consolidated financial statements have been prepared assuming that the Company will continue as a going concern. As discussed in
Note 1 to the consolidated financial statements, based on its projections, the Company anticipates that during 2020, it will not have sufficient capital to
repay its current obligations. Furthermore, the Company’s recurring losses from operations, working capital deficiency and stockholders’ deficit raises
substantial doubt about its ability to continue as a going concern. Management's plans in regard to these matters are also described in Note 1. The
consolidated financial statements do not include any adjustments that might result from the outcome of this uncertainty.
  
Basis for Opinion
These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on the Company’s
consolidated financial statements based on our audits. We are a public accounting firm registered with the Public Company Accounting Oversight Board
(United States) (PCAOB) and are required to be independent with respect to the Company in accordance with the U.S. federal securities laws and the
applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.
 
We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement, whether due to error or fraud. The Company is not
required to have, nor were we engaged to perform, an audit of its internal control over financial reporting. As part of our audits, we are required to obtain
an understanding of internal control over financial reporting, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion.
 
Our audits included performing procedures to assess the risks of material misstatement of the consolidated financial statements, whether due to error or
fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and
disclosures in the consolidated financial statements. Our audits also included evaluating the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements. We believe that our audits provide a reasonable basis
for our opinion.
 
/s/ CohnReznick LLP  
  
We have served as the Company’s auditor since 2015.  
  
Jericho, New York  
April 20, 2020  
 

F-2 



 

 
XpresSpa Group, Inc. and Subsidiaries

CONSOLIDATED BALANCE SHEETS
(In thousands, except share and per share data)

 

  
December 31,

2019   
December 31, 

2018  
Current assets         
Cash and cash equivalents  $ 2,184  $ 3,403 
Inventory   647   782 
Other current assets   1,102   1,574 
Total current assets   3,933   5,759 
         
Restricted cash   451   487 
Property and equipment, net   8,064   11,795 
Intangible assets, net   6,783   9,167 
Operating lease right of use assets, net   8,254   — 
Other assets   1,239   3,376 
Total assets  $ 28,724  $ 30,584 
         
Current liabilities         
Accounts payable, accrued expenses and other current liabilities  $ 12,551  $ 8,172 
Current portion of operating lease liabilities   3,669   — 
Senior secured note   —   6,500 
Convertible notes, net   —   1,986 
Total current liabilities   16,220   16,658 
         
Long-term liabilities         
Senior secured note, net   4,580   — 
Convertible note, net   1,182   — 
Derivative liabilities   3,137   476 
Operating lease liabilities   5,826   — 
Other liabilities   315   315 
Total liabilities   31,260   17,449 
Commitments and contingencies (see Note 19)         
         
Stockholders’ equity/(deficit)*         
Series A Convertible Preferred Stock, $0.01 par value per share; 6,968 shares authorized; 6,673 issued and none
outstanding   —   — 
Series C Junior Preferred stock, $0.01 par value per share; 300,000 shares authorized; none issued and
outstanding   —   — 
Series D Convertible Preferred Stock, $0.01 par value per share, 500,000 shares authorized; 425,750 shares
issued and outstanding at December 31, 2018 with a liquidation value of $20,436. None at December 31, 2019   —   4 
Series E Convertible Preferred Stock, $0.01 par value per share, 2,397,060 shares authorized; 977,865 and
967,742 shares issued and outstanding at December 31, 2019 and 2018, respectively, with a liquidation value of
$3,031 and $3,000, respectively   10   10 
Series F Convertible Preferred Stock, $0.01 par value per share, 9,000 shares authorized; 8,996 shares issued
and outstanding at December 31, 2019 and none at December 31, 2018 with a liquidation value of $900   —   — 
Common Stock, $0.01 par value per share 150,000,000 shares authorized; 15,472,171 and 1,761,802 shares
issued and outstanding as of December 31, 2019 and 2018, respectively   489   352 
Additional paid-in capital   301,681   295,904 
Accumulated deficit   (308,136)   (286,913)
Accumulated other comprehensive loss   (283)   (251)
Total stockholders’ equity/(deficit) attributable to common stockholders   (6,239)   9,106 
Noncontrolling interests   3,703   4,029 
Total stockholders’ equity (deficit)   (2,536)   13,135 
Total liabilities and stockholders’ equity (deficit)  $ 28,724  $ 30,584 

  
*2018 share amounts were adjusted to reflect the impact of the 1:20 reverse stock split that became effective on February 22, 2019. 

 
The accompanying notes form an integral part of these consolidated financial statements.
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XpresSpa Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
(In thousands, except share and per share data)

 
  For the years ended December 31,  
  2019   2018  
Revenue         

Services  $ 39,989  $ 41,163 
Products   7,320   8,131 
Other   1,206   800 

Total revenue    48,515   50,094 
Cost of sales         

Labor   22,847   24,369 
Occupancy   7,831   8,118 
Products and other operating costs   7,176   6,964 

Total cost of sales   37,854   39,451 
Depreciation and amortization   6,124   7,398 
Impairment/disposal of assets   6,090   2,100 
Goodwill impairment   —   19,630 
General and administrative   14,319   16,240 

Total operating expenses   64,387   84,819 
Operating loss from continuing operations   (15,872)   (34,725)

Interest expense   (2,900)   (1,827)
Other non-operating income (expense), net   (1,904)   643 

Loss from continuing operations before income taxes   (20,676)   (35,909)
Income tax benefit   146   278 

Loss from continuing operations   (20,530)   (35,631)
Loss from discontinued operations net of income taxes   —   (1,115)

Net loss   (20,530)   (36,746)
Net income attributable to noncontrolling interests   (693)   (459)

Net loss attributable to common shareholders  $ (21,223)  $ (37,205)
         
Loss from continuing operations  $ (20,530)  $ (35,631)

Other comprehensive loss from continuing operations   (32)   (177)
Comprehensive loss from continuing operations   (20,562)    (35,808)

Other comprehensive loss from discontinued operations   —   (1,115)
Comprehensive loss  $ (20,562)  $ (36,923)
         
Loss per share*         

Loss per share from continuing operations  $ (4.33)  $ (24.83)
Loss per share from discontinued operations   —   (0.77)

Total basic and diluted net loss per share  $ (4.33)  $ (25.60) 
Weighted-average number of shares outstanding during the year*         

Basic   4,903,331   1,453,635 
Diluted   4,903,331   1,453,635 

  
*2018 per share and weighted-average number of shares were adjusted to reflect the impact of the 1:20 reverse stock split that became effective on

February 22, 2019.
 

The accompanying notes form an integral part of these consolidated financial statements.
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XpresSpa Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY (DEFICIT)
(In thousands)

 

  
Preferred

stock   
Common

stock   

Additional
paid- 

in capital   
Accumulated

deficit   

Accumulated
other 

comprehensive
loss   

Total 
Company 

equity
(deficit)   

Non- 
controlling

interests   

Total
equity

(deficit)  
December 31, 2018  $ 14  $ 352  $ 295,904  $ (286,913)  $ (251)  $ 9,106  $ 4,029  $ 13,135 
Issuance of common stock for

repayment of interest   —   2   815   —   —   817   —   817 
Stock-based compensation   —   —   104   —   —   104   —   104 
Net income (loss) for the period   —   —   —   (2,973)   —   (2,973)   129   (2,844)
Foreign currency translation   —   —   —   —   (21)   (21)   —   (21)
Distributions to noncontrolling
interests   —   —   —   —   —   —   (166)   (166)
March 31, 2019   14   354   296,823   (289,886)   (272)   7,033   3,992   11,025 
Conversion of senior notes and

warrants into common shares   —   6   3,488   —   —   3,494   —   3,494 
Stock-based compensation   —   —   127   —   —   127   —   127 
Foreign currency translation   —   —   —   —   (170)   (170)   —   (170)
Net income (loss) for the period   —   —   —   (6,338)   —   (6,338)   245   (6,093)
Contributions from
noncontrolling interests   —   —   —   —   —   —   16   16 
Distributions to noncontrolling
interests   —   —   —   —   —   —   (174)   (174)
June 30, 2019   14   360   300,438   (296,224)   (442)   4,146   4,079   8,225 
Issuance of Series F Preferred
Stock,  net    —    —   1,131   —    —   1,131   —   1,131 
Stock-based compensation   —   —   35   —   —   35   —   35 
Exercise of June 2019 Class A
Warrants into common stock   —   3   (3)   —   —   —   —   — 
Foreign currency translation   —   —   —   —   82   82   —   82 
Net income (loss) for the period   —   —   —   (4,844)   —   (4,844)   210   (4,634)
Distributions to noncontrolling
interests   —   —   —   —   —   —   (302)   (302)
September 30, 2019   14   363   301,601   (301,068)   (360)   550   3,987   4,537 
Conversion of Series D Preferred
Stock into common shares, net    (4)    110    (101)   —    —   5   —   5

 

Issuance of common shares to pay
interest on borrowings   —   2   103   —   —   105   —   105

 

Stock-based compensation   —   —   69   —   —   69   —   69 
Exercise of warrants into
common stock   —   14   (14)   —   —   —   —   —

 

Foreign currency translation   —   —   —   —   77   77   —   77 
Net income (loss) for the period   —   —   —   (7,068)   —   (7,068)   109   (6,959)
Payment of withholding taxes
on RSUs   —   —   23   —   —   23   —   23

 

Contributions from
noncontrolling interests   —   —   —   —   —   —   162   162

 

Distributions to noncontrolling
interests   —   —   —   —   —   —   (555)   (555

 
) 

December 31, 2019  $ 10  $ 489  $ 301,681  $ (308,136)  $ (283)  $ (6,239)  $ 3,703  $ (2,536) 

 
The accompanying notes form an integral part of these consolidated financial statements.
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XpresSpa Group, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY (DEFICIT)
(In thousands)

 

  
Preferred

stock   
Common

stock   

Additional 
paid- 

in capital   
Accumulated

deficit   

Accumulated
other 

comprehensive
loss   

Total 
Company 

equity   

Non- 
controlling

interests   
Total

equity(deficit)  
December 31, 2017  $ 4  $ 265  $ 290,396  $ (249,708)  $ (74)  $ 40,883  $ 4,956  $ 45,839 
Vesting of restricted stock units   —   1   (1)   —   —   —   —   — 
Stock-based compensation   —   —   312   —   —   312   —   312 
Net income (loss) for the period   —   —   —   (23,933)   —   (23,933)   83   (23,850)
Foreign currency translation   —   —   —   —   (66)   (66)   —   (66)
Contributions from noncontrolling
interests   —   —   —   —   —   —   —   — 
Distributions to noncontrolling
interests   —   —   —   —   —   —   (220)   (220)
March 31, 2018   4   266   290,707   (273,641)   (140)   17,196   4,819   22,015 
Vesting of restricted stock units   —   5   (5)   —   —   —   —   — 
Issuance of equity warrants   —   —   64   —   —   64   —   64 
Stock-based compensation   —   —   259   —   —   259   —   259 
Net income (loss) for the period   —   —   —   (3,523)   —   (3,523)   177   (3,346)
Foreign currency translation   —   —   —   —   (136)   (136)   —   (136)
Contributions from noncontrolling
interests   —   —   —   —   —   —   76   76 
Distributions to noncontrolling
interests   —   —   —   —   —   —   (920)   (920)
June 30, 2018   4   271   291,025   (277,164)   (276)   13,860   4,152   18,012 
Stock-based compensation    —   —   194   —   —   194       194 
Issuance of common stock for
repayment of debt and interest   —   48   770   —   —   818   —   818 
Net income (loss) for the period   —   —   —   (3,187)   —   (3,187)   122   (3,065)
Foreign currency translation   —   —   —   —   (3)   (3)       (3)
Contributions from noncontrolling
interests   —   —   —   —   —   —   43   43 
Distributions to noncontrolling
interests   —   —   —   —   —   —   (244)   (244)
September 30, 2018   4   319   291,989   (280,351)   (279)   11,682   4,073   15,755 
Stock-based compensation    —   —   151   —   —   151   —   151 
Issuance of Series E Convertible
Preferred Stock   10   —   2,990   —   —   3,000   —   3,000 
Vesting of restricted stock units                                 
Issuance of common stock for
repayment of debt and interest   —   28   532   —   —   560   —   560 
Issuance of common stock for services       5   242           247       247 
Net income (loss) for the period   —   —   —    (6,562)   —   (6,562)   77    (6,485)
Foreign currency translation   —   —   —   —   28   28       28 
Contributions from noncontrolling
interests   —   —   —    —   —   —   131   131 
Distributions to noncontrolling
interests   —   —   —       —   —   (252)    (252)
December 31, 2018  $ 14   $ 352   $ 295,904   $  (286,913)   $ (251)  $ 9,106  $ 4,029   $ 13,135 

 
The accompanying notes form an integral part of these consolidated financial statements.
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XpresSpa Group, Inc. and Subsidiaries 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
(In thousands)

 

  
For the 

years ended December 31,  
  2019   2018  
Cash flows from operating activities         

Consolidated net loss  $ (20,530)  $ (36,746)
Consolidated net loss from discontinued operations   —   (1,115)
Consolidated net loss from continuing operations   (20,530)   (35,631)

Adjustments to reconcile consolidated net loss from continuing operations to net cash used in operating activities:         
Items included in consolidated net loss not affecting cash flows         

Depreciation and amortization   6,124   7,398 
Impairment/disposal of long-lived assets   4,106   2,100 
Revaluation of warrants and conversion options   (2,170)   (1,520)
Debt conversion expense   1,584   — 
Impairment of cost investments   1,984   — 
Issuance of Series F Convertible Preferred Stock   1,131   —  
Amortization of debt discount and debt issuance costs   1,031   986 
Stock-based compensation   335   916 
Issuance of warrants   689   64 
Accretion of interest   958   —  
Issuance of shares of Common Stock for services   —   247 
Issuance of Common Stock for payment of interest     105    310 
Impairment of goodwill   —   19,630 
Gain on the sale of patents   —   (450)

Changes in assets and liabilities         
Decrease in inventory   136   377 
Decrease (increase) in other assets, net   644   (1,835)
Increase (decrease) in accounts payable, accrued expenses and other current liabilities   3,760   (604)
Decrease in other liabilities   —   (55)

Net cash used in operating activities – continuing operations   (113)   (8,067)
Net cash provided by operating activities – discontinued operations   —   1,501 
Net cash used in operating activities   (113)   (6,566)
Cash flows from investing activities         

Acquisition of property and equipment   (2,275)   (3,031)
Acquisition of software   —   (85)
Proceeds from the sale of subsidiary   —   800 
Proceeds from the sale of cost method investment   —   200 
Proceeds from sale of patents   —   250 
Net cash used in investing activities – continuing operations   (2,275)   (1,866)
Net cash used in investing activities – discontinued operations   —   — 

Net cash used in investing activities   (2,275)   (1,866)
Cash flows from financing activities         

Proceeds from the issuance of note to Calm   2,500   — 
Proceeds from convertible notes and warrants   —   4,350 
Debt issuance costs   (714)   (320)
Issuance of shares of Series E Convertible Preferred Stock   —   3,000 
Additional borrowing from B3D   500   — 
Payments on 5% Convertible Notes   (129)   — 
Contributions from noncontrolling interests   178   250 
Distributions to noncontrolling interests   (1,197)   (1,636)
Other   27   — 
Net cash provided by financing activities – continuing operations   1,165   5,644 
Net cash provided by financing activities – discontinued operations   —   — 

Net cash provided by financing activities   1,165   5,644 
Effect of exchange rate changes   (32)   (177)
Decrease in cash, cash equivalents and restricted cash   (1,255)   (2,965)
Cash, cash equivalents, and restricted cash at beginning of the year   3,890   6,855 
Cash, cash equivalents, and restricted cash at end of the year  $ 2,635  $ 3,890 
Cash paid during the year for         

Interest  $ 735  $ 731 
Income taxes  $ 124  $ — 

Non-cash investing and financing transactions         
Debt discount related to issuance of convertible notes  $ 4,142  $ 1,962 
Conversion of senior notes and warrants into Common Stock  $ 3,494  $ — 
Issuance of Series F Convertible Preferred Stock  $ 1,131  $ — 
Issuance of shares of Common Stock to pay debt and interest  $ 817  $ 1,368 
Conversion of Series D Convertible Preferred Stock to Common Stock  $ 110  $ — 
Conversion/exercise of warrants into Common Stock  $ 17  $ — 



Non-cash acquisition of cost method investment  $ —  $ 2,075 
Non-cash acquisition of construction-in-progress  $ —  $ 228 

 
The accompanying notes form an integral part of these consolidated financial statements.
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XpresSpa Group, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except for share and per share data)

 
Note 1. General
 
Overview
 
On January 5, 2018, the Company changed its name to XpresSpa Group, Inc. (“XpresSpa Group” or the “Company”) from FORM Holdings Corp. The
Company’s common stock, par value $0.01 per share (the “Common Stock”), which had previously been listed under the trading symbol “FH” on the
Nasdaq Capital Market, has been listed under the trading symbol “XSPA” since January 8, 2018. Rebranding to XpresSpa Group aligned the Company’s
corporate strategy to build a pure-play health and wellness services company, which the Company commenced following its acquisition of XpresSpa
Holdings, LLC (“XpresSpa”) on December 23, 2016.
 
As a result of the transition to a pure-play health and wellness services company, the Company currently has one operating segment that is also its sole
reporting unit, XpresSpa. XpresSpa is a well-recognized, leading airport retailer of spa services and related products. As of December 31, 2019, XpresSpa
operated 51 total locations in 25 airports, in three countries including the United States, Netherlands and United Arab Emirates. Services and products
include:
 
 • massage services for the neck, back, feet and whole body;
 
 • nail care, such as pedicures, manicures and polish changes;
 
 • travel products, such as neck pillows, blankets and massage tools; and
  
 • new offerings, such as cryotherapy services, NormaTec compression services, and Dermalogica personal care services and retail products.
 
During 2019 and 2018, XpresSpa generated $48,515 and $50,094 of revenue, respectively. In 2019 and 2018, approximately 82% of XpresSpa’s total
revenue was generated by services, primarily massage and nailcare, 15% and 16%, respectively, was generated by retail products, primarily luxury travel
products and accessories and 3% and 2%, respectively, was other revenue.
 
For over 15 years, increased security requirements have led travelers to spend more time at the airport. In addition, in anticipation of the long and often
stressful security lines, travelers allow for more time to get through security and, as a result, often experience increased downtime prior to boarding.
Consequently, travelers at large airport hubs have idle time in the terminal after passing through security.
 
XpresSpa was developed to address the stress and idle time spent at the airport, allowing travelers to spend this time productively, by relaxing and focusing
on personal care and wellness. XpresSpa is well positioned to benefit from consumers’ growing interest in health and wellness and increasing demand for
spa services and related wellness products.
 
In addition, a confluence of microeconomic events has created favorable conditions for the expansion of retail concepts at airports, in particular retail
concepts that attract higher spending from air travelers. The competition for airplane landings has forced airports to lower landing fees, which in turn has
necessitated augmenting their retail offerings to offset budget shortfalls. Infrastructure projects at airports across the country, intended to make an airport
more desirable to airlines, require funding from bond issuances that in turn rely upon, in part, the expected minimum rent guarantees and expected income
from concessionaires.
 
The Company owns certain patent portfolios, which, in prior years, it monetized through sales and licensing agreements. During the year ended December
31, 2018, the Company determined that its former intellectual property operating segment would no longer be an area of focus and, as such, will no longer
operate as a separate operating segment, as it no longer generates any material revenues or operating costs.
 
In March 2018, the Company completed the sale of Group Mobile Int’l LLC (“Group Mobile”). This entity was previously included in the Company’s
technology operating segment. The results of operations for Group Mobile are presented in the consolidated statements of operations and comprehensive
loss as net loss from discontinued operations.
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Recent Developments
 
Effects of Coronavirus on Business
 
On March 11, 2020, the World Health Organization declared the outbreak of the Coronavirus (“COVID-19”), which continues to spread throughout the
U.S. and the world, a pandemic. The outbreak is having an impact on the global economy, resulting in rapidly changing market and economic conditions.
Similar to many businesses in the travel sector, our business has been materially adversely impacted by the recent COVID-19 outbreak and associated
restrictions on travel that have been implemented. Effective March 24, 2020, the Company temporarily closed all global spa locations, largely due to the
categorization of its spa locations by local jurisdictions as “non-essential services”. The Company intends to reopen its spa locations and resume normal
operations once restrictions on non-essential services are lifted and airport traffic returns to sufficient levels to support its operations. On March 25, 2020,
the Company announced that, during such period as it remains unable to reopen its spa locations for normal operations, it was advancing conversations
with certain COVID-19 testing partners to develop a model for testing in U.S. airports.
 
The temporary closing of the Company’s global spa operations has had a materially adverse impact on its cash flows from operations and caused a liquidity
crisis.  As a result, management has concluded that there was a long-lived asset impairment triggering event during the first quarter of 2020, which will
result in management performing an impairment evaluation of certain of its long-lived asset balances (primarily leasehold improvements and right of use
lease assets totaling approximately $16,318 as of December 31, 2019). This could lead to the Company recording an impairment charge during the first
quarter of 2020. The full extent to which COVID-19 will impact the Company’s results will depend on future developments, which are highly uncertain
and cannot be predicted, including new information which may emerge concerning the severity of the virus and the actions to contain or treat its impact.
 
The Company is currently seeking sources of capital to help fund its business operations during the COVID-19 crisis. It has been able to secure financing
during the first quarter of 2020 totaling gross proceeds of approximately $9,440 by obtaining a cash advance on its accounts receivable balances, a loan
from its senior secured lender, B3D, LLC (“B3D”), and through common stock offerings (see Note 20, Subsequent Events). Depending on the impact of the
COVID outbreak on the Company’s operations and cash position, it may need to obtain additional financing. If the Company needs to obtain additional
financing in the future and is unsuccessful, it may be required to curtail or terminate some or all of its business operations and cause its Board of Directors
to possibly pursue a restructuring, which may include a reorganization or bankruptcy under Federal bankruptcy laws, or a dissolution, liquidation and/or
winding up of the Company.  Accordingly, holders of the Company’s secured and unsecured debt and common stock may lose their entire investment in the
event of a reorganization, bankruptcy, liquidation, dissolution or winding up of the Company.
  
Liquidity and Going Concern
 
As of December 31, 2019, the Company had approximately $2,184 of cash and cash equivalents, and total current assets of approximately $3,933. The
Company’s total current liabilities balance, which includes primarily accounts payable, accrued expenses, and the current portion of operating lease
liabilities was approximately $16,220 as of December 31, 2019. The working capital deficiency was $12,287 as of December 31, 2019, compared to a
working capital deficiency of $10,899 as of December 31, 2018. The increase in the working capital deficiency was primarily due to the reduction in cash
and other current asset balances from 2018 and the classification of a current portion of lease liability of $3,669 in current liabilities in 2019 but not in
2018, partially offset by the refinancing and recapitalization transactions the Company completed in July of 2019, which are discussed in in the notes to
these consolidated financial statements.
 
While the Company has aggressively reduced operating and overhead expenses, and while it continues to focus on its overall profitability, it has continued
to generate negative cash flows from operations, and it expects to incur net losses for the foreseeable future, especially considering the negative impact
COVID-19 will have on its liquidity and financial position. As discussed elsewhere in this Annual Report on Form 10-K, the report of the Company’s
independent registered public accounting firm on the Company’s financial statements for the years ended December 31, 2019 and 2018 includes an
explanatory paragraph indicating that there is substantial doubt about the Company’s ability to continue as a going concern.
 
The Company has taken actions to improve its overall cash position and access to liquidity through debt and equity financings, by exploring valuable
strategic partnerships, right sizing its corporate structure and streamlining its operations. These actions are intended to improve the Company’s overall cash
position and assist with its liquidity needs, however there can be no assurance that these actions will be sufficient.
 
These audited financial statements have been prepared assuming that the Company will continue as a going concern and do not include any adjustments
that might result if we cease to continue as a going concern.
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Material Weakness in Internal Controls over Financial Reporting
 
Based on management’s evaluation under the framework in Internal Control-Integrated Framework, the Company’s Chief Executive Officer and Principal
Financial Officer concluded that the Company’s internal control over financial reporting was not effective as of December 31, 2019 due to a material
weakness in its internal controls over its financial close and reporting process and have concluded that the financial close and reporting process needs
additional formal procedures to ensure that appropriate reviews occur on all financial reporting analysis. Management also concluded that the Company did
not maintain a sufficient complement of corporate personnel with appropriate levels of accounting and controls knowledge and experience commensurate
with its financial reporting requirements to appropriately analyze, record and disclose accounting matters completely and accurately. This deficiency
created a reasonable possibility that a material misstatement would not be prevented or detected in a timely basis. Management concluded that the control
deficiency represented a material weakness and, accordingly, that the Company’s internal control over financial reporting was not effective as of December
31, 2019.
 
The material weakness in our internal control over financial reporting resulted in proposed audit adjustments to the Company’s consolidated financial
statements in the areas of lease accounting, long-lived asset impairment and accrued liabilities accounting as of and for the year ended December 31, 2019.
 
The Company is still considering the full extent of the procedures to implement in order to remediate the material weakness described above. The current
remediation plan includes a more robust review process, and an increase in the supervision and monitoring of the financial reporting processes and the
Company’s accounting personnel.
 
Note 2. Accounting and Reporting Policies
 
(a) Basis of presentation and principles of consolidation
 
The accompanying consolidated financial statements have been prepared in accordance with generally accepted accounting principles in the United States
of America (“U.S. GAAP”). The consolidated financial statements include the accounts of the Company, all entities that are wholly owned by the
Company, and all entities in which the Company has a controlling financial interest. All significant intercompany balances and transactions have been
eliminated in consolidation.
 
(b) Use of estimates
 
The preparation of the accompanying consolidated financial statements in conformity with U.S. GAAP requires management to make certain estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the consolidated
financial statements and the reported amounts of revenues and expenses for the periods presented. Actual results may differ from such estimates.
Significant items subject to such estimates and assumptions include the Company’s intangibles assets, the useful lives of the Company’s intangible assets,
the valuation of the Company’s derivative warrant liabilities, the valuation of stock-based compensation, deferred tax assets and liabilities, income tax
uncertainties, and other contingencies.
  
(c) Translation into United States dollars
 
The Company conducts certain transactions in foreign currencies, which are recorded at the exchange rate as of the transaction date. All exchange gains
and losses occurring from the remeasurement of monetary balance sheet items denominated in non-dollar currencies are included in non-operating income
(expense) in the consolidated statements of operations and comprehensive loss.
 
Accounts of the foreign subsidiaries of XpresSpa are translated into United States dollars. Assets and liabilities have been translated primarily at year end
exchange rates and revenues and expenses have been translated at average monthly rates for the year. The translation adjustments arising from the use of
different exchange rates are included as foreign currency translation within the consolidated statements of operations and comprehensive loss and
consolidated statements of changes in stockholders’ equity (deficit).
 
(d) Cash and cash equivalents 
 
The Company maintains cash in checking accounts with financial institutions. The Company has established guidelines relating to diversification and
maturities of its investments in order to minimize credit risk and maintain high liquidity of funds. Cash equivalents include amounts due from third-party
financial institutions for credit and debit card transactions which typically settle in less than five days. 
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(e) Derivative instruments
 
The Company recognizes all derivative instruments as either assets or liabilities in the consolidated balance sheets at their respective fair values. The
Company's derivative instruments are revalued at each reporting date, with changes in the fair value of the instruments included in the consolidated
statements of operations and comprehensive loss as non-operating income (expense). The Company reviews the terms of features embedded in non-
derivative instruments to determine if such features require bifurcation and separate accounting as derivative financial instruments. Equity-linked derivative
instruments are evaluated in accordance with FASB Accounting Standard Codification (“ASC”) 815-40, “Contracts in an Entity’s Own Equity,” to
determine if such instruments are indexed to the Company’s own stock and qualify for classification in equity.
 
(f) Inventory
 
All inventory is valued at the lower of cost or net realizable value. Cost is determined using a weighted-average cost method. Inventory is included in
current assets in the consolidated balance sheets.
 
(g) Intangible assets
 
Intangible assets include trade names, customer relationships, and technology, which were acquired as part of the acquisition of XpresSpa in December
2016 and were recorded based on the estimated fair value in purchase price allocation. The intangible assets are amortized over their estimated useful lives,
which are periodically evaluated for reasonableness. Gain or loss on dispositions of intangible assets is reflected in general and administrative expense in
the consolidated statements of operations and comprehensive loss.
 
The Company’s intangible assets are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset
may not be recoverable. In assessing the recoverability of the Company’s intangible assets, the Company must make estimates and assumptions regarding
future cash flows and other factors to determine the fair value of the respective assets. These estimates and assumptions could have a significant impact on
whether an impairment charge is recognized and also the magnitude of any such charge. Fair value estimates are made at a specific point in time, based on
relevant information. These estimates are subjective in nature and involve uncertainties and matters of significant judgments and therefore cannot be
determined with precision. Changes in assumptions could significantly affect the estimates. If these estimates or material related assumptions change in the
future, the Company may be required to record impairment charges related to its intangible assets.
 
(h) Long-lived assets (other than intangible assets)
 
Property and equipment is recorded at historical cost and primarily consists of leasehold improvements, furniture and fixtures, and other operating
equipment. Depreciation is calculated on a straight-line basis over the estimated useful lives of the assets. Leasehold improvements are depreciated over the
lesser of the lease term or economic useful life. Maintenance and repairs are charged to expense, and renovations or improvements that extend the service
lives of the Company’s assets are capitalized over the lesser of the extension period or life of the improvement.
 
The right of use asset on the Company’s consolidated balance sheet represents a lessee's right to use an asset over the life of a lease. The asset is calculated
as the initial amount of the lease liability, plus any lease payments made to the lessor before the lease commencement date, plus any initial direct costs
incurred, minus any lease incentives received. The amortization period for the right of use asset is from the lease commencement date to the earlier of the
end of the lease term or the end of the useful life of the asset.
 
Long-lived assets are tested for impairment at the lowest level at which there are identifiable operating cash flows, which is at the individual spa location
for the XpresSpa business. The Company’s long-lived assets consist primarily of leasehold improvements and right to use lease assets for each of its
locations (considered the asset group). The Company reviews its long-lived assets for recoverability yearly or sooner if events or changes in circumstances
indicate that the carrying value of long-lived assets may not be recoverable. If indicators are present, the Company performs a recoverability test by
comparing the sum of the estimated undiscounted future cash flows attributable to the asset group in question to its carrying amount. An impairment loss is
recognized if it is determined that the long-lived asset group is not recoverable and is calculated based on the excess of the carrying amount of the long-
lived asset group over the long-lived asset groups fair value. The Company estimates the fair value of long-lived assets using present value income
approach. Future cash flow was calculated based on forecasts over the estimated remaining useful life of the asset group, which for each of the Company’s
spa locations, is the remaining term of the operating lease. The Company uses its existing borrowing rate as the discount rate since it expects that this rate
incorporates not only the time value of money but also the expectations regarding future cash flows and an appropriate risk premium.
 
The estimates used to calculate future cash flows are subjective in nature and involve uncertainties and matters of significant judgments and therefore
cannot be determined with precision. Changes in assumptions could significantly affect the estimated fair value of each asset group. The Company will
calculate the future cash flow using what it believes to be the most predictable of several scenarios. Typically, the changes in assumptions run under
different business scenarios would not result in a material change in the assessment of the potential impairment or the impairment amount of a locations
long-lived asset group. But if these estimates or related assumptions were to change materially, the Company may be required to record an impairment
charge (see Note 6, Property and Equipment and Note 9, Leases), for the impairment assessment performed related to those long-lived assets as of
December 31, 2019).
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(i) Goodwill
 
Goodwill is an asset representing the future economic benefits arising from other assets acquired in a business combination that are not individually
identified and separately recognized.
 
Goodwill is reviewed for impairment at least annually, and when triggering events occur, in accordance with the provisions of Financial Accounting
Standards Board (“FASB”) Accounting Standards Codification (“ASC”) Topic 350, Intangibles – Goodwill and Other. The Company evaluates goodwill
impairment at the reporting unit level and performs its annual goodwill impairment test as of December 31.
 
As of December 31, 2018, the Company’s goodwill was fully impaired. See Note 8. Intangible Assets and Goodwill for further details on the assessment
and conclusion on the goodwill impairment recorded during the year ended December 31, 2018.
 
(j) Lease liabilities
 
The Company’s lease liabilities are determined by calculating the present value of all future lease payments using the rate implicit in the lease if it can be
readily determined, or the lessee’s incremental borrowing rate. The Company uses it incremental borrowing rate to determine the present value of future
lease payments as the rate implicit in its leases could not be readily determined.
 
Certain leases provide for contingent rents that are not measurable at inception. These contingent rents are primarily based on a percentage of sales that are
in excess of a predetermined level and/or rent increase based on a change in the consumer price index or fair market value. These amounts are excluded
from the calculation of the right of use asset and lease liability under ASC 842. Minimum rent under these leases is included in the determination of rent
expense when it is probable that the expense has been incurred and the amount can be reasonably estimated.
 
(k) Restricted cash and other assets
 
Restricted cash, which is listed as a separate line item in the consolidated balance sheets, represents balances at financial institutions to secure bonds and
letters of credit as required by the Company’s various lease agreements. Other assets include cost basis investments.
 
(l) Revenue recognition
 
The Company recognizes revenue from the sale of XpresSpa products and services at the point of sale, net of discounts and applicable sales taxes.
Revenues from the XpresSpa wholesale and e-commerce businesses are recorded at the time goods are shipped. Accordingly, the Company recognizes
revenue for its single performance obligation related to both in-store and online sales at the point at which the service has been performed or the control of
the merchandise has passed to the customer. The Company excludes all sales taxes assessed to its customers. Sales taxes assessed on revenues are included
in accounts payable, accrued expenses and other current liabilities in the consolidated balance sheets until remitted to the state agencies.
 
Other revenue includes one-time intellectual property licenses as well as the sale of certain of our intellectual property. Revenue from patent licensing is
recognized when the Company transfers promised intellectual property rights to purchasers in an amount that reflects the consideration to which it expects
to be entitled in exchange for those intellectual property rights. During the year ended December 31, 2018, the Company determined that its intellectual
property operating segment will no longer be an area of focus and, as such, will no longer be reflected as a separate operating segment, as it was not
expected to generate any material revenues or operating costs.
  
(m) Gift cards and customer rewards program
 
XpresSpa offers no-fee, non-expiring gift cards to its customers. No revenue is recognized upon issuance of a gift card and a liability is established for the
gift card’s cash value. The liability is relieved, and revenue is recognized upon redemption by the customer. As the gift cards have no expiration date, there
is no provision for reduction in the value of unused card balances.
 
In addition, XpresSpa maintains a rewards program in which customers earn loyalty points, which can be redeemed for future services. Loyalty points are
rewarded upon joining the loyalty program, for customer birthdays, and based upon customer spending. When a customer redeems loyalty points, the
Company recognizes revenue for the redeemed cash value and reduces the related loyalty program liability. On June 1, 2018, the Company adopted a
formal expiration policy whereby any loyalty members with inactivity for an 18-month period will forfeit any unused loyalty rewards. The costs associated
with gift cards and reward points are accrued as the rewards are earned by the cardholder and are included in accounts payable, accrued expenses and other
current liabilities in the consolidated balance sheets until remitted to the state agencies.
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(n) Segment reporting
 
The Company’s continuing operating segments are defined as components of an enterprise about which separate financial information is available that is
regularly evaluated by the enterprise’s chief operating decision maker (“CODM”) in deciding how to allocate resources and in assessing performance. As a
result of the Company’s transition to a pure-play health and wellness services company, it currently has one operating segment that is also its sole reporting
unit, XpresSpa.
 
During the year ended December 31, 2018, the Company determined that its former intellectual property operating segment would no longer be an area of
focus and, as such, will no longer operate as a separate operating segment, as it is not expected to generate any material revenues or operating costs.
 
(o) Pre-opening costs
 
Pre-opening and start-up activity costs, which include rent and occupancy, supplies, advertising, and other direct expenses incurred prior to the opening of a
new store, are expensed in the period in which they are incurred.
 
(p) Cost of sales
 
Cost of sales consists of store-level costs. Store-level costs include all costs that are directly attributable to the store operations and include:
 
 ● payroll and related benefits for store operations and store-level management;
 
 ● rent, percentage rent and occupancy costs;
 
 ● the cost of merchandise;
 
 ● freight, shipping and handling costs;
 
 ● production costs;
 
 ● inventory shortage and valuation adjustments, including purchase price allocation increase in fair values which was recorded as part of acquisition;

and
  
 ● costs associated with sourcing operations.
 
(q) Stock-based compensation
 
Stock-based compensation is recognized as an expense in the consolidated statements of operations and comprehensive loss and such cost is measured at
the grant-date fair value of the equity-settled award. The fair value of stock options is estimated as of the date of grant using the Black-Scholes-Merton
(“Black-Scholes”) option-pricing model. The fair value of Restricted Stock Units (“RSUs”) is calculated as of the date of grant using the grant date closing
share price multiplied by the number of RSUs granted. The expense is recognized on a straight-line basis, over the requisite service period. The Company
uses the simplified method to estimate the expected term of options due to insufficient history and high turnover in the past. Expected volatility is estimated
based on a weighted average historical volatility of the Company and comparable entities with publicly traded shares. The risk-free rate for the expected
term of the option is based on the United States Treasury yield curve as of the date of grant.
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(r) Income taxes
 
Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and operating
loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in income in the period that includes the enactment date. A valuation allowance is provided for the amount of deferred tax assets that, based on
available evidence, are not more likely than not to be realized. Tax benefits related to excess deductions on stock-based compensation arrangements are
recognized when they reduce taxes payable.
 
In assessing the need for a valuation allowance, the Company looks at cumulative losses in recent years, estimates of future taxable earnings, feasibility of
tax planning strategies, the ability to realize tax benefit carryforwards, and other relevant information. Valuation allowances related to deferred tax assets
can be impacted by changes to tax laws, changes to statutory tax rates and future taxable earnings. Ultimately, the actual tax benefits to be realized will be
based upon future taxable earnings levels, which are very difficult to predict. In the event that actual results differ from these estimates in future periods,
the Company will be required to adjust the valuation allowance.
 
Significant judgment is required in evaluating the Company's federal, state, local, and foreign tax positions and in the determination of its tax provision.
Despite management's belief that the Company's liability for unrecognized tax benefits is adequate, it is often difficult to predict the final outcome or the
timing of the resolution of any particular tax matters. The Company may adjust these accruals as relevant circumstances evolve, such as guidance from the
relevant tax authority, its tax advisors, or resolution of issues in the courts. The Company's tax expense includes the impact of accrual provisions and
changes to accruals that it considers appropriate. These adjustments are recognized as a component of income tax expense entirely in the period in which
new information is available. The Company records interest related to unrecognized tax benefits in interest expense and penalties in the consolidated
statements of operations and comprehensive loss as general and administrative expenses.
 
The Company recognizes the effect of income tax positions only if those positions are more likely than not of being sustained. Recognized income tax
positions are measured at the largest amount that is greater than 50% of being realized. Changes in recognition or measurement are reflected in the period
in which the change in judgment occurs.
 
(s) Noncontrolling interests
 
Noncontrolling interests represent the noncontrolling holders’ percentage share of earnings or losses from the subsidiaries, in which the Company holds a
majority, but less than 100%, ownership interest and the results of which are included in the Company’s consolidated statements of operations and
comprehensive loss. Net earnings attributable to noncontrolling interests represents the proportionate share of the noncontrolling holders' ownership in
certain subsidiaries of XpresSpa.
 
(t) Net loss per common share
 
Basic net loss per share is computed by dividing the net loss attributable to common shareholders for the period by the weighted-average number of shares
of Common Stock outstanding during the period. Diluted net loss per share is computed by dividing the net loss attributable to the Company for the period
by the weighted-average number of shares of Common Stock plus dilutive potential Common Stock considered outstanding during the period. However, as
the Company generated net losses in all periods presented, some potentially dilutive securities that relate to the continuing operations, including certain
warrants and stock options, were not reflected in diluted net loss per share because the impact of such instruments was anti-dilutive.
 
(u) Commitments and contingencies
 
Liabilities for loss contingencies arising from assessments, estimates or other sources are recorded when it is probable that a liability has been incurred and
the amount can be reasonably estimated. Legal costs expected to be incurred in connection with a loss contingency are expensed as incurred.
 
(v) Reclassification
 
Certain balances have been reclassified to conform to the current year presentation, including impairment/disposal of assets, presentation of discontinued
operations and assets and liabilities held for disposal with respect to the Company’s Group Mobile business.
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(w) Fair value measurements
 
The Company measures fair value in accordance with FASB ASC 820-10, Fair Value Measurements and Disclosures. FASB ASC 820-10 clarifies that fair
value is an exit price, representing the amount that would be received by selling an asset or paid to transfer a liability in an orderly transaction between
market participants. As such, fair value is a market-based measurement that should be determined based on assumptions that market participants would use
in pricing an asset or a liability. As a basis for considering such assumptions, FASB ASC 820-10 establishes a three-tier value hierarchy, which prioritizes
the inputs used in the valuation methodologies in measuring fair value:
 
Level 1: Unadjusted quoted prices in active markets for identical assets or liabilities accessible to the reporting entity at the measurement date.
 
Level 2: Other than quoted prices included in Level 1 inputs that are observable for the asset or liability, either directly or indirectly, for substantially the
full term of the asset or liability.
 
Level 3: Unobservable inputs for the asset or liability used to measure fair value to the extent that observable inputs are not available, thereby allowing for
situations in which there is little, if any, market activity for the asset or liability at measurement date.
 
The fair value hierarchy also requires an entity to maximize the use of observable inputs and minimize the use of unobservable inputs when measuring fair
value.
 
(x) Recently adopted accounting pronouncements
 
ASU No. 2016-02, Leases (Topic 842), as amended
 
This standard and its amendments provide new guidance related to accounting for leases and supersedes GAAP on lease accounting with the intent to
increase transparency. This standard requires operating leases to be recorded on the balance sheet as assets and liabilities and requires disclosure of key
information about leasing arrangements. Leases will be classified as either finance or operating, with classification affecting the pattern of expense
recognition in the statement of operations and comprehensive loss.
 
On January 1, 2019, the Company adopted ASU 2016-02 on a retrospective basis, beginning on January 1, 2019, using the optional transition method. The
Company applied the transition options permitted by ASU 2018-11 and elected the package of practical expedients to alleviate certain operational and
reporting complexities related to the adoption, one of which was not to recognize a right of use asset or lease liability for leases with a term of 12 months or
less. See Note 9, Leases for further discussion. The Company recorded right of use assets and lease liabilities for its operating leases of $10,809 upon
adoption of ASU 2016-02.
 
ASU No. 2018-02, Income Statement – Reporting Comprehensive Income (Topic 220): Reclassification of Certain Tax Effects from Accumulated Other
Comprehensive Income
 
This standard provides guidance on the reclassification of certain tax effects from accumulated other comprehensive income to retained earnings in the
period in which the effects of the change in the U.S. federal corporate income tax rate in the Tax Cuts and Jobs Act is recorded. The new standard is
effective for the fiscal year beginning after December 15, 2018. The Company adopted this standard on January 1, 2019. Adoption of this standard did not
have a material impact on the Company’s consolidated condensed financial statements.
 
(y) Recently issued accounting pronouncements
 
ASU No. 2016-13, Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments
 
This standard changes the impairment model for most financial assets that are measured at amortized cost and certain other instruments, including trade
receivables, from an incurred loss model to an expected loss model and adds certain new required disclosures. Under the expected loss model, entities will
recognize estimated credit losses to be incurred over the entire contractual term of the instrument rather than delaying recognition of credit losses until it is
probable the loss has been incurred. The new standard is effective for the fiscal year beginning after December 15, 2019, with early adoption permitted.
Based upon the outstanding balance of the Company’s trade receivables and its positive collection history, the Company’s management does not believe
that the adoption of this standard will have a material impact on its consolidated financial position and results of operations.
 
ASU No. 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework—Changes to the Disclosure Requirements for Fair Value Measurement
 
This amendment provides updates to the disclosure requirements on fair value measures in Topic 820 which includes the changes in unrealized gains and
losses in other comprehensive income for recurring Level 3 fair value measurements, the option of additional quantitative information surrounding
unobservable inputs and the elimination of disclosures around the valuation processes for Level 3 measurements. The new standard is effective for the
fiscal year beginning after December 15, 2019. The Company’s management does not believe that the adoption of this standard will have a material impact
on its consolidated financial position and results of results of operations.
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Note 3. Net Loss per Share of Common Stock
 
The table below presents the computation of basic and diluted net losses per common share:
 
  For the years ended December 31,  
  2019   2018  
Basic numerator:         
Net loss from continuing operations attributable to common shareholders  $ (21,223)  $ (36,090)
Net loss from discontinued operations attributable to common shareholders   —   (1,115)
Net loss attributable to common shareholders  $ (21,223)  $ (37,205)
Basic denominator:         
Basic shares of Common Stock outstanding*   4,903,331   1,453,635 
Basic loss per share of Common Stock from continuing operations  $ (4.33)  $ (24.83)
Basic loss per share of Common Stock from discontinued operations   —   (0.77)
Basic net loss per share of Common Stock  $ (4.33)  $ (25.60)

         
Diluted numerator:         
Net loss from continuing operations attributable to shares of Common Stock  $ (21,223)  $ (36,090)
Net loss from discontinued operations attributable to shares of Common Stock   —   (1,115)
Net loss attributable to the Company  $ (21,223)  $ (37,205)

         
Diluted denominator:         
Diluted shares of Common Stock outstanding*   4,903,331   1,453,635 
Diluted loss per share of Common Stock from continuing operations  $ (4.33)  $ (24.83)
Diluted loss per share of Common Stock from discontinued operations   —   (0.77)
Diluted net loss per share of Common Stock  $ (4.33)  $ (25.60)

         
Net loss per share data presented excludes from the calculation of diluted net loss the following potentially

dilutive securities, as they had an anti-dilutive impact*:         
         
Both vested and unvested options outstanding to purchase an equal number of shares of Common Stock of the

Company   137,892   101,979 
Vested and unvested RSUs to issue an equal number of shares of Common Stock of the Company   —   17,750 
Warrants to purchase an equal number of shares of Common Stock of the Company   3,388,115   703,670 
Preferred stock on an as converted basis   1,965,491   6,364,328 
Conversion feature of debt   4,750,000   217,500 
Total number of potentially dilutive instruments, excluded from the calculation of net loss per share   10,241,498   7,405,227 
    
Reverse Stock Split
 
On February 22, 2019, the Company filed a certificate of amendment to its amended and restated certificate of incorporation with the Secretary of State of
the State of Delaware to effect a 1-for-20 reverse stock split of the Company’s shares of Common Stock. Such amendment and ratio were previously
approved by the Company’s stockholders and Board of Directors.
 
As a result of the reverse stock split, every twenty (20) shares of the Company’s pre-reverse split Common Stock were combined and reclassified into one
(1) share of Common Stock. Stockholders who would have otherwise held a fractional share of Common Stock received payment in cash in lieu of any
such resulting fractional shares of Common Stock as the post-reverse split amounts of Common Stock were rounded down to the nearest full share. No
fractional shares were issued in connection with the reverse stock split.
  
*All December 31, 2018 share amounts have been adjusted to reflect the impact of the 1:20 reverse stock split.
 
Note 4. Cash, Cash Equivalents, and Restricted Cash
 
  December 31,  
  2019   2018  
Cash denominated in United States dollars  $ 890  $ 2,000 
Cash denominated in currency other than United States dollars   1,048   1,143 
Credit and debit card receivables   246   260 
  $ 2,184  $ 3,403 
 
As of December 31, 2019 and 2018, cash and cash equivalents included $246 and $260 of credit card receivables, respectively. As of December 31, 2019,
and 2018, the Company held cash balances in overseas accounts, totaling $1,048 and $1,143, respectively, which is not insured by the Federal Deposit
Insurance Corporation (“FDIC”). If the Company were to distribute the amounts held overseas, the Company would need to follow an approval and
distribution process as defined in its operating and partnership agreements, which may delay and/or reduce the availability of that cash to the Company. In
addition, as of December 31, 2019 and 2018, there was $451 and $487, respectively, of restricted cash balances at financial institutions to secure bonds and
letters of credit as required by the Company’s various lease agreements, which is included in Other assets on the Company’s consolidated balance sheets.
The aggregate cash, cash equivalents, and restricted cash is $2,635 and $3,890 as of December 31, 2019 and 2018.
 



Cash denominated in United States dollars decreased $1,110 from December 31, 2018 to December 31, 2019 primarily due to cash proceeds received by
the Company in 2018 from the issuance of preferred stock and from the issuance of convertible debt securities and warrants, which the Company did not
receive in 2019.
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Note 5. Other Current Assets
 
As of December 31, 2019, and 2018, the Company’s other current assets were comprised of the following:
 

  December 31,  
  2019   2018  

Prepaid expenses  $ 984  $ 1,204 
Other   118   370 
Total other current assets  $ 1,102  $ 1,574 
 
Prepaid expenses are predominantly comprised of financed and prepaid insurance policies which have terms of one year or less.
  
Note 6. Property and Equipment
 
Property and equipment is comprised of three categories: leasehold improvements, furniture and fixtures, and other operating equipment as of December
31, 2019 and 2018 as follows:
 

  December 31,    
  2019   2018   Useful Life

Leasehold improvements  $ 16,102  $ 18,932  
Average 5-8

years
Furniture and fixtures   863   1,264   3-4 years

Other operating equipment   1,305   2,322  
Maximum 5

years
   18,270   22,518   
Accumulated depreciation   (10,206)   (10,723)   
Total property and equipment, net  $ 8,064  $ 11,795   
 
Depreciation is computed using the straight-line method over the estimated useful lives of the related assets. Leasehold improvements are depreciated over
the shorter of remaining lease term or economic useful life (which is on average 5-8 years).
 
The Company did an assessment of its property and equipment for impairment as of December 31, 2019 and 2018. Based upon the results of the
impairment tests, the Company recorded an impairment expense of approximately $1,844 and $2,100, respectively, which is included in
“Impairment/disposal of assets” in the consolidated statements of operations and comprehensive loss. The expense was primarily related to the impairment
of leasehold improvements made to certain locations where management determined that the location’s discounted future cash flow was not enough to
support the carrying value of the leasehold improvements over the remaining lease term. The impairment expense represents the excess of the carrying
value of the leasehold improvements over the estimated future discounted cash flows. Management calculated the future cash flow of each location using a
present value income approach. The sum of expected cash flow for the remainder of the lease term for each location was present valued at a discount rate of
9.0% and 11.24%, for 2019 and 2018 respectively, which represent the then borrowing rate of the Company’s note payable to B3D. The Company believes
that this rate incorporates the time value of money and an appropriate risk premium.
 
In July 2019, as a result of an early termination of a lease for one of its locations that was closed, the Company assessed all assets at the closed location
(primarily leasehold improvements) for impairment. This resulted in a charge of approximately $620, which was included in “Impairment/disposal of
assets” in the consolidated statements of operations and comprehensive loss that was recorded in June 30, 2019 and is reflected in the current period year
to date results. The Company also reduced the remaining right of use asset and the lease liability balances by approximately $421 in June 2019 related to
the leases for this location.
 
The Company expensed approximately $231 of costs incurred during 2019 that had been capitalized in anticipation of opening new spas, that the Company
later determined were not viable. The Company also wrote off approximately $109 related to a previous asset disposition that had originally been classified
as held for sale, were reclassified to continuing operations, but were ultimately deemed not realizable as of December 31, 2019. These charges are included
in the “Impairment/disposition of assets” line in the consolidated statement of operations and comprehensive loss for the year ended December 31, 2019.
  
During the years ended December 31, 2019 and 2018, the Company recorded $3,821 and $4,945, respectively, of depreciation expense from continuing
operations.
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Note 7. Other Assets
 
Other assets in the consolidated balance sheets are comprised of the following as of December 31, 2019 and 2018:
 
  December 31, 2019   December 31, 2018  
Cost method investments  $ 484  $ 2,482 
Lease deposits   755   894 
Other assets  $ 1,239  $ 3,376 
 
In the second quarter of 2019, the Company impaired its investment in Route1, which the Company received from the disposition of Group Mobile in
March 2018; due to an under performance of operating results. The Company recorded an impairment charge of $1,141, which is included in
“Impairment/disposal of assets” account balance on the consolidated statement of operations and comprehensive loss for the year ended December 31,
2019. As of December 31, 2019, the balance in the Company’s investment in Route 1 was $484.
 
In the third quarter of 2019, the Company recorded an impairment loss on its FLI Charge cost method investment, which the Company received from the
disposition of FLI Charge in October 2017, of approximately $47, which is included in “Impairment/disposal of assets” on the Company’s consolidated
statements of operations and comprehensive loss for the year ended December 31, 2019.
 
The Company assessed its investment in InfoMedia Services Limited (“InfoMedia”) for impairment at December 31, 2019 as InfoMedia was to have
obtained financing to fund continuing operations and a new product during 2019 but was unable to obtain the financing. The Company believes this
represents a triggering event and determined it should write off its investment in InfoMedia and recorded an impairment expense of $787, which is included
in “Impairment/disposal of assets” on the Company's statement of operations and comprehensive loss for the year ended December 31, 2019.
 
The Company had an investment in Marathon Patent Group, Inc. (“Marathon”), which the Company acquired in January 2018, with an acquisition date fair
value of $450. The Company determined based on its evaluation of its investment that certain unrealized losses represented an other-than-temporary
impairment as of December 31, 2018 and the Company recognized an impairment charge of $148 for the year ended December 31, 2018, equal to the
excess of carrying value over fair value. During the year ended December 31, 2018, the Company sold 205,646 shares of Marathon Common Stock, with a
carrying value of $279, for net proceeds of $200. The Company sold its remaining investment in Marathon of $23 in December of 2019 for net proceeds of
$14.
 
Also included in “Other assets” as of December 31, 2019 were $755 deposits made pursuant to various lease agreements, which will be returned to the
Company at the end of the leases.
  
The Company has not identified any other events or changes in circumstances that occurred during 2019 that had a significant adverse effect on the
carrying value of its remaining cost method investments. See Note 20, Subsequent Events for discussion pertaining to the impact of COVID-19 on our
operations.
  
Note 8. Intangible Assets and Goodwill
 
Intangible assets
 
The following table provides information regarding the Company’s intangible assets, which consist of the following:
 
  December 31, 2019   December 31, 2018  

  

Gross 
Carrying
Amount   

Accumulated
Amortization

and
Impairment   

Net 
Carrying 
Amount   

Gross 
Carrying 
Amount   

Accumulated 
Amortization 

and Impairment  

Net 
Carrying 
Amount  

Trade name  $ 13,309  $ (6,709)  $ 6,600  $ 13,309  $ (4,485)  $ 8,824 
Customer relationships   312   (312)   —   312   (312)   — 
Software   312   (129)   183   312   (69)   243 
Patents   26,897   (26,897)   —   26,897   (26,797)   100 
Total intangible assets  $ 40,830  $ (34,047)  $ 6,783  $ 40,830  $ (31,663)  $ 9,167 
 
The Company’s trade name relates to the value of the XpresSpa trade name, customer relationships represent the value of loyalty customers, software
relates to certain capitalized third-party costs related to a new point-of-sale system, and patents consist of intellectual property portfolios acquired from
third parties.
 
The Company wrote off the net book value of certain patents that were no longer generating cash flow totaling approximately $85, which is included in
“Impairment/disposal of assets” on the Company’s consolidated statement of operations and comprehensive loss for the year ended December 31, 2019.
 
The Company’s intangible assets are amortized over their expected useful lives, which is six years for tradenames and five years for software. During the
years ended December 31, 2019 and 2018, the Company recorded amortization expense of $2,303 and $2,453, respectively, related to its intangible assets.
   
Estimated amortization expense for the Company’s intangible assets at December 31, 2019 is as follows:
 
Years ending December 31,  Amount  
2020  $ 2,278 
2021   2,278 
2022   2,227 
Total  $ 6,783 
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Goodwill
 
On January 5, 2018, the Company changed its name to XpresSpa Group as part of a rebranding effort to carry out its corporate strategy to build a pure-play
health and wellness services company, which the Company commenced following its acquisition of XpresSpa on December 23, 2016. The Company
completed the sale of Group Mobile on March 22, 2018, which was the only remaining component of the Company’s technology operating segment.
Following the sale of Group Mobile, the Company’s management made the decision that its intellectual property operating segment would no longer be an
area of focus and would no longer be a separate operating segment as it was not expected to generate any material revenues. This completed the transition
of the Company into a pure-play health and wellness company with only one operating segment, consisting of its XpresSpa business.
 
On April 19, 2018, the Company entered into a separation agreement with its Chief Executive Officer regarding his resignation as Chief Executive Officer
and as a Director the Company. On that same date, the Company’s Senior Vice President and Chief Executive Officer of XpresSpa was appointed by the
Board of Directors as the Chief Executive Officer and as a Director of the Company.
 
These events were identified by the Company’s management as triggering events requiring that goodwill be tested for impairment as of March 31, 2018. In
addition to the Company’s rebranding efforts to a pure-play health and wellness services company, its stock price continued to decline even after the
announcement of the new Chief Executive Officer. As the stock price had not rebounded, the Company determined that an other than temporary
impairment was incurred during the three-month period ended March 31, 2018.
 
The Company performed a quantitative goodwill impairment test, in which the Company compared the carrying value of the reporting unit to its estimated
fair value, which was calculated using an income approach. The key assumptions for this approach were projected future cash flows and a discount rate,
which was based on a weighted average cost of capital adjusted for the relevant risk associated with the characteristics of the business and the projected
future cash flows. As a result of the quantitative goodwill impairment test performed, the Company determined that the fair value of the reporting unit did
not exceed its carrying amount and, therefore, goodwill of the reporting unit was considered impaired.
 
Based on the estimated fair value of goodwill, the Company recorded an impairment charge of $19,630, to reduce the carrying value of goodwill to its fair
value, which was determined to be zero. This impairment charge is included in goodwill impairment in the consolidated statements of operations and
comprehensive loss for the year ended December 31, 2018.
 
The fair value measurement of goodwill was classified within Level 3 of the fair value hierarchy because the income approach was used, which utilizes
inputs that are unobservable in the market. The Company believes it made reasonable estimates and assumptions to calculate the fair value of the reporting
unit as of the impairment test measurement date.
 
Note 9. Leases
 
The Company leases its retail space at various domestic and international airports. Additionally, the Company leases its corporate office in New York City.
Certain leases entered into by the Company are accounted for in accordance with ASC 842. The Company determines if an arrangement is a lease at
inception and if it qualifies under ASC 842. Some of the Company’s lease arrangements contain fixed payments throughout the term of the lease. Others
involve a variable component to determine the lease obligation where a certain percentage of sales is used to calculate the lease payments. The Company
enters into certain leases that expire and are then extended on a month-to-month basis. These leases are not included in the calculation of the total lease
liability and the right of use asset after they convert to month-to-month.
 
All qualifying leases held by the Company are classified as operating leases. Operating lease assets represent the Company’s right to use an underlying
asset for the lease term and lease liabilities represent its obligation to make lease payments arising from the lease. Operating lease assets and liabilities are
recognized at commencement date based on the present value of lease payments over the lease term. The Company records its operating lease assets and
liabilities based on required guaranteed payments under each lease agreement. The Company uses its incremental borrowing rate, which approximates the
rate at which the Company can borrow funds on a secured basis, using the information available at commencement date of the lease in determining the
present value of guaranteed lease payments. The interest rate implicit in the lease is generally not determinable in transactions where a company is the
lessee.
 
The Company reviews all of its existing lease agreements on a quarterly basis to determine whether there were any modifications to lease agreements and
to assess if any agreements should be accounted for pursuant to the guidance in ASC 842. The Company has continued to use 11.24% as its incremental
borrowing rate for majority of its leases as there have been no modifications to them since the adoption of ASC 842. The Company did exercise its option
to extend the term of two existing lease contracts during the year. Since the existing lease liability did not originally consider the extension of the lease term
for these two leases, the Company reassessed the incremental borrowing rate used to calculate the lease liability. The Company renegotiated terms of its
senior secured notes during 2019. The borrowing rate was reduced from 11.24% to 9.0%. Therefore, the Company has determined that it should use 9.0%
as its incremental borrowing rate for the two lease extensions and recalculated the right of use asset and lease liability based on the revised borrowing rate
and the modified lease terms. There were no other lease modifications during the year ended December 31, 2019. The Company entered into two new lease
arrangements during 2019 that are included in the balances of its right of use asset and lease liability as of December 31, 2019. The Company used 9.0% as
its incremental borrowing rate in calculating the present value of future lease payments.
 

F-19 



 

 
The following is a summary of the activity in the Company’s current and long-term operating lease liabilities for the year ended December 31, 2019:
 
Operating lease liabilities, January 1, 2019  $ 10,809 
New leases entered into   770 
Extension of term of existing lease obligations   986 
Termination of existing qualifying leases   (447)
Amortization of lease obligation     (2,623)
Operating lease liabilities, December 31, 2019  $ 9,495 
 
As of December 31, 2019, future minimum operating leases commitments are as follows: 
 
Calendar Years ending December 31,   Amount  
2020   $ 3,476 
2021    2,952 
2022    2,236 
2023    1,314 
2024    664 
Thereafter    625 
Total future lease payments    11,267 
Less: interest expense at incremental borrowing rate    (1,772)
Net present value of lease liabilities   $ 9,495 
 
Other assumptions and pertinent information related to the Company’s accounting for operating leases are:
 
Weighted average remaining lease term:      4.8 years  
Weighted average discount rate used to determine present value of operating
lease liability:         11.0%  
Cash paid for lease obligations during the year ended December 31, 2019:  $     3,867  
  
Variable lease payments calculated monthly as a percentage of a product and services revenue were $3,025 and $2,769 for the years ended December 31,
2019 and 2018, respectively.
 
Rent expense from continuing operations for operating leases for years ended December 31, 2019 and 2018 were $8,175 and $8,405, respectively.
  
The Company did an assessment of its right of use lease assets for impairment as of December 31, 2019. Based upon the results of the impairment test, the
Company recorded an impairment expense of approximately $1,217, which is included in Impairment/disposal of assets on the consolidated statement of
operations and comprehensive loss for the year ended December 31, 2019. The expense was primarily related to the impairment of right of use lease assets
where management determined that the location’s discounted future cash flow was not enough to support the carrying value of the assets over the
remaining lease term. The impairment expense represents the excess of the carrying value of the right of use lease assets over the estimated future
discounted cash flows. Management calculated the future cash flow of each location using a present value income approach. The sum of expected cash
flow for the remainder of the lease term for each location was present valued at a discount rate of 9.0%, which represents the current borrowing rate of the
Company’s note payable to B3D. The Company believes that this rate incorporates the time value of money and an appropriate risk premium.
 
The fair value measurement of long-lived assets is classified within Level 3 of the fair value hierarchy because the income
approach was used, which utilizes inputs that are unobservable in the market. The Company believes it made reasonable
estimates and assumptions to calculate the fair value of its long-lived assets as of the impairment test measurement date.
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Note 10. Long-term Notes and Convertible Notes
 
Total debt as of December 31, 2019 and 2018 is comprised of the following:
 
  December 31, 2019  December 31, 2018 
B3D Note, net of unamortized debt discount of $2,420 at  December 31, 2019  $ 4,580  $ 6,500 
5% Secured Convertible Notes   —   1,986 
Calm Note, net of unamortized debt discount of $1,318   1,182   — 
Total debt  $ 5,762  $ 8,486 
 
B3D Note 
 
On July 8, 2019, the Company entered into the fourth amendment to its existing credit agreement (the “Amendment to the Credit Agreement”) with B3D,
to renegotiate the terms of its 11.24 %, $6,500 senior secured note. The Amendment to the Credit Agreement, among other provisions, (i) extended the
maturity date to May 31, 2021, (ii) reduced the applicable interest rate to 9.0%, and (iii) amended and restated certain other provisions. As consideration for
these and other modifications, the principal amount owed to B3D was increased to $7,000.
 
The Company engaged an independent third party to assess the fair value of each of the derivative instruments included in the B3D Note. The results of the
appraisal were that the conversion feature and the B3D Note should be bifurcated, and that the conversion option should be treated as a separate derivative
liability. An initial fair value of $2,774 was assigned to the conversion option, which is included in “Derivative Liabilities” on the consolidated balance
sheet and the B3D Note was assigned a fair value of $4,226 as of July 8, 2019. The conversion option is marked to market at the end of each reporting
period. The Company recorded a revaluation gain of approximately $1,012 that is included in “Other income (expense), net” for the year ended December
31, 2019 for the change in the fair value of the conversion option. During the year ended December 31, 2019, the Company recorded $724 of debt discount
accretion expense that increased the carrying value of the B3D Note.
   
The modification to the terms included in the Credit Agreement Amendment were accounted for as a troubled debt restructuring in the Company’s
consolidated financial statements, in accordance with ASC 470-60 “Troubled Debt Restructurings by Debtors”. A debtor in a troubled debt restructuring
involving only a modification of terms of a payable should account for the effects of the restructuring prospectively from the time of restructuring and not
change the carrying amount of the payable at the time of the restructuring. The Company will pay interest monthly at the revised 9.0% rate over the life of
the B3D Note. Since the future cash payments for principal and interest under the restructured B3D Note will be greater than the carrying value of the
original note, no gain was recorded.
  
As a result of the extension of the maturity date to May 31, 2021, the balance of the B3D Note was reclassified from current liabilities as of December 31,
2018 to long-term liabilities on the Company’s consolidated balance sheet as of December 31, 2019.
 
The Company agreed on a $500 increase in the principal amount of the B3D Note, which will be amortized on a straight-line basis over the revised term of
the B3D Note. The net balance of the deferred issuance costs was $370 as of December 31, 2019 and is presented as a reduction of the B3D Note balance
in the Company’s consolidated balance sheet as of December 31, 2019. Amortization expense from July 8, 2019 through December 31, 2019 was $130 and
is included in “Interest expense” in the consolidated statement of operations and comprehensive loss.
 
The B3D Note is guaranteed on a full, unconditional, joint, and several basis, by the parent Company, XpresSpa Group, Inc., and all wholly owned
subsidiaries of Holdings (the “Guarantor Subsidiaries”). Under the terms of a security and guarantee agreement dated July 8, 2019, XpresSpa Group, Inc.
(the parent company) and the Guarantor Subsidiaries each fully and unconditionally, jointly and severally, guarantee the payment of interest and principal
on the B3D Note. Holdings pledged and granted to B3D a first priority security interest in, among other things, all of its equity interests in Holdings and all
of its rights to receive distributions, cash or other property in connection with Holdings. The Company has not presented separate consolidating financial
statements of XpresSpa Group, Inc., Holdings and Holdings’ wholly-owned subsidiaries, as each entity has guaranteed the B3D Note, so each entity is
responsible for the payment.
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Convertible Notes
 
5% Secured Convertible Notes
 
On May 15, 2018, in a private placement offering, the Company issued (i) 5% Secured Convertible Notes (the “5% Secured Convertible Notes”)
convertible into Common Stock at $12.40 per share, originally due November 2019, (ii) May 2018 Class A Warrants to purchase 357,863 shares of
Common Stock and (iii) May 2018 Class B Warrants to purchase 178,932 shares of Common Stock. The May 2018 Class A Warrants and May 2018 Class
B Warrants were originally convertible into Common Stock at $12.40 per share. The Company received aggregate proceeds of $4,438 from the May 2018
private placement. Debt issuance costs that had been capitalized related to the 5% Secured Convertible Notes, were being amortized on a straight-line basis
over their remaining term of the 5% Secured Convertible Notes. The Company did not record amortization expense of the debt issuance costs related to the
5% Secured Convertible Notes after June 30, 2019 as the notes were converted into Common Stock on June 27, 2019. The balance of debt issuance costs of
$135 was written off in June 2019 and was included in “Interest expense” in the consolidated financial statements for the year ended December 31, 2019.
 
During the second quarter of 2019, the Company failed to make minimum monthly payments as required pursuant to the 5% Secured Convertible Notes,
which failure constituted an event of default. Pursuant to the terms of the 5% Secured Convertible Notes, upon an event of default, an investor may elect to
accelerate payment of the outstanding principal amount of such investor’s 5% Secured Convertible Notes, liquidated damages and other amounts owing in
respect thereof through the date of acceleration, which amounts become immediately due and payable in cash. No investor provided notice to the Company
electing to exercise its right to accelerate payment.
 
On June 27, 2019, the Company entered into the Third Amendment Agreement to the 5% Secured Convertible Notes (the “Third Amendment”) whereby
the holders of the 5% Convertible Notes agreed to convert their notes then held into Common Stock. The Third Amendment reduced the conversion price
of the 5% Convertible Notes to Common Stock from $12.40 per share to $2.48 per share. As a result of the reduction in the conversion price, the Company
recorded debt conversion expense of $1,584 to account for the additional consideration paid over what was agreed to in the original 5% Secured
Convertible Notes agreement. The expense is reflected in “Other non-operating income (expense), net” in the consolidated statement of operations and
comprehensive loss. The 5% Secured Convertible Notes holders converted their remaining outstanding principal balances plus accrued interest into
586,389 shares of Common Stock and 356,772 Class A Warrants (the “June 2019 Class A Warrants”). The June 2019 Class A Warrants had an exercise
price of $0.01 and are otherwise identical in form and substance to the Company's existing May 2018 Class A Warrants.
  
The Company had a valuation expert perform an appraisal of the June 2019 Class A Warrants as of June 30, 2019. The June 2019 Class A Warrants were
assigned an original appraised value of $689. The value of these warrants was recorded as a derivative liability on the consolidated balance sheet and will
be marked to market at the end of each reporting period. The expense of $689 is included in “Other non-operating income (expense), net” in the
consolidated condensed statements of operations and comprehensive loss.
 
The June 2019 Class A Warrants were converted into 354,502 shares of Common Stock in July 2019.
 
Calm Note
 
On July 8, 2019, the Company entered into a securities purchase agreement with Calm.com, Inc. (“Calm”) pursuant to which the Company agreed to sell (i)
an aggregate principal amount of $2,500 in an unsecured convertible note (the “Calm Note”), which is convertible into shares of Series E Convertible
Preferred Stock at a conversion price of $3.10 per share (the “Series E Preferred Stock”) and (ii) warrants to purchase 937,500 shares of the Company’s
Common Stock. The Calm Note will mature on May 31, 2022, and bears interest at a rate of 5% per annum, subject to increase in the event of default, and
is payable in arrears and may be paid in cash, shares of Series E Preferred Stock or a combination thereof. The Company made interest payments of $19 in
cash and $31 in the form of Series E Preferred Stock in 2019.
 
On April 17, 2020, we entered into an amended and restated the Calm Note in order to provide, among other items, that Calm shall not have the right to
convert the shares of Series E Preferred Stock issued in connection with the Calm Note into shares of Common Stock to the extent that such conversion
would cause Calm to beneficially own in excess of the Beneficial Ownership Limitation, initially defined as 4.99% of the number of shares of the Common
Stock outstanding immediately after giving effect to the issuance of shares of Common Stock issuable upon conversion of the Series E Preferred Stock.
 
The Company engaged a valuation expert to assess the fair value of each of the derivative instruments included in the Calm Note. The results of the
appraisal were that the conversion feature and the Calm Warrants should be bifurcated, and both treated as derivative liabilities. A fair value of $351 was
assigned to the conversion option, a fair value of $1,018 was assigned to the Calm Warrants and the Calm Note was assigned a fair value of $1,131, net of
issuance cost, as of July 8, 2019. The conversion option and the Calm Warrants are marked to market at the end of each reporting period. The assessment of
the fair value of the conversion option and Calm Warrants resulted in a gain of $771 as of December 31, 2019, which is reflected as a revaluation gain in
that is included in “Other income (expense), net” in the consolidated statements of operations and comprehensive loss for the year ended December 31,
2019.
  
The Company capitalized direct issuance costs of approximately $222 related to the issuance of the Calm Note and recorded amortization of debt issuance
costs of $235 from the date the debt was issued on July 8, 2019 through December 31, 2019. The net balance of the deferred issuance costs is $184 as of
December 31, 2019 and is presented as a reduction of the Calm Note balance on the Company’s consolidated balance sheet. Amortization expense is
included in “Interest expense” in the Company’s consolidated statement of operations and comprehensive loss for the year ended December 31, 2019.
During the year ended December 31, 2019, the Company recorded $235 of debt discount accretion expense that increased the carrying value of the Calm
Note.
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Note 11. Preferred Stock and Warrants
 
Certificate of Elimination of Series B Preferred Stock
 
On July 8, 2019, the Company filed a Certificate of Elimination of Shares of Series B Preferred Stock (the “Certificate of Elimination”) to the Company’s
amended and restated certificate of incorporation. The Certificate of Elimination reduced, pursuant to Section 151(g) of the Delaware General Corporation
Law, the number of authorized shares of Series B Convertible Preferred Stock of the Company, par value $0.01 per share (the “Series B Preferred Stock”)
from 1,609,167 shares to zero shares. Pursuant to the provisions of Section 151(g) of the Delaware General Corporation Law,
the 1,609,167 authorized shares of Series B Preferred Stock were eliminated pursuant to the reduction return to the available undesignated preferred
stock of the Company and may be re-designated into another series of preferred stock.
 
Series D Convertible Preferred Stock Amendment and December 2016 Warrant Amendment
 
On July 8, 2019, the Company filed the Series D COD Amendment with the State of Delaware to reduce the conversion price of Series D Convertible
Preferred Stock to Common Stock to $2.00 and to then provide for automatic conversion of the Series D Convertible Preferred Stock into shares of
Common Stock.
 
Also, on July 8, 2019, the Company entered into an amendment to the December 2016 Warrants to provide for (i) a reduction in the exercise price into
Common Stock to $2.00, (ii) certain anti-dilution price protection and (iii) a voluntary reduction at a future date of the exercise price by the Company in its
discretion.
 
When a reporting entity changes the terms of its preferred stock, it must assess whether the changes should be accounted for as either a modification or
extinguishment. The Company engaged a valuation expert to perform an appraisal to determine the fair value of the Series D Preferred Stock before and
after the changes were made. The results of the fair value assessment indicated that the fair values before and after the change in the provisions and
characteristics of the Series D Preferred Shares were not substantially different (in practice, substantially different has been interpreted to be greater than
10%). Therefore, the Company did not record an adjustment to the Series D Preferred Stock.
 
Series E Convertible Preferred Stock
 
On July 8, 2019, the Company filed the Series E COD Amendment with the State of Delaware to (i) increase the number of authorized shares of Series E
Preferred Stock to 2,397,060 and (ii) reduce the conversion price to $2.00. The Series E COD Amendment was approved by the Board of Directors of the
Company and the Company obtained shareholder approval of the Series E COD Amendment on October 2, 2019.
 
When a reporting entity changes the terms of its outstanding preferred stock, it must assess whether the changes should be accounted for as either a
modification or an extinguishment. The Company engaged an independent third party to perform an appraisal to determine the fair value of the Series E
Preferred Stock before and after the changes were made. The results of the fair value assessment indicated that the fair values before and after the change in
the provisions and characteristics of the Series E Preferred Stock were not substantially different (in practice, substantially different has been interpreted to
be greater than 10%). Therefore, the Company did not record an adjustment to the Series E Preferred Stock.
 
Series F Convertible Preferred Stock
 
In connection with the May 2018 SPA Amendment, the Company issued 8,996 shares of Series F Convertible Preferred Stock to the parties to the May
2018 SPA Amendment. The Company engaged a valuation expert to perform an appraisal to determine the fair value of the Series F Preferred Stock. The
Series F Preferred Stock has a par value of $0.01 per share and a stated value of $100 per share. The Series F Preferred Stock was appraised at a fair value
of $1,154, $1,131 net of issuance costs, which was recorded as a charge to “Other income (expense), net” in the Company’s consolidated financial
statements as of the date of issuance of the Series F Convertible Preferred Stock.
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Warrants
 
The Calm Warrants entitle Calm to purchase an aggregate of 937,500 shares of Common Stock at an original exercise price of $2.00 per share, exercisable
beginning six months from the date of issuance, and have a term of five years. In March 2020, the conversion price was reduced to $0.175 per share, due to
the effect of certain anti-dilution adjustments,
 
In June 2019, the Company’s 5% Secured Convertible Notes holders converted their remaining outstanding principal balances plus accrued interest into
586,389 shares of Common Stock and 356,772 June 2019 Class A Warrants. The June 2019 Class A Warrants had an exercise price of $0.01 and are
otherwise identical in form and substance to the Company's existing May 2018 Class A Warrants.
 
The June 2019 Class A Warrants were converted into 354,502 shares of Common Stock in July 2019. The Class B Warrants were cancelled in July 2019.
 
The following table summarizes information about all warrant activity during the year ended December 31, 2019:
 

  No. of warrants*   
Exercise 

price range*   

December 31, 2018   703,669  $  12.40 - 100.00  
Granted   4,628,195  $     .01 - 2.00  
Exercised   (1,748,869)  $ .01  
Expired   (194,880)  $  .01 - 12.40  
December 31, 2019   3,388,115  $ 2.00 - 100.00  
  
The Company’s outstanding equity warrants as of December 31, 2019 consist of the following:
 

  No. outstanding*   Exercise price*   
Remaining 

contractual life  Expiration Date
October 2015 Warrants   2,500  $ 5.00  1.29 years  April 15, 2021
December 2016 Warrants   124,990  $ 3.00  1.98 years  December 23, 2021
Outstanding as of December 31, 2019   127,490         
 
The Company’s outstanding derivative warrants as of December 31, 2019 consist of the following:
 

  No. outstanding*   Exercise price*   
Remaining

contractual life  Expiration Date
May 2015 Warrants   26,875  $ 3.00   .34 years  May 4, 2020
Class A Warrants   2,296,250  $ 2.48  3.38 years  November 17, 2023
Calm Warrants   937,500  $ 2.00  4.52 years  July 8, 2024
   3,260,625         
 
*Amounts outstanding on or before December 31, 2018 were adjusted to reflect the impact of the 1:20 reverse stock split that became effective on February
22, 2019.
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Note 12. Fair Value Measurements
 
Fair value measurements are determined based on assumptions that a market participant would use in pricing an asset or liability. A three-tiered hierarchy
distinguishes between market participant assumptions based on (i) observable inputs such as quoted prices in active markets (Level 1), (ii) inputs other than
quoted prices in active markets that are observable either directly or indirectly (Level 2) and (iii) unobservable inputs that require us to use present value
and other valuation techniques in the determination of fair value (Level 3).
  
The following table presents the placement in the fair value hierarchy of the Company’s derivative liabilities measured at fair value on a recurring basis as
of December 31, 2019 and 2018:
 

       Fair value measurement at reporting date using  
       Quoted prices in          

As of December 31, 2019:       active markets    Significant other    Significant  
       for identical    observable    unobservable  
   Balance    assets (Level 1)    inputs (Level 2)    inputs (Level 3)  

                 
    Class A Warrants  $ 778  $ —  $ —  $ 778 
    Calm Warrants   382   —   —   382 
    Calm Conversion Option   216   —   —   216 
    B3D Conversion Option   1,761   —   —   1,761 
 Total  $ 3,137   —   —  $ 3,137 
As of December 31, 2018:                 
                 

Class A Warrants  $ 476  $ —  $ —  $ 476 
Class B Warrants   —   —   —   — 

Total  $ 476  $ —  $ —  $ 476 
 
The Company measures its derivative liabilities at fair value. The derivative liabilities were classified within Level 3 because they were valued using the
Monte Carlo model, which utilizes significant inputs that are unobservable in the market. These derivative liabilities were initially measured at fair value
and are marked to market at each balance sheet date. The derivative warrant and conversion option liabilities are recorded as “Derivative liabilities” on the
consolidated balance sheets and the revaluation of the derivative liabilities is included in “Other non-operating income (expense)” in the consolidated
statements of operations and comprehensive loss.
   
In addition to the above, the Company’s financial instruments as of December 31, 2019 and 2018 consisted of cash and cash equivalents, receivables,
accounts payable and debt. The carrying amounts of all the aforementioned financial instruments approximate fair value because of the short-term
maturities of these instruments.
 
The following table summarizes the changes in the Company’s derivative liabilities measured at fair value using significant unobservable inputs (Level 3)
during the year ended December 31, 2019:
 
December 31, 2018  $ 476 
Fair value of derivative liabilities derived from issuance of Calm and B3D Notes   4,142 
Issuance of warrants   689 
Mark to market of warrants and conversion options   (2,170)
December 31, 2019  $ 3,137 
 
Valuation processes for Level 3 Fair Value Measurements
 
Fair value measurement of the derivative liabilities falls within Level 3 of the fair value hierarchy. The fair value measurements are evaluated by
management to ensure that changes are consistent with expectations of management based upon the sensitivity and nature of the inputs. The valuation of
the derivative liabilities is performed by a valuation expert at the end of each reporting period. The price of the Company’s Common Stock as of December
31, 2019 used in the valuation calculations was $0.67. The conversion option of the Calm and B3D warrants to Common Stock used in the valuation was
$2.00 per share.
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As of December 31, 2019:
 
Description  Valuation technique  Unobservable inputs  Range  
Class A Warrants  Monte Carlo Method  Volatility   65.20%
    Risk-free interest rate   1.67%
    Expected term, in years   3.38 
    Dividend yield   0.00%
 
Description  Valuation technique  Unobservable inputs  Range  
Calm Warrants  Monte Carlo Method  Volatility   66.90%
    Risk-free interest rate   1.62%
    Expected term, in years   4.52 
    Dividend yield   0.00%
 
Description  Valuation technique  Unobservable inputs  Range  
Calm Conversion option  Monte Carlo Method  Volatility   66.90%
    Risk-free interest rate   1.75%
    Expected term, in years   2.41 
    Dividend yield   0.00%
 
Description  Valuation technique  Unobservable inputs  Range  
B3D Conversion option  Monte Carlo Method  Volatility              65.70%
    Risk-free interest rate   1.62%
    Expected term, in years     1.42 
    Dividend yield   0.00%
 
As of December 31, 2018:
 
Description  Valuation technique  Unobservable inputs  Range  
Class A Warrants  Black-Scholes-Merton  Volatility   70.61%
    Risk-free interest rate   2.53%
    Expected term, in years   4.38 
    Dividend yield   0.00%
         
Class B Warrants  Black-Scholes-Merton  Volatility   84.02%
    Risk-free interest rate   2.98%
    Expected term, in years   0,12 
    Dividend yield   0.00%
 
Sensitivity of Level 3 measurements to changes in significant unobservable inputs
 
The inputs to estimate the fair value of the Company’s derivative warrant and conversion liabilities were the current market price of the Company’s
Common Stock, the exercise price of the derivative warrant liabilities, their remaining expected term, anti-dilution provisions, the volatility of the
Company’s Common Stock price and the risk-free interest rate over the expected term. Significant changes in any of those inputs in isolation can result in a
significant change in the fair value measurement.
 
Generally, an increase in the market price of the Company’s shares of Common Stock, an increase in the volatility of the Company’s shares of Common
Stock, and an increase in the remaining term of the derivative liabilities would each result in a directionally similar change in the estimated fair value of the
Company’s derivative liabilities. Such changes would increase the associated liability while decreases in these assumptions would decrease the associated
liability. An increase in the risk-free interest rate or a decrease in the differential between the derivative warrant liabilities’ exercise price and the market
price of the Company’s shares of Common Stock would result in a decrease in the estimated fair value measurement and thus a decrease in the associated
liability. The Company has not, and does not plan to, declare dividends on its Common Stock and, as such, there is no change in the estimated fair value of
the derivative warrant liabilities due to the dividend assumption.
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Marathon Common Stock
 
On January 11, 2018 (the “Transaction Date”), the Company entered into a Patent Rights Purchase and Assignment Agreement (the “Agreement”) with
Crypto Currency Patent Holding Company LLC (the “Buyer”) and its parent company, Marathon, pursuant to which the Buyer agreed to purchase certain
of the Company’s patents. As consideration for the patents, the Buyer paid $250 and Marathon issued 250,000 shares of Marathon Common Stock (the
“Marathon Common Stock”) to the Company. The Marathon Common Stock was subject to a lockup period (the “Lockup Period”) which commenced on
the Transaction Date and ended on July 11, 2018, subject to a leak-out provision.
 
The Marathon Common Stock is recognized as a cost method investment and, as such, was required to be measured at cost on the date of acquisition,
which, as of the Transaction Date, approximated fair value. The following table presents the placement in the fair value hierarchy of the Marathon
Common Stock measured at fair value on a nonrecurring basis as of the Transaction Date:
 
      Fair value measurement at reporting date using  
      Quoted prices in      
      active markets  Significant other  Significant  
      for identical  observable   unobservable  
   Balance   assets (Level 1)  inputs (Level 2)   inputs (Level 3)  
             
December 31, 2018   $ 23  $ 23 $ —  $ — 
                 
December 31, 2019   $ —  $ — $ —  $ — 
 
The fair value of the Marathon Common Stock was estimated by multiplying the number of shares as they become tradeable by the price per share as of the
Transaction Date, information that falls within Level 1 of the fair value hierarchy, quoted prices in active markets for identical assets; however, due to the
fact that the Marathon Common Stock was restricted during the Lockup Period, the Company applied a discount on the lack of marketability to estimate the
fair value at the measurement date, which is a significant other observable input resulting in placement in Level 2 of the fair value hierarchy. The fair value
of the consideration as of the Transaction Date was determined to be $450. Based on the Company’s evaluation of the investment, it was determined that
certain unrealized losses represented an other-than-temporary impairment as of December 31, 2018 and the Company recognized an impairment charge of
$148 for the year ended December 31, 2018, equal to the excess of carrying value over fair value.
 
On July 11, 2018, the Lockup Period concluded, and the Company was permitted to begin trading the Marathon Common Stock, subject to a leak-out
provision whereby the shares were released from lockup in equal increments over a 20-day period. As of December 31, 2018, the remaining 44,354 shares
of Marathon Common Stock were no longer restricted pursuant to the Lockup Period and leak-out provision, and the Company determined that the
investments are classified within Level 1 of the fair value hierarchy.
 
During the year ended December 31, 2018, the Company sold 205,646 shares of Marathon Common Stock, with a carrying value of $279, for net proceeds
of $200.
  
The following table summarizes the changes in the Company’s investment in Marathon Common Stock, measured at fair value using significant other
observable inputs (Level 2) as of Transaction Date and measured at fair value using quoted prices in active markets for identical assets (Level 1) during the
year ended December 31, 2018:
 
January 11, 2018  $ 450 
Carrying value of Marathon Common Stock sold   (279)
Decrease in fair value of the Marathon Common Stock   (148)
December 31, 2018  $ 23 
 
December 31, 2018  $ 23  
Carrying value of Marathon Common Stock sold   (23)
December 31, 2019  $ -  
  
The Company sold the remaining shares of the Marathon Common Stock during the year ended December 31, 2019.
 
Other Fair Value Measurements
  
The following table presents the placement in the fair value hierarchy of the contingent consideration assumed by the Company following the acquisition of
Excalibur Integrated Systems, Inc. (“Excalibur”), which is measured at fair value on a recurring basis as of December 31, 2019 and 2018:
 

     Fair value measurement at reporting date using  
     Quoted prices in       
     active markets   Significant other  Significant  
     for identical   observable   unobservable  
  Balance   assets (Level 1)   inputs (Level 2)   inputs (Level 3)  

December 31, 2019:                 
Contingent consideration  $ 315  $ —  $ —  $ 315 
December 31, 2018:             
Contingent consideration  $ 315  $ —  $ —  $ 315 
 
The purchase value of the contingent consideration assumed by the Company following the acquisition of Excalibur was determined using the Monte-Carlo
simulation and, as such, was classified as Level 3 of the fair value hierarchy. The fair value measurements are evaluated by management to ensure that



changes are consistent with expectations of management based upon the sensitivity and nature of the inputs. The contingent consideration expires in 2020.
 

F-27 



 

 
Note 13. Stock-based Compensation*
 
The Company has a stock-based compensation plan available to grant stock options and RSUs to the Company’s directors, employees and consultants.
Under the 2012 Employee, Director and Consultant Equity Incentive Plan, as amended (the “Plan”), a maximum of 2,520,000 shares of Common Stock
may be awarded. As of December 31, 2019, 2,286,156 shares were available for future grants under the Plan.
 
Awards granted under the Plan remain in effect pursuant to their terms. Generally, stock options are granted with exercise prices equal to the fair market
value on the date of grant, vest in four equal quarterly installments, and expire 10 years from the date of grant. RSUs granted generally vest over a period of
one year.
 
In February 2019, the Company granted a total of 32,500 stock options to members of its Board of Directors and 75,000 stock options to the Company’s
newly elected Chief Executive Officer at an exercise price of $4.20 per share. The options vest over a period of one year.
 
The Company also granted 37,500 restricted shares of Common Stock to its newly elected Chief Executive Officer. The restricted shares vest in full on
February 10, 2020.
 
The fair value of stock options is estimated as of the date of grant using the Black-Scholes-Merton (“Black-Scholes”) option-pricing model. The Company
uses the simplified method to estimate the expected term of options due to insufficient history and high turnover in the past.
 
The following variables were used as inputs in the model:
 
Share price of the Company’s Common Stock on the grant date:  $ 4.20 
Exercise price:  $ 4.20 
Expected volatility:   72%
Expected dividend yield:   0%
Annual average risk-free rate:   2.5%
Expected term:   5.25-6.25 years 
 
Total stock-based compensation expense for the years ended December 31, 2019 and 2018 was $335 and $916, respectively. 
 
The following tables summarize information about stock options and RSU activity during the year ended December 31, 2019:
 
  RSUs   Stock options  

  
No. of 
RSUs*   

Weighted
 average 

grant date 
fair value*   

No. of 
options*   

Weighted 
average 
exercise
price*   

Exercise 
price

range*  
Outstanding as of  December 31, 2018   17,750  $ .60   101,979  $ 99.80  $ 22.00-820.00 
Granted   —  $ —   107,500  $ 4.20  $ 4.20 
Exercised   (14,750)  $ .60   —  $ —  $ — 
Forfeited/Expired   (3,000)  $ .60   (71,587)  $ 112.13  $ 22.00-820.00 
Outstanding as of December 31, 2019   —  $ —    137,892  $ 275.79  $ 4.20-820.00 
Exercisable as of December 31, 2019   —  $ —   62,892  $ 404.00  $ 4.20-820.00 
Expected to vest as of December 31, 2019   —  $ —   75,000  $ 4.20  $ 4.20  
 
The weighted average remaining contractual term for options outstanding as of December 31, 2019 was between 5.25 and 6.25 years. 
 
As of December 31, 2019, there was no aggregate intrinsic value associated with the options outstanding as the exercise price of the options was greater
than the Company’s Common Stock price. There was no unrecognized stock-based payment cost related to non-vested stock options as of December 31,
2019.
 
*Balances as of December 31, 2018 were adjusted to reflect the impact of the 1:20 reverse stock split that became effective on February 22, 2019.
 
 Note 14. Segment Information
 
The Company’s continuing operating segments are defined as components of an enterprise about which separate financial information is available that is
regularly evaluated by the enterprise’s CODM in deciding how to allocate resources and in assessing performance. As a result of the Company’s transition
to a pure-play health and wellness services company, it currently has one operating segment that is also its sole reporting unit, XpresSpa.
 
The Company currently operates in two geographical regions: United States and all other countries, which primarily include Amsterdam, and Dubai. The
following table represents the geographical revenue, and total long-lived asset information as of and for the years ended December 31, 2019 and 2018.
There were no concentrations of geographical revenue and long-lived assets related to any single foreign country that were material to the Company’s
consolidated financial statements. Long-lived assets include property and equipment, restricted cash, cost method investments, security deposits and right
of use lease assets.
 

  
For the years ended

December 31,  
  2019   2018  
Revenue         

United States  $ 43,455  $ 44,738 
All other countries   5,060   5,356 



Total revenue   $ 48,515   $ 50,094 
         
Long-lived assets         

United States  $ 15,122  $ 14,331 
All other countries   2,886   1,327 

Total long-lived assets  $ 18,008  $ 15,658 
  
Long-lived assets includes property and equipment, right of use lease assets, security deposits, cost method investments and restricted cash.
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Note 15. Related Parties Transactions
 
On April 14, 2018, the Company entered into a consulting agreement with an employee of Mistral Equity Partners, which was a significant shareholder of
the Company and whose Chief Executive Officer was a member of the Board of Directors of the Company, to consult on certain business-related matters.
The total consideration is approximately $10 per month through December 31, 2018. The consulting agreement was extended through June 30, 2019.
Pursuant to the agreement, the Company recorded consulting expense of $34 and $85 for the years ended December 31, 2019 and 2018, respectively.
 
In 2018, the Company entered into a collaboration agreement with Calm to the display, market, promote, and offer for sale Calm’s products in each of the
Company’s branded stores worldwide. In connection with the collaboration agreement, the Company began selling Calm subscriptions and certain Calm-
branded retail products in its spas, beginning in November 2018. Also, Calm holds 937,500 warrants to purchase shares of Company’s Common stock and
holds a $2,500 unsecured note convertible into the Company’s Series E Convertible Preferred Stock. During the years ended December 31, 2019 and 2018,
the Company recorded revenue of $40 and $11, respectively from the sale of Calm’s branded products in its spas which is included in products revenue in
the consolidated statements of operations and comprehensive loss for the years ended December 31, 2019 and 2018.
  
Note 16. Accounts Payable, Accrued Expenses and Other Current Liabilities
 
As of December 31, 2019, and 2018, the Company’s accounts payable, accrued expenses and other current liabilities were comprised of the following:
 

  December 31,  
  2019   2018  

Accounts payable and accrued expenses  $ 7,069  $ 4,632 
Litigation accrual   1,800   250 
Accrued compensation   1,162   1,126 
Accrued insurance   714   897 
Other   1,806   1,267 
Total accounts payable, accrued expenses and other current liabilities  $ 12,551  $ 8,172 
  
XpresSpa carries several annual insurance policies including indemnity, fire, umbrella, and workers’ compensation and financed a total of $910 of the total
insurance premiums with a third-party provider, at an average interest rate of approximately 5% per year payable in 10 monthly installments.
 
Note 17. Discontinued Operations
 
FLI Charge
 
Amendment to Royalty Agreement and Termination of Warrant
 
In February 2019, the Company entered into an agreement to release FLI Charge’s obligation to pay any royalties on FLI Charge’s perpetual gross revenues
with regard to conductive wireless charging, power, or accessories, and to cancel its warrants exercisable in FLI Charge in exchange for cash proceeds of
$1,100, which were received in full on February 15, 2019 and is included in “Other revenue” in the consolidated financial statements as of December 31,
2019.
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Group Mobile
 
In December 2017, the Company concluded that the requirement to report the results of Group Mobile, a wholly-owned subsidiary included in its
technology operating segment, as discontinued operations was triggered.
 
On March 7, 2018 (the “Signing Date”), the Company entered into a membership purchase agreement (the “Purchase Agreement”) with Route1 Security
Corporation, a Delaware corporation (the “Buyer”), and Route1 Inc., an Ontario corporation (“Route1”), pursuant to which the Buyer agreed to acquire
Group Mobile (the “Disposition”). The transaction closed on March 22, 2018 (the “Closing Date”), after which the Company no longer had any
involvement with Group Mobile.
 
In consideration for the Disposition, as subsequently adjusted to reflect the 1:10 reverse stock split completed by Route 1 effective as of August 12, 2019,
the Buyer issued to the Company:
  
 ● 2,500,000 shares of common stock of Route1 (“Route1 common stock”);
 
 ● warrants to purchase 3,000,000 shares of Route1 common stock, which will feature an exercise price of CAD 50 cents per share of common stock

and will be exercisable for a three-year period; and
 
 ● certain other payments over the three-year period pursuant to an earn-out provision in the Purchase Agreement.
 
The Company retained certain inventory with a value of $555 to be disposed of separately from the transaction with Route1 during the first half of 2018. Of
this amount, $110 was sold and the remaining inventory excluded from the transaction was subsequently determined to be obsolete and unsalable and was
fully written off in June 2018.
 
Post-closing, the Company owned approximately 6.7% of Route1 common stock.  The Company has the ability to sell the Route1 common stock and
warrants to qualified institutional investors. The Group Mobile Purchase Agreement also contains representations, warranties, and covenants customary for
transactions of this type.
 
The total consideration of the Disposition is recognized as a cost method investment and, as such, was measured at cost on the date of acquisition, which,
as of the Closing Date, approximated fair value. The fair value of the total consideration as of the Closing Date was determined to be $1,625, which is less
than the carrying value of the asset. This resulted in a loss on disposal of $301, which was included in consolidated net loss from discontinued operations in
the consolidated statement of operations and comprehensive loss for the year ended December 31, 2018.
 
The value of the total consideration for the Group Mobile disposition was determined using a combination of valuation methods including:
 
 (i) The value of the Route 1 common stock was determined to be $308, which was estimated by multiplying the number of shares as they become

tradeable by the price per share as of the Closing Date.
 
 (ii) The value of the warrants was determined to be $176, which was obtained using the Black-Scholes-Merton model.
 
 (iii) The value of the earn-out provision was determined to be $1,141, which was estimated using a Monte-Carlo simulation analysis.
 
The sale of Group Mobile was completed on March 22, 2018, after which the Company had no further involvement with Group Mobile.
 
During the second quarter of 2019, the Company impaired the earn out portion of its investment in Route1, due to an under performance of operating
results. The Company recorded an impairment charge of $1,141, which is included in “Other non-operating income (expense), net” on the consolidated
statement of operations and comprehensive loss for the year ended December 31, 2019. As of December 31, 2019, the balance in the Company’s
investment in Route 1 was $484.
 
Operating Results of Discontinued Operations
 
The following table represents the components of operating results from discontinued operations, as presented in the consolidated statements of operations
and comprehensive loss for the years ended December 31, 2019 and 2018:
 
  For the years ended December 31,  
  2019   2018  
Revenue  $ —  $ 2,834 
Cost of sales   —   (2,305)
Depreciation and amortization   —   (131)
Impairment   —   — 
General and administrative   —   (1,190)
Loss on disposal   —   (301) 
Non-operating expense   —   (22)
Loss from discontinued operations before income taxes       (1,115)
Income tax expense   —   — 
Net loss from discontinued operations  $ —  $ (1,115)
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Note 18. Income Taxes
 
For the years ended December 31, 2019 and 2018, the loss from continuing operations before income taxes consisted of the following:
 

  2019   2018  
Domestic  $ (21,567)  $ (36,506)
Foreign   891   597 
  $ (20,676)  $ (35,909)
 
Income tax expense attributable to continuing operations for the years ended December 31, 2019 and 2018 consisted of the following:
 

  For the years ended December 31,  
  2019   2018  

Continuing operations         
Current:         

Federal  $ (167)  $ (6)
State   (6)   22 
Foreign   27   22 

Deferred:         
Federal   —   (316)

  $ (146)  $ (278)
 
The income tax benefit of $146 for the year ended December 31, 2019 is comprised primarily of the release of a liability for an uncertain tax position for
which the statute of limitations expired in 2019, partially offset by the tax on earnings generated by foreign subsidiaries.
 
Income tax expense attributable to discontinued operations was $12 for the year ended December 31, 2018.
 
Income tax expense attributable to continuing operations differed from the amounts computed by applying the applicable United States federal income tax
rate to loss from continuing operations before taxes on income as a result of the following:
 
  For the years ended December 31,  
  2019   2018  
Loss from continuing operations before income taxes  $ (20,676)  $ (35,909)
Tax rate   21%  21%
         
Computed “expected” tax benefit   (4,342)   (7,541)
State taxes, net of federal income tax benefit   (944)   (1,422)
Change in valuation allowance   3,039   7,539 
Nondeductible expenses   607   242 
Other items   1,494   904 
Income tax benefit for continuing operations  $ (146)  $ (278)
 
Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for income tax purposes. Significant components of the Company’s deferred tax assets and liabilities as of December 31,
2019 and 2018 are as follows:
 
  December 31,  
  2019   2018  
Deferred income tax assets         
Net operating loss carryforwards  $ 41,985  $ 39,972 
Stock-based compensation   4,642   4,468 
Intangible assets and other   5,161   4,308 
Net deferred income tax assets   51,788   48,748 
Less:         
Valuation allowance   (51,788)   (48,748)
Net deferred income tax assets  $ —  $ — 
  
The Company assesses the need for a valuation allowance related to its deferred income tax assets by considering whether it is more likely than not that
some portion or all of the deferred income tax assets will not be realized. A valuation allowance has been recorded against the Company’s deferred income
tax assets, as it is in the opinion of management that it is more likely than not that the net operating loss carryforwards (“NOLs”) will not be utilized in the
foreseeable future. The cumulative valuation allowance will be reduced if and when the Company determines that the deferred income tax assets are more
likely than not to be realized.
 
The following table presents the changes to the valuation allowance during the years presented:
 
As of January 1, 2018  $ 41,209 

Charged to cost and expenses – continuing operations   8,300 
Charged to cost and expenses – discontinued operations   342 
Return to provision true-up and other   (1,103)

As of December 31, 2018   48,748 



Charged to cost and expenses – continuing operations   4,842 
Return to provision true-up and other   (1,802)

As of December 31, 2019  $ 51,788 
 
As of December 31, 2019, the Company’s estimated aggregate total NOLs were $182,327, for U.S. federal purposes, expiring 20 years from the respective
tax years to which they relate, and $31,401 for U.S. federal purposes with an indefinite life due to new regulations in the Tax Act of 2017 (the “Tax Act”).
The NOL amounts are presented before Internal Revenue Code, Section 382 limitations ("Section 382"). The Tax Reform Act of 1986 imposed substantial
restrictions on the utilization of NOL and tax credits in the event of an ownership change of a corporation. Thus, the Company’s ability to utilize all such
NOL and credit carryforwards may be limited. The Coronavirus Aid, Relief, and Economic Security Act (the “CARES Act”) was enacted on March 27,
2020 and provides favorable changes to tax law for businesses impacted by COVID-19. However, the Company does not anticipate the income tax law
changes will materially benefit the Company.
 
The Company files its tax returns in the U.S. federal jurisdiction, as well as in various state and local jurisdictions and has open tax years for 2015 through
2017.
 
On December 22, 2017, the U.S. government enacted comprehensive tax reform, commonly referred to as the Tax Act. The Tax Act makes changes to the
corporate tax rate, business-related deductions and taxation of foreign earnings, among other changes, that will generally be effective for tax years
beginning after December 31, 2017. After the one-year evaluation under SAB 118, the Company determined that there was no material impact from the
Tax Act.
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Note 19. Commitments and Contingencies
 
Litigation and legal proceedings
 
Certain of the Company’s outstanding legal matters include speculative claims for substantial or indeterminate amounts of damages. The Company
regularly evaluates developments in its legal matters that could affect the amount of any potential liability and makes adjustments as appropriate.
Significant judgment is required to determine both the likelihood of there being any potential liability and the estimated amount of a loss related to the
Company’s legal matters.
 
With respect to the Company’s outstanding legal matters, based on its current knowledge, the Company’s management believes that the amount or range of
a potential loss will not, either individually or in the aggregate, have a material adverse effect on its business, consolidated financial position, results of
operations or cash flows. However, the outcome of such legal matters is inherently unpredictable and subject to significant uncertainties. The Company
evaluated the outstanding legal matters and assessed the probability and likelihood of the occurrence of liability. Based on management’s estimates, the
Company has recorded accruals of $1,800 and $250 as of December 31, 2019 and December 31, 2018, respectively, which is included in “Accounts
payable, accrued expenses and other current liabilities” in the consolidated balance sheets.
  
The Company expenses legal fees in the period in which they are incurred.
 
Cordial
 
Effective October 2014, XpresSpa terminated its former Airport Concession Disadvantaged Business Enterprise (“ACDBE”) partner, Cordial Endeavor
Concessions of Atlanta, LLC (“Cordial”), in several store locations at Hartsfield-Jackson Atlanta International Airport.
 
Cordial filed a series of complaints with the City of Atlanta, both before and after the termination, in which Cordial alleged, among other things, that the
termination was not valid and that XpresSpa unlawfully retaliated against Cordial when Cordial raised concerns about the joint venture. In response to the
numerous complaints it received from Cordial, the City of Atlanta required the parties to engage in two mediations.
 
After the termination of the relationship with Cordial, XpresSpa sought to substitute two new ACDBE partners in place of Cordial.
 
In April 2015, Cordial filed a complaint with the United States Federal Aviation Administration (“FAA”), which oversees the City of Atlanta with regard to
airport ACDBE programs, and, in December 2015, the FAA instructed that the City of Atlanta review XpresSpa’s request to substitute new partners in lieu
of Cordial and Cordial’s claims of retaliation. In response to the FAA instruction, pursuant to a corrective action plan approved by the FAA, the City of
Atlanta held a hearing in February 2016 and ruled in favor of XpresSpa such substitution and claims of retaliation. Cordial submitted a further complaint to
the FAA claiming that the City of Atlanta was biased against Cordial and that the City of Atlanta’s decision was wrong. In August 2016, the parties met
with the FAA. On October 4, 2016, the FAA sent a letter to the City of Atlanta directing that the City of Atlanta retract previous findings on Cordial’s
allegations and engage an independent third party to investigate issues previously decided by Atlanta. The FAA also directed that the City of Atlanta
determine monies potentially due to Cordial.
 
On January 3, 2017, XpresSpa filed a lawsuit in the Supreme Court of the State of New York, County of New York, against Cordial and several related
parties. The lawsuit alleges breach of contract, unjust enrichment, breach of fiduciary duty, fraudulent inducement, fraudulent concealment, tortious
interference, and breach of good faith and fair dealing. XpresSpa is seeking damages, declaratory judgment, rescission/termination of certain agreements,
disgorgement of revenue, fees and costs, and various other relief. On February 21, 2017, the defendants filed a motion to dismiss. On March 3, 2017,
XpresSpa filed a first amended complaint against the defendants. On April 5, 2017, Cordial filed a motion to dismiss. On September 12, 2017, the Court
held a hearing on the motion to dismiss. On November 2, 2017, the Court granted the motion to dismiss which was entered on November 13, 2017. On
December 22, 2017, XpresSpa filed a notice of appeal, and on September 24, 2018, XpresSpa perfected its appellate rights and submitted a brief to the
Supreme Court of New York, First Department appellate court. Oral arguments on the appeal are expected to take place during early 2019. Oral argument
on the appeal went forward on March 20, 2019, and the Company expects the court to rule on the appeal in the coming months. 
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On March 30, 2018, Cordial filed a lawsuit against XpresSpa, a subsidiary of XpresSpa, and several additional parties in the Superior Court of Fulton
County, Georgia, alleging the violation of Cordial’s civil rights, tortious interference, breach of fiduciary duty, civil conspiracy, conversion, retaliation, and
unjust enrichment. Cordial has threated to seek punitive damages, attorneys’ fees and litigation expenses, accounting, indemnification, and declaratory
judgment as to the status of the membership interests of XpresSpa and Cordial in the joint venture and Cordial’s right to profit distributions and
management fees from the joint venture. On May 3, 2018, the Court issued an order extending the time for the defendants to respond to Cordial’s lawsuit
until June 25, 2018. On May 4, 2018, the defendants moved the lawsuit to the United States District Court for the Northern District of Georgia. On June 5,
2018, the Court granted an extension of time for the defendants’ response until August 17, 2018. On August 9, 2018, the Court granted an additional
extension of time for the defendants’ response until September 7, 2018, and thereafter provided another extension pending the Court’s consideration of
XpresSpa’s Motion to Stay all action in the Georgia lawsuit, pending resolution of the New York lawsuit and the FAA action. On October 29, 2018,
XpresSpa’s Motion to Stay was denied. Prior to resolution of the Motion to Stay, Cordial filed a Motion for Temporary Restraining Order (“TRO Motion”),
seeking to enjoin the defendants and specifically XpresSpa, from, among other things, distributing any cash flow, net profits, or management fees, or
otherwise expending resources beyond necessary operating expenses. XpresSpa filed an opposition and, in a decision entered December 26, 2018, the
Court denied Cordial’s TRO Motion entirely. Defendants filed a Motion to Dismiss the Complaint in its entirety on November 20, 2018, which is pending
decision by the Court.
 
A Director's Determination was issued by the FAA in connection with the Part 16 Complaint ("Part 16 Proceeding") filed by Cordial against the City of
Atlanta ("City") in 2017 ("Director's Determination"). The Company and Cordial were not parties to the FAA action, and had no opportunity to present
evidence or otherwise be heard in such action. The Director's Determination concluded that the City was not in compliance with certain Federal obligations
concerning the federal government's ACDBE program, including relating to the City's oversight of the Joint Venture Operating Agreement between Clients
and Cordial, Cordial's termination, and Cordial's retaliation and harassment claims, and the City was ordered to achieve compliance in accordance with the
Director's Determination. The Director's Determination does not constitute a Final Agency Decision and it is not subject to judicial review, pursuant to 14
CFR § 16.247(b)(2). Because the Company is not a party to the Part 16 Proceeding, the Company would not be considered "a party adversely affected by
the Director's Determination" with a right of appeal to the FAA Assistant Administrator for Civil Rights.
 
On August 7, 2019, the Company filed a response, advising the U.S. District Court that: (i) the Company is not party to the FAA
proceeding and therefore had no opportunity to present evidence or otherwise be heard in such action; (ii) as non-party, the
Company is not bound by the Director's Determination; and (iii) the FAA cannot dictate the interpretation or enforceability of the
contract between Cordial and the Company, which is the subject of the U.S. District Court action initiated by Cordial and the
New York State Court action initiated by the Company.
 
In response to the numerous complaints it received from Cordial, the City of Atlanta required the parties to engage in mediation.
 
On November 22, 2019, a Mutual Release and Settlement Agreement (the "Settlement Agreement") and a Confidential Payment Agreement (the “Payment
Agreement”) were executed by the applicable parties, except the City of Atlanta, and are pending the requisite approval by the FAA of the terms of the
Settlement Agreement.
 
The Settlement Agreement is ultimately expected to be executed in 2020, by and among Cordial Endeavor Concessions of Atlanta, LLC, Shelia Edwards,
Steven A. White, the City of Atlanta, XpresSpa Holdings, LLC, XpresSpa Atlanta Terminal A, LLC, Azure Services, LLC, Adra Wilson, Meme Marketing
& Communications LLC, Melanie Hutchinson, Kenja Parks, and Bernard Parks, Jr.
 
The requisite approval from the FAA has been obtained and the Leases have been executed by the Company. However, the condition precedent that an
operating agreement between the Company and Cordial is finalized and executed has not yet been satisfied. Based on this, management has determined that
the matter may not be completely resolved, at least to the extent of one or more of the Settling Parties seeking to enforce the terms of the Settlement
Agreement, and thus resulting in a continuation of the litigation.
 
The Company continues to be involved in settlement negotiations seeking to resolve all pending matters with Cordial and the city of Atlanta, and those
negotiations are continuing.
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In re Chen et al.
 
In March 2015, four former XpresSpa employees who worked at XpresSpa locations in John F. Kennedy International Airport and LaGuardia Airport filed
a putative class and collective action wage-hour litigation in the United States District Court, Eastern District of New York. In re Chen et al., CV 15-1347
(E.D.N.Y.). Plaintiffs claim that they and other spa technicians around the country were misclassified as exempt commissioned salespersons under Section
7(i) of the federal Fair Labor Standards Act (“FLSA”). Plaintiffs also assert class claims for unpaid overtime on behalf of New York spa technicians under
the New York Labor Law, and discriminatory employment practices under New York State and City laws. On July 1, 2015, the plaintiffs moved to have the
court authorize notice of the FLSA misclassification claim sent to all employees in the spa technician job classification at XpresSpa locations around the
country in the last three years. Defendants opposed the motion. On February 16, 2016, the Magistrate Judge assigned to the case issued a Report &
Recommendation, recommending that the District Court Judge grant the plaintiffs’ motion. On March 1, 2016, the defendants filed Opposition to the
Magistrate Judge’s Report & Recommendation, arguing that the District Court Judge should reject the Magistrate Judge’s findings. On September 23, 2016,
the court ruled in favor of the plaintiffs and conditionally certified the class. The parties held a mediation on February 28, 2017 and reached an agreement
on a settlement in principle. On September 6, 2017, the parties entered into a settlement agreement. On September 15, 2017, the parties filed a motion for
settlement approval with the Court. XpresSpa subsequently paid the agreed-upon settlement amount to the settlement claims administrator to be held in
escrow pending a fairness hearing and final approval by the Court. On March 30, 2018, the Court entered a Memorandum and Order denying the motion
without prejudice to renewal due to questions and concerns the Court had about certain settlement terms. On April 24, 2018, the parties jointly submitted a
supplemental letter to the Court advocating for the fairness and adequacy of the settlement and appeared in Court on April 25, 2018 for a hearing to discuss
the settlement terms in greater detail with the assigned Magistrate Judge. At the conclusion of the hearing, the Court still had questions about the adequacy
and fairness of the settlement terms, and the Judge asked that the parties jointly submit additional information to the Court addressing the open issues. The
parties submitted such information to the Court on May 18, 2018 and are awaiting the Court’s ruling on the open issues.
 
On August 21, 2019, the Court issued an Order denying the parties’ motion for preliminary approval of the revised settlement, as the Court still had
concerns about several of the settlement terms.  At the December 6, 2019 Status Conference with the Court, the Court reiterated its denial of preliminary
approval of the proposed settlement agreement.  The Court instructed a notice of pendency to be disseminated to putative collective members, who will
then have a 60-day window to decide whether to participate in the case.  The notice of pendency was sent out in February 2020 and putative collective
members had until April 3, 2020 to return a Consent to Join the case. As of April 3, 2020, 304 individuals had joined the case.
  
Binn et al v. FORM Holdings Corp. et al.
 
On November 6, 2017, Moreton Binn and Marisol F, LLC, former stockholders of XpresSpa, filed a lawsuit against FORM Holdings Corp. (“FORM) and
its directors in the United States District Court for the Southern District of New York. The lawsuit alleged violations of various sections of the Securities
Exchange Act of 1934 (“Exchange Act”), material omissions and misrepresentations (negligent and fraudulent), fraudulent omission, expropriation, breach
of fiduciary duties, aiding and abetting, and unjust enrichment in the defendants’ conduct related to the Company’s acquisition of XpresSpa, and sought
rescission of the transaction, damages, equitable and injunctive relief, fees and costs, and various other relief. On January 17, 2018, the defendants filed a
motion to dismiss the complaint. On February 7, 2018, the plaintiffs amended their complaint. On February 28, 2018, the defendants filed a motion to
dismiss the amended complaint. By March 30, 2018, the motion to dismiss was fully briefed. On August 7, 2018, the Court ruled on the defendants’
motion, dismissing eight of the plaintiffs’ ten claims and denying the defendants’ motion to dismiss with respect to the two remaining claims, related to the
Exchange Act. On October 30, 2018, the Court ordered that the plaintiffs could file an amended complaint, and, in response, the defendants could move for
summary judgment. Consistent with the Court’s Order, on November 16, 2018, the plaintiffs filed a second amended complaint, modifying their
allegations, and asserting claims pursuant to the Exchange Act and the Securities Act of 1933, as well as bringing a breach of contract claim. On December
17, 2018, the defendants filed a motion for summary judgment seeking dismissal of all claims. On February 1, 2019, the plaintiffs opposed defendant’s
motion, requested discovery and cross-moved for partial summary judgement filed an opposition to defendants’ motion and a counter motion for partial
summary judgment. Defendants’ summary judgement motion and plaintiff’s cross-motion for partial summary judgment were fully briefed as of March 15,
2019. On April 29, 2019, an emergency hearing was held before the Court in which the plaintiff sought a temporary restraining order and preliminary
injunction to preclude acceleration of the maturity on the Senior Secured Note. The Court entered a temporary restraining order, while allowing parties the
opportunity to brief the issue.
 
On May 21, 2019, the Court granted the defendant’s motion for summary judgement in full, dismissing all claims in the action. On July 3, 2019, the
plaintiffs filed a notice of appeal in the United States Court of Appeals for the second circuit. The Company and its directors continue to believe that this
action is without merit and intend to defend the appeal vigorously. On July 1, 2019, the Court held oral argument on Binn’s motion for preliminary
injunction. After hearing argument by both sides, the Court deferred action and ordered that the temporary restraining order remain in place.  On July 23,
2019, the Court denied the plaintiffs’ request for a preliminary injunction and vacated the temporary restraining order. On September 13, 2019, plaintiffs
filed their appellate brief in the Second Circuit. As of December 13, 2019, plaintiffs’ appeal was fully briefed. Oral argument has been scheduled for May
4, 2020.
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Binn, et al. v. Bernstein et al.
 
On June 3, 2019, a third suit was commenced in the United States District Court for the Southern District of New York against FORM, five of its directors,
as well as Rockmore, the Company’s previous senior secured lender and a senior executive of the lender. Although this action is brought by Morton Binn
and Marisol F, LLC, it is asserted derivatively on behalf of the Company. Plaintiffs assert eight causes of action, including that certain individual
defendants violated Sections 10(b) and 20(a) of the Securities Exchange Act of 1934, by making false statements concerning, inter alia, the merger and the
independence of FORM’s board of directors and the valuation of the Company’s lease portfolio. Plaintiffs also assert common law claims for breach of
fiduciary duty, corporate waste, unjust enrichment, faithless servant doctrine, and aiding and abetting certain of the directors’ alleged breaches of fiduciary
duty. The Company and its directors believe that this action is without merit and intend to file a motion to dismiss and defend the action vigorously.
 
The defendants filed a motion to dismiss on October 23, 2019.  The court heard oral argument on the defendants’ motion to dismiss on January 22, 2020
and has not yet ruled on the motion.
 
Kainz v. FORM Holdings Corp. et al.
  
On March 20, 2019, a second suit was commenced in the United States District Court for the Southern District of New York against FORM, seven of its
directors and former directors, as well as a managing director of Mistral Equity Partners (“Mistral”). The individual plaintiff, a shareholder of XpresSpa
Holdings, LLC at the time of the merger in December 2016, alleges that the defendants violated Sections 10(b) and 20(a) of the Securities Exchange Act of
1934 by making false statements concerning, inter alia, the merger and the independence of FORM’s board of directors, violated Section 12(2) of the
Securities Act of 1933, breached the merger agreement by making false and misleading statements concerning the merger and fraudulently induced the
plaintiff into signing the joinder agreement related to the merger. On May 8, 2019, the Company and its directors and the managing director of Mistral filed
a motion to dismiss the complaint. On June 5, 2019, plaintiff opposed the motion and filed a cross-motion for a partial stay. Defendants’ motion to dismiss
was fully briefed as of June 19, 2019.
 
On November 13, 2019, the matter was dismissed in its entirety.  On December 12, 2019, plaintiff filed a motion for reconsideration to vacate the order and
judgment, dismissing the action, and for leave to amend the complaint. The motion was fully briefed as of February 6, 2020. On April 1, 2020, the Court
denied plaintiff’s motion in full. Plaintiff has 30 days to file a notice of appeal. On April 10, 2020, plaintiff filed a notice of appeal to the United States
Court of Appeals for the Second Circuit. The Company and its directors continue to believe that this action is without merit and intend to defend the
appeal.
  
Route1
  
On or about May 23, 2018, Route1 Inc., Route1 Security Corporation (together, “Route1”) and Group Mobile Int’l, LLC (“Group Mobile”) commenced a
legal proceeding against the Company in the Ontario Superior Court of Justice.
 
Route1 and Group Mobile seek damages in relation to alleged breaches of a Membership Purchase Agreement entered into between Route1 and the
Company on or about March 7, 2018, pursuant to which Route1 acquired the Company’s 100% membership interest in Group Mobile. All capitalized terms
not otherwise defined herein have the meanings ascribed to them in the Agreement.
 
The Plaintiffs allege that the Company: (i) failed to ensure all Tax Returns were true, correct and compliant in all respects and that all Taxes had been paid
in full; (ii) failed to ensure that all inventory of Group Mobile had been priced in accordance with GAAP and consisted of a quality and quantity that was
materially usable and salable in the Ordinary Course of Business; (iii) failed to ensure that Group Mobile’s Most Recent Balance Sheet was materially
complete and correct and prepared in accordance with GAAP; (iv) failed to record all liabilities on Group Mobile’s Most Recent Balance Sheet; and (v)
failed to deliver the agreed upon amount of Net Working Capital, and/or pay the Shortfall, to Route1. The litigation is at an early stage, and it is not yet
possible to assess the likelihood of success and/or liability.
 
The Company counterclaimed against the Plaintiffs for amounts owed to the Company in relation to the sale of Excluded Inventory and seek damages
thereon.
 
As described further below, the Company delivered a draft amended counterclaim to the Plaintiffs on or around November 2019 seeking, among other
things, damages. The Company is seeking the Plaintiffs’ consent to amend its counterclaim. Examinations for discovery are scheduled to take place in
Toronto, Canada on June 9th and 10th, 2020. The parties currently expect to attend a one-day mediation in Toronto on May 7, 2020. 
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Rodger Jenkins v. XpresSpa Group, Inc.
 
In March 2019, Rodger Jenkins filed a lawsuit against the Company in the United States District Court for the Southern District of New York. The lawsuit
alleges breach of contract of the stock purchase agreement related to the Company’s acquisition of Excalibur Integrated Systems, Inc. and seeks specific
performance, compensatory damages and other fees, expenses and costs. On or about January 3, 2020, the court granted the plaintiffs’ motion to amend
their pleading to increase their total demand.
 
The Company has denied the material allegations of the complaint and is currently defending the action.  Efforts to settle the parties’ dispute at a court-
ordered mediation in March 2020 were not successful. The action is currently scheduled for a bench trial on May 18, 2020, although we believe that the
trial date is likely to be adjourned due to the COVID-19 pandemic.
 
EFP Capital Solutions LLC settlement
 
In March 2019, a complaint was filed against the Company by EFP Capital Solutions LLC (“EFP”), the receivables factor of the Company’s vendor
MobiPT, Inc. (“MobiPT”), relating to payments made incorrectly by the Company to MobiPT for receivables MobiPT had sold to EFP. The ensuing
mediation resulted in the Company agreeing to pay EFP $165 for such payments, for which the Company recorded an expense that is included in Accounts
payable, accrued expenses and other current liabilities in the consolidated financial statements for the year ended December 31, 2019. The Company
intends to seek reimbursement of the $165 from MobiPT, but there is no assurance the Company will be successful.
 
Regulatory Matters
 
The continued listing standards of Nasdaq provide, among other things, that a company may be delisted if the bid price of its stock drops below $1.00 for a
period of 30 consecutive business days or if stockholders’ equity is less than $2,500. On January 2, 2020, the Company received a deficiency letter from
Nasdaq which provided us a grace period of 180 calendar days, or until June 30, 2020, to regain compliance with the minimum bid price requirement. If we
fail to regain compliance on or prior to June 30, 2020, we may be eligible for an additional 180-day compliance period. Additionally, if we fail to comply
with other continued listing standards of Nasdaq, our Common Stock might be subject to delisting.
  
Intellectual Property and Other Matters
 
The Company is engaged in litigation related to certain of the intellectual property that it owns, for which no liability is recorded, as the Company does not
expect a material negative outcome.
 
In addition to those matters specifically set forth herein, the Company and its subsidiaries are involved in various other claims and legal actions that arise in
the ordinary course of business. The Company does not believe that the ultimate resolution of these actions will have a material adverse effect on the
Company’s financial position, results of operations, liquidity, or capital resources. However, a significant increase in the number of these claims, or one or
more successful claims under which the Company incurs greater liabilities than the Company currently anticipates, could materially adversely affect the
Company’s business, financial condition, results of operations and cash flows.
 
In the event that an action is brought against the Company or one of its subsidiaries, the Company will investigate the allegation and vigorously defend
itself.
 
Leases
 
XpresSpa is contingently liable to a surety company under certain general indemnity agreements required by various airports relating to its lease
agreements. XpresSpa agrees to indemnify the surety for any payments made on contracts of suretyship, guaranty, or indemnity. The Company believes
that all contingent liabilities will be satisfied by its performance under the specified lease agreements.
 
Note 20. Subsequent Events
 
On March 11, 2020, the World Health Organization declared the outbreak of the COVID-19, which continues to spread throughout the U.S. and the world,
as a pandemic. The outbreak is having an impact on the global economy, resulting in rapidly changing market and economic conditions. Similar to many
businesses in the travel sector the Company’s business has been materially adversely impacted by the recent COVID-19 outbreak and associated
restrictions on travel that have been implemented. Effective March 24, 2020, the Company temporarily closed all global spa locations, largely due to the
categorization of such spa locations by local jurisdictions as “non-essential services” in connection with the outbreak of COVID-19. This has had a
materially adverse impact on the Company’s cash flows from operations and caused a liquidity crisis.  As a result, management has concluded that there
was a long-lived asset impairment triggering event during the first quarter of 2020, which will result in management performing an impairment evaluation
of its long-lived asset balances (primarily leasehold improvements and right of use lease assets of approximately $16,318 as of December 31, 2019). This
could lead to the Company recording an impairment charge during the first quarter of 2020. The full extent to which COVID-19 will impact the Company’s
results will depend on future developments, which are highly uncertain and cannot be predicted, including new information which may emerge concerning
the severity of the virus and the actions to contain or treat its impact.
  
The Company is currently seeking sources of capital to help fund its business operations during the COVID-19 crisis and during 2020 raised approximately
$9,440. If the Company is unable to obtain additional funding in the immediate term , it may be required to curtail or terminate some or all of its business
operations and cause the Company’s Board of Directors to decide to pursue a restructuring, which may include a reorganization or bankruptcy under
Federal bankruptcy laws, or a dissolution, liquidation and/or winding up of the Company. Accordingly, holders of the Company’s senior and unsecured
debt and Common Stock may lose their entire investment in the event of a reorganization, bankruptcy, liquidation, dissolution or winding up of the
Company.
 
The Company has taken actions to improve its overall cash position and access to liquidity. The Company expects that these actions discussed below will
improve its overall cash position and assist with its liquidity needs. 
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Credit Cash Funding Advance
 
On January 9, 2020, fifteen wholly owned subsidiaries (the “CC Borrowers”) of the Company entered into an accounts receivable advance agreement (the
“CC Agreement”) with CC Funding, a division of Credit Cash NJ, LLC (the “CC Lender”). Pursuant to the terms of the CC Agreement, the CC Lender
agreed to make an advance of funds in the amount of $1,000 for aggregate fees of $160, for a total repayment amount of $1,160 (the “Collection Amount”).
The Borrowers agreed to repay the Collection Amount on or before the -12-month anniversary of the funding date of the advance by authorizing the CC
Lender to retain a fixed daily amount equal to $4 from a collection account established for such purpose. The advance of funds is secured by substantially
all of the assets of the CC Borrowers, including CC Borrowers’ existing and future accounts receivables and other rights to payment, including accounts
receivable arising out of the CC Borrowers’ acceptance or other use of any credit cards, charge cards, debit cards or similar forms of payments. The funds
received from advances may be used in the ordinary course of business consistent with past practices. The CC Agreement additionally includes certain
stated events of default, upon which the Lender is entitled to increase the fixed daily payments made to the Lender and to increase the interest rate to 18%
per annum. As a result of the COVID-19 pandemic and closing of the Company’s spas on March 24, 2020, the Company has entered into a revised
repayment amount equal to $10 per week.
 
As compensation for the consent of existing creditor B3D to the CC Agreement described above, on January 9, 2020, XpresSpa Holdings, LLC (“XpresSpa
Holdings”), a wholly-owned subsidiary of the Company, entered into a fifth amendment (the “Fifth Credit Agreement Amendment”) to its existing Credit
Agreement with B3D in order to, among other provisions, (i) amend and restate its existing convertible promissory note (the “B3D Note”) in order to
increase the principal amount owed to B3D from $7,000 to $7,150, which additional $150 in principal and any interest accrued thereon will be convertible,
at B3D’s option, into shares of the Company’s Common Stock subject to receipt of the approval of the Company’s stockholders in accordance with
applicable law and the rules and regulations of the Nasdaq Stock Market and (ii) provide for the advance payment of 291,669 shares of Common Stock in
satisfaction of the interest payable pursuant to the B3D Note for the months of October, November and December 2020 in shares of Common Stock.
  
B3D Senior Secured Loan
  
On March 6, 2020, XpresSpa Holdings entered into a sixth amendment (the “Sixth Credit Agreement Amendment”) to its existing credit agreement with
B3D in order to, among other provisions, (i) amend and restate the B3D Note in order to increase the principal amount owed to B3D from $7,150 to
$7,900, which additional $750 in principal ($500 in new funding and $250 in debt accretion) and any interest accrued thereon will be convertible, at B3D’s
option, into shares of the Company’s Common Stock; provided, however, that the additional $750 in principal and any interest accrued thereon shall neither
be convertible into Common Stock nor interest payable in Common Stock prior to receipt of the approval of the Company’s stockholders in accordance
with applicable law and the rules and regulations of the Nasdaq Stock Market and (ii) decrease the conversion rate under the B3D Note from $2.00 per
share to $0.56 per share, pursuant to the authority of the Board of Directors of the Company to voluntarily reduce the conversion rate in its discretion,
which was previously approved by the Company’s stockholders on October 2, 2019. In connection with the Sixth Credit Agreement Amendment and B3D
Note, B3D agreed to provide the Company with $500 in additional funding and to submit conversion notices to convert (i) an aggregate of $375 in
principal to Common Stock on March 6, 2020 and (ii) an additional aggregate of $375 in principal to Common Stock on or prior to March 27, 2020.
 
Common Stock Offerings and Warrant Exchange
 
On March 19, 2020, the Company entered into a Securities Purchase Agreement (the “First Purchase Agreement”) with certain purchasers named therein,
pursuant to which the Company issued and sold in a registered direct offering, (i) 4,153,383 shares of the Company’s common stock, par value $0.01 per
share (the “Common Stock”) at an offering price of $0.175 per share and (ii) an aggregate of 2,132,333 pre-funded warrants exercisable for shares of
Common Stock (the “First Pre-Funded Warrants”) at an offering price of $0.165 per First Pre-Funded Warrant (the offering of the shares of Common Stock
and the First Pre-Funded Warrants, the “First Offering”).  The Company received gross proceeds of approximately $1,100 in connection with the First
Offering, before deducting financial advisory consultant fees and related offering expenses. The First Pre-Funded Warrants were sold to the purchasers to
the extent that a purchaser’s subscription of shares of Common Stock in the First Offering would otherwise result in the purchaser, together with its
affiliates and certain related parties, beneficially owning more than 4.99% of the Company’s outstanding Common Stock immediately following the
consummation of the First Offering, in lieu of shares of Common Stock.  Each First Pre-Funded Warrant represented the right to purchase one share of
Common Stock at an exercise price of $0.01 per share and was ultimately exercised.
 
On March 19, 2020, the Company entered into separate Warrant Exchange Agreements (the “Exchange Agreements”) with the holders of certain existing
warrants (the “Exchanged Warrants”) to purchase shares of Common Stock. The Exchanged Warrants were originally issued (i) pursuant to a securities
purchase agreement, dated as of May 15, 2018, and in connection with a related consent and (ii) in connection with that certain Agreement and Plan of
Merger by and among the Company, FHXMS, LLC, XpresSpa Holdings, LLC and Mistral XH Representative, LLC, as representative of the unitholders,
dated October 25, 2016, as subsequently amended. Pursuant to the Exchange Agreements, on the closing date and subject to (i) the receipt of approval of
the Company’s stockholders as required by the applicable rules and regulations of the Nasdaq Stock Market and (ii) the receipt of approval of the
Company’s stockholders to increase the Company’s authorized shares, the holders of Exchanged Warrants would exchange each Exchanged Warrant for a
number of shares of Common Stock (the “New Shares”) equal to the product of (i) the number of shares of Common Stock underlying such Exchanged
Warrants (based on a formula related to the closing price of the Common Stock at the time of the closing of the Exchange as further detailed in the
Exchange Agreement) and  (ii) 1.5 (the “Exchange”). To the extent any holder of Exchanged Warrants would otherwise beneficially own in excess of any
beneficial ownership limitation applicable to such holder after giving effect to the Exchange, that holder’s Exchanged Warrants shall be exchanged for a
number of New Shares issuable to the holder without violating the applicable beneficial ownership limitation and the remainder of the holder’s Exchanged
Warrants shall automatically convert into pre-funded warrants to purchase the number of shares of Common Stock equal to the number of shares of
Common Stock in excess of the applicable beneficial ownership limitation. The closing is expected to take place on the first business day on which the
conditions to the closing are satisfied or waived, subject to satisfaction of customary closing conditions.
 

F-37 



 

 
On March 25, 2020, the Company entered into a Securities Purchase Agreement (the “Second Purchase Agreement”) with certain purchasers named
therein, pursuant to which the Company issued and sold in a registered direct offering, (i) 7,450,000 shares of the Company’s Common Stock at an offering
price of $0.20 per share and (ii) an aggregate of 1,500,000 pre-funded warrants exercisable for shares of Common Stock (the “Second Pre-Funded
Warrants”) at an offering price of $0.19 per Second Pre-Funded Warrant (the offering of the shares of Common Stock and the Second Pre-Funded Warrants,
the “Second Offering”). The Company received gross proceeds of approximately $1,790 in connection with the Second Offering, before deducting
financial advisory consultant fees and related offering expenses. The Second Pre-Funded Warrants were sold to the purchasers to the extent that a
purchaser’s subscription of shares of Common Stock in the Second Offering would otherwise result in the purchaser, together with its affiliates and certain
related parties, beneficially owning more than 4.99% (or, in certain cases, 9.99%) of the Company’s outstanding Common Stock immediately following the
consummation of the Second Offering, in lieu of shares of Common Stock. Each Second Prefunded Warrant represents the right to purchase one share of
Common Stock at an exercise price of $0.01 per share. The Second Pre-Funded Warrants were exercisable immediately and may be exercised at any time
until the Second Pre-Funded Warrants are exercised in full. All of the Second Pre-Funded Warrants have been exercised.
 
On March 27, 2020, the Company entered into a Securities Purchase Agreement (the “Third Purchase Agreement”) with certain purchasers named therein,
pursuant to which the Company issued and sold, in a registered direct offering, (i) 7,895,000 shares of the Company’s Common Stock, at an offering price
of $0.20 per share and (ii) an aggregate of 2,105,000 pre-funded warrants exercisable for shares of Common Stock (the “Third Pre-Funded Warrants”) at an
offering price of $0.19 per Third Pre-Funded Warrant (the offering of the shares of Common Stock and the Third Pre-Funded Warrants, the “Third
Offering”).   The Company received gross proceeds of approximately $2,000 in connection with the Third Offering, before deducting financial advisory
consultant fees and related offering expenses. The Third Pre-Funded Warrants were sold to the purchasers to the extent that a purchaser’s subscription of
shares of Common Stock in the Third Offering would otherwise result in the purchaser, together with its affiliates and certain related parties, beneficially
owning more than 4.99% (or, in certain cases, 9.99%) of the Company’s outstanding Common Stock immediately following the consummation of the Third
Offering, in lieu of shares of Common Stock. Each Third Prefunded Warrant represents the right to purchase one share of Common Stock at an exercise
price of $0.01 per share. The Third Pre-Funded Warrants were exercisable immediately and may be exercised at any time until the Third Pre-Funded
Warrants are exercised in full. All of the Third Pre-Funded Warrants have been exercised.
 
On April 6, 2020, the Company entered into a Securities Purchase Agreement (the “Fourth Purchase Agreement”) with certain purchasers named therein,
pursuant to which the Company issued and sold, in a registered direct offering, (i) 12,418,179 shares of the Company’s Common Stock at an offering price
of $0.22 per share and (ii) an aggregate of 1,445,454 pre-funded warrants exercisable for shares of Common Stock (the “Fourth Pre-Funded Warrants”) at
an offering price of $0.21 per Pre-Funded Warrant (the offering of the shares of Common Stock and the Pre-Funded Warrants, the “Fourth Offering”). The
Company received gross proceeds of approximately $3.05 million in connection with the Fourth Offering, before deducting financial advisory consultant
fees and related offering expenses. The Fourth Pre-Funded Warrants were sold to the purchasers to the extent that a purchaser’s subscription of shares of
Common Stock in the Fourth Offering would otherwise result in the purchaser, together with its affiliates and certain related parties, beneficially owning
more than 4.99% (or, in certain cases, 9.99%) of the Company’s outstanding Common Stock immediately following the consummation of the Fourth
Offering, in lieu of shares of Common Stock. Each Fourth Pre-Funded Warrant represents the right to purchase one share of Common Stock at an exercise
price of $0.01 per share. The Fourth Pre-Funded Warrants are exercisable immediately and may be exercised at any time until the Fourth Pre-Funded
Warrants are exercised in full.
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SIGNATURES

 
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this Annual Report on Form 10-
K to be signed on its behalf by the undersigned thereunto, duly authorized on the 20th day of April, 2020.
 
 XpresSpa Group, Inc.
  
 By:  /s/    DOUGLAS SATZMAN
  Douglas Satzman
  Chief Executive Officer
  (Principal Executive Officer, Principal Financial Officer and

Principal Accounting Officer)
   
Pursuant to the requirements of Securities Exchange Act of 1934, this Annual Report on Form 10-K has been signed below by the following persons on
behalf of the registrant and in the capacities indicated below and on the dates indicated.
 
Signature  Title  Date
     
/s/    DOUGLAS SATZMAN  Chief Executive Officer and Director (Principal  April 20, 2020
Douglas Satzman  Executive Officer, Principal Financial Officer and Principal

Accounting Officer)
  

     
/s/    BRUCE T. BERNSTEIN  Director  April 20, 2020
Bruce T. Bernstein     
     
/s/    ROBERT WEINSTEIN  Director  April 20, 2020
Robert Weinstein     
     

 Director  April 20, 2020
 Michael Lebowitz     
     
/s/    DONALD E. STOUT  Director  April 20, 2020
Donald E. Stout     
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Exhibit 3.1

 
  

AMENDED AND RESTATED
CERTIFICATE OF INCORPORATION

OF
VRINGO, INC.

 
Vringo, Inc. (the “Corporation”), a corporation organized and existing under and by virtue of the General Corporation Law of the State of Delaware

(the “DGCL”), DOES HEREBY CERTIFY:
 

1. The name of the Corporation is Vringo, Inc. The Corporation’s original Certificate of Incorporation was filed with the Delaware Secretary of State
on January 9, 2006. An Amended and Restated Certificate of Incorporation was filed with the Secretary of State of the State of Delaware on May 9, 2006,
July 12, 2006, August 9, 2006 and July 30, 2007. An amendment to the Amended and Restated Certificate of Incorporation was filed with the Secretary of
State of the State of Delaware on February 21, 2008 and December 29, 2009.

 
2. That the Board of Directors duly adopted resolutions setting forth a proposed amendment and restatement of the Amended and Restated Certificate

of Incorporation of the Corporation, declaring said amendment and restatement to be advisable and directing its officers to submit said amendment and
restatement to the stockholders of the Corporation for consideration thereof. The resolution setting forth the proposed amendment and restatement is as
follows:

 
“THEREFORE, BE IT RESOLVED, that the Amended and Restated Certificate of Incorporation of the Corporation is hereby amended to read in its

entirety as follows, subject to the required consent of the stockholders of the Corporation:
 

FIRST: The name of the Corporation (hereinafter the “Corporation”) is Vringo, Inc.
 

SECOND: The address, including street, number, city and county, of the registered office of the Corporation in the State of Delaware is 1209 Orange
Street, Wilmington, County of New Castle, Delaware 19801; and the name of the Registered Agent of the Corporation at such address is The Corporation
Trust Company.

 
THIRD: The nature of the business or purposes to be conducted or promoted is to engage in any lawful act or activity for which corporations may be

organized under the General Corporation Law of the State of Delaware (the “DGCL”).
 

FOURTH: The Corporation is authorized to issue two classes of stock to be designated, respectively, Common Stock, par value $0.01 per share
(“Common Stock”) and Preferred Stock, par value $0.01 per share (“Preferred Stock”). The total number of shares the Corporation shall have the authority
to issue is thirty three million (33,000,000) shares, twenty eight million (28,000,000) shares of which shall be Common Stock and five million (5,000,000)
shares of which shall be Preferred Stock.

 

 



 

 
(1) Common Stock. The voting, dividend and liquidation rights of the holders of the Common Stock are subject to and qualified by the rights of

the holders of the Preferred Stock of any series as may be designated by the Board of Directors upon any issuance of the Preferred Stock or any series. The
holders of the Common Stock are entitled to one vote for each share held at all meetings of stockholders. There shall be no cumulative voting. Dividends
may be declared and paid on the Common Stock from funds lawfully available therefor as and when determined by the Board of Directors and subject to
any preferential dividend rights of any then outstanding Preferred Stock. Upon the dissolution or liquidation of the Corporation, whether voluntary or
involuntary, holders of the Corporation will be entitled to receive ratably all assets of the Corporation available for distribution to stockholders, subject to
any preferential rights of any then outstanding Preferred Stock.

 
(2) Preferred Stock. Shares of Preferred Stock may be issued from time to time in one or more series, each of such series to have such terms as

stated in the resolution or resolutions providing for the establishment of such series adopted by the Board of Directors of the Corporation as hereinafter
provided. Authority is hereby expressly granted to the Board of Directors of the Corporation to issue, from time to time, shares of Preferred Stock in one or
more series, and, in connection with the establishment of any such series by resolution or resolutions, to determine and fix such voting powers, full or
limited, or no voting powers, and such other powers, designations, preferences and relative, participating, optional and other special rights, and the
qualifications, limitations and restrictions thereof, if any, including, without limitation, dividend rights, conversion rights, redemption privileges and
liquidation preferences, as shall be stated in such resolution or resolutions, all to the fullest extent permitted by the DGCL. Without limiting the generality
of the foregoing, the resolution or resolutions providing for the establishment of any series of Preferred Stock may, to the extent permitted by law, provide
that such series shall be superior to, rank equally with or be junior to the Preferred Stock of any other series. The powers, preferences and relative,
participating, optional and other special rights of each series of Preferred Stock, and the qualifications, limitations or restrictions thereof, if any, may be
different from those of any and all other series at any time outstanding. Except as otherwise expressly provided in the resolution or resolutions providing
for the establishment of any series of Preferred Stock, no vote of the holders of shares of Preferred Stock or Common Stock shall be a prerequisite to the
issuance of any shares of any series of the Preferred Stock authorized by and complying with the conditions of this Certificate of Incorporation.

 
FIFTH: (1) The business and affairs of the Corporation shall be managed by or under the direction of a Board of Directors having that number of

directors set out in the Bylaws of the Corporation as adopted or as set forth from time to time by a duly adopted amendment thereto by the Board of
Directors or stockholders of the Corporation.

 
(2) No director (other than directors elected by one or more series of Preferred Stock) may be removed from office by the stockholders except for

cause and, in addition to any other vote required by law, upon the affirmative vote of not less than 66 2/3% of the total voting power of all outstanding
securities of the Corporation then entitled to vote generally in the election of directors, voting together as a single class.

 

 



 

 
(3) Each director shall hold office until such director’s successor shall have been duly elected and qualified or until such director’s earlier death,

resignation or removal. Vacancies on the Board of Directors resulting from death, resignation, removal or otherwise and newly created directorships
resulting from any increase in the number of directors (other than directors elected by one or more series of Preferred Stock) may be filled solely by a vote
of a majority of the directors then in office (although less than a quorum) or by a sole remaining director, and each director so elected shall serve for the
remainder of the full term of the director whose death, resignation or removal shall have created such vacancy and until his or her successor shall have been
elected and qualified. Whenever the holders of one or more classes or series of Preferred Stock shall have the right, voting separately as a class or series, to
elect directors, the nomination, election, term of office, filling of vacancies, removal and other features of such directorships shall not be governed by this
Article FIFTH unless otherwise provided for in the certificate of designation for such classes or series.

 
SIXTH: The Corporation is to have perpetual existence.

 
SEVENTH: The following provisions are inserted for the management of the business and the conduct of the affairs of the Corporation and for the

further definition of the powers of the Corporation and its directors and stockholders:
 

(1) The Board of Directors is expressly authorized to make, adopt, amend, alter, rescind or repeal the Bylaws of the Corporation. Notwithstanding
the foregoing, the stockholders may adopt, amend, alter, rescind or repeal the Bylaws with, in addition to any other vote required by law, the affirmative
vote of the holders of not less than 66 2/3% of the total voting power of all outstanding securities of the Corporation then entitled to vote generally in the
election of directors, voting together as a single class.

 
(2) Elections of directors need not be by written ballot unless the Bylaws of the Corporation so provide.

 
(3) Special meetings of the stockholders of the Corporation for any purpose or purposes may be called at any time by the Chairman of the Board

of Directors or the Chief Executive Officer or at the written request of a majority of the members of the Board of Directors and may not be called by any
other person; provided, however, that if and to the extent that any special meeting of stockholders may be called by any other person or persons specified in
any provisions of the Certificate of Incorporation or any amendment thereto or any certificate filed under Section 151(g) of the DGCL, then such special
meeting may also be called by the person or persons, in the manner, at the times and for the purposes so specified.

 
EIGHTH: The Corporation shall, to the fullest extent permitted by the provisions of Section 145 of the DGCL, as the same may be amended and

supplemented from time to time, indemnify any and all persons whom it shall have power to indemnify under said section from and against any and all of
the expenses, liabilities or other matters referred to in or covered by said section as amended or supplemented (or any successor), and the indemnification
provided for herein shall not be deemed exclusive of any other rights to which those indemnified may be entitled under any bylaw, agreement, vote of
stockholders or disinterested directors or otherwise, both as to action in his official capacity and as to action in another capacity while holding such office,
and shall continue as to a person who has ceased to be a director, officer, employee or agent and shall inure to the benefit of the heirs, executors and
administrators of such a person.
 

 



 

 
NINTH: A director of the Corporation shall not be personally liable to the Corporation or its stockholders for monetary damages for breach of

fiduciary duty as a director, provided that this Article shall not eliminate or limit the liability of a director (i) for any breach of his or her duty of loyalty to
the Corporation or its stockholders, (ii) for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of the law,
(iii) under Section 174 of the DGCL or (iv) for any transaction from which the director derives an improper personal benefit.

 
If the DGCL is hereafter amended to authorize corporate action further limiting or eliminating the personal liability of directors, then the liability of the

director to the Corporation shall be limited or eliminated to the fullest extent permitted by the DGCL, as so amended from time to time. Any amendment,
repeal or modification of this Article shall be prospective only, and shall not adversely affect any right or protection of a director of the Corporation under
this Article NINTH in respect of any act or omission occurring prior to the time of such amendment, repeal or modification.

 
TENTH: Each reference in this Amended and Restated Certificate of Incorporation to any provision of the DGCL refers to the specified provision of

the DGCL, as the same now exists or as it may hereafter be amended or superseded.
 

ELEVENTH: The Corporation reserves the right at any time and from time to time to amend, alter, change or repeal any provision contained in this
Certificate of Incorporation, in the manner now or hereafter prescribed by the laws of the State of Delaware; and all rights conferred on stockholders,
directors or any other persons herein are granted subject to this reservation.

 
3. That said Amended and Restated Certificate of Incorporation has been consented to and authorized by the holders of a majority of the issued and

outstanding stock entitled to vote in accordance with the provisions of Section 228 of the DGCL.
 

4. That said Amended and Restated Certificate of Incorporation was duly adopted in accordance with the applicable provisions of Sections 242 and
245 of the DGCL.

 
[SIGNATURE PAGE FOLLOWS]

 

 



 

 
IN WITNESS WHEREOF, Vringo, Inc. has caused this Amended and Restated Certificate of Incorporation to be signed by Jonathan Medved, its Chief

Executive Officer, on this 22nd day of June, 2010.
 

 VRINGO, INC.
  
 By: /s/ Jonathan Medved
  Name: Jonathan Medved
  Title: Chief Executive Officer
 

 



 

 

 
CERTIFICATE OF AMENDMENT

OF THE
AMENDED AND RESTATED

CERTIFICATE OF INCORPORATION
OF

VRINGO, INC.
 

VRINGO, INC., a Delaware corporation (the “Corporation”), does hereby certify that:
 

FIRST: The name of the Corporation is VRINGO, INC.
 

SECOND: The original Certificate of Incorporation of the Corporation was filed with the Secretary of State of the State of Delaware on January 9,
2006 and the Amended and Restated Certificate of Incorporation of the Corporation was filed with the Secretary of State of the State of Delaware on June
22, 2010.

 
THIRD: The Board of Directors of the Corporation (the “Board”), acting in accordance with the provisions of Sections 141 and 242 of the General

Corporation Law of the State of Delaware (the “DGCL”), adopted resolutions amending the Corporation’s Amended and Restated Certificate of
Incorporation as follows:

 
The second sentence of Article Fourth of the Corporation’s Amended and Restated Certificate of Incorporation is hereby amended and restated in

its entirety to read as follows:
 

“The total number of shares the Corporation shall have the authority to issue is one hundred fifty-five million (155,000,000) shares, one hundred
fifty million (150,000,000) shares of which shall be Common Stock and five million (5,000,000) shares of which shall be Preferred Stock.”

 
FOURTH: Thereafter, pursuant to a resolution of the Board, this Certificate of Amendment was submitted to the stockholders of the Corporation for

their approval, and was duly adopted in accordance with the provisions of Sections 222 and 242 of the DGCL.
 

IN WITNESS WHEREOF, the Corporation has caused this CERTIFICATE OF AMENDMENT to be signed by its Chief Executive Officer as of
the 19th day of July, 2012.

 
 VRINGO, INC.
   
 By: /s/ Andrew D. Perlman
  Name: Andrew D. Perlman
  Title: Chief Executive Officer
 

 



 

 

 
 

VRINGO, INC.
 

CERTIFICATE OF DESIGNATIONS, PREFERENCES
AND RIGHTS OF SERIES A CONVERTIBLE PREFERRED STOCK

 
Vringo, Inc. (the “Corporation”), a corporation organized and existing under the General Corporation Law of the State of Delaware (the

“DGCL”), does hereby certify that, pursuant to authority conferred upon the Board of Directors of the Corporation (the “Board”) by the Amended and
Restated Certificate of Incorporation, as amended, of the Corporation, and pursuant to Sections 151 and 141 of the DGCL, the Board adopted resolutions
(i) designating a series of the Corporation’s previously authorized preferred stock, par value $0.01 per share, and (ii) providing for the designations,
preferences and relative, participating, optional or other rights, and the qualifications, limitations or restrictions thereof, of six thousand nine hundred and
sixty eight (6,968) shares of Series A Convertible Preferred Stock of the Corporation, as follows:

 
RESOLVED, that the Corporation is authorized to issue six thousand nine hundred and sixty eight (6,968) shares of Series A Convertible

Preferred Stock (the “Series A Preferred Stock”), par value $0.01 per share, which shall have the following powers, designations, preferences and other
special rights:

 
1.            Designation and Amount. The class of preferred stock hereby classified shall be designated the “Series A Preferred Stock”. The initial

number of authorized shares of the Series A Preferred Stock shall be six thousand nine hundred and sixty eight (6,968), which shall not be subject to
increase without the consent of the holders of a majority of the then outstanding shares of Series A Preferred Stock. Each share of the Series A Preferred
Stock shall have a par value of $0.01.

 
2.            Ranking. The Series A Preferred Stock shall rank prior and superior to all of the common stock, par value $0.01 per share, of the

Corporation (“Common Stock”) and any other capital stock of the Corporation (other than the Series A Preferred Stock) with respect to the preferences as
to dividends, distributions and payments upon the liquidation, dissolution and winding up of the Corporation. The rights of the shares of Common Stock
and other capital stock of the Corporation (other than the Series A Preferred Stock) shall be subject to the preferences and relative rights of the Series A
Preferred Stock.

 

 



 

 
3.            Dividends. From and after the first date of issuance of any shares of Series A Preferred Stock (the “Initial Issuance Date”), the holders

of Series A Preferred Stock (each, a “Holder” and collectively, the “Holders”) shall be entitled to receive such dividends paid and distributions made to
the holders of Common Stock, which right shall be prior to the rights of the holders of capital stock of the Corporation, including the Common Stock,
junior in rank to the Series A Preferred Stock in respect of the preferences as to distributions and payments upon a Liquidation Event (such stock, including
the Common Stock, being referred to hereinafter collectively as “Junior Stock”) (if any) (but after and subject to the rights of holders of Senior Preferred
Stock (as defined below), if any, and pari passu to the rights of holders of capital stock of the Corporation pari passu in rank to the Series A Preferred
Stock in respect of the preferences as to distributions and payments upon a Liquidation Event (such stock being referred to hereinafter collectively as “Pari
Passu Stock”) (if any)), to the same extent as if such Holders had converted the Series A Preferred Stock into Common Stock (without regard to any
limitations on conversion herein or elsewhere) and had held such shares of Common Stock on the record date for such dividends and distributions
(provided, however, to the extent that a Holder’s right to participate in any such dividend or distribution would result in the Holder exceeding the
Maximum Percentage (as defined below), then the Holder shall not be entitled to participate in such dividend or distribution to such extent (or in the
beneficial ownership of any shares of Common Stock as a result of such dividend or distribution to such extent) and the portion of such dividend or
distribution shall be held in abeyance for the benefit of the Holder until such time, if ever, as its right thereto would not result in the Holder exceeding the
Maximum Percentage, at which time such Holder shall be delivered such dividend or distribution to the extent as if there had been no such limitation).
Payments under the preceding sentence shall be made concurrently with the dividend or distribution to the holders of Common Stock. Following the
occurrence of a Liquidation Event (as defined below) and the payment in full to a Holder of its applicable liquidation preference, other than as set forth in
Section 4 below, such Holder shall cease to have any rights hereunder to participate in any future dividends or distributions made to the holders of Common
Stock. The Corporation shall not declare or pay any dividends on any other shares of Junior Stock or any Pari Passu Stock unless the holders of Series A
Preferred Stock then outstanding shall simultaneously receive a dividend on a pro rata basis as if the shares of Series A Preferred Stock had been converted
into shares of Common Stock pursuant to Section 7 immediately prior to the record date for determining the stockholders eligible to receive such
dividends.

 
4.            Liquidation Preference. Upon any Liquidation Event, the Holders shall be entitled to be paid out of the assets of the Corporation

available for distribution to its stockholders, after and subject to the payment in full of all amounts required to be distributed to the holders of any other
Preferred Stock of the Corporation ranking on liquidation prior and in preference to the Series A Preferred Stock (such Preferred Stock being referred to
hereinafter as “Senior Preferred Stock”) upon such liquidation, dissolution or winding up, but before any payment shall be made to the holders of Junior
Stock, an amount in cash equal to the Stated Value. If upon any such Liquidation Event, the remaining assets of the Corporation available for the
distribution to its stockholders after payment in full of amounts required to be paid or distributed to holders of Senior Preferred Stock shall be insufficient
to pay the holders of shares of Series A Preferred Stock the full amount to which they shall be entitled, the holders of shares of Series A Preferred Stock
and any class of stock ranking on liquidation on a parity with the Series A Preferred Stock, shall share ratably in any distribution of the remaining assets
and funds of the Corporation in proportion to the respective amounts which would otherwise be payable in respect to the shares held by them upon such
distribution if all amounts payable on or with respect to said shares were paid in full. For purposes of this Certificate of Designations, the term “Stated
Value” shall mean one thousand dollars ($1,000) per share, subject to adjustment for stock splits, stock dividends, recapitalizations, reorganizations,
reclassifications, combinations, reverse stock splits or other similar events relating to the Series A Preferred Stock after the Initial Issuance Date. For
purposes of this Certificate of Designations, a “Liquidation Event” means the voluntary or involuntary liquidation, dissolution or winding up of the
Corporation or its Subsidiaries, the assets of which constitute all or substantially all of the assets of the business of the Corporation and its Subsidiaries
taken as a whole, in a single transaction or series of transactions.

 

 2  



 

 
5.            Fundamental Transactions; Put Triggering Event.

 
(a)          Certain definitions. For purposes of this Certificate of Designations, the following definitions shall apply:

 
(i)          “Business Day” means any day other than Saturday, Sunday or other day on which commercial banks in The City of

New York are authorized or required by law to remain closed.
 

(ii)         “Cash Conversion Amount” means the product of (A) the percentage of the consideration in the Put Triggering Event
(in relation to all consideration being paid in such Put Triggering Event) being paid in cash multiplied by (B) the Conversion Amount as to which a Put
Triggering Event Redemption Notice is being delivered.

 
(iii)       “Exchange Act” means the Securities Exchange Act of 1934, as amended.

 
(iv)        “Eligible Market” means The New York Stock Exchange, Inc., the NYSE MKT, The NASDAQ Global Select Market,

The NASDAQ Global Market or The NASDAQ Capital Market.
 

(v)         “Change of Control” means any Fundamental Transaction other than (A) any reorganization, recapitalization or
reclassification of the Common Stock in which holders of the Corporation’s voting power immediately prior to such reorganization, recapitalization or
reclassification continue after such reorganization, recapitalization or reclassification to hold publicly traded securities and, directly or indirectly, the
voting power of the surviving entity or entities necessary to elect a majority of the members of the board of directors (or their equivalent if other than a
corporation) of such entity or entities, or (B) pursuant to a migratory merger effected solely for the purpose of changing the jurisdiction of
incorporation of the Corporation.

 
(vi)        “Eligible Successor Common Stock” means common stock of a Successor Entity that is a publicly traded corporation,

whose common stock is quoted or listed for trading on an Eligible Market, and that assumes in writing all obligations of the Corporation under this
Certificate of Designations in accordance with Section 5(b) hereof such that the applicable Series A Preferred Stock shall be convertible into publicly
traded common stock (or its equivalent) of such Successor Entity.
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(vii)       “Fundamental Transaction” means that the Corporation shall (or in the case of clause (F) any “person” or “group” (as

these terms are used for purposes of Sections 13(d) and 14(d) of the Exchange Act)), directly or indirectly, in one or more related transactions, (A)
consolidate or merge with or into (whether or not the Corporation is the surviving corporation) another entity, or (B) sell, assign, transfer, convey or
otherwise dispose of all or substantially all of the properties or assets of the Corporation to another entity, or (C) allow another entity or entities to
make a purchase, tender or exchange offer that is accepted by the holders of more than 50% of the outstanding shares of Voting Stock (not including
any shares of Voting Stock held by the entity or entities making or party to, or associated or affiliated with the entity or entities making or party to,
such purchase, tender or exchange offer), or (D) consummate a stock purchase agreement or other business combination (including, without limitation,
a reorganization, recapitalization, spin-off or scheme of arrangement) with another entity whereby such other entity acquires more than the 50% of the
outstanding shares of Voting Stock (not including any shares of Voting Stock held by the other entity or other entities making or party to, or associated
or affiliated with the other entities making or party to, such stock purchase agreement or other business combination), or (E) reorganize, recapitalize or
reclassify its Common Stock, or (F) become the “beneficial owner” (as defined in Rule 13d-3 under the Exchange Act), directly or indirectly, of more
than 50% of the aggregate ordinary voting power represented by issued and outstanding Voting Stock.

 
(viii)      “Parent Entity” of a Person means an entity that, directly or indirectly, controls the applicable Person and whose

common stock or equivalent equity security is quoted or listed on an Eligible Market, or, if there is more than one such Person or Parent Entity, the
Person or Parent Entity with the largest public market capitalization as of the date of consummation of the Fundamental Transaction.

 
(ix)         “Put Triggering Event” means any Change of Control other than one in which a Successor Entity that is a publicly

traded corporation, whose common stock is quoted or listed for trading on an Eligible Market, assumes in writing all obligations of the Corporation
under this Certificate of Designations in accordance with Section 5(b) hereof such that the Series A Preferred Stock shall be convertible into publicly
traded common stock (or its equivalent) of such Successor Entity.

 
(x)          “Required Holders” means the holders of record of a majority of the outstanding shares of Series A Preferred Stock.
 
(xi)         “Securities Conversion Amount” means the product of (A) the percentage of the consideration in the Put Triggering

Event (in relation to all consideration being paid in such Put Triggering Event) being paid in securities (other than in Eligible Successor Common
Stock) multiplied by (B) the Conversion Amount as to which a Put Triggering Event Redemption Notice is being delivered.

 
(xii)        “Successor Entity” means the Person, which may be the Corporation, formed by, resulting from or surviving any

Fundamental Transaction or the Person with which such Fundamental Transaction shall have been made, provided that if such Person is not a publicly
traded entity whose common stock or equivalent equity security is quoted or listed for trading on an Eligible Market, Successor Entity shall mean such
Person’s Parent Entity.

 
(xiii)       “Successor Entity Conversion Amount” means the product of (A) the percentage of the consideration in the Put

Triggering Event (in relation to all consideration being paid in such Put Triggering Event) being paid in Eligible Successor Common Stock multiplied
by (B) the Conversion Amount as to which a Put Triggering Event Redemption Notice is being delivered.
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(xiv)      “Trading Day” means any day on which the Common Stock is traded on the Principal Market, or, if the Principal

Market is not the principal trading market for the Common Stock, then on the principal securities exchange or securities market on which the shares of
Common Stock are then traded; provided that “Trading Day” shall not include any day on which the shares of Common Stock are scheduled to trade
on such exchange or market for less than 4.5 hours or any day that the shares of Common Stock are suspended from trading during the final hour of
trading on such exchange or market (or if such exchange or market does not designate in advance the closing time of trading on such exchange or
market, then during the hour ending at 4:00:00 p.m., New York Time).

 
(xv)       “Voting Stock” means capital stock of the class or classes pursuant to which the holders thereof have the general voting

power to elect or the general power to appoint, at least a majority of the board of directors, managers or trustees thereof (irrespective of whether or not
at the time capital stock of any other class or classes shall have or might have voting power by reason of the happening of any contingency).

 
(b)          Assumption. The Corporation shall not enter into or be party to a Fundamental Transaction unless (i) the Successor Entity

assumes in writing all of the obligations of the Corporation under this Certificate of Designations in accordance with the provisions of this Section 5
pursuant to written agreements in form and substance satisfactory to the Required Holders and approved by the Required Holders prior to such
Fundamental Transaction, including agreements to deliver to each Holder of Series A Preferred Stock in exchange for such Series A Preferred Stock a
security of the Successor Entity evidenced by a written instrument substantially similar in form and substance to this Certificate of Designations including,
without limitation, having a stated value equal to the Stated Value of the Series A Preferred Stock held by such Holder and having similar ranking to the
Series A Preferred Stock, and satisfactory to the Required Holders and (ii) the Successor Entity (including its Parent Entity) is a publicly traded corporation
whose common stock is quoted on or listed for trading on an Eligible Market. Upon the occurrence of any Fundamental Transaction, the Successor Entity
shall succeed to, and be substituted for (so that from and after the date of such Fundamental Transaction, the provisions of this Certificate of Designations
referring to the “Corporation” shall refer instead to the Successor Entity), and may exercise every right and power of the Corporation and shall assume all
of the obligations of the Corporation under this Certificate of Designations with the same effect as if such Successor Entity had been named as the
Corporation herein. Upon consummation of the Fundamental Transaction, the Successor Entity shall deliver to the Holder confirmation that there shall be
issued upon conversion of the Series A Preferred Stock at any time after the consummation of the Fundamental Transaction, in lieu of the shares of
Common Stock (or other securities, cash, assets or other property) issuable upon the conversion of the Series A Preferred Stock prior to such Fundamental
Transaction (without regard to any limitations on the conversion of the Series A Preferred Stock), such shares of publicly traded common stock (or their
equivalent) of the Successor Entity, as adjusted in accordance with the provisions of this Certificate of Designations, which the Holder would have been
entitled to receive had such Holder converted the Series A Preferred Stock in full (without regard to any limitations on conversion, including without
limitation, the Maximum Percentage) immediately prior to such Fundamental Transaction (provided, however, to the extent that a Holder’s right to receive
any such shares of publicly traded common stock (or their equivalent) of the Successor Entity would result in the Holder exceeding the Maximum
Percentage, then the Holder shall not be entitled to receive such shares to such extent (or to beneficially own any shares of publicly traded common stock
(or their equivalent) of the Successor Entity as a result of such consideration to such extent) and the portion of such shares shall be held in abeyance for the
benefit of the Holder until such time, if ever, as its right thereto would not result in the Holder exceeding the Maximum Percentage, at which time such
Holder shall be delivered such shares to the extent as if there had been no such limitation). The provisions of this Section shall apply similarly and equally
to successive Fundamental Transactions and shall be applied without regard to any limitations on the conversion of the Series A Preferred Stock.
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(c)           Put Triggering Event. No sooner than fifteen (15) days nor later than ten (10) days prior to the consummation of a Change of

Control, but not prior to the public announcement of such Change of Control, the Corporation shall deliver written notice thereof via facsimile and
overnight courier to the Holders (a “Change of Control Notice”). At any time during the period beginning after a Holder’s receipt of a Change of Control
Notice with respect to a Put Triggering Event and ending on the date that is twenty (20) Trading Days after such Put Triggering Event, such Holder may
require the Corporation to redeem all or any portion of such Holder’s Series A Preferred Stock by delivering (such date of delivery, the “Put Triggering
Event Redemption Notice Date”) written notice thereof (“Put Triggering Event Redemption Notice”) to the Corporation, which Put Triggering Event
Redemption Notice shall indicate the Conversion Amount the Holder is electing to be redeemed and/or assumed as provided below. Any Series A Preferred
Stock subject to redemption pursuant to this Section 5(c) shall be redeemed by the Corporation in cash at a price equal to (I) in the event of a Put Triggering
Event that provides for cash payments to the Corporation or the equity holders of the Corporation, the greater of (i) 100% of the Cash Conversion Amount
and (ii) the product of (x) the Conversion Rate in effect at such time as the Holder delivers a Put Triggering Event Redemption Notice with respect to such
Cash Conversion Amount and (y) the highest amount of cash consideration to be paid to a holder of one share of Common Stock upon consummation of
such Put Triggering Event (or, if such cash consideration is paid to the Corporation, that would be payable to a holder of one share of Common Stock after
consummation of such Put Triggering Event and distribution of such cash by the Corporation to its holders of Common Stock), (II) in the event of a Put
Triggering Event that provides for payments in securities (other than in Eligible Successor Common Stock) to the Corporation or the equity holders of the
Corporation, the greater of (i) 100% of the Securities Conversion Amount and (ii) the product of (x) the Conversion Rate in effect at such time as the
Holder delivers a Put Triggering Event Redemption Notice with respect to such Securities Conversion Amount and (y) the last Closing Sale Price of the
Common Stock in effect immediately prior to the consummation of the Put Triggering Event (the “Put Triggering Event Redemption Price’’), and (III)
in the event of a Triggering Event that provides for payments in Eligible Successor Common Stock to the Corporation or the equity holders of the
Corporation, the Successor Entity shall assume the Successor Entity Conversion Amount in accordance with the provisions of Section 5(b) above. Upon the
Corporation’s receipt of a Put Triggering Event Redemption Notice(s) from any Holder, the Corporation shall within one (1) Business Day of such receipt
notify each other Holder by facsimile of the Corporation’s receipt of such notice(s). The Corporation shall make payment of the Put Triggering Event
Redemption Price concurrently with the consummation of such Put Triggering Event to all Holders that deliver a Put Triggering Event Redemption Notice
prior to the consummation of such Put Triggering Event and within five (5) Trading Days after the Corporation’s receipt of such notice otherwise (the “Put
Triggering Event Redemption Date”). To the extent redemptions required by this Section 5(c) are deemed or determined by a court of competent
jurisdiction to be prepayments of the Series A Preferred Stock by the Corporation, such redemptions shall be deemed to be voluntary prepayments.
Notwithstanding anything to the contrary in this Section 5(c), until the Put Triggering Event Redemption Price (together with any interest thereon) is paid
in full, the Conversion Amount submitted for redemption under this Section 5(c) may be converted, in whole or in part, by the Holder into shares of
Common Stock, or in the event the Conversion Date is after the consummation of the Put Triggering Event, shares or equity interests of the Successor
Entity substantially equivalent to the Corporation’s Common Stock pursuant to Section 7(c)(i). The Holders and the Corporation agree that in the event of
the Corporation’s redemption of any Series A Preferred Stock under this Section 5(c), the Holder’s damages would be uncertain and difficult to estimate
because of the parties’ inability to predict future dividend rates and the uncertainty of the availability of a suitable substitute investment opportunity for the
Holder. Accordingly, any redemption premium due under this Section 5(c) is intended by the parties to be, and shall be deemed, a reasonable estimate of
the Holder’s actual loss of its investment opportunity and not as a penalty. In the event that the Corporation does not pay the Put Triggering Event
Redemption Price on the Put Triggering Event Redemption Date, then the Holder shall have the right to void the redemption pursuant to Section 5(d).
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(d)          Void Redemption. In the event that the Corporation does not pay a Put Triggering Event Redemption Price within the time

period set forth in this Certificate of Designations, at any time thereafter and until the Corporation pays such unpaid applicable Put Triggering Event
Redemption Price in full, a Holder shall have the option to, in lieu of redemption, require the Corporation to promptly return to such Holder any or all of
the Series A Preferred Stock that were submitted for redemption by such Holder and for which the applicable Put Triggering Event Redemption Price has
not been paid, by sending written notice thereof to the Corporation via facsimile (the “Void Redemption Notice”). Upon the Corporation’s receipt of such
Void Redemption Notice, (i) the applicable Redemption Notice shall be null and void with respect to the Series A Preferred Stock subject to the Void
Redemption Notice, (ii) the Corporation shall immediately return any Series A Preferred Stock subject to the Void Redemption Notice, and (iii) the
Conversion Price of such returned Series A Preferred Stock shall be adjusted to the lesser of (A) the Conversion Price as in effect on the date on which the
Void Redemption Notice is delivered to the Corporation and (B) the lowest Weighted Average Price of the Common Stock during the period beginning on
the date on which the applicable Redemption Notice is delivered to the Corporation and ending on the date on which the Void Redemption Notice is
delivered to the Corporation, as applicable, subject to further adjustment as provided in this Certificate of Designations.

 
(e)          Disputes. In the event of a dispute as to the determination of the arithmetic calculation of the Put Triggering Event Redemption

Price, such dispute shall be resolved pursuant to Section 7(e) with the term “Put Triggering Event Redemption Price” being substituted for the term
“Conversion Rate”. A Holder’s delivery of a Void Redemption Notice and exercise of its rights following such notice shall not effect the Corporation’s
obligations to make any payments which have accrued prior to the date of such notice.
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6.            Voting Rights.

 
(a)          Certain definitions. For purposes of this Certificate of Designations, the following definitions shall apply:

 
(i)          “Contingent Obligation” means, as to any Person, any direct or indirect liability, contingent or otherwise, of that

Person with respect to any Indebtedness, lease, dividend or other obligation of another Person if the primary purpose or intent of the Person incurring
such liability, or the primary effect thereof, is to provide assurance to the obligee of such liability that such liability will be paid or discharged, or that
any agreements relating thereto will be complied with, or that the holders of such liability will be protected (in whole or in part) against loss with
respect thereto.

 
(ii)         “GAAP” means United States generally accepted accounting principles, consistently applied.

 
(iii)        “Indebtedness” of any Person means, without duplication (i) all indebtedness for borrowed money, (ii) all obligations

issued, undertaken or assumed as the deferred purchase price of property or services, including (without limitation) “capital leases” in accordance with
GAAP (other than trade payables entered into in the ordinary course of business), (iii) all reimbursement or payment obligations with respect to letters
of credit, surety bonds and other similar instruments, (iv) all obligations evidenced by notes, bonds, debentures or similar instruments, including
obligations so evidenced incurred in connection with the acquisition of property, assets or businesses, (v) all indebtedness created or arising under any
conditional sale or other title retention agreement, or incurred as financing, in either case with respect to any property or assets acquired with the
proceeds of such indebtedness (even though the rights and remedies of the seller or bank under such agreement in the event of default are limited to
repossession or sale of such property), (vi) all monetary obligations under any leasing or similar arrangement which, in connection with GAAP,
consistently applied for the periods covered thereby, is classified as a capital lease, (vii) all indebtedness referred to in clauses (i) through (vi) above
secured by (or for which the holder of such Indebtedness has an existing right, contingent or otherwise, to be secured by) any mortgage, lien, pledge,
charge, security interest or other encumbrance upon or in any property or assets (including accounts and contract rights) owned by any Person, even
though the Person which owns such assets or property has not assumed or become liable for the payment of such indebtedness, and (viii) all
Contingent Obligations in respect of indebtedness or obligations of others of the kinds referred to in clauses (i) through (vii) above.

 
(iv)        “Person” means an individual, a limited liability company, a partnership, a joint venture, a corporation, a trust, an

unincorporated organization, any other entity and a government or any department or agency thereof.
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(b)          General. The Holders shall not be entitled to vote, except (i) as otherwise required by applicable law and (ii) subject to Section

7(i), that each issued and outstanding share of Series A Preferred Stock shall be entitled to the number of votes equal to the number of shares of Common
Stock into which each such share of Series A Preferred Stock is convertible (as adjusted from time to time pursuant to Section 8 hereof), at each meeting of
stockholders of the Corporation (or pursuant to any action by written consent) with respect to matters presented to the stockholders of the Corporation for
their action or consideration in connection with (A) a Change of Control of the Corporation or (B) the issuance by the Corporation, directly or indirectly, in
one or more transactions or series of transactions, of shares of Common Stock, Options or Convertible Securities if, in the aggregate, the number of such
shares of Common Stock together with the number of shares of Common Stock issuable upon the conversion or exercise, as applicable, of such Options
and Convertible Securities is more than 20% of the number of shares of Common Stock issued and outstanding prior to any such issuance (such issuance,
the “Twenty Percent Issuance”).

 
(c)          Series A Preferred Stock Protective Provisions. In addition to any other rights provided by law, the Corporation shall not and

shall not permit any direct or indirect Subsidiary of the Corporation to, without first obtaining the affirmative vote or written consent of the holders of a
majority of the outstanding shares of Series A Preferred Stock:

 
(i)          increase the authorized number of shares of Series A Preferred Stock;

 
(ii)         amend, alter or repeal the preferences, special rights or other powers of the Series A Preferred Stock so as to affect

adversely the Series A Preferred Stock;
 

(iii)        on or prior to the 18th month anniversary of the Initial Issuance Date, create, or authorize the creation of, or issue, or
authorize the issuance of any debt security or any equity security or incur, or authorize the incurrence of any other Indebtedness, if such debt security,
equity security or other Indebtedness is (A) one with preference or priority over the rights of the Series A Preferred Stock as to the right to either
receive dividends or amounts distributable upon liquidation, dissolution or winding up of the Corporation and (B) issued or incurred with net proceeds
to the Corporation or will have outstanding principal amount incurred plus accrued interest, as applicable, in an amount, individually or in the
aggregate, more than $6,000,000 less the then outstanding principal amount of Vringo Notes (as defined in the Agreement and Plan of Merger, dated as
of March 12, 2012 (the “Subscription Date”), by and among Vringo, Inc., a Delaware corporation (“Parent”), VIP Merger Sub, Inc., a Delaware
corporation and wholly owned Subsidiary of Parent, and the Corporation; provided, that the Corporation and its Subsidiaries shall be permitted to incur
Indebtedness, provided, that the liens or other encumbrances, if any, on such Indebtedness cover only assets acquired after the Initial Issuance Date,
and the holder of such Indebtedness expressly subordinates to the Holders of the Series A Preferred Stock with respect to assets owned by the
Corporation on or prior to the Initial Issuance Date pursuant to a subordination agreement in form and substance reasonably satisfactory to the
Required Holders; or
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(iv)        in any manner, issue or sell any rights, warrants or options to subscribe for or purchase shares of Common Stock or

securities directly or indirectly, convertible into or exchangeable or exercisable for shares of Common Stock at a price which varies or may vary with
the market price of the shares of Common Stock, including by way of one or more reset(s) to any fixed price, unless the conversion, exchange or
exercise price of any such security cannot be less than the then applicable Conversion Price. Nothing herein shall prevent the Corporation from
consummating an acquisition that does not result in capital raising for the Corporation and/or any of its Subsidiaries where the purchase price with
respect thereto is a fixed price determined on or prior to the consummation of such transaction based on an average of recent market prices prior to
such consummation, but only if all parties to any agreement with respect to such transaction and all Persons that are entitled to receive any securities
pursuant to any such agreement are prohibited from selling, directly or indirectly, all equity and equity linked securities of the Corporation at all times
after commencement of negotiations with respect to any such transaction until the consummation of any such transaction.

 
7.             Conversion. Subject to Section 7(i), each share of Series A Preferred Stock may be converted into shares of Common Stock at any time

or times, at the option of any Holder as provided in this Section 7, provided, however, that in connection with any Liquidation Event, the right of
conversion shall terminate at the close of business on the full business day next preceding the date fixed for the payment of any amounts distributable on
liquidation to the holders of Series A Preferred Stock.

 
(a)          Certain definitions. For purposes of this Certificate of Designations, the following definitions shall apply:

 
(i)          “Bloomberg” means Bloomberg Financial Markets.

 
(ii)         “Conversion Amount” means the Stated Value.

 
(iii)        “Conversion Price” means $.33138918, subject to adjustment as provided herein.

 
(iv)        “Subsidiary” means, with respect to the Corporation, any entity in which the Corporation, directly or indirectly, owns

any of the capital stock or holds an equity or similar interest.
 

(v)         “Weighted Average Price” means, for any security as of any date, the dollar volume-weighted average price for such
security on the Principal Market during the period beginning at 9:30:01 a.m., New York City time, and ending at 4:00:00 p.m., New York City time, as
reported by Bloomberg through its “Volume at Price” function or, if the foregoing does not apply, the dollar volume-weighted average price of such
security in the over-the-counter market on the electronic bulletin board for such security during the period beginning at 9:30:01 a.m., New York City
time, and ending at 4:00:00 p.m., New York City time, as reported by Bloomberg, or, if no dollar volume-weighted average price is reported for such
security by Bloomberg for such hours, the average of the highest closing bid price and the lowest closing ask price of any of the market makers for
such security as reported in the “pink sheets” by Pink Sheets LLC (formerly the National Quotation Bureau, Inc.). If the Weighted Average Price
cannot be calculated for such security on such date on any of the foregoing bases, the Weighted Average Price of such security on such date shall be
the fair market value as mutually determined by the Corporation and the Required Holders. If the Corporation and the Required Holders are unable to
agree upon the fair market value of the Common Stock, then such dispute shall be resolved pursuant to Section 7(e) below with the term “Weighted
Average Price” being substituted for the term “Conversion Rate.” All such determinations shall be appropriately adjusted for any stock dividend, stock
split, stock combination or other similar transaction during such period.
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(b)          Conversion. The number of shares of Common Stock issuable upon conversion of each share of Series A Preferred Stock

pursuant to this Section 7 shall be determined according to the following formula (the “Conversion Rate”):
 

Conversion Amount
Conversion Price

 
No fractional shares of Common Stock are to be issued upon the conversion of any Series A Preferred Stock, but rather the number of
shares of Common Stock to be issued shall be rounded up to the nearest whole number.
 
The applicable Conversion Rate and Conversion Price from time to time in effect is subject to adjustment as hereinafter provided.

 
(c)           Mechanics of Conversion. The conversion of Series A Preferred Stock shall be conducted in the following manner:

 
(i)          Holder’s Delivery Requirements. To convert Series A Preferred Stock into shares of Common Stock on any date (a

“Conversion Date”), the Holder shall (A) transmit by facsimile (or otherwise deliver), for receipt on or prior to 11:59 p.m., New York City time,
on such date, a copy of a properly completed notice of conversion executed by the registered Holder of the Series A Preferred Stock subject to
such conversion in the form attached hereto as Exhibit I (the “Conversion Notice”) to the Corporation and if the Corporation has appointed a
registered transfer agent, the Corporations registered transfer agent (the “Transfer Agent”) (if the Corporation does not have a registered transfer
agent, references hereto to the “Transfer Agent” shall be deemed to be references to the Corporation) and (B) if required by Section 7(c)(iv),
surrender to a common carrier for delivery to the Corporation as soon as practicable following such date the original certificates representing the
Series A Preferred Stock being converted (or compliance with the procedures set forth in Section 11) (the “Preferred Stock Certificates”).

 
(ii)         Corporation’s Response. Upon receipt by the Corporation of a copy of a Conversion Notice, the Corporation shall (A)

as soon as practicable, but in any event within two (2) Trading Days, send, via facsimile, a confirmation of receipt of such Conversion Notice to
such Holder and the Transfer Agent, if applicable, which confirmation shall constitute an instruction to the Transfer Agent to process such
Conversion Notice in accordance with the terms herein and (B) on or before the third (3rd) Trading Day following the date of receipt by the
Corporation of such Conversion Notice (the “Share Delivery Date”), (1) provided the Transfer Agent is participating in the DTC Fast Automated
Securities Transfer Program, credit such aggregate number of shares of Common Stock to which the Holder shall be entitled to the Holder’s or its
designee’s balance account with DTC through its Deposit/Withdrawal At Custodian system, or (2) if the Transfer Agent is not participating in the
DTC Fast Automated Securities Transfer Program, issue and deliver to the address as specified in the Conversion Notice, a certificate, registered
in the name of the Holder or its designee, for the number of shares of Common Stock to which the Holder shall be entitled. If the number of shares
of Series A Preferred Stock represented by the Preferred Stock Certificate(s) submitted for conversion, as may be required pursuant to Section
7(c)(iv), is greater than the number of shares of Series A Preferred Stock being converted, then the Corporation shall, as soon as practicable and in
no event later than five (5) Business Days after receipt of the Preferred Stock Certificate(s) (the “Preferred Stock Delivery Date”) and at its own
expense, issue and deliver to the Holder a new Preferred Stock Certificate representing the number of shares of Series A Preferred Stock not
converted.
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(iii)        Corporation’s Failure to Timely Convert.

 
(A)         Cash Damages. If within three (3) Trading Days after the Corporation’s receipt of the facsimile copy of a

Conversion Notice the Corporation shall fail to credit a Holder’s balance account with DTC or issue and deliver a certificate to such
Holder for the number of shares of Common Stock to which such Holder is entitled upon such Holder’s conversion of Series A Preferred
Stock (a “Conversion Failure”), and if on or after such Trading Day the Holder purchases (in an open market transaction or otherwise)
shares of Common Stock to deliver in satisfaction of a sale by the Holder of the shares of Common Stock issuable upon such conversion
that the Holder anticipated receiving from the Corporation (a “Buy-In”), then the Corporation shall, within three (3) Trading Days after
the Holder’s request and in the Holder’s discretion, either (i) pay cash to the Holder in an amount equal to the Holder’s total purchase
price (including brokerage commissions and out-of-pocket expenses, if any) for the shares of Common Stock so purchased (the “Buy- In
Price”), at which point the Corporation’s obligation to deliver such certificate (and to issue such Common Stock) shall terminate, or (ii)
promptly honor its obligation to deliver to the Holder a certificate or certificates representing such Common Stock and pay cash to the
Holder in an amount equal to the excess (if any) of the Buy-In Price over the product of (A) such number of shares of Common Stock,
times (B) the Closing Sale Price on the Conversion Date. Nothing herein shall limit a Holder’s right to pursue any other remedies
available to it hereunder, at law or in equity including, without limitation, a decree of specific performance and/or injunctive relief with
respect to the Corporation’s failure to timely deliver certificates representing shares of Common Stock upon conversion of the Series A
Preferred Stock as required pursuant to the terms hereof.
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(B)         Void Conversion Notice: Adjustment of Conversion Price. If for any reason a Holder has not received all of

the shares of Common Stock to which such Holder is entitled prior to the tenth (10th) Trading Day after the Share Delivery Date with
respect to a conversion of Series A Preferred Stock, then the Holder, upon written notice to the Corporation, with a copy to the Transfer
Agent, may void its Conversion Notice with respect to, and retain or have returned, as the case may be, any shares of Series A Preferred
Stock that have not been converted pursuant to such Holder’s Conversion Notice; provided that the voiding of a Holder’s Conversion
Notice shall not effect the Corporation’s obligations to make any payments which have accrued prior to the date of such notice pursuant
to Section 7(c)(iii)(A) or otherwise.

 
(iv)        Book-Entry. Notwithstanding anything to the contrary set forth herein, upon conversion of Series A Preferred Stock in

accordance with the terms hereof, the Holder thereof shall not be required to physically surrender the certificate representing the Series A
Preferred Stock to the Corporation unless (A) the full or remaining number of shares of Series A Preferred Stock represented by the certificate are
being converted, in which case the Holder shall deliver such stock certificate to the Corporation promptly following such conversion, or (B) a
Holder has provided the Corporation with prior written notice (which notice may be included in a Conversion Notice) requesting reissuance of
Series A Preferred Stock upon physical surrender of any Series A Preferred Stock. The Holder and the Corporation shall maintain records
showing the number of shares of Series A Preferred Stock so converted and the dates of such conversions or shall use such other method,
reasonably satisfactory to the Holder and the Corporation, so as not to require physical surrender of the certificate representing the Series A
Preferred Stock upon each such conversion. In the event of any dispute or discrepancy, such records of the Corporation establishing the number of
shares of Series A Preferred Stock to which the record holder is entitled shall be controlling and determinative in the absence of manifest error.
Notwithstanding the foregoing, if Series A Preferred Stock represented by a certificate are converted as aforesaid, a Holder may not transfer the
certificate representing the Series A Preferred Stock unless such Holder first physically surrenders the certificate representing the Series A
Preferred Stock to the Corporation, whereupon the Corporation will forthwith issue and deliver upon the order of such Holder a new certificate of
like tenor, registered as such Holder may request, representing in the aggregate the remaining number of shares of Series A Preferred Stock
represented by such certificate. A Holder and any assignee, by acceptance of a certificate, acknowledge and agree that, by reason of the provisions
of this paragraph, following conversion of any Series A Preferred Stock, the number of shares of Series A Preferred Stock represented by such
certificate may be less than the number of shares of Series A Preferred Stock stated on the face thereof. Each certificate for Series A Preferred
Stock shall bear the following legend:

 
ANY TRANSFEREE OF THIS CERTIFICATE SHOULD CAREFULLY REVIEW THE TERMS OF THE
CORPORATION’S CERTIFICATE OF DESIGNATIONS RELATING TO THE SERIES A PREFERRED STOCK
REPRESENTED BY THIS CERTIFICATE, INCLUDING SECTION 7(c)(iv) THEREOF. THE NUMBER OF
SHARES OF SERIES A PREFERRED STOCK REPRESENTED BY THIS CERTIFICATE MAY BE LESS THAN
THE NUMBER OF SHARES OF SERIES A PREFERRED STOCK STATED ON THE FACE HEREOF PURSUANT
TO SECTION 7(c)(iv) OF THE CERTIFICATE OF DESIGNATIONS RELATING TO THE SERIES A PREFERRED
STOCK REPRESENTED BY THIS CERTIFICATE.
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(d)          Reservation of Shares.

 
(i)          The Corporation shall have such number of its duly authorized and unissued shares of Common Stock for each Series A

Preferred Stock equal to 130% of the number of shares of Common Stock necessary to effect the conversion at the Conversion Rate with respect
to each such Series A Preferred Stock as of the Initial Issuance Date. The Corporation shall at all times when the Series A Preferred Stock shall be
outstanding reserve and keep available out of its authorized but unissued stock, for the purposes of effecting the conversion of the Series A
Preferred Stock, such number of its duly authorized and unissued shares of Common Stock as shall from time to time be sufficient to effect the
conversion of all outstanding Series A Preferred Stock (the “Required Reserve Amount”). The initial number of shares of Common Stock
reserved for conversions of the Series A Preferred Stock and each increase in the number of shares so reserved shall be allocated pro rata among
the Holders based on the number of shares of Series A Preferred Stock held by each Holder at the time of issuance of the Series A Preferred Stock
or increase in the number of reserved shares, as the case may be (the “Authorized Share Allocation”). In the event a Holder shall sell or
otherwise transfer any of such Holder’s Series A Preferred Stock, each transferee shall be allocated a pro rata portion of the number of reserved
shares of Common Stock reserved for such transferor. Any shares of Common Stock reserved and allocated to any Person which ceases to hold
any Series A Preferred Stock (other than pursuant to a transfer of Series A Preferred Stock in accordance with the immediately preceding
sentence) shall be allocated to the remaining Holders of Series A Preferred Stock, pro rata based on the number of shares of Series A Preferred
Stock then held by such Holders. Before taking any action that would cause an adjustment reducing the Conversion Price below the then par value
of the shares of Common Stock issuable upon conversion of the Series A Preferred Stock, the Corporation will take any corporate action that may,
in the opinion of its counsel, be necessary in order that the Corporation may validly and legally issue fully-paid and nonassessable shares of such
Common Stock at such adjusted conversion price.

 
(ii)         If at any time while any of the Series A Preferred Stock remain outstanding the Corporation does not have a sufficient

number of duly authorized and unreserved shares of Common Stock to satisfy its obligation to reserve for issuance upon conversion of the Series
A Preferred Stock at least a number of shares of Common Stock equal to the Required Reserve Amount (an “Authorized Share Failure”), then
the Corporation shall immediately take all action necessary to increase the Corporation’s authorized shares of Common Stock to an amount
sufficient to allow the Corporation to reserve the Required Reserve Amount for the Series A Preferred Stock then outstanding. Without limiting
the generality of the foregoing sentence, as soon as practicable after the date of the occurrence of an Authorized Share Failure, but in no event
later than sixty (60) days after the occurrence of such Authorized Share Failure, the Corporation shall hold a meeting of its stockholders for the
approval of an increase in the number of authorized shares of Common Stock. In connection with such meeting, the Corporation shall provide
each stockholder with a proxy statement and shall use its best efforts to solicit its stockholders’ approval of such increase in authorized shares of
Common Stock and to cause its board of directors to recommend to the stockholders that they approve such proposal.
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(e)           Dispute Resolution. In the case of a dispute as to the arithmetic calculation of the Conversion Rate, the Corporation shall issue

to the Holder the number of shares of Common Stock that is not disputed and shall transmit an explanation of the disputed determinations or arithmetic
calculations to the Holder via facsimile within one (1) Business Day of receipt of such Holder’s Conversion Notice or other date of determination. If such
Holder and the Corporation are unable to agree upon the determination of the arithmetic calculation of the Conversion Rate within two (2) Business Days
of such disputed determination or arithmetic calculation being transmitted to the Holder, then the Corporation shall within one (1) Business Day submit via
facsimile the disputed arithmetic calculation of the Conversion Rate to any ’‘big four” international accounting firm. The Corporation shall cause, at the
Corporation’s expense (unless the accounting firm determines in favor of the Corporation, in which case the Holder shall be responsible for such expense),
the accountant to perform the determinations or calculations and notify the Corporation and the Holders of the results no later than five (5) Business Days
from the time it receives the disputed determinations or calculations. Such accountant’s determination or calculation, as the case may be, shall be binding
upon all parties absent error.

 
(f)           Record Holder. The Person or Persons entitled to receive the shares of Common Stock issuable upon a conversion of Series A

Preferred Stock shall be treated for all purposes as the record holder or holders of such shares of Common Stock on the Conversion Date.
 

(g)           Effect of Conversion. All shares of Series A Preferred Stock which shall have been surrendered for conversion as herein
provided shall no longer be deemed to be outstanding and all rights with respect to such shares, including the rights, if any, to receive notices and to vote,
shall forthwith cease and terminate except only the right of the holder thereof to receive shares of Common Stock in exchange therefor and payment of any
accrued but unpaid dividends thereon (whether or not declared). Subject to Section 7(c)(iii)(B), any shares of Series A Preferred Stock so converted shall
be retired and canceled and shall not be reissued, and the Corporation may from time to time take such appropriate action as may be necessary to reduce the
authorized Series A Preferred Stock accordingly.
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(h)           Transfer Taxes. The issuance of certificates for shares of the Common Stock on conversion of this Series A Preferred Stock

shall be made without charge to the Holder hereof for any documentary stamp or similar taxes that may be payable in respect of the issue or delivery of
such certificates, provided that the Corporation shall not be required to pay any tax that may be payable in respect of any transfer involved in the issuance
and delivery of any such certificate upon conversion in a name other than that of the Holder of such shares of Series A Preferred Stock so converted and the
Corporation shall not be required to issue or deliver such certificates unless or until the person or persons requesting the issuance thereof shall have paid to
the Corporation the amount of such tax or shall have established to the satisfaction of the Corporation that such tax has been paid.

 
(i)            Maximum Percentage. Notwithstanding anything to the contrary set forth herein, the Corporation shall not effect any

conversion of Series A Preferred Stock, and no Holder shall have the right to convert any Series A Preferred Stock, to the extent that after giving effect to
such conversion, the beneficial owner of such shares (together with such Person’s affiliates) would have acquired, through conversion of Series A Preferred
Stock or otherwise, beneficial ownership of a number of shares of Common Stock that exceeds 9.99% (the “Maximum Percentage”) of the number of
shares of Common Stock outstanding immediately after giving effect to such conversion. The Corporation shall not give effect to any voting rights of the
Series A Preferred Stock, and any Holder shall not have the right to exercise voting rights with respect to any Series A Preferred Stock pursuant hereto, to
the extent that giving effect to such voting rights would result in such Holder (together with its affiliates) being deemed to beneficially own in excess of the
Maximum Percentage of the number of shares of Common Stock outstanding immediately after giving effect to such exercise, assuming such exercise as
being equivalent to conversion. For purposes of the foregoing, the number of shares of Common Stock beneficially owned by a Person and its affiliates
shall include the number of shares of Common Stock issuable upon conversion of the Series A Preferred Stock with respect to which the determination of
such sentence is being made, but shall exclude the number of shares of Common Stock which would be issuable upon (A) conversion of the remaining,
nonconverted shares of Series A Preferred Stock beneficially owned by such Person or any of its affiliates and (B) exercise or conversion of the
unexercised or unconverted portion of any other securities of the Corporation (including, without limitation, any notes or warrants) subject to a limitation
on conversion or exercise analogous to the limitation contained in this Section 7(i) beneficially owned by such Person or any of its affiliates. Except as set
forth in the preceding sentence, for purposes of this Section 7(i), beneficial ownership shall be calculated in accordance with Section 13(d) of the Securities
Exchange Act of 1934, as amended. For purposes of this Section 7(i), in determining the number of outstanding shares of Common Stock, a Holder may
rely on the number of outstanding shares of Common Stock as reflected in (1) the Corporation’s most recent Form 10-K, Form 10-Q, or Form 8-K, as the
case may be, (2) a more recent public announcement by the Corporation, or (3) any other notice by the Corporation or the Transfer Agent setting forth the
number of shares of Common Stock outstanding. For any reason at any time, upon the written request of any Holder, the Corporation shall within one (1)
Business Day following the receipt of such notice, confirm orally and in writing to any such Holder the number of shares of Common Stock then
outstanding. In any case, the number of outstanding shares of Common Stock shall be determined after giving effect to the conversion or exercise of
securities of the Corporation, including the Series A Preferred Stock, by such Holder and its affiliates since the date as of which such number of
outstanding shares of Common Stock was reported. By written notice to the Corporation, the Holder may from time to time increase or decrease the
Maximum Percentage to any other percentage not in excess of 9.99% specified in such notice; provided, that (i) any such increase will not be effective until
the sixty-first (61st) day after such notice is delivered to the Corporation, and (ii) any such increase or decrease will apply only to the Holder providing
such written notice and not to any other Holder. In the event that the Corporation cannot pay any portion of any dividend, distribution, grant or issuance
hereunder (including pursuant to Sections 3, 5(b) or 8(f)) to a Holder solely by reason of this Section 7(i) (such shares, the “Limited Shares”),
notwithstanding anything to the contrary contained herein, the Corporation shall not be required to pay cash in lieu of the payment that otherwise would
have been made in such Limited Shares, but shall hold any such Limited Shares in abeyance for such Holder until such time, if ever, that the delivery of
such Limited Shares shall not cause the Holder to exceed the Maximum Percentage, at which time such Holder shall be delivered such Limited Shares to
the extent as if there had been no such limitation. The provisions of this paragraph shall be construed and implemented in a manner otherwise than in strict
conformity with the terms of this Section 7(i) to correct this paragraph (or any portion hereof) which may be defective or inconsistent with the intended
beneficial ownership limitation herein contained or to make changes or supplements necessary or desirable to properly give effect to such limitation.
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8.           Anti-Dilution Provisions. The Conversion Price shall be subject to adjustment from time to time in accordance with this Section 8.

 
(a)           Certain Definitions. For purposes of this Certificate of Designations, the following definitions shall apply:

 
(i)          “Closing Sale Price” means, for any security as of any date, the last closing trade price for such security on the

Principal Market, as reported by Bloomberg, or, if the Principal Market begins to operate on an extended hours basis and does not designate the
closing trade price then the last trade price of such security prior to 4:00:00 p.m., New York City time, as reported by Bloomberg, or, if the
Principal Market is not the principal securities exchange or trading market for such security, the last trade price of such security on the principal
securities exchange or trading market where such security is listed or traded as reported by Bloomberg, or, if the foregoing do not apply, the last
trade price of such security in the over-the-counter market on the electronic bulletin board for such security as reported by Bloomberg, or, if no
last trade price is reported for such security by Bloomberg, the average of the ask prices of any market makers for such security as reported in the
“pink sheets” by Pink Sheets LLC (formerly the National Quotation Bureau, Inc.). If the Closing Sale Price cannot be calculated for a security on
a particular date on any of the foregoing bases, the Closing Sale Price of such security on such date shall be the fair market value as mutually
determined by the Corporation and the Required Holders. If the Corporation and the Required Holders are unable to agree upon the fair market
value of such security, then such dispute shall be resolved pursuant to Section 7(e). All such determinations to be appropriately adjusted for any
stock dividend, stock split, stock combination or other similar transaction during the applicable calculation period.

 
(ii)         “Convertible Securities” means any stock or securities (other than Options) directly or indirectly convertible into or

exchangeable or exercisable for Common Stock.
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(iii)        “Excluded Securities” means any capital stock issued or issuable: (i) upon conversion of the Series A Preferred Stock;

(ii) as a dividend or distribution on the Series A Preferred Stock; (iii) upon conversion of any Options or Convertible Securities which are
outstanding on the day immediately preceding the Subscription Date, provided that the terms of such Options or Convertible Securities are not
amended, modified or changed on or after the Subscription Date; (iv) pursuant to any benefit plan, program or agreement approved by the
Corporation’s board of directors or any committee thereof pursuant to which the Corporation’s securities may be issued to any employee, officer
or director for bona fide services provided to the Corporation; and (v) securities issued pursuant to acquisitions or strategic transactions approved
by a majority of the disinterested directors of the Corporation, provided that any such issuance shall only be to a Person (or to the equity holders
of a Person) which is, itself or through its subsidiaries, an operating company or an owner of an asset in a business synergistic with the business of
the Corporation and shall provide to Corporation additional benefits in addition to the investment of funds, but shall not include a transaction in
which the Corporation is issuing securities for the purpose of raising capital or to an entity whose primary business is investing in securities.

 
(iv)        “Options” means any rights, warrants or options to subscribe for or purchase Common Stock or Convertible Securities.

 
(v)         “Option Value” means the value of an Option based on the Black and Scholes Option Pricing model obtained from the

“OV” function on Bloomberg determined (1) in the event the issuance of such Option is publicly announced, the day prior to the public
announcement of the applicable Option for pricing purposes or (2) in the event the issuance of such Option is not publicly announced, the day of
issuance of such Option, and reflecting (i) a risk-free interest rate corresponding to the U.S. Treasury rate for a period equal to the remaining term
of the applicable Option as of the applicable date of determination, (ii) an expected volatility equal to the lesser of 50% and the 100 day volatility
obtained from the HVT function on Bloomberg as of the day immediately following the public announcement of the applicable Option, (iii) the
underlying price per share used in such calculation shall be the highest Weighted Average Price during the period beginning on the day prior to the
execution of definitive documentation relating to the issuance of the applicable Option and the public announcement of such issuance, (iv) a zero
cost of borrow, and (v) a 250 day annualization factor.

 
(vi)        “Principal Market” means the Eligible Market that is the principal securities exchange market for the Common Stock.
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(b)          Adjustment of Series A Conversion Price Upon Issuance of Additional Shares of Common Stock. If and whenever after the

Subscription Date the Corporation issues or sells, or in accordance with this Section 8(b) is deemed to have issued or sold, any Common Stock (including
the issuance or sale of Common Stock owned or held by or for the account of the Corporation but excluding Excluded Securities) for a consideration per
share (the “New Issuance Price”) less than a price (the “Applicable Price”) equal to the Conversion Price in effect immediately prior to such issue or sale
or deemed issuance or sale (the foregoing, a “Dilutive Issuance”), then immediately after such Dilutive Issuance, the Conversion Price then in effect shall
be reduced to an amount equal to the New Issuance Price. Notwithstanding anything to the contrary contained herein, from and after the date on which an
aggregate of at least 100,000,000 shares of Common Stock have been traded on an Eligible Market from and after the Initial Issuance Date at a per share
price above $3.00 (as adjusted for any stock dividend, stock split, stock combination or other similar transaction during such period), the provisions of this
Section 8(b) shall no longer be applicable. For purposes of determining the adjusted Conversion Price under this Section 8(b), the following shall be
applicable:

 
(i)          Issuance of Options. If the Corporation in any manner grants or sells any Options and the lowest price per share for

which one share of Common Stock is issuable upon the exercise of any such Option or upon conversion or exchange or exercise of any
Convertible Securities issuable upon exercise of such Option is less than the Applicable Price, then each such share of Common Stock underlying
such Option shall be deemed to be outstanding and to have been issued and sold by the Corporation at the time of the granting or sale of such
Option for such price per share. For purposes of this Section 8(b)(i), the “lowest price per share for which one share of Common Stock is issuable
upon the exercise of any such Option or upon conversion or exchange or exercise of any Convertible Securities issuable upon exercise of such
Option” shall be equal to the sum of the lowest amounts of consideration (if any) received or receivable by the Corporation with respect to any
one share of Common Stock upon granting or sale of the Option, upon exercise of the Option and upon conversion or exchange or exercise of any
Convertible Security issuable upon exercise of such Option less any consideration paid or payable by the Corporation with respect to such one
Ordinary Share upon the granting or sale of such Option, upon exercise of such Option and upon conversion exercise or exchange of any
Convertible Security issuable upon exercise of such Option. No further adjustment of the Conversion Price shall be made upon the actual issuance
of such share of Common Stock or of such Convertible Securities upon the exercise of such Options or upon the actual issuance of such Common
Stock upon conversion or exchange or exercise of such Convertible Securities.

 
(ii)         Issuance of Convertible Securities. If the Corporation in any manner issues or sells any Convertible Securities and the

lowest price per share for which one share of Common Stock is issuable upon such conversion or exchange or exercise thereof is less than the
Applicable Price, then each such share of Common Stock underlying such Convertible Securities shall be deemed to be outstanding and to have
been issued and sold by the Corporation at the time of the issuance or sale of such Convertible Securities for such price per share. For the
purposes of this Section 8(b)(ii), the “lowest price per share for which one share of Common Stock is issuable upon such conversion or exchange
or exercise” shall be equal to the sum of the lowest amounts of consideration (if any) received or receivable by the Corporation with respect to any
one share of Common Stock upon the issuance or sale of the Convertible Security and upon the conversion or exchange or exercise of such
Convertible Security less any consideration paid or payable by the Corporation with respect to such one Ordinary Share upon the issuance or sale
of such Convertible Security and upon conversion, exercise or exchange of such Convertible Security. No further adjustment of the Conversion
Price shall be made upon the actual issuance of such share of Common Stock upon conversion or exchange or exercise of such Convertible
Securities, and if any such issue or sale of such Convertible Securities is made upon exercise of any Options for which adjustment of the
Conversion Price had been or are to be made pursuant to other provisions of this Section 8(b), no further adjustment of the Conversion Price shall
be made by reason of such issue or sale.
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(iii)        Change in Option Price or Rate of Conversion. If the purchase or exercise price provided for in any Options, the

additional consideration, if any, payable upon the issue, conversion, exchange or exercise of any Convertible Securities, or the rate at which any
Convertible Securities are convertible into or exchangeable or exercisable for Common Stock changes at any time, the Conversion Price in effect
at the time of such change shall be adjusted to the Conversion Price which would have been in effect at such time had such Options or Convertible
Securities provided for such changed purchase price, additional consideration or changed conversion rate, as the case may be, at the time initially
granted, issued or sold. For purposes of this Section 8(b)(iii), if the terms of any Option or Convertible Security that was outstanding as of the
Subscription Date are changed in the manner described in the immediately preceding sentence, then such Option or Convertible Security and the
Common Stock deemed issuable upon exercise, conversion or exchange thereof shall be deemed to have been issued as of the date of such
change. No adjustment shall be made if such adjustment would result in an increase of the Conversion Price then in effect.

 
(iv)        Calculation of Consideration Received. In case any Option is issued in connection with the issue or sale of other

securities of the Corporation, together comprising one integrated transaction (x) the Options will be deemed to have been issued for the Option
Value of such Options and (y) the other securities issued or sold in such integrated transaction shall be deemed to have been issued for the
difference of (x) the aggregate consideration received by the Corporation less any consideration paid or payable by the Corporation pursuant to the
terms of such other securities of the Corporation, less (y) the Option Value of such Options. If any Common Stock, Options or Convertible
Securities are issued or sold for a consideration other than cash, the amount of the consideration other than cash received by the Corporation will
be the fair value of such consideration, except where such consideration consists of marketable securities, in which case the amount of
consideration received by the Corporation will be the Closing Sale Price of such marketable securities on the date of receipt of such securities. If
any Common Stock, Options or Convertible Securities are issued to the owners of the non-surviving entity in connection with any merger in
which the Corporation is the surviving entity, the amount of consideration therefor will be deemed to be the fair value of such portion of the net
assets and business of the non-surviving entity as is attributable to such Common Stock, Options or Convertible Securities, as the case may be.
The fair value of any consideration other than cash or marketable securities will be determined jointly by the Corporation and the Required
Holders. If such parties are unable to reach agreement within ten (10) days after the occurrence of an event requiring valuation (the “Valuation
Event”), the fair value of such consideration will be determined within five (5) Business Days after the tenth (10th) day following the Valuation
Event by an independent, reputable appraiser jointly selected by the Corporation and the Required Holders. The determination of such appraiser
shall be deemed binding upon all parties absent manifest error and the fees and expenses of such appraiser shall be borne by the Corporation.
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(c)          Adjustment of Conversion Price upon Subdivision or Combination of Common Stock. If the Corporation at any time after the

Initial Issuance Date subdivides (by any stock split, stock dividend, recapitalization or otherwise) its outstanding shares of Common Stock into a greater
number of shares, the Conversion Price in effect immediately prior to such subdivision will be proportionately reduced. If the Corporation at any time after
the Initial Issuance Date combines (by combination, reverse stock split or otherwise) its outstanding shares of Common Stock into a smaller number of
shares, the Conversion Price in effect immediately prior to such combination will be proportionately increased.

 
(d)          Other Events. If any event occurs of the type contemplated by the provisions of this Section 8 but not expressly provided for by

such provisions (including, without limitation, the granting of stock appreciation rights, phantom stock rights or other rights with equity features, other than
the issuance of Excluded Securities), then the Corporation’s Board of Directors will make an appropriate adjustment in the Conversion Price so as to
protect the rights of the holders of Series A Preferred Stock; provided that no such adjustment will increase the Conversion Price as otherwise determined
pursuant to this Section 8.

 
(e)           Voluntary Adjustment By Corporation. The Corporation may at any time reduce the then current Conversion Price to any

amount and for any period of time deemed appropriate and approved by the Board of Directors in accordance with Delaware law.
 

(f)            Purchase Rights. If at any time the Corporation grants, issues or sells any Options, Convertible Securities or rights to purchase
stock, warrants, securities or other property pro rata to the record holders of any class of Common Stock (the “Purchase Rights”), then the Holders will be
entitled to acquire, upon the terms applicable to such Purchase Rights, the aggregate Purchase Rights which such Holder could have acquired if such
Holder had held the number of shares of Common Stock acquirable upon complete conversion of the Series A Preferred Stock (without taking into account
any limitations or restrictions on the convertibility of the Series A Preferred Stock) immediately before the date on which a record is taken for the grant,
issuance or sale of such Purchase Rights, or, if no such record is taken, the date as of which the record holders of Common Stock are to be determined for
the grant, issue or sale of such Purchase Rights (provided, however, that to the extent that a Holder’s right to participate in any such Purchase Right would
result in the Holder exceeding the Maximum Percentage, then the Holder shall not be entitled to participate in such Purchase Right to such extent (or
beneficial ownership of such shares of Common Stock as a result of such Purchase Right to such extent) and such Purchase Right to such extent shall be
held in abeyance for the Holder until such time, if ever, as its right thereto would not result in the Holder exceeding the Maximum Percentage, at which
time the Holder shall be granted such right to the same extent as if there had been no such limitation).

 
(g)           Notices.

 
(i)          Immediately upon any adjustment of the Conversion Rate and Conversion Price pursuant to Section 8 hereof, the

Corporation will give written notice thereof sent by mail, first class, postage prepaid to each Holder at its address appearing on the stock register,
setting forth in reasonable detail, and certifying, the calculation of such adjustment. In the case of a dispute as to the determination of such
adjustment, then such dispute shall be resolved in accordance with the procedures set forth in Section 7(e).
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(ii)         Except as otherwise required by law, the Corporation will give written notice to each Holder at least ten (10) Business

Days prior to the date on which the Corporation closes its books or takes a record (I) with respect to any dividend or distribution upon the
Common Stock, (II) with respect to any pro rata subscription offer to holders of Common Stock or (III) for determining rights to vote with respect
to any Change of Control, any Twenty Percent Issuance, any Fundamental Transaction or any Liquidation Event.

 
(iii)        The Corporation will also give written notice to each Holder at least ten (10) Business Days prior to the date on which

any Change of Control, any Twenty Percent Issuance, any Fundamental Transaction or any Liquidation Event will take place.
 

9.            Suspension from Trading. If on any day after the Initial Issuance Date, the sale of any of the shares of Common Stock issued or issuable
upon the conversion of any shares of Series A Preferred Stock (the “Conversion Shares”) (without giving effect to the Maximum Percentage) issuable
hereunder cannot be made (i) because of the suspension of trading by the Principal Market, or, if the Principal Market is not the principal trading market for
the Common Stock, then on the principal securities exchange or securities market on which the shares of Common Stock are then traded (a “Maintenance
Failure”), then, as partial relief for the damages to any Holder by reason of any such delay in or reduction of its ability to sell the Conversion Shares
(which remedy shall not be exclusive of any other remedies available at law or in equity, including, without limitation, specific performance), the
Corporation shall pay to each Holder, for each full fifteen (15) day period during which there is a Maintenance Failure, an amount in cash equal to one
quarter of one percent (0.25%) of the product of (I) the total number of Conversion Shares issuable hereunder (without giving effect to the Maximum
Percentage) and (II) the highest Closing Sale Price of the Common Stock during the period beginning on the Trading Date immediately prior to the first
date of the Maintenance Failure and ending on the date such Maintenance Failure is cured or (ii) because of a failure to maintain the listing of the Common
Stock on one or more Eligible Markets (a “Delisting Maintenance Failure”), then, as partial relief for the damages to any Holder by reason of any such
delay in or reduction of its ability to sell the Conversion Shares (which remedy shall not be exclusive of any other remedies available at law or in equity,
including, without limitation, specific performance), the Corporation shall pay to each Holder, for each full fifteen (15) day period during which there is a
Delisting Maintenance Failure, an amount in cash equal to one quarter of one percent (0.25%) of the Conversion Amount then held by such Holder. The
payments to which a Holder shall be entitled pursuant to this Section 9 are referred to herein as “Suspension Payments”. Suspension Payments shall be
paid on the third Business Day after each full fifteen (15) day period during which there is a Maintenance Failure or a Delisting Maintenance Failure, as
applicable.
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10.          Status of Converted Stock, In the event any shares of Series A Preferred Stock shall be converted pursuant to Section 7 hereof, the shares

so converted shall be canceled and shall not be issuable by the Corporation.
 

11.          Lost or Stolen Certificates. Upon receipt by the Corporation of evidence reasonably satisfactory to the Corporation of the loss, theft,
destruction or mutilation of any Series A Preferred Stock Certificates representing the Series A Preferred Stock, and, in the case of loss, theft or destruction,
of an indemnification undertaking by the holder thereof to the Corporation in customary form and, in the case of mutilation, upon surrender and
cancellation of the Series A Preferred Stock Certificate(s), the Corporation shall execute and deliver new preferred stock certificate(s) of like tenor and
date; provided, however, the Corporation shall not be obligated to re-issue preferred stock certificates if the holder contemporaneously requests the
Corporation to convert such Series A Preferred Stock into Common Stock.

 
12.          Remedies, Characterizations, Other Obligations, Breaches and Injunctive Relief. The remedies provided in this Certificate of

Designations shall be cumulative and in addition to all other remedies available under this Certificate of Designations, at law or in equity (including a
decree of specific performance and/or other injunctive relief). No remedy contained herein shall be deemed a waiver of compliance with the provisions
giving rise to such remedy. Nothing herein shall limit a holder of Series A Preferred Stock’s right to pursue actual damages for any failure by the
Corporation to comply with the terms of this Certificate of Designations. The Corporation covenants to each holder of Series A Preferred Stock that there
shall be no characterization concerning this instrument other than as expressly provided herein. Amounts set forth or provided for herein with respect to
payments, conversion and the like (and the computation thereof) shall be the amounts to be received by the holder of Series A Preferred Stock thereof and
shall not, except as expressly provided herein, be subject to any other obligation of the Corporation (or the performance thereof). The Corporation
acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the holders of Series A Preferred Stock and that the remedy at
law for any such breach may be inadequate. The Corporation therefore agrees that, in the event of any such breach or threatened breach, the holders of
Series A Preferred Stock shall be entitled, in addition to all other available remedies, to an injunction restraining any breach, without the necessity of
showing economic loss and without any bond or other security being required.

 
13.          Notice. Whenever notice or other communication is required to be given under this Certificate of Designations, unless otherwise

provided herein, such notice shall be given in accordance with contact information provided by each Holder to the Corporation and set forth in the register
for the Series A Preferred Stock maintained by the Corporation as set forth in Section 16.

 
14.          Failure or Indulgence Not Waiver. No failure or delay on the part of any holder of Series A Preferred Stock in the exercise of any power,

right or privilege hereunder shall operate as a waiver thereof, nor shall any single or partial exercise of any such power, right or privilege preclude other or
further exercise thereof or of any other right, power or privilege.

 
15.          Transfer of Series A Preferred Stock. A Holder may assign some or all of the Series A Preferred Stock and the accompanying rights

hereunder held by such Holder without the consent of the Corporation; provided that such assignment is in compliance with applicable securities laws.
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16.          Series A Preferred Stock Register. The Corporation shall maintain at its principal executive offices (or such other office or agency of the

Corporation as it may designate by notice to the Holders), a register for the Series A Preferred Stock, in which the Corporation shall record the name and
address of the persons in whose name the Series A Preferred Stock have been issued, as well as the name and address of each transferee. The Corporation
may treat the person in whose name any Series A Preferred Stock is registered on the register as the owner and holder thereof for all purposes,
notwithstanding any notice to the contrary, but in all events recognizing any properly made transfers.

 
17.          Stockholder Matters. Any stockholder action, approval or consent required, desired or otherwise sought by the Corporation pursuant to

the DGCL, this Certificate of Designations or otherwise with respect to the issuance of the Series A Preferred Stock or the Common Stock issuable upon
conversion thereof may be effected by written consent of the Corporation’s stockholders or at a duly called meeting of the Corporation’s stockholders, all in
accordance with the applicable rules and regulations of the DGCL. This provision is intended to comply with the applicable sections of the DGCL
permitting stockholder action, approval and consent affected by written consent in lieu of a meeting,

 
18.          General Provisions. In addition to the above provisions with respect to Series A Preferred Stock, such Series A Preferred Stock shall be

subject to and be entitled to the benefit of the provisions set forth in the Certificate of Incorporation of the Corporation with respect to preferred stock of the
Corporation generally.

 
19.          Disclosure. Upon receipt or delivery by the Corporation of any notice in accordance with the terms of this Certificate of Designations,

unless the Corporation has in good faith determined that the matters relating to such notice do not constitute material, nonpublic information relating to the
Corporation or any of its Subsidiaries, the Corporation shall within one (1) Business Day after any such receipt or delivery publicly disclose such material,
nonpublic information on a Current Report on Form 8-K or otherwise. In the event that the Corporation believes that a notice contains material, nonpublic
information relating to the Corporation or its Subsidiaries, the Corporation so shall indicate to the Holders contemporaneously with delivery of such notice,
and in the absence of any such indication, the Holders shall be allowed to presume that all matters relating to such notice do not constitute material,
nonpublic information relating to the Corporation or its Subsidiaries.
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IN WITNESS WHEREOF, the undersigned has signed this Certificate of Designation on the 19th day of July 2012, and affirms the statements

contained therein as true under the penalties of perjury.
 
 VRINGO, INC.
  
 By: /s/ Andrew D. Perlman
  Name: Andrew D. Perlman
  Its: Chief Executive Officer
 

  



 

 
EXHIBIT I

 
VRINGO, INC.

 
Reference is made to the Certificate of Designations, Preferences and Rights of Series A Convertible Preferred Stock of Vringo, Inc. (the

“Certificate of Designations”). In accordance with and pursuant to the Certificate of Designations, the undersigned hereby elects to convert the number of
shares of Series A Convertible Preferred Stock, par value $0.01 per share (the “Series A Preferred Stock”), of Vringo, Inc., a Delaware corporation (the
“Corporation”), indicated below into shares of Common Stock, par value $0.01 per share (the “Common Stock”), of the Corporation, as of the date
specified below. The undersigned represents and warrants that such conversion is not prohibited by Section 7(i) of the Certificate of Designations.
 

Date of Conversion:  
 

Number of shares of Series A Preferred Stock to be converted:  
 

Stock certificate no(s). of Series A Preferred Stock to be converted:  
 

Tax ID Number (If applicable):  
 
Please confirm the following information:  
 

Conversion Price:  
 

Number of shares of Common Stock to be issued:  
 

Please issue the Common Stock into which the Series A Preferred Stock are being converted in the following name and to the following
address:

 
Issue to:  
  

 
Address:  

 
Telephone Number:  

 
Facsimile Number:  

 
Authorization:  

 
By:  
Title:  

 
Dated:  

 
Account Number (if electronic book entry transfer):  

 
Transaction Code Number (if electronic book entry transfer):  

 

 26  



 

 
ACKNOWLEDGMENT

 
The Corporation hereby acknowledges this Conversion Notice and hereby directs American Stock Transfer & Trust Company, LLC to issue the above
indicated number of shares of Common Stock.
 
 VRINGO, INC.

   
 By:     
   
 Name:  
 Title:  
 

  



 

 

 
 

STATE OF DELAWARE
CERTIFICATE OF CHANGE

OF REGISTERED AGENT AND/OR
REGISTERED OFFICE

 
The Board of Directors of Vringo, Inc., a Corporation of Delaware, on June 21, 2013 do hereby resolve and order that the location of the Registered Office
of this Corporation within this State be, and the same hereby is, 1811 Silverside Road, in the City of Wilmington, County of New Castle, Zip Code 19810.
 
The name of the Registered Agent therein and in charge thereof upon whom process against this Corporation may be served is Vcorp Services, LLC.
 
Vringo, Inc., a Corporation of Delaware, does hereby certify that the foregoing is a true copy of a resolution adopted by the Board of Directors at a meeting
held as herein stated.
 
IN WITNESS WHEREOF, said Corporation has caused this certificate to be signed by an authorized officer on June 21, 2013
 
 /s/ Alexander R. Berger
 Alexander R. Berger,
 Authorized Officer
 

  



 

 

 
 

VRINGO, INC,
 

CERTIFICATE OF DESIGNATION OF PREFERENCES,
RIGHTS AND LIMITATIONS

OF
SERIES B CONVERTIBLE PREFERRED STOCK

 
WHEREAS, the Amended and Restated Certificate of Incorporation of Vringo, Inc., a Delaware corporation (the “Corporation”) provides for a class of

its authorized stock known, as preferred stock, comprised of 5,000,000 shares, issuable from, time to time in one or more series;
 

WHEREAS, the Board of Directors of the Corporation is authorized to fix the dividend rights, voting rights, conversion, rights, redemption privileges
and liquidation preferences of any wholly unissued series of preferred stock and the number of shares constituting any Series and the designation thereof, of
any of them; and
 

WHEREAS, it is the desire of the Board of Directors of the Corporation, pursuant to its authority as aforesaid, to fix the rights, preferences, restrictions
and other matters relating to a series of the preferred stock, which shall consist of ONE MILLION SIX HUNDRED NINE THOUSAND ONE HUNDRED
SIXTY SEVEN (1,609,167) shares of the preferred stock which the Corporation has the authority to issue, classified as Series B Convertible Preferred
Stock, as follows:
 

NOW, THEREFORE, BE IT RESOLVED, that the Board of Directors of the Corporation does hereby provide for the issuance of a series of
preferred stock for cash or exchange of other securities, rights, or property and does hereby fix and determine the rights, preferences, restrictions and other
matters relating to such series of preferred stock as follows:

 
TERMS OF PREFERRED STOCK

 
1.           Designation and Amount. The class of preferred stock hereby classified shall be designated the “Series B Convertible Preferred

Stock”. The initial number of authorized shares of the Series B Convertible Preferred Stock shall be ONE MILLION SIX HUNDRED NINE THOUSAND
ONE HUNDRED SIXTY SEVEN (1,609,167), which shall not be subject to increase without the consent of the holders of a majority of the then
outstanding shares of Series B Convertible Preferred Stock. Each share of the Series B Convertible Preferred Stock shall have a par value of $0.01.
 

2.           Dividends. From and after the first date of issuance of any shares of Series B Convertible Preferred Stock (the “Initial Issuance
Date”), the holders of Series B Convertible Preferred Stock (each, a “Holder” and collectively, the “Holders”) shall be entitled to receive such dividends
paid and distributions made to the holders of common stock, par value $0.01 per share ( the “Common Stock”), pro rata to the holders of Common Stock
to the same extent as if such Holders had converted the Series B Convertible Preferred Stock into Common Stock (without regard to any limitations on
conversion herein or elsewhere) and had held such shares of Common Stock on the record date for such dividends and distributions. Payments under the
preceding sentence shall be made concurrently with the dividend or distribution to the holders of Common Stock.
 

  



 

 
3.           Liquidation Preference. Upon any Liquidation Event (as defined below), after provision for payment of all debts and liabilities of

the Corporation, any remaining assets of the Corporation shall be distributed pro rata to the holders of Common Stock and the holders of Series B
Convertible Preferred Stock as if the Series B Convertible Preferred Stock had been converted into shares of Common Stock pursuant to the provisions of
Section 6 hereof immediately prior to such distribution. For purposes of this Certificate of Designation, a “Liquidation Event” means the voluntary or
involuntary liquidation, dissolution or winding up of the Corporation or its subsidiaries or the sale of assets of which constitute all or substantially all of the
assets of the business of the Corporation and its Subsidiaries taken as a whole, in a single transaction or series of transactions.
 

4.            Fundamental Transactions.
 

(a)          Certain definitions. For purposes of this Certificate of Designation, the following definitions shall apply:
 

(i)          “Business Day” means any day other than Saturday, Sunday or other day on which commercial banks in The
City of New York are authorized or required by law to remain closed.

 
(ii)         “Exchange Act” means the Securities Exchange Act of 1934, as amended.

 
(iii)        “Eligible Market” means the New York Stock Exchange, Inc., the NYSE MKT, the NASDAQ Global Select

Market, the NASDAQ Global Market, the NASDAQ Capital Market and the Over-the-Counter Bulletin Board.
 

(iv)        “Fundamental Transaction” means that the Corporation shall (or in the case of clause (F) any “person” or
“group” (as these terms are used for purposes of Sections 13(d) and 14(d) of the Exchange Act)), directly or indirectly, in one or more related
transactions, (A) consolidate or merge with or into (whether or not the Corporation is the surviving corporation) another entity, or (B) sell, assign,
transfer, convey or otherwise dispose of all or substantially all of the properties or assets of the Corporation to another entity, or (C) allow another
entity or entities to make a purchase, tender or exchange offer that is accepted by the holders of more than 50% of the outstanding shares of Voting
Stock (not including any shares of Voting Stock held by the entity or entities making or party to, or associated or affiliated with the entity or
entities making or party to, such purchase, tender or exchange offer), or (D) consummate a stock purchase agreement or other business
combination (including, without limitation, a reorganization, recapitalization, spin-off or scheme of arrangement) with another entity whereby
such other entity acquires more than the 50% of the outstanding shares of Voting Stock (not including any shares of Voting Stock held by the other
entity or other entities making or party to, or associated or affiliated with the other entities making or party to, such stock purchase agreement or
other business combination), or (E) reorganize, recapitalize or reclassify its Common Stock, or (F) become the ’‘beneficial owner” (as defined in
Rule 13d-3 under the Exchange Act), directly or indirectly, of more than 50% of the aggregate ordinary voting power represented by issued and
outstanding Voting Stock.
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(v)         “Parent Entity’’ of a Person means an entity that, directly or indirectly, controls the applicable Person and

whose common stock or equivalent equity security is quoted or listed on an Eligible Market, or, if there is more than one such Person or Parent
Entity, the Person or Parent Entity with the largest public market capitalization as of the date of consummation of the Fundamental Transaction.

 
(vi)        “Person” means an individual, a limited liability company, a partnership, a joint venture, a corporation, a trust,

an unincorporated organization, any other entity and a government or any department or agency thereof.
 

(vii)       “Required Holders” means the holders of record of a majority of the then outstanding shares of Series B
Convertible Preferred Stock.

 
(viii)      “Stated Value” shall mean $6.00 per share, subject to adjustment for stock splits, stock dividends,

recapitalizations, reorganizations, reclassifications, combinations, reverse stock splits or other similar events relating to the Series B Convertible
Preferred Stock after the Initial issuance Date.

 
(ix)         “Successor Entity” means the Person, which may be the Corporation, formed by, resulting from or surviving

any Fundamental Transaction or the Person with which such Fundamental Transaction shall have been made, provided that if such Person is not a
publicly traded entity whose common stock or equivalent equity security is quoted or listed for trading on an Eligible Market, Successor Entity
shall mean such Person’s Parent Entity.

 
(x)          “Trading Day” means any day on which the Common Stock is traded on the Principal Market, or, if the

Principal Market is not the principal trading market for the Common Stock, then on the principal securities exchange or securities market on
which the shares of Common Stock are then traded; provided that “Trading Day” shall not include any day on which the shares of Common Stock
are scheduled to trade on such exchange or market for less than 4.5 hours or any day that the shares of Common Stock are suspended from trading
during the final hour of trading on such exchange or market (or if such exchange or market does not designate in advance the closing time of
trading on such exchange or market, then during the hour ending at 4:00:00 p.m., New York Time).

 
(xi)         “Voting Stock” means capital stock of the class or classes pursuant to which the holders thereof have the

general voting power to elect or the general power to appoint, at least a majority of the board of directors, managers or trustees thereof
(irrespective of whether or not at the time capital stock of any other class or classes shall have or might have voting power by reason of the
happening of any contingency).
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(b)          Assumption. The Corporation shall not enter into or be party to a Fundamental Transaction unless (i) the Successor

Entity assumes in writing all of the obligations of the Corporation under this Certificate of Designation in accordance with the provisions of this Section 4
pursuant to written agreements in form and substance reasonably satisfactory to the Required Holders and approved by the Required Holders prior to such
Fundamental Transaction, including agreements to deliver to each Holder of Series B Convertible Preferred Stock in exchange for such Series B
Convertible Preferred Stock a security of the Successor Entity evidenced by a written instrument substantially similar in form and substance to this
Certificate of Designation including, without limitation, having a stated value equal to the Stated Value of the Series B Convertible Preferred Stock held by
such Holder and having similar ranking to the Series B Convertible Preferred Stock, and satisfactory to the Required Holders and (ii) the Successor Entity
(including its Parent Entity) is a publicly traded corporation whose common stock is quoted on or listed for trading on an Eligible Market. Upon the
occurrence of any Fundamental Transaction, the Successor Entity shall succeed to, and be substituted for (so that from and after the date of such
Fundamental Transaction, the provisions of this Certificate of Designation referring to the “Corporation” shall refer instead to the Successor Entity), and
may exercise every right and power of the Corporation and shall assume all of the obligations of the Corporation under this Certificate of Designation with
the same effect as if such Successor Entity had been named as the Corporation herein. Upon consummation of the Fundamental Transaction, the Successor
Entity shall deliver to the Holder confirmation that there shall be issued upon conversion of the Series B Convertible Preferred Stock at any time after the
consummation of the Fundamental Transaction, in lieu of the shares of Common Stock (or other securities, cash, assets or other property) issuable upon the
conversion of the Series B Convertible Preferred Stock prior to such Fundamental Transaction (without regard to any limitations on the conversion of the
Series B Convertible Preferred Stock), such shares of publicly traded common stock (or their equivalent) of the Successor Entity, as adjusted in accordance
with the provisions of this Certificate of Designation, which the Holder would have been entitled to receive had such Holder converted the Series B
Convertible Preferred Stock in full (without regard to any limitations on conversion) immediately prior to such Fundamental Transaction. The provisions of
this Section shall apply similarly and equally to successive Fundamental Transactions and shall be applied without regard to any limitations on the
conversion of the Series B Convertible Preferred Stock.
 

5.           Voting Rights.
 

(a)          General. Each issued and outstanding share of share of Series B Convertible Preferred Stock shall be entitled to the
number of votes equal to the number of shares of Common Stock into which each such share of Series B Convertible Preferred Stock is convertible (as
adjusted from time to time pursuant to Section 4 hereof).
 

(b)          Series B Convertible Preferred Stock Protective Provisions. In addition to any other rights provided by law, the
Corporation shall not and shall not permit any direct or indirect Subsidiary (as defined below) of the Corporation to, without first obtaining the affirmative
vote or written consent of the holders of a majority of the outstanding shares of Series B Convertible Preferred Stock:
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(i)          increase the authorized number of shares of Series B Convertible Preferred Stock; or

 
(ii)         amend, alter or repeal the preferences, special rights or other powers of the Series B Convertible Preferred

Stock so as to affect adversely the Series B Convertible Preferred Stock.
 

6.          Conversion. Each share of Series B Convertible Preferred Stock shall automatically be converted into shares of Common Stock
immediately upon (i) the Corporation’s authorized shares of Common Stock being increased to an amount sufficient to allow the Corporation to convert all
shares of Series B Convertible Preferred Stock then outstanding into shares of Common Stock or (ii) the number of issued and outstanding shares of
Common Stock and shares reserved for issuance being reduced to an amount sufficient to allow the Corporation to convert all shares of Series B
Convertible Preferred Stock then outstanding into shares of Common Stock (each, a “Series B Automatic Conversion Event”). If a Series B Automatic
Conversion Event does not occur following the Corporation’s Annual Meeting scheduled to be held on November 16, 2015 (as such date may be extended
pursuant to any adjournments of such meeting), then each share of Series B Convertible Preferred Stock shall automatically be converted into shares of
Common Stock, up to and to the extent that the Corporation has authorized shares that are not reserved for other issuances (the “Partial Conversion
Event”). The number of shares to be converted pursuant to the Partial Conversion Event shall be allocated pro rata among the Holders based on the number
of shares of Series B Convertible Preferred Stock held by each Holder at the time of the Partial Conversion Event. Upon the occurrence of a Series B
Automatic Conversion Event or Partial Conversion Event, the applicable shares of Series B Preferred Stock shall be automatically converted into the
number of shares of Common Stock into which such shares of Series B Convertible Preferred Stock are then convertible pursuant to this Section 6 without
any further action by any holder of such shares and whether or not the certificate(s) representing such shares are surrendered to the Corporation or its
transfer agent.
 

(a)          Certain definitions. For purposes of this Certificate of Designation, the following definitions shall apply:
 

(i)          “Bloomberg” means Bloomberg Financial Markets.
 

(ii)         “Conversion Amount” means the Stated Value.
 

(iii)        “Conversion Price” means $0.60, subject to adjustment as provided herein.
 

(iv)        “Subsidiary” means, with respect to the Corporation, any entity in which the Corporation, directly or
indirectly, owns any of the capital stock or holds an equity or similar interest.

 
(b)          Conversion. The number of shares of Common Stock issuable upon conversion of each share of Series B Convertible

Preferred Stock pursuant to this Section 6 shall be determined by multiplying each such share of Series B Convertible Preferred Stock by the fraction set
forth below (the “Conversion Rate”):
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Conversion Amount

Conversion Price
 

No fractional shares of Common Stock are to be issued upon the conversion of any Series B Convertible Preferred Stock, but rather the
number of shares of Common Stock to be issued shall be rounded up to the nearest whole number.

 
The applicable Conversion Rate and Conversion Price from time to time in effect is subject to adjustment as hereinafter provided.

 
(c)          Mechanics of Conversion. The conversion of Series B Convertible Preferred Stock shall be conducted in the following

manner:
 

(i)          Upon the occurrence of a Series B Automatic Conversion Event or if a Partial Conversion Event is to occur
and in any event within ten (10) days after receipt of notice, by mail, postage prepaid from the Corporation of the occurrence of such event, each
holder of record of shares of Series B Convertible Preferred Stock being converted shall (A) transmit by facsimile (or otherwise deliver) a copy of
a properly completed notice of conversion executed by the registered Holder of the Series B Convertible Preferred Stock subject to such
conversion in the form attached hereto as Exhibit I (the “Conversion Notice”) to the Corporation and if the Corporation has appointed a
registered transfer agent, the Corporation’s registered transfer agent (the “Transfer Agent”) (if the Corporation does not have a registered transfer
agent, references hereto to the “Transfer Agent” shall be deemed to be references to the Corporation) and (B) if required by Section 6(c)(iv),
surrender to a common carrier for delivery to the Corporation as soon as practicable following such date the original certificates representing the
Series B Convertible Preferred Stock being converted (or compliance with the procedures set forth in Section 9) (the “Preferred Stock
Certificates”).

 
(ii)         Corporation’s Response, Upon receipt by the Corporation of a copy of a Conversion Notice, the Corporation

shall (A) as soon as practicable, but in any event within three (3) Trading Days, send, via facsimile, a confirmation of receipt of such Conversion
Notice to such Holder and the Transfer Agent, if applicable, which confirmation shall constitute an instruction to the Transfer Agent to process
such Conversion Notice in accordance with the terms herein and (B) on or before the third (3rd) Trading Day following the date of receipt by the
Corporation of such Conversion Notice (the “Share Delivery Date”), (1) provided the Transfer Agent is participating in the DTC Fast Automated
Securities Transfer Program, credit such aggregate number of shares of Common Stock to which the Holder shall be entitled to the Holder’s or its
designee’s balance account with DTC through its Deposit/Withdrawal At Custodian system, or (2) if the Transfer Agent is not participating in the
DTC Fast Automated Securities Transfer Program, issue and deliver to the address as specified in the Conversion Notice, a certificate, registered
in the name of the Holder or its designee, for the number of shares of Common Stock to which the Holder shall be entitled. If the number of shares
of Series B Convertible Preferred Stock represented by the Preferred Stock Certificate(s) submitted for conversion pursuant to a Partial
Conversion Event, as may be required pursuant to Section 6(c)(iv), is greater than the number of shares of Series B Convertible Preferred Stock
being converted, then the Corporation shall or shall direct the Transfer Agent, as soon as practicable and in no event later than three (3) Business
Days after receipt of the Preferred Stock Certificate(s) (the “Preferred Stock Delivery Date”) and at its own expense, issue and deliver to the
Holder a new Preferred Stock Certificate representing the number of shares of Series B Convertible Preferred Stock not converted or it shall direct
the Transfer Agent to update the Holder’s account to reflect the number of shares of Series B Convertible Preferred Stock not converted.
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(iii)        Corporation’s Failure to Timely Convert.

 
(A)         Cash Damages. If within three (3) Trading Days after the Corporation’s receipt of the facsimile copy

of a Conversion Notice the Corporation shall fail to credit a Holder’s balance account with DTC or issue and deliver a certificate
to such Holder for the number of shares of Common Stock to which such Holder is entitled upon such Holder’s conversion of
Series B Convertible Preferred Stock (a “Conversion Failure”), and if on or after such Trading Day the Holder purchases (in an
open market transaction or otherwise) shares of Common Stock to deliver in satisfaction of a sale by the Holder of the shares of
Common Stock issuable upon such conversion that the Holder anticipated receiving from the Corporation (a “Buy-In”), then the
Corporation shall, within three (3) Trading Days after the Holder’s request and in the Holder’s discretion, either (i) pay cash to
the Holder in an amount equal to the Holder’s total purchase price (including brokerage commissions and out-of-pocket
expenses, if any) for the shares of Common Stock so purchased (the “Buy-In Price”), at which point the Corporation’s
obligation to deliver such certificate (and to issue such Common Stock) shall terminate, or (ii) promptly honor its obligation to
deliver to the Holder a certificate or certificates representing such Common Stock and pay cash to the Holder in an amount equal
to the excess (if any) of the Buy-In Price over the product of (A) such number of shares of Common Stock, times (B) the
Closing Sale Price on the Conversion Date. Nothing herein shall limit a Holder’s right to pursue any other remedies available to
it hereunder, at law or in equity including, without limitation, a decree of specific performance and/or injunctive relief with
respect to the Corporation’s failure to timely deliver certificates representing shares of Common Stock upon conversion of the
Series B Convertible Preferred Stock as required pursuant to the terms hereof.

 
(iv)        Book-Entry. Notwithstanding anything to the contrary set forth herein, upon conversion of Series B

Convertible Preferred Stock in accordance with the terms hereof, the Holder thereof shall not be required to physically surrender the Preferred
Stock Certificate unless (A) the full or remaining number of shares of Series B Convertible Preferred Stock represented by the Preferred Stock
Certificate are being converted, in which case the Holder shall deliver such Preferred Stock Certificate to the Corporation promptly following such
conversion, or (B) a Holder has provided the Corporation with prior written notice (which notice may be included in a Conversion Notice)
requesting reissuance of Series B Convertible Preferred Stock upon physical surrender of any Series B Convertible Preferred Stock. The Holder
and the Corporation shall maintain records showing the number of shares of Series B Convertible Preferred Stock so converted and the dates of
such conversions or shall use such other method, reasonably satisfactory to the Holder and the Corporation, so as not to require physical surrender
of the certificate representing the Series B Convertible Preferred Stock upon each such conversion. In the event of any dispute or discrepancy,
such records of the Corporation establishing the number of shares of Series B Convertible Preferred Stock to which the record holder is entitled
shall be controlling and determinative in the absence of manifest error, Notwithstanding the foregoing, if Series B Convertible Preferred Stock
represented by a certificate are converted as aforesaid, a Holder may not transfer the certificate representing the Series B Convertible Preferred
Stock unless such Holder first physically surrenders the certificate representing the Series B Convertible Preferred Stock to the Corporation,
whereupon the Corporation will forthwith issue and deliver upon the order of such Holder a new certificate of like tenor, registered as such Holder
may request, representing in the aggregate the remaining number of shares of Series B Convertible Preferred Stock represented by such certificate.
A Holder and any assignee, by acceptance of a certificate, acknowledge and agree that, by reason of the provisions of this paragraph, following
conversion of any Series B Convertible Preferred Stock, the number of shares of Series B Convertible Preferred Stock represented by such
certificate may be less than the number of shares of Series B Convertible Preferred Stock stated on the face thereof. Each certificate for Series B
Convertible Preferred Stock shall bear the following legend:
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THIS SECURITY HAS NOT BEEN REGISTERED UNDER THE UNITED STATES SECURITIES ACT OF 1933,
AS AMENDED (THE “SECURITIES ACT”) OR THE SECURITIES LAWS OF ANY U.S. STATE, NOR IS ANY
SUCH REGISTRATION CONTEMPLATED. THIS SECURITY MAY NOT BE OFFERED, SOLD OR OTHERWISE
TRANSFERRED IN THE ABSENCE OF SUCH REGISTRATION OR AN APPLICABLE EXEMPTION
THEREFROM.

 
(d)          Reservation of Shares.

 
(i)          The Corporation shall, upon the happening of the Series B Automatic Conversion Event, reserve and keep

available out of its authorized but unissued stock, for the purposes of effecting the conversion of the Series B Convertible Preferred Stock, such
number of its duly authorized and unissued shares of Common Stock as shall from time to time be sufficient to effect the conversion of all
outstanding Series B Convertible Preferred Stock (the “Required Reserve Amount”). The initial number of shares of Common Stock reserved
for conversions of the Series B Convertible Preferred Stock and each increase in the number of shares so reserved shall be allocated pro rata
among the Holders based on the number of shares of Series B Convertible Preferred Stock held by each Holder at the time of issuance of the
Series B Convertible Preferred Stock or increase in the number of reserved shares, as the case may be (the “Authorized Share Allocation”). In
the event a Holder shall sell or otherwise transfer any of such Holder’s Series B Convertible Preferred Stock, each transferee shall be allocated a
pro rata portion of the number of reserved shares of Common Stock reserved for such transferor. Any shares of Common Stock reserved and
allocated to any Person which ceases to hold any Series B Convertible Preferred Stock (other than pursuant to a transfer of Series B Convertible
Preferred Stock in accordance with the immediately preceding sentence) shall be allocated to the remaining Holders of Series B Convertible
Preferred Stock, pro rata based on the number of shares of Series B Convertible Preferred Stock then held by such Holders. Before taking any
action that would cause an adjustment reducing the Conversion Price below the then par value of the shares of Common Stock issuable upon
conversion of the Series B Convertible Preferred Stock, the Corporation will take any corporate action that may, in the opinion of its counsel, be
necessary in order that the Corporation may validly and legally issue fully-paid and nonassessable shares of such Common Stock at such adjusted
conversion price.
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(e)          Dispute Resolution. In the case of a dispute as to the arithmetic calculation of the Conversion Rate, the Corporation

shall issue to the Holder the number of shares of Common Stock that is not disputed and shall transmit an explanation of the disputed determinations or
arithmetic calculations to the Holder via facsimile within one (1) Business Day of receipt of such Holder’s Conversion Notice or other date of
determination. If such Holder and the Corporation are unable to agree upon the determination of the arithmetic calculation of the Conversion Rate within
two (2) Business Days of such disputed determination or arithmetic calculation being transmitted to the Holder, then the Corporation shall within one (1)
Business Day submit via facsimile the disputed arithmetic calculation of the Conversion Rate to any “big four” international accounting firm. The
Corporation shall cause, at the Corporation’s expense (unless the accounting firm determines in favor of the Corporation, in which case the Holder shall be
responsible for such expense), the accountant to perform the determinations or calculations and notify the Corporation and the Holders of the results no
later than five (5) Business Days from the time it receives the disputed determinations or calculations. Such accountant’s determination or calculation, as
the case may be, shall be binding upon all parties absent error.
 

(f)          Record Holder. The Person or Persons entitled to receive the shares of Common Stock issuable upon a conversion of
Series B Convertible Preferred Stock shall be treated for all purposes as the record holder or holders of such shares of Common Stock on the Conversion
Date.
 

(g)          Effect of Conversion. All shares of Series B Convertible Preferred Stock which shall have been surrendered for
conversion as herein provided shall no longer be deemed to be outstanding and all rights with respect to such shares, including the rights, if any, to receive
notices and to vote, shall forthwith cease and terminate except only the right of the holder thereof to receive shares of Common Stock in exchange therefor
and payment of any accrued but unpaid dividends thereon (whether or not declared). Subject to Section 6(c)(iii)(B), any shares of Series B Convertible
Preferred Stock so converted shall be retired and canceled and shall not be reissued, and the Corporation may from time to time take such appropriate
action as may be necessary to reduce the authorized Series B Convertible Preferred Stock accordingly.
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(h)          Transfer Taxes. The issuance of certificates for shares of the Common Stock on conversion of this Series B Convertible

Preferred Stock shall be made without charge to the Holder hereof for any documentary stamp or similar taxes that may be payable in respect of the issue
or delivery of such certificates, provided that the Corporation shall not be required to pay any tax that may be payable in respect of any transfer involved in
the issuance and delivery of any such certificate upon conversion in a name other than that of the Holder of such shares of Series B Convertible Preferred
Stock so converted and the Corporation shall not be required to issue or deliver such certificates unless or until the person or persons requesting the
issuance thereof shall have paid to the Corporation the amount of such tax or shall have established to the satisfaction of the Corporation that such tax has
been paid.
 

7.            Anti-Dilution Provisions. The Conversion Price shall be subject to adjustment from time to time in accordance with this Section
7.
 

(a)          Certain Definitions. For purposes of this Certificate of Designations, the following definitions shall apply:
 

(i)          “Convertible Securities” means any stock or securities (other than Options) directly or indirectly convertible
into or exchangeable or exercisable for Common Stock.

 
(ii)         “Options” means any rights, warrants or options to subscribe for or purchase Common Stock or Convertible

Securities.
 

(iii)        “Principal Market” means the Eligible Market that is the principal securities exchange market for the
Common Stock.

 
(b)          Adjustment of Conversion Price upon Subdivision or Combination of Common Stock. If the Corporation at any time

after the Initial Issuance Date subdivides (by any stock split, stock dividend, recapitalization or otherwise) its outstanding shares of Common Stock into a
greater number of shares, the Conversion Price in effect immediately prior to such subdivision will be proportionately reduced. If the Corporation at any
time after the Initial Issuance Date combines (by combination, reverse stock split or otherwise) its outstanding shares of Common Stock into a smaller
number of shares, the Conversion Price in effect immediately prior to such combination will be proportionately increased.
 

(c)          Notices.
 

(i)          Immediately upon any adjustment of the Conversion Rate and Conversion Price pursuant to Section 7 hereof,
the Corporation will give written notice thereof sent by mail, first class, postage prepaid to each Holder at its address appearing on the stock
register, setting forth in reasonable detail, and certifying, the calculation of such adjustment. In the case of a dispute as to the determination of
such adjustment, then such dispute shall be resolved in accordance with the procedures set forth in Section 6(e).
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(ii)         Except as otherwise required by law, the Corporation will give written notice to each Holder at least ten (10)

Business Days prior to the date on which the Corporation closes its books or takes a record (I) with respect to any dividend or distribution upon
the Common Stock, (II) with respect to any pro rata subscription offer to holders of Common Stock or (III) for determining rights to vote with
respect to any Twenty Percent Issuance, any Fundamental Transaction or any Liquidation Event.

 
(iii)        The Corporation will also give written notice to each Holder at least ten (10) Business Days prior to the date

on which any Twenty Percent Issuance, any Fundamental Transaction or any Liquidation Event will take place.
 

8.           Status of Converted Stock. In the event any shares of Series B Convertible Preferred Stock shall be converted pursuant to
Section 6 hereof, the shares so converted shall be canceled and shall not be issuable by the Corporation.
 

9.           Lost or Stolen Certificates. Upon receipt by the Corporation of evidence reasonably satisfactory to the Corporation of the loss,
theft, destruction or mutilation of any Series B Convertible Preferred Stock Certificates representing the Series B Convertible Preferred Stock, and, in the
case of loss, theft or destruction, of an indemnification undertaking (with surety, if reasonably requested by the Corporation) by the holder thereof to the
Corporation in customary form and, in the case of mutilation, upon surrender and cancellation of the Series B Convertible Preferred Stock Certificate(s),
the Corporation shall execute and deliver new preferred stock certificate(s) of like tenor and date; provided, however, the Corporation shall not be obligated
to re-issue preferred stock certificates if the holder contemporaneously requests the Corporation to convert such Series B Convertible Preferred Stock into
Common Stock.
 

10.         Remedies, Characterizations, Other Obligations, Breaches and Injunctive Relief. The remedies provided in this Certificate of
Designation shall be cumulative and in addition to all other remedies available under this Certificate of Designation, at law or in equity (including a decree
of specific performance and/or other injunctive relief). No remedy contained herein shall be deemed a waiver of compliance with the provisions giving rise
to such remedy. Nothing herein shall limit a holder of Series B Convertible Preferred Stock’s right to pursue actual damages for any failure by the
Corporation to comply with the terms of this Certificate of Designation. The Corporation covenants to each holder of Series B Convertible Preferred Stock
that there shall be no characterization concerning this instrument other than as expressly provided herein. Amounts set forth or provided for herein with
respect to payments, conversion and the like (and the computation thereof) shall be the amounts to be received by the holder of Series B Convertible
Preferred Stock thereof and shall not, except as expressly provided herein, be subject to any other obligation of the Corporation (or the performance
thereof). The Corporation acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the holders of Series B Convertible
Preferred Stock and that the remedy at law for any such breach may be inadequate. The Corporation therefore agrees that, in the event of any such breach
or threatened breach, the holders of Series B Convertible Preferred Stock shall be entitled, in addition to all other available remedies, to an injunction
restraining any breach, without the necessity of showing economic loss and without any bond or other security being required.
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11.         Notice. Whenever notice or other communication is required to be given hereunder, unless otherwise provided herein, such

notice shall be given in accordance with contact information provided by each Holder to the Corporation and set forth in the register for the Series B
Convertible Preferred Stock maintained by the Corporation as set forth in Section 14.
 

12.         Failure or Indulgence Not Waiver. No failure or delay on the part of any holder of Series B Convertible Preferred Stock in the
exercise of any power, right or privilege hereunder shall operate as a waiver thereof, nor shall any single or partial exercise of any such power, right or
privilege preclude other or further exercise thereof or of any other right, power or privilege.
 

13.         Transfer of Series B Convertible Preferred Stock. A Holder may assign some or all of the Series B Convertible Preferred Stock
and the accompanying rights hereunder held by such Holder without the consent of the Corporation; provided that such assignment is in compliance with
applicable securities laws.
 

14.         Series B Convertible Preferred Stock Register. The Corporation shall maintain at its principal executive offices (or such other
office or agency of the Corporation as it may designate by notice to the Holders), a register for the Series B Convertible Preferred Stock, in which the
Corporation shall record the name and address of the persons in whose name the Series B Convertible Preferred Stock have been issued, as well as the
name and address of each transferee. The Corporation may treat the person in whose name any Series B Convertible Preferred Stock is registered on the
register as the owner and holder thereof for all purposes, notwithstanding any notice to the contrary, but in all events recognizing any properly made
transfers.
 

15.         Stockholder Matters. Any stockholder action, approval or consent required, desired or otherwise sought by the Corporation
pursuant to the Delaware General Corporation Law (“DGCL”), this Certificate of Designation or otherwise with respect to the issuance of the Series B
Convertible Preferred Stock or the Common Stock issuable upon conversion thereof may be effected by written consent of the Corporation’s stockholders
or at a duly called meeting of the Corporation’s stockholders, all in accordance with the applicable rules and regulations of the DGCL and the applicable
provisions hereof. This provision is intended to comply with the applicable sections of the DGCL permitting stockholder action, approval and consent
affected by written consent in lieu of a meeting.
 

16.         General Provisions. In addition to the above provisions with respect to Series B Convertible Preferred Stock, such Series B
Convertible Preferred Stock shall be subject to and be entitled to the benefit of the provisions set forth in the Certificate of Incorporation of the Corporation
with respect to preferred stock of the Corporation generally.
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17.         Disclosure. Upon receipt or delivery by the Corporation of any notice in accordance with the terms of this Certificate of

Designation, unless the Corporation has in good faith determined that the matters relating to such notice do not constitute material, nonpublic information
relating to the Corporation or any of its Subsidiaries, the Corporation shall within one (1) Business Day after any such receipt or delivery publicly disclose
such material, nonpublic information on a Current Report on Form 8-K or otherwise. In the event that the Corporation believes that a notice contains
material, nonpublic information relating to the Corporation or its Subsidiaries, the Corporation so shall indicate to the Holders contemporaneously with
delivery of such notice, and in the absence of any such indication, the Holders shall be allowed to presume that all matters relating to such notice do not
constitute material, nonpublic information relating to the Corporation or its Subsidiaries.
 

[signature page follows]
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IN WITNESS WHEREOF, the Corporation has caused this Certificate of Designation to be signed by the undersigned this 15th day of October,

2015.
 
 VRINGO, INC.
   
 By: /s/ Andrew D. Perlman
  Name: Andrew D. Perlman
  Title: Chief Executive Officer
 

  



 

 
EXHIBIT I

 
VRINGO, INC.

 
The undersigned hereby elects to convert the number of shares of Series B Convertible Preferred Stock, par value $0.01 per share (the

“Series B Convertible Preferred Stock”), of Vringo, Inc., a Delaware corporation (the “Corporation”), indicated below into shares of Common Stock,
par value $0.01 per share (the “Common Stock”), of the Corporation, as of the date specified below.
 

Date of Conversion:  
 

Number of shares of Series B Convertible Preferred Stock to be converted:  
 

Stock certificate no(s). of Series B Convertible Preferred Stock to be converted:  
 

Tax ID Number (If applicable):  
 
Please confirm the following information:  
 

Conversion Price:  
 

Number of shares of Common Stock to be issued:  
 

Please issue the Common Stock into which the Series B Convertible Preferred Stock are being converted in the following name and to the
following address:

 
Issue to:  
  

 
Address:  

 
Telephone Number:  

 
Facsimile Number:  

 
Authorization:  

 
By:  
Title:  

 
Dated:  

 
Account Number (if electronic book entry transfer):  

 
Transaction Code Number (if electronic book entry transfer):  
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CERTIFICATE OF AMENDMENT

OF THE
AMENDED AND RESTATED CERTIFICATE OF INCORPORATION

OF
VRINGO, INC.

 
VRINGO, INC., a Delaware corporation (the “Corporation”), does hereby certify that:
 
FIRST: The name of the Corporation is VRINGO, INC.
 
SECOND: The original Certificate of Incorporation of the Corporation was filed with the Secretary of State of the State of Delaware on January 9, 2006
and the Amended and Restated Certificate of Incorporation of the Corporation was filed with the Secretary of State of the State of Delaware on June 22,
2010, and as further amended by the Certificate of Amendment of the Amended and Restated Certificate of Incorporation on July 19, 2012.
 
THIRD: The Board of Directors of the Corporation (the “Board”), acting in accordance with the provisions of Sections 141 and 242 of the General
Corporation Law of the State of Delaware (the “DGCL”), adopted resolutions amending the Corporation’s Amended and Restated Certificate of
Incorporation as follows:
 
Article Fourth of the Corporation’s Amended and Restated Certificate of Incorporation is hereby amended by adding the following Sections (3), (4) and
(5):
 
“(3) Reverse Stock Split. Upon the effectiveness of this Certificate of Amendment of the Amended and Restated Certificate of Incorporation of the
Corporation, the shares of the Corporation’s Common Stock issued and outstanding prior to the Effective Time and the shares of Common Stock issued and
held in treasury of the Corporation immediately prior to the Effective Time shall automatically be reclassified into a smaller number of shares such that
each ten (10) shares of the Corporation’s issued and outstanding Common Stock immediately prior to the Effective Time are reclassified into one (1)
validly issued, fully paid and nonassessable share of Common Stock, without any further action by the Corporation or the holder thereof. No fractional
shares of Corporation Common Stock will be issued as a result of the reverse stock split. Instead, stockholders of record who otherwise would be entitled to
receive fractional shares, will be entitled to rounding up of their fractional share to the nearest whole share.
 
(4) Each stock certificate that, immediately prior to the Effective Time, represented shares of Common Stock that were issued and outstanding immediately
prior to the Effective Time shall, from and after the Effective Time, automatically and without the necessity of presenting the same for exchange, represent
that the number of whole shares of Common Stock after the Effective Time into which the shares of Common Stock formerly represented by such
certificate shall have been reclassified (as well as the right to receive a whole share in lieu of a fractional share of Common Stock), provided, however, that
each person of record holding a certificate that represented shares of Common Stock that were issued and outstanding immediately prior to the Effective
Time shall receive, upon surrender of such certificate, a new certificate evidencing and representing the number of whole shares of Common Stock after the
Effective Time into which the shares of Common Stock formerly represented by such certificate shall have been reclassified (including the right to receive
a whole share in lieu of a fractional share of Common Stock).
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(5) This Certificate of Amendment shall be effective on November 27, 2015 at 05:00 p.m., Eastern time (the “Effective Time”).”
 
FOURTH: Thereafter, pursuant to a resolution of the Board, this Certificate of Amendment was submitted to the stockholders of the Corporation for their
approval, and was duly adopted in accordance with the provisions of Sections 222 and 242 of the DGCL.
 

IN WITNESS WHEREOF, the Corporation has caused this CERTIFICATE OF AMENDMENT to be signed by Anastasia Nyrkovskaya its Chief
Financial Officer and Treasurer as of the 24th day of November, 2015.
 
  VRINGO, INC.
   
 By: /s/ Anastasia Nyrkovskaya
  Name: Anastasia Nyrkovskaya
  Title: Chief Financial Officer and Treasurer
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CERTIFICATE OF DESIGNATION
 

OF
 

SERIES C JUNIOR PARTICIPATING PREFERRED STOCK
 

OF
 

VRINGO, INC.
 

The undersigned do hereby certify that the following resolution was duly adopted by the Board of Directors of Vringo, Inc., a Delaware
corporation (the “Company”), on March 18, 2016:
 

RESOLVED, that pursuant to the authority vested in the board of directors of the Company (the “Board of Directors”) by the Company’s
Amended and Restated Certificate of Incorporation, as amended (the “Certificate of Incorporation”), the Board of Directors does hereby create, authorize
and provide for the issue of a series of Preferred Stock, par value $0.01 per share, of the Company, to be designated “Series C Junior Participating Preferred
Stock”, initially consisting of 300,000 shares, and to the extent that the designations, powers, preferences and relative and other special rights and the
qualifications, limitations or restrictions of the Series C Junior Participating Preferred Stock are not stated and expressed in the Certificate of Incorporation,
does hereby fix and herein state and express such designations, powers, preferences and relative and other special rights and the qualifications, limitations
and restrictions thereof, as follows (all terms used herein which are defined in the Certificate of Incorporation shall be deemed to have the meanings
provided therein):
 

SECTION 1.        Designation and Amount. There shall be a series of Preferred Stock that shall be designated as “Series C Junior Participating
Preferred Stock,” and the number of shares constituting such series shall be 300,000. Such number of shares may be increased or decreased by resolution of
the Board of Directors of the Company (the “Board”); provided, however, that no decrease shall reduce the number of shares of Series C Junior
Participating Preferred Stock to less than the number of shares then issued and outstanding plus the number of shares issuable upon exercise of outstanding
rights, options or warrants or upon conversion of outstanding securities issued by the Company.
 

  



 

  
SECTION 2.       Dividends or Distributions. (a) Subject to the superior rights of the holders of shares of any other series of preferred stock of the

Company or other class of capital stock of the Company ranking superior to the shares of Series C Junior Participating Preferred Stock with respect to
dividends, the holders of shares of Series C Junior Participating Preferred Stock shall be entitled to receive, when, as and if declared by the Board, out of
the assets of the Company legally available therefor, (1) quarterly dividends payable in cash on the last day of each fiscal quarter in each year, or such other
dates as the Board shall approve (each such date being referred to herein as a “Quarterly Dividend Payment Date”), commencing on the first Quarterly
Dividend Payment Date after the first issuance of a share or a fraction of a share of Series C Junior Participating Preferred Stock, in the amount of $10.00
per whole share (rounded to the nearest cent) less the amount of all cash dividends declared on the Series C Junior Participating Preferred Stock pursuant to
the following clause (2) since the immediately preceding Quarterly Dividend Payment Date or, with respect to the first Quarterly Dividend Payment Date,
since the first issuance of any share or fraction of a share of Series C Junior Participating Preferred Stock (the total of which shall not, in any event, be less
than zero) and (2) dividends payable in cash on the payment date for each cash dividend declared on the shares of Common Stock, par value $0.01 per
share, of the Company (the “Common Stock”) in an amount per whole share (rounded to the nearest cent) equal to the Formula Number (as hereinafter
defined) then in effect times the cash dividends then to be paid on each share of Common Stock. In addition, if the Company shall pay any dividend or
make any distribution on the Common Stock payable in assets, securities or other forms of noncash consideration (other than dividends or distributions
solely in shares of Common Stock), then, in each such case, the Company shall simultaneously pay or make on each outstanding whole share of Series C
Junior Participating Preferred Stock a dividend or distribution in like kind equal to the Formula Number then in effect times such dividend or distribution
on each share of Common Stock. As used herein, the “Formula Number” shall be 1,000; provided,  however, that, if at any time after March 18, 2016, the
Company shall (i) declare or pay any dividend on the Common Stock payable in shares of Common Stock or make any distribution on the Common Stock
in shares of Common Stock, (ii) subdivide (by a stock split or otherwise) the outstanding shares of Common Stock into a larger number of shares of
Common Stock or (iii) combine (by a reverse stock split or otherwise) the outstanding shares of Common Stock into a smaller number of shares of
Common Stock, then in each such event the Formula Number shall be adjusted to a number determined by multiplying the Formula Number in effect
immediately prior to such event by a fraction, the numerator of which is the number of shares of Common Stock that are outstanding immediately after
such event and the denominator of which is the number of shares of Common Stock that are outstanding immediately prior to such event (and rounding the
result to the nearest whole number); and provided further that, if at any time after March 18, 2016, the Company shall issue any shares of its capital stock in
a merger, reclassification, or change of the outstanding shares of Common Stock, then in each such event the Formula Number shall be appropriately
adjusted to reflect such merger, reclassification or change so that each share of Series C Junior Participating Preferred Stock continues to be the economic
equivalent of a Formula Number of shares of Common Stock prior to such merger, reclassification or change.
 

(b)          The Company shall declare a cash dividend on the Series C Junior Participating Preferred Stock as provided in Section 2(a)(2)
immediately prior to or at the same time it declares a cash dividend on the Common Stock; provided, however, that, in the event no cash dividend shall
have been declared on the Common Stock during the period between any Quarterly Dividend Payment Date and the next subsequent Quarterly Dividend
Payment Date or, with respect to the first Quarterly Dividend Payment Date, during the period between the first issuance of any share or fraction of a share
of Series C Junior Participating Preferred Stock, a dividend of $10.00 per whole share on the Series C Junior Participating Preferred Stock shall
nevertheless accrue on such subsequent Quarterly Dividend Payment Date or the first Quarterly Dividend Payment Date, as the case may be. The Board
may fix a record date for the determination of holders of shares of Series C Junior Participating Preferred Stock entitled to receive a dividend or distribution
declared thereon, which record date shall be the same as the record date for any corresponding dividend or distribution on the Common Stock.
 

  



 

 
(c)          Whether or not declared, dividends shall begin to accrue and be cumulative on outstanding shares of Series C Junior

Participating Preferred Stock from and after the Quarterly Dividend Payment Date next preceding the date of issue of such shares, unless the date of issue
of such shares is prior to the record date for the first Quarterly Dividend Payment Date, in which case dividends on such shares shall begin to accrue and be
cumulative from and after the date of issue of such shares, or unless the date of issue is a Quarterly Dividend Payment Date or is a date after the record date
for the determination of holders of shares of Series C Junior Participating Preferred Stock entitled to receive a quarterly dividend and before such Quarterly
Dividend Payment Date, in either of which events such dividends shall begin to accrue and be cumulative from and after such Quarterly Dividend Payment
Date. Accrued but unpaid dividends shall not bear interest. Dividends paid on the shares of Series C Junior Participating Preferred Stock in an amount less
than the total amount of such dividends at the time accrued and payable on such shares shall be allocated pro rata on a share-by-share basis among all such
shares at the time outstanding.
 

(d)          So long as any shares of Series C Junior Participating Preferred Stock are outstanding, no dividends or other distributions shall
be declared, paid or distributed, or set aside for payment or distribution, on the Common Stock unless, in each case, the dividend required by this Section 2
to be declared on the Series C Junior Participating Preferred Stock shall have been declared and set aside.
 

(e)          The holders of shares of Series C Junior Participating Preferred Stock shall not be entitled to receive any dividends or other
distributions except as herein provided.
 

SECTION 3.       Voting Rights. The holders of shares of Series C Junior Participating Preferred Stock, in addition to the voting rights provided by
law, shall have the following voting rights:
 

(a)          Each holder of Series C Junior Participating Preferred Stock shall be entitled to a number of votes on each matter on which
holders of the Common Stock or stockholders generally are entitled to vote equal to the Formula Number then in effect, for each share of Series C Junior
Participating Preferred Stock held of record, multiplied by the maximum number of votes per share which any holder of Common Stock or stockholders
generally then have with respect to such matter (assuming, if applicable, any holding period or other requirement to exercise such maximum voting rights is
satisfied).
 

(b)          Except as otherwise herein provided or by applicable law, the holders of shares of Series C Junior Participating Preferred Stock
and the holders of shares of Common Stock shall vote together as one class for the election of directors of the Company and on all other matters submitted
to a vote of stockholders of the Company.
 

(c)          Except as otherwise herein provided or by applicable law, holders of Series C Junior Participating Preferred Stock shall have no
voting rights.
 

SECTION 4.      Certain Restrictions. (a) Whenever quarterly dividends or other dividends or distributions on the Series C Junior Participating
Preferred Stock as provided in Section 2 are in arrears, thereafter and until all accrued and unpaid dividends and distributions, whether or not declared, on
shares of Series C Junior Participating Preferred Stock outstanding shall have been paid in full, the Company shall not:
 

  



 

 
(i)          declare or pay dividends on, make any other distributions on, or redeem or purchase or otherwise acquire for consideration any

shares of stock ranking junior (either as to dividends or upon liquidation, dissolution or winding up) to the Series C Junior Participating Preferred Stock:
 

(ii)         declare or pay dividends on or make any other distributions on any shares of stock ranking on a parity (either as to dividends or
upon liquidation, dissolution or winding up) with the Series C Junior Participating Preferred Stock, except dividends paid ratably on the Series C Junior
Participating. Preferred Stock and all such parity stock on which dividends are payable or in arrears in proportion to the total amounts to which the holders
of all such shares are then entitled;
 

(iii)        redeem or purchase or otherwise acquire for consideration shares of any stock ranking on a parity (either as to dividends or upon
liquidation, dissolution or winding up) with the Series C Junior Participating Preferred Stock; provided, however, that the Company may at any time
redeem, purchase or otherwise acquire shares of any such parity stock in exchange for shares of any stock of the Company ranking junior (either as to
dividends or upon dissolution, liquidation or winding up) to the Series C Junior Participating Preferred Stock; or
 

(iv)        purchase or otherwise acquire for consideration any shares of Series C Junior Participating Preferred Stock, or any shares of
stock ranking on a parity with the Series C Junior Participating Preferred Stock, except in accordance with a purchase offer made in writing or by
publication (as determined by the Board) to all holders of such shares upon such terms as the Board, after consideration of the respective annual dividend
rates and other relative rights and preferences of the respective series and classes, shall determine in good faith will result in fair and equitable treatment
among the respective series or classes.
 

(b)         The Company shall not permit any subsidiary of the Company to purchase or otherwise acquire for consideration any shares of
stock of the Company unless the Company could, under Section 4(a), purchase or otherwise acquire such shares at such time and in such manner.
 

SECTION 5.        Liquidation Rights. Upon the liquidation, dissolution or winding up of the Company, whether voluntary or involuntary, no
distribution shall be made (1) to the holders of any shares of stock ranking junior (either as to dividends or upon liquidation, dissolution or winding up) to
the Series C Junior Participating Preferred Stock unless, prior thereto, the holders of shares of Series C Junior Participating Preferred Stock shall have
received an amount equal to the accrued and unpaid dividends and distributions thereon, whether or not declared, to the date of such payment, plus an
amount equal to the greater of (x) $1,000 per whole share or (y) an aggregate amount per share equal to the Formula Number then in effect times the
aggregate amount to be distributed per share to holders of Common Stock or (2) to the holders of any shares of stock ranking on a parity (either as to
dividends or upon liquidation, dissolution or winding up) with the Series C Junior Participating Preferred Stock, except distributions made ratably on the
Series C Junior Participating Preferred Stock and all other such parity stock in proportion to the total amounts to which the holders of all such shares are
entitled upon such liquidation, dissolution or winding up.
 

  



 

 
SECTION 6.       Consolidation, Merger, etc. In case the Company shall enter into any consolidation, merger, combination or other transaction in

which the shares of Common Stock are exchanged for or changed into other stock or securities, cash or any other property, then in any such case the then
outstanding shares of Series C Junior Participating Preferred Stock shall at the same time be similarly exchanged or changed into an amount per share equal
to the Formula Number then in effect times the aggregate amount of stock, securities, cash or any other property (payable in kind), as the case may be, into
which or for which each share of Common Stock is exchanged or changed. In the event both this Section 6 and Section 2 appear to apply to a transaction,
this Section 6 will control.
 

SECTION 7.         No Redemption; No Sinking Fund, (a) The shares of Series C Junior Participating Preferred Stock shall not be subject to
redemption by the Company or at the option of any holder of Series C Junior Participating Preferred Stock; provided,  however, that, subject to Section 4(a)
(iv), the Company may purchase or otherwise acquire outstanding shares of Series C Junior Participating Preferred Stock in the open market or by offer to
any holder or holders of shares of Series C Junior Participating Preferred Stock.
 

(b)           The shares of Series C Junior Participating Preferred Stock shall not be subject to or entitled to the operation of a retirement or
sinking fund.
 

SECTION 8.         No Purchase Fund. The shares of Series C Junior Participating Preferred Stock shall not be subject to or entitled to the operation
of a purchase fund.
 

SECTION 9.         No Conversion; No Exchange. The shares of Series C Junior Participating Preferred Stock shall not be convertible into, or
exchangeable for, shares of any other class or series.
 

SECTION 10.       Ranking. The Series C Junior Participating Preferred Stock shall rank junior to all other series of preferred stock of the
Company unless the Board shall specifically determine otherwise in fixing the powers, preferences and relative, participating, optional and other special
rights of the shares of such series and the qualifications, limitations and restrictions thereof.
 

SECTION 11.       Fractional Shares. The Series C Junior Participating Preferred Stock shall be issuable upon exercise of the Rights issued
pursuant to the Rights Agreement in whole shares or in any fraction of a share that is one one-thousandth of a share (as such fraction may be adjusted as
provided in the Rights Agreement) or any integral multiple of such fraction which shall entitle the holder, in proportion to such holder’s fractional shares,
to receive dividends, participate in distributions and to have the benefit of all other rights of holders of Series C Junior Participating Preferred Stock. In lieu
of any fractional shares, the Company may elect (a) to make a cash payment as provided in the Rights Agreement for fractions of a share, other than those
one one-thousandths (1/1,000ths) of a Preferred Share (as such fraction may be adjusted as provided in the Rights Agreement), or any integral multiple
thereof represented by one or more whole Rights immediately prior to such exercise, or (b) to issue depositary receipts evidencing fractional shares of
Series C Junior Participating Preferred Stock pursuant to an appropriate agreement between the Company and a depository selected by the Company;
provided, however, that such agreement shall provide that the holders of such depositary receipts shall have all the rights, privileges and preferences to
which they are entitled as holders of the Series C Junior Participating Preferred Stock.
 

  



 

 
SECTION 12.      Reacquired Shares. Any shares of Series C Junior Participating Preferred Stock purchased or otherwise acquired by the

Company in any manner whatsoever shall be retired and canceled promptly after the acquisition thereof. All such shares shall upon their cancelation
become authorized but unissued shares of Preferred Stock, without designation as to series until such shares are once more designated as part of a particular
series by the Board pursuant to the provisions of the Articles.
 

SECTION 13.      Amendment. So long as any shares of Series C Junior Participating Preferred Stock shall be outstanding, (i) none of the voting
power, the designations, the relative preferences, powers, participating, optional or other special rights and the qualifications, limitations and restrictions of
the Series C Junior Participating Preferred Stock as herein provided shall be amended in any manner which would alter or change the powers, preferences,
rights or privileges of the holders of Series C Junior Participating Preferred Stock so as to affect them adversely and (ii) no amendment, alteration or repeal
of the Articles or of the Amended and Restated By-laws of the Company shall be effected so as to affect adversely any of such powers, preferences, rights
or privileges.
 

IN WITNESS WHEREOF, the Company has caused this Certificate of Designations to be signed by Andrew D. Perlman its Chief Executive
Officer, as of the 18th day of March, 2016.
 
 VRINGO, INC.
   
 By: /s/ Andrew D. Perlman
  Andrew D. Perlman
  Chief Executive Officer
 

  



 

 

 
 

CERTIFICATE OF AMENDMENT
OF THE

AMENDED AND RESTATED CERTIFICATE OF INCORPORATION
OF

VRINGO, INC.
 
VRINGO, INC., a Delaware corporation (the “Corporation”), does hereby certify that:
 
FIRST: The name of the Corporation is VRINGO, INC.
  
SECOND: The original Certificate of Incorporation of the Corporation was filed with the Secretary of State of the State of Delaware on January 9,

2006 and the Amended and Restated Certificate of Incorporation of the Corporation was filed with the Secretary of State of the State of
Delaware on June 22, 2010, and as further amended by the Certificates of Amendment of the Amended and Restated Certificate of
Incorporation on July 19, 2012 and on November 24, 2015.

  
THIRD: The Board of Directors of the Corporation (the “Board”), acting in accordance with the provisions of Section 242 of the General

Corporation Law of the State of Delaware (the “DGCL”), adopted resolutions amending the Corporation’s Amended and Restated
Certificate of Incorporation as follows:

  
 Article First of the Corporation’s Amended and Restated Certificate of Incorporation is hereby deleted in its entirety and replaced with

the following:
  
 “FIRST: The name of the Corporation (hereinafter the “Corporation”) is FORM Holdings Corp.”
  
FOURTH: This Certificate of Amendment shall be effective on Friday, May 6, 2016 at 5:00 PM, Eastern Daylight Time.
 
IN WITNESS WHEREOF, the Corporation has caused this CERTIFICATE OF AMENDMENT to be signed by Anastasia Nyrkovskaya, its Chief
Financial Officer and Treasurer, as of the 5th day of May, 2016.
 
 VRINGO, INC.
   
 By: /s/ Anastasia Nyrkovskaya
 Name: Anastasia Nyrkovskaya
 Title:  Chief Financial Officer and Treasurer
 

  



 

 
CERTIFICATE OF AMENDMENT

OF THE
AMENDED AND RESTATED CERTIFICATE OF INCORPORATION

OF
FORM HOLDINGS CORP.

 
FORM HOLDINGS CORP., a Delaware corporation (the “Corporation’’), does hereby certify that:
 
FIRST: The name of the Corporation is FORM HOLDINGS CORP.
  
SECOND: The original Certificate of Incorporation of the Corporation was filed with the Secretary of State of the State of Delaware on January 9,

2006 and the Amended and Restated Certificate of Incorporation of the Corporation was filed with the Secretary of State of the State of
Delaware on June 22, 2010, and as further amended by the Certificates of Amendment of the Amended and Restated Certificate of
Incorporation on July 19, 2012, on November 24, 2015 and on May 5, 2016.

  
THIRD: The Board of Directors of the Corporation (the “Board”), acting in accordance with the provisions of Sections 141 and 242 of the General

Corporation Law of the State of Delaware (the “DGCL”), adopted resolutions amending the Corporation’s Amended and Restated
Certificate of Incorporation as follows:

  
 Article Fifth, Section (2) of the Corporation’s Amended and Restated Certificate of Incorporation is hereby deleted in its entirety and

replaced with the following:
  
 “(2) Subject to the rights of the holders of any series of Preferred Stock then outstanding, any directors, or the entire Board of Directors,

may be removed from office, with or without cause, by the affirmative vote of the holders of at least a majority of the total voting power
of all of the then-outstanding shares of capital stock of the Corporation entitled to vote generally in the election of directors, voting
together as a single class.”

  
FOURTH: Thereafter, pursuant to a resolution of the Board, this Certificate of Amendment was submitted to the stockholders of the Corporation for

their approval, and was duly adopted in accordance with the provisions of Sections 222 and 242 of the DGCL.
  
IN WITNESS WHEREOF, the Corporation has caused this CERTIFICATE OF AMENDMENT to be signed by Anastasia Nyrkovskaya, its Chief
Financial Officer, as of the 28th day of November, 2016.
 
 FORM HOLDINGS CORP.
   
 By:  /s/ Anastasia Nyrkovskaya
 Name: Anastasia Nyrkovskaya
 Title:  Chief Financial Officer and Treasurer
 

 
 

  



 

 

 
 

FORM HOLDINGS CORP.
 

CERTIFICATE OF DESIGNATION OF PREFERENCES,
RIGHTS AND LIMITATIONS

OF
SERIES D CONVERTIBLE PREFERRED STOCK

 
WHEREAS, the Amended and Restated Certificate of Incorporation of Form Holdings Corp., a Delaware corporation (the “Corporation”),

provides for a class of its authorized stock known as preferred stock, comprised of 5,000,000 shares, issuable from time to time in one or more series;
 

WHEREAS, the Board of Directors of the Corporation (the “Board of Directors”) is authorized to fix the dividend rights, voting rights, conversion
rights, redemption privileges and liquidation preferences of any wholly unissued series of preferred stock and the number of shares constituting any series
and the designation thereof, of any of them; and
 

WHEREAS, it is the desire of the Board of Directors, pursuant to its authority as aforesaid, to fix the rights, preferences, restrictions and other
matters relating to a series of the preferred stock, which shall consist of 500,000 shares of the preferred stock which the Corporation has the authority to
issue, classified as Series D Convertible Preferred Stock, as follows:
 

NOW, THEREFORE, BE IT RESOLVED, that the Board of Directors does hereby provide for the issuance of a series of preferred stock in
exchange for other securities, rights, or property and does hereby fix and determine the rights, preferences, restrictions and other matters relating to such
series of preferred stock as follows:

 
TERMS OF PREFERRED STOCK

 
1. Designation and Amount. The class of preferred stock hereby classified shall be designated the “Series D Convertible Preferred Stock”, The initial

number of authorized shares of the Series D Convertible Preferred Stock shall be 500,000, which, except as provided herein, shall not be subject to
increase without the consent of the holders of a majority of the then outstanding shares of Series D Convertible Preferred Stock. Each share of the
Series D Convertible Preferred Stock shall have a par value of $0.01.

 
2. Dividends.
 

2.1. Dividends and Distributions to the Holders of Common Stock, From and after the first date of issuance of any shares of Series D Convertible
Preferred Stock (the “Initial Issuance Date”), the holders of Series D Convertible Preferred Stock (each, a “Holder” and collectively, the
“Holders”) shall be entitled to receive such dividends paid and distributions made to the holders of common stock, par value $0.01 per share (the
“Common Stock”), pro rata to the holders of Common Stock to the same extent as if such Holders had converted the Series D Convertible
Preferred Stock into Common Stock and had held such shares of Common Stock on the record date for such dividends and distributions. Payments
under the preceding sentence shall be made concurrently with the dividend or distribution to the holders of Common Stock.

 

  



 

  
2.2. Payment of Dividends. In addition to the dividends described in Section 2.1, from and after the date of the issuance of any shares of Series D

Convertible Preferred Stock, dividends at the rate per annum of $4.32 per share shall accrue on such shares of Series D Convertible Preferred
Stock (subject to appropriate adjustment in the event of any stock dividend, stock split, combination or other similar recapitalization with respect
to the Series D Convertible Preferred Stock) (the “Accruing Dividends”). Accruing Dividends shall accrue from day to day, whether or not
declared, and shall be cumulative; provided,  however, that except as set forth in the following sentence of this Section 2.2. in Section 4, or in
Section 7, such Accruing Dividends shall be payable only when, as, and if declared by the Board of Directors and the Corporation shall be under
no obligation to pay such Accruing Dividends. The Corporation shall not declare, pay or set aside any dividends on shares of any other class or
series of capital stock of the Corporation (other than dividends on shares of Common Stock payable in shares of Common Stock) unless the
holders of the Series D Convertible Preferred Stock then outstanding shall first receive, or simultaneously receive, a dividend on each outstanding
share of Series D Convertible Preferred Stock in an amount at least equal to (i) the amount of the aggregate Accruing Dividends then accrued on
such share of Series D Convertible Preferred Stock and not previously paid and (ii) the amount required to be paid pursuant to Section 2.1.

 
3. Liquidation Preference.

 
3.1. Preferential Payments to Holders of Series D Convertible Preferred Stock. In the event of any voluntary or involuntary liquidation, dissolution or

winding up of the Corporation or a Deemed Liquidation Event, subject to the rights of the holders of any other class of preferred stock, the holders
of shares of Series D Convertible Preferred Stock then outstanding shall be entitled to be paid out of the assets of the Corporation available for
distribution to its stockholders before any payment shall be made to the holders of Common Stock by reason of their ownership thereof, an amount
per share equal to the greater of (i) the Stated Value (defined below) plus any Accruing Dividends accrued but unpaid thereon, whether or not
declared, together with any other dividends declared but unpaid thereon, or (ii) such amount per share as would have been payable had all shares
of Series D Convertible Preferred Stock been converted into Common Stock pursuant to Section 6 immediately prior to such liquidation,
dissolution or winding up of the Corporation or a Deemed Liquidation Event (the amount payable pursuant to this sentence is hereinafter referred
to as the “Series D Liquidation Preference Amount”). If upon any such liquidation, dissolution or winding up of the Corporation or a Deemed
Liquidation Event, the assets of the Corporation available for distribution to its stockholders shall be insufficient to pay the Holders the full
amount to which they shall be entitled under this Section 3.1, the Holders shall share ratably in any distribution of the assets available for
distribution in proportion to the respective amounts which would otherwise be payable in respect of the shares held by them upon such distribution
if all amounts payable on or with respect to such shares were paid in full.
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3.2. Payments to Holders of Common Stock. In the event of any voluntary or involuntary liquidation, dissolution or winding up of the Corporation,

after the payment of all preferential amounts required to be paid to the holders of shares of Series D Convertible Preferred Stock (subject to the
rights of the holders of any other class of preferred stock), the remaining assets of the Corporation available for distribution to its stockholders
shall be distributed among the holders of shares of Common Stock, pro rata based on the number of shares held by each such holder.

 
4. Deemed Liquidation Events.

 
4.1. Certain definitions. For purposes of this Certificate of Designation, the following definitions shall apply:

 
4.1.1. “Business Day” means any day other than Saturday, Sunday or other day on which commercial banks in The City of New York are

authorized or required by law to remain closed.
 

4.1.2. “Deemed Liquidation Event” means that the Corporation shall, directly or indirectly, in one or more related transactions, (A) (i)
consolidate or merge with or into (whether or not the Corporation is the surviving corporation) another Person or (ii) permit any subsidiary
of the Corporation to merge or consolidate with or into (whether or not the subsidiary of the Corporation is the surviving corporation)
another Person, if the Corporation issues shares of its capital stock pursuant to such merger or consolidation (in either (i) or (ii) of this
clause (A)), other than a consolidation or merger involving the Corporation or a subsidiary of the Corporation in which the shares of
capital stock of the Corporation outstanding immediately prior to such consolidation or merger continue to represent, or are converted into
or exchanged for shares of capital stock that represent, immediately following such consolidation or merger, at least a majority of the
Voting Stock of (1) the surviving or resulting corporation; or (2) if the surviving or resulting corporation is a wholly-owned subsidiary of
another corporation immediately following such consolidation or merger, the parent corporation of such surviving or resulting
corporation), or (B) sell, assign, transfer, convey or otherwise dispose of all or substantially all of the properties or assets of the
Corporation on a consolidated basis to another entity, or (C) allow another Person(s) to make a purchase, tender or exchange offer that is
accepted by the holders of more than 50% of the outstanding shares of Voting Stock (not including any shares of Voting Stock held by the
entity or entities making or party to, or associated or affiliated with the entity or entities making or party to, such purchase, tender or
exchange offer), or (D) consummate a stock purchase agreement or other business combination (including, without limitation, a
reorganization, recapitalization, spin-off or scheme of arrangement) with another entity whereby such other entity acquires more than the
50% of the outstanding shares of Voting Stock (not including any shares of Voting Stock held by the other Person(s) making or party to, or
associated or affiliated with the other Person(s) making or party to, such stock purchase agreement or other business combination).
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4.1.3. “Exchange Act” means the Securities Exchange Act of 1934, as amended.

 
4.1.4. “Eligible Market” means the New York Stock Exchange, Inc., the NYSE MKT, the NASDAQ Global Select Market, the NASDAQ Global

Market, and the NASDAQ Capital Market, and any successor to any of the foregoing.
 

4.1.5. “Person” means an individual, a limited liability company, a partnership, a joint venture, a corporation, a trust, an unincorporated
organization, any other entity and a government or any department or agency thereof.

 
4.1.6. “Required Holders” means the holders of record of a majority of the then outstanding shares of Series D Convertible Preferred Stock.

 
4.1.7. “Stated Value” shall mean $48 per share, subject to adjustment for stock splits, stock dividends, recapitalizations, reorganizations,

reclassifications, combinations, reverse stock splits or other similar events relating to the Series D Convertible Preferred Stock after the
Initial Issuance Date,

 
4.1.8. “Trading Day” means any day on which the Common Stock is traded on the Principal Market, or, if the Principal Market is not the

principal trading market for the Common Stock, then on the principal securities exchange or securities market on which the shares of
Common Stock are then traded; provided that “Trading Day” shall not include any day on which the shares of Common Stock are
scheduled to trade on such exchange or market for less than 4.5 hours or any day that the shares of Common Stock are suspended from
trading during the final hour of trading on such exchange or market (or if such exchange or market does not designate in advance the
closing time of trading on such exchange or market, then during the hour ending at 4:00:00 p.m., New York Time),

 
4.1.9. “Voting Stock” means capital stock of the class or classes pursuant to which the holders thereof have the general voting power to elect, or

the general power to appoint, at least a majority of the board of directors, managers or trustees thereof (irrespective of whether or not at
the time capital stock of any other class or classes shall have or might have voting power by reason of the happening of any contingency
that has not occurred at the time of determination).

 
4.2. Effecting a Deemed Liquidation Event.
 

4.2.1. The Corporation shall not have the power to effect a Deemed Liquidation Event referred to in clause (A) of the definition of “Deemed
Liquidation Event” unless the agreement or plan of merger or consolidation for such transaction (the “Merger Agreement”) provides that
the consideration payable to the stockholders of the Corporation shall be allocated among the holders of capital stock of the Corporation in
accordance with Section 3.
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4.2.2. In the event of a Deemed Liquidation Event, if the Corporation does not effect a dissolution of the Corporation under the Delaware

General Corporation Law (“DGCL”) within ninety (90) days after such Deemed Liquidation Event, then (i) the Corporation shall send a
written notice to each holder of Series D Convertible Preferred Stock no later than the ninetieth (90th) day after the Deemed Liquidation
Event advising such holders of their right (and the requirements to be met to secure such right) pursuant to the terms of the following
clause; (ii) to require the repayment and cancellation of such shares of Series D Convertible Preferred Stock, and (iii) if the holders of at
least 50% of the then outstanding shares of Series D Convertible Preferred Stock so request in a written instrument delivered to the
Corporation not later than 30 days after receipt of the notice described in clause (i), the Corporation shall use the consideration received by
the Corporation for such Deemed Liquidation Event (net of any retained liabilities associated with the assets sold or technology licensed,
as determined in good faith by the Board of Directors), together with any other assets of the Corporation available for distribution to its
stockholders, subject to the rights of any other existing class of preferred stock, all to the extent permitted by Delaware law governing
distributions to stockholders (the “Available Proceeds”), on the one hundred fiftieth (150th) day after such Deemed Liquidation Event, to
repay and cancel all outstanding shares of Series D Convertible Preferred Stock at a price per share equal to the Series D Liquidation
Preference Amount, Notwithstanding the foregoing, in the event of a repayment pursuant to the preceding sentence, if the Available
Proceeds are not sufficient to repay all outstanding shares of Series D Convertible Preferred Stock, the Corporation shall ratably repay
each Holder’s shares of Series D Convertible Preferred Stock to the fullest extent of such Available Proceeds, and shall repay the
remaining shares as soon as it may lawfully do so under Delaware law governing distributions to stockholders. Prior to the distribution or
repayment provided for in this Section 4.2.2, the Corporation shall not expend or dissipate the consideration received for such Deemed
Liquidation Event, except to discharge expenses incurred in connection with such Deemed Liquidation Event or in the ordinary course of
business.

 
4.3. Amount Deemed Paid or Distributed. The amount deemed paid or distributed to the holders of capital stock of the Corporation upon the

occurrence of a Deemed Liquidation Event shall be the cash or the value of the property, rights or securities paid or distributed to such holders by
the Corporation or the acquiring person, firm or other entity. The value of such property, rights or securities shall be determined in good faith by
the Board of Directors.

 
4.4. Allocation of Escrow and Contingent Consideration. In the event of a Deemed Liquidation Event pursuant to clause (A)(i) of the definition

thereof, if any portion of the consideration payable to the stockholders of the Corporation is payable only upon satisfaction of contingencies (the
“Additional Consideration”), the transaction agreement shall provide that (a) the portion of such consideration that is not Additional Consideration
(such portion, the “Initial Consideration”) shall be allocated among the holders of capital stock of the Corporation in accordance with Sections 3.1
and 3.2 as if the Initial Consideration were the only consideration payable in connection with such Deemed Liquidation Event; and (b) any
Additional Consideration which becomes payable to the stockholders of the Corporation upon satisfaction of such contingencies shall be allocated
among the holders of capital stock of the Corporation in accordance with Sections 3.1 and 3.2 after taking into account the previous payment of
the Initial Consideration as part of the same transaction. For the purposes of this Subsection 4.4, consideration placed into escrow or retained as
holdback to be available for satisfaction of indemnification or similar obligations in connection with such Deemed Liquidation Event shall be
deemed to be Additional Consideration.

 

 5  



 

 
5. Voting Rights.

 
5.1. General. On any matter presented to the stockholders of the Corporation for their action or consideration at any meeting of stockholders of the

Corporation (or by written consent of stockholders in lieu of meeting), each Holder shall be entitled to cast the number of votes equal to the
number of whole shares of Common Stock into which the shares of Series D Convertible Preferred Stock held by such holder are convertible as of
the record date for determining stockholders entitled to vote on such matter. Except as provided by law or by the other provisions of the Amended
and Restated Certificate of Incorporation, the holders of Series D Convertible Preferred Stock shall vote together with the holders of Common
Stock as a single class,

 
5.2. Election of Directors. The Holders of record of the shares of Series D Convertible Preferred Stock, exclusively and as a separate class, shall be

entitled to elect one (1) director of the Corporation (the “Series D Director”). If the holders of shares of Series D Convertible Preferred Stock fail
to elect a director to fill the directorship for which they are entitled to elect a director, voting exclusively and as a separate class, pursuant to the
first sentence of this Section 5.2, then the directorship not so filled shall remain vacant until such time as the holders of the Series D Convertible
Preferred Stock elect a person to fill such directorship by vote or written consent in lieu of a meeting; and no such directorship may be filled by
stockholders of the Corporation other than by the stockholders of the Corporation that are entitled to elect a person to fill such directorship, voting
exclusively and as a separate class. The holders of record of the shares of Common Stock and of any other class or series of voting stock
(including the Series D Convertible Preferred Stock), exclusively and voting together as a single class, shall be entitled to elect the balance of the
total number of directors of the Corporation. At any meeting held for the purpose of electing a director, the presence in person or by proxy of the
holders of a majority of the outstanding shares of the class or series entitled to elect such director shall constitute a quorum for the purpose of
electing such director. Except as otherwise provided in this Section 5.2, a vacancy in any directorship filled by the holders of any class or series
shall be filled only by vote or written consent in lieu of a meeting of the holders of such class or series or by any remaining director or directors
elected by the holders of such class or series pursuant to this Section 5.2. The initial Series D Director shall be Mr. Andrew Heyer, C/O FORM
Holdings Corp., 780 Third Avenue, 12th Floor, New York, NY 10017. The rights of the holders of the Series D Convertible Preferred Stock to
elect a Series D Director shall terminate on the first date following the Initial Issuance Date on which the shares of Common Stock underlying the
Series D Convertible Preferred Stock represent beneficial ownership (as such term is defined in Rule 13d-3 under the Exchange Act), in the
aggregate, of less than five percent (5%) of the Corporation’s issued and outstanding shares of Common Stock on an as-converted basis.
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6. Conversion.

 
6.1. Holder’s Right to Convert.
 
The holders of the Series D Convertible Preferred Stock shall have conversion rights as follows (the “Conversion Rights”):

 
6.1.1. Right to Convert.

 
6.1.1.1. Conversion Ratio. Each share of Series D Convertible Preferred Stock shall be convertible, at the option of the holder thereof, at any

time and from time to time, and without the payment of additional consideration by the holder thereof, into such number of fully paid
and nonassessable shares of Common Stock as is determined by dividing the Stated Value (plus any accrued but unpaid dividends) by
the Series D Conversion Price (as defined below) in effect at the time of conversion (the result of such fraction, the “Series D
Conversion Rate”). The “Series D Conversion Price” shall initially be equal to $6.00. Such initial Series D Conversion Price, and the
rate at which shares of Series D Convertible Preferred Stock may be converted into shares of Common Stock, shall be subject to
adjustment as provided below. On the Initial Issuance Date, the Series D Conversion Rate shall be equal to 8 shares of Common Stock
for each share of Series D Convertible Preferred Stock.

 
6.1.1.2. Termination of Conversion Rights. In the event of a liquidation, dissolution or winding up of the Corporation, the Conversion Rights

shall terminate at the close of business on the last full day preceding the date fixed for the payment of any such amounts distributable
on such event to the holders of Series D Convertible Preferred Stock.

 
6.1.2. Fractional Shares. No fractional shares of Common Stock shall be issued upon conversion of the Series D Convertible Preferred Stock. In

lieu of any fractional shares to which the Holder would otherwise be entitled, the Corporation shall pay cash equal to such fraction
multiplied by the fair market value of a share of Common Stock as determined in good faith by the Board of Directors. Whether or not
fractional shares would be issuable upon such conversion shall be determined on the basis of the total number of shares of Series D
Convertible Preferred Stock the Holder is at the time converting into Common Stock and the aggregate number of shares of Common
Stock issuable upon such conversion.

 
6.2. Mechanics of Conversion. The conversion of Series D Convertible Preferred Stock shall be conducted in the following manner:
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6.2.1. Conversion Notice. The Holder of record of shares of Series D Convertible Preferred Stock being converted shall (A) transmit by email

(or otherwise deliver) a copy of a properly completed notice of conversion executed by the registered Holder of the Series D Convertible
Preferred Stock subject to such conversion in the form attached hereto as Exhibit A (the “Conversion Notice”) to the Corporation and if
the Corporation has appointed a registered transfer agent, the Corporation’s registered transfer agent (the “Transfer Agent”) (if the
Corporation does not have a registered transfer agent, references hereto to the “Transfer Agent” shall be deemed to be references to the
Corporation) and (B) if required by Section 6.2.3, surrender to a common carrier for delivery to the Corporation as soon as practicable
following such date the original certificates, if any, representing the Series D Convertible Preferred Stock being converted (or compliance
with the procedures set forth in Section 10) (the “Preferred Stock Certificates”).

 
6.2.2. Corporation’s Response. Upon receipt by the Corporation of a copy of a Conversion Notice, the Corporation shall (A) as soon as

practicable, but in any event within three (3) Trading Days, send, via email, a confirmation of receipt of such Conversion Notice to such
Holder and the Transfer Agent, if applicable, which confirmation shall constitute an instruction to the Transfer Agent to process such
Conversion Notice in accordance with the terms herein and (B) on or before the third (3rd) Trading Day following the date of receipt by
the Corporation of such Conversion Notice, (1) provided the Transfer Agent is participating in the DTC Fast Automated Securities
Transfer Program, credit such aggregate number of shares of Common Stock to which the Holder shall be entitled to the Holder’s or its
designee’s balance account with DTC through its Deposit/Withdrawal At Custodian system, or (2) if the Transfer Agent is not
participating in the DTC Fast Automated Securities Transfer Program, issue and deliver to the address as specified in the Conversion
Notice, a certificate, registered in the name of the Holder or its designee, for the number of shares of Common Stock to which the Holder
shall be entitled. If the number of shares of Series D Convertible Preferred Stock represented by the Preferred Stock Certificate(s)
submitted for conversion is greater than the number of shares of Series D Convertible Preferred Stock being converted, then the
Corporation shall or shall direct the Transfer Agent, as soon as practicable and in no event later than three (3) Business Days after receipt
of the Preferred Stock Certificate(s) and at its own expense, issue and deliver to the Holder a new Preferred Stock Certificate representing
the number of shares of Series D Convertible Preferred Stock not converted or it shall direct the Transfer Agent to update the Holder’s
account to reflect the number of shares of Series D Convertible Preferred Stock not converted.
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6.2.3. Book-Entry. Notwithstanding anything to the contrary set forth herein, upon conversion of Series D Convertible Preferred Stock in

accordance with the terms hereof, the Holder thereof shall not be required to physically surrender the Preferred Stock Certificate, if any,
unless (A) the full or remaining number of shares of Series D Convertible Preferred Stock represented by the Preferred Stock Certificate
are being converted, in which case the Holder shall deliver such Preferred Stock Certificate to the Corporation promptly following such
conversion, or (B) a Holder has provided the Corporation with prior written notice (which notice may be included in a Conversion Notice)
requesting reissuance of Series D Convertible Preferred Stock upon physical surrender of any Series D Convertible Preferred Stock. The
Holder and the Corporation shall maintain records showing the number of shares of Series D Convertible Preferred Stock so converted and
the dates of such conversions or shall use such other method, reasonably satisfactory to the Holder and the Corporation, so as not to
require physical surrender of the certificate representing the Series D Convertible Preferred Stock upon each such conversion. In the event
of any dispute or discrepancy, such records of the Corporation establishing the number of shares of Series D Convertible Preferred Stock
to which the record holder is entitled shall be controlling and determinative in the absence of manifest error. Notwithstanding the
foregoing, if Series D Convertible Preferred Stock represented by a certificate are converted as aforesaid, a Holder may not transfer the
certificate representing the Series D Convertible Preferred Stock unless such Holder first physically surrenders the certificate representing
the Series D Convertible Preferred Stock to the Corporation, whereupon the Corporation will forthwith issue and deliver upon the order of
such Holder a new certificate of like tenor, registered as such Holder may request, representing in the aggregate the remaining number of
shares of Series D Convertible Preferred Stock represented by such certificate. A Holder and any assignee, by acceptance of a certificate,
acknowledge and agree that, by reason of the provisions of this paragraph, following conversion of any Series D Convertible Preferred
Stock, the number of shares of Series D Convertible Preferred Stock represented by such certificate may be less than the number of shares
of Series D Convertible Preferred Stock stated on the face thereof.

 
6.2.4. Reservation of Shares. The Corporation shall, so long as any shares of Series D Convertible Preferred Stock are outstanding, reserve and

keep available out of its authorized and unissued Common Stock, solely for the purpose of effecting the conversion of the Series D
Convertible Preferred Stock according to the terms hereof, such number of shares of Common Stock as shall from time to time be
sufficient to effect the conversion of all of the Series D Convertible Preferred Stock then outstanding; and if at any time the number of
authorized but unissued shares of Common Stock shall not be sufficient to effect the conversion of all then outstanding shares of the Series
D Convertible Preferred Stock, the Corporation shall take such corporate action as may be necessary to increase its authorized but
unissued shares of Common Stock to such number of shares as shall be sufficient for such purposes, including, without limitation,
engaging in all reasonable efforts to obtain the requisite stockholder approval of any necessary amendment to the Certificate of
Incorporation. Before taking any action which would cause an adjustment reducing the Series D Conversion Price below the then par
value of the shares of Common Stock issuable upon conversion of the Series D Convertible Preferred Stock, the Corporation will take any
corporate action which may, in the opinion of its counsel, be necessary in order that the Corporation may validly and legally issue fully
paid and non-assessable shares of Common Stock at such adjusted Series D Convertible Conversion Price.
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6.2.5. Dispute Resolution. In the case of a dispute as to the arithmetic calculation of the Series D Conversion Rate, the Corporation shall issue to

the Holder the number of shares of Common Stock that is not disputed and shall transmit an explanation of the disputed determinations or
arithmetic calculations to the Holder via email within one (1) Business Day of receipt of such Holder’s Conversion Notice or other date of
determination. If such Holder and the Corporation are unable to agree upon the determination of the arithmetic calculation of the Series D
Conversion Rate within two (2) Business Days of such disputed determination or arithmetic calculation being transmitted to the Holder,
then the Corporation shall within one (1) Business Day submit via email the disputed arithmetic calculation of the Series D Conversion
Rate to any “big four” international accounting firm that is reasonably acceptable to the Corporation and the Holder, The Corporation shall
cause, at the Corporation’s expense (unless the accounting firm determines in favor of the Corporation, in which case the Holder shall be
responsible for such expense), the accountant to perform the determinations or calculations and notify the Corporation and the Holders of
the results no later than five (5) Business Days from the time it receives the disputed determinations or calculations. Such accountant’s
determination or calculation, as the case may be, shall be binding upon all parties absent error,

 
6.2.6. Record Holder. The Person or Persons entitled to receive the shares of Common Stock issuable upon a conversion of Series D Convertible

Preferred Stock shall be treated for all purposes as the record holder or holders of such shares of Common Stock on the date of conversion,
 

6.2.7. Effect of Conversion. All shares of Series D Convertible Preferred Stock which shall have been surrendered for conversion as herein
provided shall no longer be deemed to be outstanding and all rights with respect to such shares, including the rights, if any, to receive
notices and to vote in the capacity of a Holder, shall forthwith cease and terminate except only the right of the holder thereof to receive
shares of Common Stock in exchange therefor, to receive payment in lieu of any fraction of a share otherwise issuable upon such
conversation as provided in Section6.1.2, and payment of any accrued but unpaid dividends thereon (whether or not declared). Any shares
of Series D Convertible Preferred Stock so converted shall be retired and canceled and shall not be reissued, and the Corporation may
from time to time take such appropriate action as may be necessary to reduce the authorized Series D Convertible Preferred Stock
accordingly.

 
6.2.8. Transfer Taxes. The issuance of certificates, if any, for shares of the Common Stock on conversion of this Series D Convertible Preferred

Stock shall be made without charge to the Holder hereof for any documentary stamp or similar taxes that may be payable in respect of the
issue or delivery of such certificates, provided that the Corporation shall not be required to pay any tax that may be payable in respect of
any transfer involved in the issuance and delivery of any such certificate upon conversion in a name other than that of the Holder of such
shares of Series D Convertible Preferred Stock so converted and the Corporation shall not be required to issue or deliver such certificates
unless or until the person or persons requesting the issuance thereof shall have paid to the Corporation the amount of such tax or shall have
established to the satisfaction of the Corporation that such tax has been paid.
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6.2.9. Corporation’s Failure to Timely Convert. If within three (3) Trading Days after the Corporation’s receipt of the copy of a Conversion

Notice, the Corporation shall fail to credit a Holder’s balance account with DTC or issue and deliver a certificate to such Holder for the
number of shares of Common Stock to which such Holder is entitled upon such Holder’s conversion of Series D Convertible Preferred
Stock (a “Conversion Failure”), and if on or after such third (3rd) Trading Day the Holder purchases (in an open market transaction or
otherwise) shares of Common Stock to deliver in satisfaction of a sale by the Holder of the shares of Common Stock issuable upon such
conversion that the Holder anticipated receiving from the Corporation (a “Buy-In”), then, in addition to all other remedies available to the
Holder, the Corporation shall, within three (3) Trading Days after the Holder's request pay cash to the Holder in an amount equal to the
Holder’s total purchase price (including brokerage commissions and out-of-pocket expenses, if any) for the shares of Common Stock so
purchased (the “Buy-In Price”), at which point the Corporation's obligation to deliver such certificate (and to issue such Common Stock)
shall terminate. “Closing Sale Price” means, for the shares of Common Stock as of any date, the last closing price for such security on the
principal market on which such security is traded, as reported by Bloomberg L.P., or if the foregoing does not apply, the last closing price
of such security in the over-the-counter market on the electronic bulletin board for such security as reported by Bloomberg L.P., or, if no
closing price is reported for such security by Bloomberg L.P., the average of the bid prices, or the ask prices, respectively, of any market
makers for such security as reported in the “pink sheets” by OTC Markets Group Inc. (formerly Pink Sheets LLC).

 
6.3. Corporation’s Right to Convert.
 

6.3.1. At any time or from time to time after the Initial Issuance Date of the Series D Convertible Preferred Stock, if the volume weighted
average price per share, as published by Bloomberg L.P, (or if Bloomberg L.P, does not then exist, a comparable publication) (“VWAP”)
of the shares of Common Stock of the Corporation on its principal trading market that is an Eligible Market (the “Principal Market”) over
any twenty (20) of the thirty (30) consecutive Trading Days exceeds $9.00 (subject to appropriate adjustment in the event of any stock
dividend, stock split, combination or other similar recapitalization) (the “Corporation Conversion Right Event”), the Corporation will have
the right, but not the obligation, by notice given no more than ten (10) Trading Days after the occurrence of such Corporation Conversion
Right Event, to convert each outstanding share of Series D Convertible Preferred Stock into a number of fully paid and nonassessable
shares of Common Stock calculated based on the then applicable Series D Conversion Rate.

 
6.3.2. To exercise the Corporation’s right set forth in Section 6.3.1, the Corporation shall deliver to each Holder of record of Series D

Convertible Preferred Stock an irrevocable written notice (a “Corporation Conversion Notice”) during the ten (10) Trading Day period
referenced above indicating the effective date of the conversion (the “Corporation Conversion Date”), which Corporation Conversion Date
shall be not more than sixty (60), nor less than five (5), days following delivery of the Corporation Conversion Notice.
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6.3.3. On the Corporation Conversion Date, the outstanding shares of Series D Convertible Preferred Stock shall be converted automatically

without any further action by the holders of such shares and whether or not the certificates representing such shares, if any, are surrendered
to the Corporation or its Transfer Agent, and certificates previously representing shares of Series D Convertible Preferred shall represent
only the shares of Common Stock into which the shares of Series D Convertible Preferred previously represented thereby have been
converted pursuant hereto; provided, however, that the Corporation shall not be obligated to issue the shares of Common Stock issuable
upon such conversion of any shares of Series D Convertible Preferred unless certificates evidencing such shares of Series D Convertible
Preferred, if any, are either delivered to the Corporation or the holder notifies the Corporation that such certificates, if any, have been lost,
stolen, or destroyed, and executes an agreement reasonably satisfactory to the Corporation to indemnify the Corporation from any loss
incurred by it in connection therewith. Upon the occurrence of the conversion of the Series D Convertible Preferred pursuant to this
Section 6.3, the Holders of shares of Series D Convertible Preferred shall surrender the certificates representing such shares to the
Corporation and the Corporation shall cause its Transfer Agent to deliver the shares of Common Stock issuable upon such conversion (in
the same manner set forth in Section 6.2.2) to the Holder within three (3) Business Days of the Holder’s delivery of the applicable Series
D Convertible Preferred certificates,

 
7. Repayment of Series D Convertible Preferred Stock.

 
7.1. General. On the date that is the seven (7) year anniversary after the Initial Issuance Date of the Series D Convertible Preferred (the “Maturity

Date”), the Corporation shall, in accordance with Section 7.2 hereof, repay and cancel each share of Series D Convertible Preferred, at a price per
share of the Series D Convertible Preferred equal to the Series D Liquidation Preference Amount, plus an amount equal to any accrued but unpaid
dividends payable thereon until the Maturity Date.

 
7.2. Share Issuance.

 
7.2.1. On the Maturity Date, the Corporation, at its sole option, may elect to pay to the Holders the Series D Liquidation Preference Amount

pursuant to Section 7.1: (i) in cash; (ii) by delivery of shares of Common Stock; or (iii) through any combination of cash and/or Common
Stock.
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7.2.2. If the Corporation elects to make a payment, or any portion thereof, pursuant to this Section 7, in shares of Common Stock, the number of

shares deliverable shall be determined by (A) dividing (x) the cash amount of such payment that would apply if no payment were to be
made in Common Stock, or such portion, by (y) the VWAP of the Common Stock for the period of thirty (30) consecutive Trading Days
ending on the Trading Day immediately preceding the Maturity Date (subject to appropriate adjustment in the event of any stock dividend,
stock split, combination or other similar recapitalization during such period) (the “Base Price”) and adding to the number of shares
determined in accordance with clause (A), (B) an additional number of shares of Common Stock (the “Premium Shares”), calculated as
follows: (i) if the Base Price as calculated pursuant to clause (A) above is greater than $9.00, no Premium Shares shall be issued, (ii) if the
Base Price as calculated pursuant to clause (A) above is greater than $7.00 and equal to or less than $9.00, a number of shares equal to 5%
of the shares to be issued pursuant to Section 7.2.2(A), (iii) if the Base Price as calculated pursuant to clause (A) above is greater than
$6.00 and equal to or less than $7.00, a number of shares equal to 10% of the shares to be issued pursuant to Section 7.2.2(A), (iv) if the
Base Price as calculated pursuant to clause (A) above is greater than $5.00 and equal to or less than $6.00, a number of shares equal to
20% of the shares to be issued pursuant to Section 7.2.2(A) and (v) if the Base Price as calculated pursuant to clause (A) above is less than
or equal to $5.00, a number of shares equal to 25% of the shares to issued pursuant to Section 7.2.2(A). All per share prices set forth in
Section 7.2.2 shall be subject to appropriate adjustment in the event of any stock dividend, stock split, combination or other similar
recapitalization after the Initial Issuance Date.

 
8. Adjustment of Series D Conversion Price.

 
8.1.1. Adjustment of Series D Conversion Price upon Subdivision or Combination of Common Stock. The Series D Conversion Price shall be

subject to adjustment from time to time in accordance with this Section 8. If the Corporation at any time after the Initial Issuance Date
subdivides (by any stock split, stock dividend, recapitalization or otherwise) its outstanding shares of Common Stock into a greater
number of shares, the Series D Conversion Price in effect immediately prior to such subdivision will be proportionately reduced. If the
Corporation at any time after the Initial Issuance Date combines (by combination, reverse stock split or otherwise) its outstanding shares
of Common Stock into a smaller number of shares, the Series D Conversion Price in effect immediately prior to such combination will be
proportionately increased.

 
8.1.2. Adjustment for Merger or Reorganization, etc. Subject to the provisions of Section 4, if there shall occur any reorganization,

recapitalization, reclassification, consolidation or merger involving the Corporation in which the Common Stock (but not the Series D
Convertible Preferred Stock) is converted into or exchanged for securities, cash or other property, then, following any such reorganization,
recapitalization, reclassification, consolidation or merger, each share of Series D Convertible Preferred Stock shall thereafter be
convertible in lieu of the Common Stock into which it was convertible prior to such event into the kind and amount of securities, cash or
other property which a holder of the number of shares of Common Stock of the Corporation issuable upon conversion of one share of
Series D Convertible Preferred Stock immediately prior to such reorganization, recapitalization, reclassification, consolidation or merger
would have been entitled to receive pursuant to such transaction; and, in such case, appropriate adjustment (as determined in good faith by
the Board of Directors of the Corporation) shall be made in the application of the provisions in this Section 8 with respect to the rights and
interests thereafter of the holders of the Series D Convertible Preferred Stock, to the end that the provisions set forth in this Section 8 (and
the provisions with respect to changes in and other adjustments of the Series D Conversion Price) shall thereafter be applicable, as nearly
as reasonably may be, in relation to any securities or other property thereafter deliverable upon the conversion of the Series A Preferred
Stock.
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8.2. Notices.

 
8.2.1. Immediately upon any adjustment of the Series D Conversion Rate and Series D Conversion Price pursuant to Section 8 hereof, the

Corporation will give written notice thereof sent by mail, first class, postage prepaid to each Holder at its address appearing on the stock
register, setting forth in reasonable detail, and certifying, the calculation of such adjustment. In the case of a dispute as to the
determination of such adjustment, then such dispute shall be resolved in accordance with the procedures set forth in Section 6.2.5.

 
8.2.2. Except as otherwise required by law, the Corporation will give written notice to each Holder at least ten (10) Business Days prior to the

date on which the Corporation closes its books or takes a record (A) with respect to any dividend or distribution upon the Common Stock,
or (B) with respect to any pro rata subscription offer to holders of Common Stock,

 
8.2.3. The Corporation will also give written notice to each Holder at least ten (10) Business Days prior to the date on which a Deemed

Liquidation Event will take place.
 
9. Status of Converted Stock. In the event any shares of Series D Convertible Preferred Stock shall be converted pursuant to Sections 6 or 7 hereof, the

shares so converted shall be canceled and shall not be issuable by the Corporation.
 
10. Lost or Stolen Certificates. Upon receipt by the Corporation of evidence reasonably satisfactory to the Corporation of the loss, theft, destruction or

mutilation of any Series D Convertible Preferred Stock Certificates representing the Series D Convertible Preferred Stock, if any, and, in the case of
loss, theft or destruction, of an indemnification undertaking (with surety, if reasonably requested by the Corporation) by the holder thereof to the
Corporation in customary form and, in the case of mutilation, upon surrender and cancellation of the Series D Convertible Preferred Stock
Certificate(s), the Corporation shall execute and deliver new preferred stock certificate(s) of like tenor and date; provided, however, the Corporation
shall not be obligated to re-issue preferred stock certificates if the holder contemporaneously requests the Corporation to convert such Series D
Convertible Preferred Stock into Common Stock.
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11. Remedies, Characterizations. Other Obligations, Breaches and Injunctive Relief. The remedies provided in this Certificate of Designation shall be

cumulative and in addition to all other remedies available under this Certificate of Designation, at law or in equity (including a decree of specific
performance and/or other injunctive relief). No remedy contained herein shall be deemed a waiver of compliance with the provisions giving rise to
such remedy. Nothing herein shall limit a holder of Series D Convertible Preferred Stock’s right to pursue actual damages for any failure by the
Corporation to comply with the terms of this Certificate of Designation. The Corporation covenants to each holder of Series D Convertible Preferred
Stock that there shall be no characterization concerning this instrument other than as expressly provided herein. Amounts set forth or provided for
herein with respect to payments, conversion and the like (and the computation thereof) shall be the amounts to be received by the holder of Series D
Convertible Preferred Stock thereof and shall not, except as expressly provided herein, be subject to any other obligation of the Corporation (or the
performance thereof). The Corporation acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the holders of
Series D Convertible Preferred Stock and that the remedy at law for any such breach may be inadequate. The Corporation therefore agrees that, in the
event of any such breach or threatened breach, the holders of Series D Convertible Preferred Stock shall be entitled, in addition to all other available
remedies, to an injunction restraining any breach, without the necessity of showing economic loss and without any bond or other security being
required,

 
12. Notice. Whenever notice or other communication is required to be given hereunder, unless otherwise provided herein, such notice shall be given in

accordance with contact information provided by each Holder to the Corporation and set forth in the register for the Series D Convertible Preferred
Stock maintained by the Corporation as set forth in Section 15.

 
13. Failure or Indulgence Not Waiver. No failure or delay on the part of any holder of Series D Convertible Preferred Stock in the exercise of any power,

right or privilege hereunder shall operate as a waiver thereof, nor shall any single or partial exercise of any such power, right or privilege preclude
other or further exercise thereof or of any other right, power or privilege.

 
14. Transfer of Series D Convertible Preferred Stock. A Holder may assign some or all of the Series D Convertible Preferred Stock and the accompanying

rights hereunder held by such Holder without the consent of the Corporation; provided that such assignment is in compliance with applicable securities
laws.

 
15. Series D Convertible Preferred Stock Register. The Corporation shall maintain at its principal executive offices (or such other office or agency of the

Corporation as it may designate by notice to the Holders), a register for the Series D Convertible Preferred Stock, in which the Corporation shall record
the name, address and email address of the persons in whose name the Series D Convertible Preferred Stock have been issued, as well as the name,
address and email address of each transferee. The Corporation may treat the person in whose name any Series D Convertible Preferred Stock is
registered on the register as the owner and holder thereof for all purposes, notwithstanding any notice to the contrary, but in all events recognizing any
properly made transfers.

 
16. Stockholder Matters. Any stockholder action, approval or consent required, desired or otherwise sought by the Corporation pursuant to the DGCL, this

Certificate of Designation or otherwise with respect to the issuance of the Series D Convertible Preferred Stock or the Common Stock issuable upon
conversion thereof may be effected by written consent of the Corporation’s stockholders or at a duly called meeting of the Corporation’s stockholders,
all in accordance with the applicable rules and regulations of the DGCL and the applicable provisions hereof This provision is intended to comply with
the applicable sections of the DGCL permitting stockholder action, approval and consent affected by written consent in lieu of a meeting.
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17. General Provisions. In addition to the above provisions with respect to Series D Convertible Preferred Stock, such Series D Convertible Preferred

Stock shall be subject to and be entitled to the benefit of the provisions set forth in the Amended and Restated Certificate of Incorporation of the
Corporation with respect to preferred stock of the Corporation generally.

 
18. Waiver and Amendment. Any of the rights, powers, preferences and other terms of the Series D Convertible Preferred Stock set forth herein may be

waived or amended on behalf of all holders of Series D Convertible Preferred Stock by the affirmative written consent or vote of the holders of at least
50 % of the shares of Series D Convertible Preferred Stock then outstanding.

 
signature page follows
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IN WITNESS WHEREOF, the Corporation has caused this Certificate of Designation to be signed by the undersigned this 23rd day of December,

2016.
 

 FORM HOLDINGS CORP.
  
 By: /s/ Andrew D. Perlman
  Name: Andrew D. Perlman
  Title: Chief Executive Officer

 

  



 

 
EXHIBIT A

 
FORM HOLDINGS CORP.

 
The undersigned hereby elects to convert the number of shares of Series D Convertible Preferred Stock, par value $0.01 per share (the

“Series D Convertible Preferred Stock”), of Form Holdings Corp., a Delaware corporation (the “Corporation”), indicated below into shares of Common
Stock, par value $0.01 per share (the “Common Stock”), of the Corporation, as of the date specified below.

 
Date of Conversion:  

 
Number of shares of Series D Convertible Preferred Stock to be converted:  

 
Stock certificate no(s). of Series D Convertible Preferred Stock to be converted:  

 
Tax ID Number (If applicable):  

 
Please confirm the following information:  
 

Series D Conversion Price:  
 

Number of shares of Common Stock to be issued:  
 

Please issue the Common Stock into which the Series D Convertible Preferred Stock are being converted in the following name and to
the following address:

 
Issue to:  
  

 
Address:  

 
Telephone Number:  

 
Email address:  

 
Authorization:  

 
By:  
Title:  

 
Dated:  

 
Account Number (if electronic book entry transfer):  

 
Transaction Code Number (if electronic book entry transfer):  
  

  



 

 

 
 

CERTIFICATE OF AMENDMENT
OF THE

AMENDED AND RESTATED CERTIFICATE OF INCORPORATION
OF

FORM HOLDINGS CORP.
 

FORM HOLDINGS CORP., a Delaware corporation (the “Corporation”), does hereby certify that:
 
FIRST: The name of the Corporation is FORM HOLDINGS CORP.
  
SECOND: The original Certificate of Incorporation of the Corporation was filed with the Secretary of State of the State of Delaware on January 9,

2006 and the Amended and Restated Certificate of Incorporation of the Corporation was filed with the Secretary of State of the State of
Delaware on June 22, 2010, and as further amended by the Certificates of Amendment of the Amended and Restated Certificate of
Incorporation on July 19, 2012, on November 24, 2015, on November 28, 2016, and on May 5, 2016.

  
THIRD: The Board of Directors of the Corporation (the “Board''), acting in accordance with the provisions of Sections 141 and 242 of the General

Corporation Law of the State of Delaware (the “DGCL”), adopted resolutions amending the Corporation's Amended and Restated
Certificate of Incorporation as follows:

  
 Article First of the Corporation’s Amended and Restated Certificate of Incorporation is hereby deleted in its entirety and replaced with

the following:
  
 “FIRST: The name of the Corporation (hereinafter the “Corporation”) is XpresSpa Group, Inc.”
  
FOURTH: Thereafter, pursuant to a resolution of the Board, this Certificate of Amendment was duly adopted in accordance with the provisions of

Sections 222 and 242 of the DGCL.
  
FIFTH: This Certificate of Amendment shall be effective on January 5, 2018 at 4:01 P.M., Eastern Standard Time.
 
IN WITNESS WHEREOF, the Corporation has caused this CERTIFICATE OF AMENDMENT to be signed by Andrew Perlman, its Chief Executive
Officer, as of the 5th day of January, 2018.
 
 FORM HOLDINGS CORP.
   
 By: /s/ Andrew Perlman
 Name:  Andrew Perlman
 Title: Chief Executive Officer
 

  



 

 

 
 

XPRESSPA GROUP, INC.
 

CERTIFICATE OF DESIGNATION OF PREFERENCES,
RIGHTS AND LIMITATIONS

OF
SERIES E CONVERTIBLE PREFERRED STOCK

 
WHEREAS, the Amended and Restated Certificate of Incorporation (the “Charter”) of XpresSpa Group, Inc., a Delaware corporation (the

“Corporation”), provides for a class of its authorized stock known as preferred stock, comprised of 5,000,000 shares, issuable from time to time in one or
more series;

 
WHEREAS, the Board of Directors of the Corporation (the “Board of Directors”) is authorized to fix the dividend rights, voting rights, conversion

rights, redemption privileges and liquidation preferences of any wholly unissued series of preferred stock and the number of shares constituting any series
and the designation thereof, of any of them; and

 
WHEREAS, it is the desire of the Board of Directors, pursuant to its authority as aforesaid, to fix the rights, preferences, restrictions and other matters

relating to a series of the preferred stock, which shall consist of 1,473,300 shares of the preferred stock which the Corporation has the authority to issue,
classified as Series E Convertible Preferred Stock, as follows:

 
NOW, THEREFORE, BE IT RESOLVED, that the Board of Directors does hereby provide for the issuance of a series of preferred stock in

exchange for other securities, rights, or property and does hereby fix and determine in this Certificate of Designation of Preferences, Rights and
Limitations of the Series E Convertible Preferred Stock (this “Certificate of Designation”) the rights, preferences, restrictions and other matters relating to
such series of preferred stock as follows:

 
TERMS OF PREFERRED STOCK

 
1. Designation and Amount. The class of preferred stock hereby classified shall be designated the “Series E Convertible Preferred Stock”. The initial

number of authorized shares of the Series E Convertible Preferred Stock shall be 1,473,300, which, except as provided herein, shall not be subject to
increase without the consent of the holders of a majority of the then outstanding shares of Series E Convertible Preferred Stock. Each share of the
Series E Convertible Preferred Stock shall have a par value of $0.01.

 
2. Dividends.
 

2.1. Dividends and Distributions to the Holders of Common Stock. From and after the first date of issuance of any shares of Series E Convertible
Preferred Stock (the “Initial Issuance Date”), the holders of Series E Convertible Preferred Stock (each, a “Holder” and collectively, the
“Holders”) shall be entitled to receive such dividends paid and distributions made to the holders of common stock, par value $0.01 per share (the
“Common Stock”), pro rata to the holders of Common Stock to the same extent as if such Holders had converted the Series E Convertible
Preferred Stock into Common Stock and had held such shares of Common Stock on the record date for such dividends and distributions. Payments
under the preceding sentence shall be made concurrently with the dividend or distribution to the holders of Common Stock.

 
2.2. Payment of Dividends. In addition to the dividends described in Section 2.1, from and after the date of the issuance of any shares of Series E

Convertible Preferred Stock, dividends at the rate per annum of $0.186 per share shall accrue on such shares of Series E Convertible Preferred
Stock (subject to appropriate adjustment in the event of any stock dividend, stock split, combination or other similar recapitalization with respect
to the Series E Convertible Preferred Stock) (the “Accruing Dividends”). Accruing Dividends shall accrue from day to day, whether or not
declared, and shall be cumulative; provided, however, that except as set forth in the following sentence of this Section 2.2, in Section 4, or in
Section 7, such Accruing Dividends shall be payable only when, as, and if declared by the Board of Directors and the Corporation shall be under
no obligation to pay such Accruing Dividends. The Corporation shall not declare, pay or set aside any dividends on shares of any other class or
series of capital stock of the Corporation (including the Series D Convertible Preferred Stock and other than dividends on shares of Common
Stock payable in shares of Common Stock) unless the holders of the Series E Convertible Preferred Stock then outstanding shall first receive, or
simultaneously receive, a dividend on each outstanding share of Series E Convertible Preferred Stock in an amount at least equal to (i) the amount
of the aggregate Accruing Dividends then accrued on such share of Series E Convertible Preferred Stock and not previously paid and (ii) the
amount required to be paid pursuant to Section 2.1. The dividends described in this Section 2.2 may be paid in shares of Series E Convertible
Preferred Stock valued at $3.10 per share (provided that any accrued and unpaid dividend payable at maturity may be paid in shares of Common
Stock).

 

  



 

 
3. Liquidation Preference.

 
3.1 Preferential Payments to Holders of Series E Convertible Preferred Stock. In the event of any voluntary or involuntary liquidation, dissolution or

winding up of the Corporation or a Deemed Liquidation Event, subject to the rights of the holders of any other class of preferred stock, the holders
of shares of Series E Convertible Preferred Stock then outstanding shall be entitled to be paid out of the assets of the Corporation available for
distribution to its stockholders before any payment shall be made to the holders of Series D Convertible Preferred Stock by reason of their
ownership thereof or to the holders of Common Stock by reason of their ownership thereof, an amount per share equal to the greater of (i) the
Stated Value (defined below) plus any Accruing Dividends accrued but unpaid thereon, whether or not declared, together with any other dividends
declared but unpaid thereon, or (ii) such amount per share as would have been payable had all shares of Series E Convertible Preferred Stock been
converted into Common Stock pursuant to Section 6 immediately prior to such liquidation, dissolution or winding up of the Corporation or a
Deemed Liquidation Event (the amount payable pursuant to this sentence is hereinafter referred to as the “Series E Liquidation Preference
Amount”). If upon any such liquidation, dissolution or winding up of the Corporation or a Deemed Liquidation Event, the assets of the
Corporation available for distribution to its stockholders shall be insufficient to pay the Holders the full amount to which they shall be entitled
under this Section 3.1, the Holders shall share ratably in any distribution of the assets available for distribution in proportion to the respective
amounts which would otherwise be payable in respect of the shares held by them upon such distribution if all amounts payable on or with respect
to such shares were paid in full.
 

3.2. Payments to Holders of Series D Convertible Preferred Stock and Common Stock. In the event of any voluntary or involuntary liquidation,
dissolution or winding up of the Corporation, after the payment of all preferential amounts required to be paid to the holders of shares of Series E
Convertible Preferred Stock (subject to the rights of the holders of any other class of preferred stock), the remaining assets of the Corporation
available for distribution to its stockholders shall be distributed in accordance with the other provisions of the Charter, including as set forth in the
Certificate of Designation of Preferences, Rights and Limitations of the Series D Convertible Preferred Stock (the “Series D Certificate of
Designation”). For the avoidance of doubt, this Certificate of Designation shall be deemed to amend the Series D Certificate of Designation so as
to effect the senior ranking of the Series E Preferred Stock and the liquidation preference set forth in this Section 3.

 
4. Deemed Liquidation Events.

 
4.1. Certain definitions. For purposes of this Certificate of Designation, the following definitions shall apply:

 
4.1.1. “Business Day” means any day other than Saturday, Sunday or other day on which commercial banks in The City of New York are

authorized or required by law to remain closed.
 

  



 

 
4.1.2. “Deemed Liquidation Event” means that the Corporation shall, directly or indirectly, in one or more related transactions, (A) (i)

consolidate or merge with or into (whether or not the Corporation is the surviving corporation) another Person or (ii) permit any subsidiary
of the Corporation to merge or consolidate with or into (whether or not the subsidiary of the Corporation is the surviving corporation)
another Person, if the Corporation issues shares of its capital stock pursuant to such merger or consolidation (in either (i) or (ii) of this
clause (A)), other than a consolidation or merger involving the Corporation or a subsidiary of the Corporation in which the shares of
capital stock of the Corporation outstanding immediately prior to such consolidation or merger continue to represent, or are converted into
or exchanged for shares of capital stock that represent, immediately following such consolidation or merger, at least a majority of the
Voting Stock of (1) the surviving or resulting corporation; or (2) if the surviving or resulting corporation is a wholly-owned subsidiary of
another corporation immediately following such consolidation or merger, the parent corporation of such surviving or resulting
corporation), or (B) sell, assign, transfer, convey or otherwise dispose of all or substantially all of the properties or assets of the
Corporation on a consolidated basis to another entity, or (C) allow another Person(s) to make a purchase, tender or exchange offer that is
accepted by the holders of more than 50% of the outstanding shares of Voting Stock (not including any shares of Voting Stock held by the
entity or entities making or party to, or associated or affiliated with the entity or entities making or party to, such purchase, tender or
exchange offer), or (D) consummate a stock purchase agreement or other business combination (including, without limitation, a
reorganization, recapitalization, spin-off or scheme of arrangement) with another entity whereby such other entity acquires more than the
50% of the outstanding shares of Voting Stock (not including any shares of Voting Stock held by the other Person(s) making or party to, or
associated or affiliated with the other Person(s) making or party to, such stock purchase agreement or other business combination).

 
4.1.3. “Exchange Act” means the Securities Exchange Act of 1934, as amended.

 
4.1.4. “Eligible Market” means the New York Stock Exchange, Inc., the NYSE MKT, the Nasdaq Global Select Market, the Nasdaq Global

Market, and the Nasdaq Capital Market, and any successor to any of the foregoing.
 

4.1.5. “Person” means an individual, a limited liability company, a partnership, a joint venture, a corporation, a trust, an unincorporated
organization, any other entity and a government or any department or agency thereof.

 
4.1.6. “Required Holders” means the holders of record of a majority of the then outstanding shares of Series E Convertible Preferred Stock.

 
4.1.7. “Stated Value” shall mean $3.10 per share, subject to adjustment for stock splits, stock dividends, recapitalizations, reorganizations,

reclassifications, combinations, reverse stock splits or other similar events relating to the Series E Convertible Preferred Stock after the
Initial Issuance Date.

 
4.1.8. ‘Trading Day” means any day on which the Common Stock is traded on the Principal Market, or, if the Principal Market is not the

principal trading market for the Common Stock, then on the principal securities exchange or securities market on which the shares of
Common Stock are then traded; provided that ‘Trading Day” shall not include any day on which the shares of Common Stock are
scheduled to trade on such exchange or market for less than 4.5 hours or any day that the shares of Common Stock are suspended from
trading during the final hour of trading on such exchange or market (or if such exchange or market does not designate in advance the
closing time of trading on such exchange or market, then during the hour ending at 4:00:00 p.m., New York Time).

 
4.1.9. “Voting Stock” means capital stock of the class or classes pursuant to which the holders thereof have the general voting power to elect, or

the general power to appoint, at least a majority of the board of directors, managers or trustees thereof (irrespective of whether or not at
the time capital stock of any other class or classes shall have or might have voting power by reason of the happening of any contingency
that has not occurred at the time of determination).

 

  



 

 
4.2. Effecting a Deemed Liquidation Event.

 
4.2.1. The Corporation shall not have the power to effect a Deemed Liquidation Event referred to in clause (A) of the definition of “Deemed

Liquidation Event” unless the agreement or plan of merger or consolidation for such transaction (the “Merger Agreement”) provides that
the consideration payable to the stockholders of the Corporation shall be allocated among the holders of capital stock of the Corporation in
accordance with Section 3.

 
4.2.2. In the event of a Deemed Liquidation Event, if the Corporation does not effect a dissolution of the Corporation under the Delaware

General Corporation Law (“DGCL”) within ninety (90) days after such Deemed Liquidation Event, then (i) the Corporation shall send a
written notice to each holder of Series E Convertible Preferred Stock no later than the ninetieth (90th) day after the Deemed Liquidation
Event advising such holders of their right (and the requirements to be met to secure such right) pursuant to the terms of the following
clause; (ii) to require the repayment and cancellation of such shares of Series E Convertible Preferred Stock, and (iii) if the holders of at
least 50% of the then outstanding shares of Series E Convertible Preferred Stock so request in a written instrument delivered to the
Corporation not later than 30 days after receipt of the notice described in clause (i), the Corporation shall use the consideration received by
the Corporation for such Deemed Liquidation Event (net of any retained liabilities associated with the assets sold or technology licensed,
as determined in good faith by the Board of Directors), together with any other assets of the Corporation available for distribution to its
stockholders, subject to the rights of any other existing class of preferred stock, all to the extent permitted by Delaware law governing
distributions to stockholders (the “Available Proceeds”), on the one hundred fiftieth (150th) day after such Deemed Liquidation Event, to
repay and cancel all outstanding shares of Series E Convertible Preferred Stock at a price per share equal to the Series E Liquidation
Preference Amount. Notwithstanding the foregoing, in the event of a repayment pursuant to the preceding sentence, if the Available
Proceeds are not sufficient to repay all outstanding shares of Series E Convertible Preferred Stock, the Corporation shall ratably repay
each Holder’s shares of Series E Convertible Preferred Stock to the fullest extent of such Available Proceeds, and shall repay the
remaining shares as soon as it may lawfully do so under Delaware law governing distributions to stockholders. Prior to the distribution or
repayment provided for in this Section 4.2.2, the Corporation shall not expend or dissipate the consideration received for such Deemed
Liquidation Event, except to discharge expenses incurred in connection with such Deemed Liquidation Event or in the ordinary course of
business.

 
4.3. Amount Deemed Paid or Distributed. The amount deemed paid or distributed to the holders of capital stock of the Corporation upon the

occurrence of a Deemed Liquidation Event shall be the cash or the value of the property, rights or securities paid or distributed to such holders by
the Corporation or the acquiring person, firm or other entity. The value of such property, rights or securities shall be determined in good faith by
the Board of Directors.

 
4.4. Allocation of Escrow and Contingent Consideration. In the event of a Deemed Liquidation Event pursuant to clause (A)(i) of the definition

thereof, if any portion of the consideration payable to the stockholders of the Corporation is payable only upon satisfaction of contingencies (the
“Additional Consideration”), the transaction agreement shall provide that (a) the portion of such consideration that is not Additional Consideration
(such portion, the “Initial Consideration”) shall be allocated among the holders of capital stock of the Corporation in accordance with Sections 3.1
and 3.2 as if the Initial Consideration were the only consideration payable in connection with such Deemed Liquidation Event; and (b) any
Additional Consideration which becomes payable to the stockholders of the Corporation upon satisfaction of such contingencies shall be allocated
among the holders of capital stock of the Corporation in accordance with Sections 3.1 and 3.2 after taking into account the previous payment of
the Initial Consideration as part of the same transaction. For the purposes of this Subsection 4.4, consideration placed into escrow or retained as
holdback to be available for satisfaction of indemnification or similar obligations in connection with such Deemed Liquidation Event shall be
deemed to be Additional Consideration.

 

  



 

 
5. Voting Rights. On any matter presented to the stockholders of the Corporation for their action or consideration at any meeting of stockholders of the

Corporation (or by written consent of stockholders in lieu of meeting), each Holder shall be entitled to cast the number of votes equal to the number of
whole shares of Common Stock into which the shares of Series E Convertible Preferred Stock held by such holder are convertible as of the record date
for determining stockholders entitled to vote on such matter. Except as provided by law or by the other provisions of the Charter, the holders of Series
E Convertible Preferred Stock shall vote together with the holders of Common Stock as a single class.

 
6. Conversion.
 

6.1. Holder’s Right to Convert. The holders of the Series E Convertible Preferred Stock shall have conversion rights as follows (the “Conversion
Rights”):

 
6.1.1. Right to Convert.
 

6.1.1.1. Conversion Ratio. Each share of Series E Convertible Preferred Stock shall be convertible, at the option of the holder thereof, at any
time and from time to time, and without the payment of additional consideration by the holder thereof, into such number of fully paid
and nonassessable shares of Common Stock as is determined by dividing the Stated Value (plus any accrued but unpaid dividends) by
the Series E Conversion Price (as defined below) in effect at the time of conversion (the result of such fraction, the “Series E
Conversion Rate”). The “Series E Conversion Price” shall initially be equal to $0.62. Such initial Series E Conversion Price, and the
rate at which shares of Series E Convertible Preferred Stock may be converted into shares of Common Stock, shall be subject to
adjustment as provided below. On the Initial Issuance Date, the Series E Conversion Rate shall be equal to 5 shares of Common Stock
for each share of Series E Convertible Preferred Stock.

 
6.1.1.2. Termination of Conversion Rights. In the event of a liquidation, dissolution or winding up of the Corporation, the Conversion Rights

shall terminate at the close of business on the last full day preceding the date fixed for the payment of any such amounts distributable
on such event to the holders of Series E Convertible Preferred Stock.

 
6.1.2. Fractional Shares. No fractional shares of Common Stock shall be issued upon conversion of the Series E Convertible Preferred Stock. In

lieu of any fractional shares to which the Holder would otherwise be entitled, the Corporation shall pay cash equal to such fraction
multiplied by the fair market value of a share of Common Stock as determined in good faith by the Board of Directors. Whether or not
fractional shares would be issuable upon such conversion shall be determined on the basis of the total number of shares of Series E
Convertible Preferred Stock the Holder is at the time converting into Common Stock and the aggregate number of shares of Common
Stock issuable upon such conversion.

 
6.2. Mechanics of Conversion. The conversion of Series E Convertible Preferred Stock shall be conducted in the following manner:
 

6.2.1. Conversion Notice. The Holder of record of shares of Series E Convertible Preferred Stock being converted shall (A) transmit by email (or
otherwise deliver) a copy of a properly completed notice of conversion executed by the registered Holder of the Series E Convertible
Preferred Stock subject to such conversion in the form attached hereto as Exhibit A (the “Conversion Notice”) to the Corporation and if
the Corporation has appointed a registered transfer agent, the Corporation’s registered transfer agent (the "Transfer Agent”) (if the
Corporation does not have a registered transfer agent, references hereto to the "Transfer Agent” shall be deemed to be references to the
Corporation) and (B) if required by Section 6.2.3, surrender to a common carrier for delivery to the Corporation as soon as practicable
following such date the original certificates, if any, representing the Series E Convertible Preferred Stock being converted (or compliance
with the procedures set forth in Section 11) (the “Preferred Stock Certificates”).

 

  



 

  
6.2.2. Corporation’s Response. Upon receipt by the Corporation of a copy of a Conversion Notice, the Corporation shall (A) as soon as

practicable, but in any event within three (3) Trading Days, send, via email, a confirmation of receipt of such Conversion Notice to such
Holder and the Transfer Agent, if applicable, which confirmation shall constitute an instruction to the Transfer Agent to process such
Conversion Notice in accordance with the terms herein and (B) on or before the third (3rd) Trading Day following the date of receipt by
the Corporation of such Conversion Notice, (1) provided the Transfer Agent is participating in the DTC Fast Automated Securities
Transfer Program, credit such aggregate number of shares of Common Stock to which the Holder shall be entitled to the Holder’s or its
designee’s balance account with DTC through its Deposit/Withdrawal At Custodian system, or (2) if the Transfer Agent is not
participating in the DTC Fast Automated Securities Transfer Program, issue and deliver to the address as specified in the Conversion
Notice, a certificate, registered in the name of the Holder or its designee, for the number of shares of Common Stock to which the Holder
shall be entitled. If the number of shares of Series E Convertible Preferred Stock represented by the Preferred Stock Certificate(s)
submitted for conversion is greater than the number of shares of Series E Convertible Preferred Stock being converted, then the
Corporation shall or shall direct the Transfer Agent, as soon as practicable and in no event later than three (3) Business Days after receipt
of the Preferred Stock Certificate(s) and at its own expense, issue and deliver to the Holder a new Preferred Stock Certificate representing
the number of shares of Series E Convertible Preferred Stock not converted or it shall direct the Transfer Agent to update the Holder’s
account to reflect the number of shares of Series E Convertible Preferred Stock not converted.

 
6.2.3. Book-Entry. Notwithstanding anything to the contrary set forth herein, upon conversion of Series E Convertible Preferred Stock in

accordance with the terms hereof, the Holder thereof shall not be required to physically surrender the Preferred Stock Certificate, if any,
unless (A) the full or remaining number of shares of Series E Convertible Preferred Stock represented by the Preferred Stock Certificate
are being converted, in which case the Holder shall deliver such Preferred Stock Certificate to the Corporation promptly following such
conversion, or (B) a Holder has provided the Corporation with prior written notice (which notice may be included in a Conversion Notice)
requesting reissuance of Series E Convertible Preferred Stock upon physical surrender of any Series E Convertible Preferred Stock. The
Holder and the Corporation shall maintain records showing the number of shares of Series E Convertible Preferred Stock so converted and
the dates of such conversions or shall use such other method, reasonably satisfactory to the Holder and the Corporation, so as not to
require physical surrender of the certificate representing the Series E Convertible Preferred Stock upon each such conversion. In the event
of any dispute or discrepancy, such records of the Corporation establishing the number of shares of Series E Convertible Preferred Stock
to which the record holder is entitled shall be controlling and determinative in the absence of manifest error. Notwithstanding the
foregoing, if Series E Convertible Preferred Stock represented by a certificate are converted as aforesaid, a Holder may not transfer the
certificate representing the Series E Convertible Preferred Stock unless such Holder first physically surrenders the certificate representing
the Series E Convertible Preferred Stock to the Corporation, whereupon the Corporation will forthwith issue and deliver upon the order of
such Holder a new certificate of like tenor, registered as such Holder may request, representing in the aggregate the remaining number of
shares of Series E Convertible Preferred Stock represented by such certificate. A Holder and any assignee, by acceptance of a certificate,
acknowledge and agree that, by reason of the provisions of this paragraph, following conversion of any Series E Convertible Preferred
Stock, the number of shares of Series E Convertible Preferred Stock represented by such certificate may be less than the number of shares
of Series E Convertible Preferred Stock stated on the face thereof.

 
6.2.4. Reservation of Shares. The Corporation shall, so long as any shares of Series E Convertible Preferred Stock are outstanding, reserve and

keep available out of its authorized and unissued Common Stock, solely for the purpose of effecting the conversion of the Series E
Convertible Preferred Stock according to the terms hereof, such number of shares of Common Stock as shall from time to time be
sufficient to effect the conversion of all of the Series E Convertible Preferred Stock then outstanding; and if at any time the number of
authorized but unissued shares of Common Stock shall not be sufficient to effect the conversion of all then outstanding shares of the Series
E Convertible Preferred Stock, the Corporation shall take such corporate action as may be necessary to increase its authorized but
unissued shares of Common Stock to such number of shares as shall be sufficient for such purposes, including, without limitation,
engaging in all reasonable efforts to obtain the requisite stockholder approval of any necessary amendment to the Charter. Before taking
any action which would cause an adjustment reducing the Series E Conversion Price below the then par value of the shares of Common
Stock issuable upon conversion of the Series E Convertible Preferred Stock, the Corporation will take any corporate action which may, in
the opinion of its counsel, be necessary in order that the Corporation may validly and legally issue fully paid and non-assessable shares of
Common Stock at such adjusted Series E Convertible Conversion Price.

 

  



 

 
6.2.5. Dispute Resolution. In the case of a dispute as to the arithmetic calculation of the Series E Conversion Rate, the Corporation shall issue to

the Holder the number of shares of Common Stock that is not disputed and shall transmit an explanation of the disputed determinations or
arithmetic calculations to the Holder via email within one (1) Business Day of receipt of such Holder’s Conversion Notice or other date of
determination. If such Holder and the Corporation are unable to agree upon the determination of the arithmetic calculation of the Series E
Conversion Rate within two (2) Business Days of such disputed determination or arithmetic calculation being transmitted to the Holder,
then the Corporation shall within one (1) Business Day submit via email the disputed arithmetic calculation of the Series E Conversion
Rate to any “big four” international accounting firm that is reasonably acceptable to the Corporation and the Holder. The Corporation shall
cause, at the Corporation’s expense (unless the accounting firm determines in favor of the Corporation, in which case the Holder shall be
responsible for such expense), the accountant to perform the determinations or calculations and notify the Corporation and the Holders of
the results no later than five (5) Business Days from the time it receives the disputed determinations or calculations. Such accountant’s
determination or calculation, as the case may be, shall be binding upon all parties absent error.

 
6.2.6. Record Holder. The Person or Persons entitled to receive the shares of Common Stock issuable upon a conversion of Series E Convertible

Preferred Stock shall be treated for all purposes as the record holder or holders of such shares of Common Stock on the date of conversion.
 

6.2.7. Effect of Conversion. All shares of Series E Convertible Preferred Stock which shall have been surrendered for conversion as herein
provided shall no longer be deemed to be outstanding and all rights with respect to such shares, including the rights, if any, to receive
notices and to vote in the capacity of a Holder, shall forthwith cease and terminate except only the right of the holder thereof to receive
shares of Common Stock in exchange therefor, to receive payment in lieu of any fraction of a share otherwise issuable upon such
conversation as provided in Section 6.1.2, and payment of any accrued but unpaid dividends thereon (whether or not declared). Any shares
of Series E Convertible Preferred Stock so converted shall be retired and canceled and shall not be reissued, and the Corporation may from
time to time take such appropriate action as may be necessary to reduce the authorized Series E Convertible Preferred Stock accordingly.

 
6.2.8. Transfer Taxes. The issuance of certificates, if any, for shares of the Common Stock on conversion of this Series E Convertible Preferred

Stock shall be made without charge to the Holder hereof for any documentary stamp or similar taxes that may be payable in respect of the
issue or delivery of such certificates, provided that the Corporation shall not be required to pay any tax that may be payable in respect of
any transfer involved in the issuance and delivery of any such certificate upon conversion in a name other than that of the Holder of such
shares of Series E Convertible Preferred Stock so converted and the Corporation shall not be required to issue or deliver such certificates
unless or until the person or persons requesting the issuance thereof shall have paid to the Corporation the amount of such tax or shall have
established to the satisfaction of the Corporation that such tax has been paid.

 

  



 

 
6.2.9. Corporation's Failure to Timely Convert. If within three (3) Trading Days after the Corporation’s receipt of the copy of a Conversion

Notice, the Corporation shall fail to credit a Holder’s balance account with DTC or issue and deliver a certificate to such Holder for the
number of shares of Common Stock to which such Holder is entitled upon such Holder's conversion of Series E Convertible Preferred
Stock (a “Conversion Failure"), and if on or after such third (3rd) Trading Day the Holder purchases (in an open market transaction or
otherwise) shares of Common Stock to deliver in satisfaction of a sale by the Holder of the shares of Common Stock issuable upon such
conversion that the Holder anticipated receiving from the Corporation (a "Buy-In"), then, in addition to all other remedies available to the
Holder, the Corporation shall, within three (3) Trading Days after the Holder's request pay cash to the Holder in an amount equal to the
Holder's total purchase price (including brokerage commissions and out-of-pocket expenses, if any) for the shares of Common Stock so
purchased (the "Buy-In Price”), at which point the Corporation's obligation to deliver such certificate (and to issue such Common Stock)
shall terminate. “Closing Sale Price” means, for the shares of Common Stock as of any date, the last closing price for such security on the
principal market on which such security is traded, as reported by Bloomberg L.P., or if the foregoing does not apply, the last closing price
of such security in the over-the-counter market on the electronic bulletin board for such security as reported by Bloomberg L.P., or, if no
closing price is reported for such security by Bloomberg L.P., the average of the bid prices, or the ask prices, respectively, of any market
makers for such security as reported in the “pink sheets” by OTC Markets Group Inc. (formerly Pink Sheets LLC).

 
6.3. Corporation’s Right to Convert.
 

6.3.1. At any time or from time to time after the Initial Issuance Date of the Series E Convertible Preferred Stock, if the volume weighted
average price per share, as published by Bloomberg L.P. (or if Bloomberg L.P. does not then exist, a comparable publication) (“VWAP”)
of the shares of Common Stock of the Corporation on its principal trading market that is an Eligible Market (the “Principal Market") over
any twenty (20) of the thirty (30) consecutive Trading Days exceeds $9.00 (subject to appropriate adjustment in the event of any stock
dividend, stock split, combination or other similar recapitalization) (the “Corporation Conversion Right Event"), the Corporation will have
the right, but not the obligation, by notice given no more than ten (10) Trading Days after the occurrence of such Corporation Conversion
Right Event, to convert each outstanding share of Series E Convertible Preferred Stock into a number of fully paid and nonassessable
shares of Common Stock calculated based on the then applicable Series E Conversion Rate.

 
6.3.2. To exercise the Corporation’s right set forth in Section 6.3.1, the Corporation shall deliver to each Holder of record of Series E

Convertible Preferred Stock an irrevocable written notice (a “Corporation Conversion Notice") during the ten (10) Trading Day period
referenced above indicating the effective date of the conversion (the “Corporation Conversion Date”), which Corporation Conversion Date
shall be not more than sixty (60), nor less than five (5), days following delivery of the Corporation Conversion Notice.

 
6.3.3. On the Corporation Conversion Date, the outstanding shares of Series E Convertible Preferred Stock shall be converted automatically

without any further action by the holders of such shares and whether or not the certificates representing such shares, if any, are surrendered
to the Corporation or its Transfer Agent, and certificates previously representing shares of Series E Convertible Preferred shall represent
only the shares of Common Stock into which the shares of Series E Convertible Preferred previously represented thereby have been
converted pursuant hereto; provided, however, that the Corporation shall not be obligated to issue the shares of Common Stock issuable
upon such conversion of any shares of Series E Convertible Preferred unless certificates evidencing such shares of Series E Convertible
Preferred, if any, are either delivered to the Corporation or the holder notifies the Corporation that such certificates, if any, have been lost,
stolen, or destroyed, and executes an agreement reasonably satisfactory to the Corporation to indemnify the Corporation from any loss
incurred by it in connection therewith. Upon the occurrence of the conversion of the Series E Convertible Preferred pursuant to this
Section 6.3, the Holders of shares of Series E Convertible Preferred shall surrender the certificates representing such shares to the
Corporation and the Corporation shall cause its Transfer Agent to deliver the shares of Common Stock issuable upon such conversion (in
the same manner set forth in Section 6.2.2) to the Holder within three (3) Business Days of the Holder’s delivery of the applicable Series E
Convertible Preferred certificates.

 

  



 

 
7. Repayment of Series E Convertible Preferred Stock.
 

7.1. General. On the date that is the seven (7) year anniversary after the Initial Issuance Date of the Series E Convertible Preferred (the “Maturity
Date"), the Corporation shall, in accordance with Section 7.2 hereof, repay and cancel each share of Series E Convertible Preferred, at a price per
share of the Series E Convertible Preferred equal to the Series E Liquidation Preference Amount, plus an amount equal to any accrued but unpaid
dividends payable thereon until the Maturity Date.

 
7.2. Share Issuance.
 

7.2.1. On the Maturity Date, the Corporation, at its sole option, may elect to pay to the Holders the Series E Liquidation Preference Amount
pursuant to Section 7.1: (i) in cash; (ii) by delivery of shares of Common Stock; or (iii) through any combination of cash and/or Common
Stock.

 
7.2.2. If the Corporation elects to make a payment, or any portion thereof, pursuant to this Section 7, in shares of Common Stock, the number of

shares deliverable shall be determined by (A) dividing (x) the cash amount of such payment that would apply if no payment were to be
made in Common Stock, or such portion, by (y) the VWAP of the Common Stock for the period of thirty (30) consecutive Trading Days
ending on the Trading Day immediately preceding the Maturity Date (subject to appropriate adjustment in the event of any stock dividend,
stock split, combination or other similar recapitalization during such period); provided, however that such VWAP of the Common Stock
shall not be less than $0.62 (subject to appropriate adjustment in the event of any stock dividend, stock split, combination or other similar
recapitalization during such period) (the “Base Price”) and adding to the number of shares determined in accordance with clause (A), (B)
an additional number of shares of Common Stock (the “Premium Shares”), calculated as follows: (i) if the Base Price as calculated
pursuant to clause (A) above is greater than $9.00, no Premium Shares shall be issued, (ii) if the Base Price as calculated pursuant to
clause (A) above is greater than $7.00 and equal to or less than $9.00, a number of shares equal to 5% of the shares to be issued pursuant
to Section 7.2.2(A), (iii) if the Base Price as calculated pursuant to clause (A) above is greater than $6.00 and equal to or less than $7.00, a
number of shares equal to 10% of the shares to be issued pursuant to Section 7.2.2(A), (iv) if the Base Price as calculated pursuant to
clause (A) above is greater than $5.00 and equal to or less than $6.00, a number of shares equal to 20% of the shares to be issued pursuant
to Section 7.2.2(A) and (v) if the Base Price as calculated pursuant to clause (A) above is less than or equal to $5.00, a number of shares
equal to 25% of the shares to issued pursuant to Section 7.2.2(A). All per share prices set forth in Section 7.2.2 shall be subject to
appropriate adjustment in the event of any stock dividend, stock split, combination or other similar recapitalization after the Initial
Issuance Date.

 
8. Adjustment of Series E Conversion Price.

 
8.1.1. Adjustment of Series E Conversion Price upon Subdivision or Combination of Common Stock. The Series E Conversion Price shall be

subject to adjustment from time to time in accordance with this Section 8. If the Corporation at any time after the Initial Issuance Date
subdivides (by any stock split, stock dividend, recapitalization or otherwise) its outstanding shares of Common Stock into a greater
number of shares, the Series E Conversion Price in effect immediately prior to such subdivision will be proportionately reduced. If the
Corporation at any time after the Initial Issuance Date combines (by combination, reverse stock split or otherwise) its outstanding shares
of Common Stock into a smaller number of shares, the Series E Conversion Price in effect immediately prior to such combination will be
proportionately increased.

 

  



 

 
8.1.2. Adjustment for Merger or Reorganization, etc. Subject to the provisions of Section 4, if there shall occur any reorganization,

recapitalization, reclassification, consolidation or merger involving the Corporation in which the Common Stock (but not the Series E
Convertible Preferred Stock) is converted into or exchanged for securities, cash or other property, then, following any such reorganization,
recapitalization, reclassification, consolidation or merger, each share of Series E Convertible Preferred Stock shall thereafter be
convertible in lieu of the Common Stock into which it was convertible prior to such event into the kind and amount of securities, cash or
other property which a holder of the number of shares of Common Stock of the Corporation issuable upon conversion of one share of
Series E Convertible Preferred Stock immediately prior to such reorganization, recapitalization, reclassification, consolidation or merger
would have been entitled to receive pursuant to such transaction; and, in such case, appropriate adjustment (as determined in good faith by
the Board of Directors of the Corporation) shall be made in the application of the provisions in this Section 8 with respect to the rights and
interests thereafter of the holders of the Series E Convertible Preferred Stock, to the end that the provisions set forth in this Section 8 (and
the provisions with respect to changes in and other adjustments of the Series E Conversion Price) shall thereafter be applicable, as nearly
as reasonably may be, in relation to any securities or other property thereafter deliverable upon the conversion of the Series E Preferred
Stock.

 
8.2. Notices.

 
8.2.1. Immediately upon any adjustment of the Series E Conversion Rate and Series E Conversion Price pursuant to Section 8 hereof, the

Corporation will give written notice thereof sent by mail, first class, postage prepaid to each Holder at its address appearing on the stock
register, setting forth in reasonable detail, and certifying, the calculation of such adjustment. In the case of a dispute as to the
determination of such adjustment, then such dispute shall be resolved in accordance with the procedures set forth in Section 6.2.5.

 
8.2.2. Except as otherwise required by law, the Corporation will give written notice to each Holder at least ten (10) Business Days prior to the

date on which the Corporation closes its books or takes a record (A) with respect to any dividend or distribution upon the Common Stock,
or (B) with respect to any pro rata subscription offer to holders of Common Stock.

 
8.2.3. The Corporation will also give written notice to each Holder at least ten (10) Business Days prior to the date on which a Deemed

Liquidation Event will take place.
 
9. Status of Converted Stock. In the event any shares of Series E Convertible Preferred Stock shall be converted pursuant to Sections 6 or 7 hereof, the

shares so converted shall be canceled and shall not be issuable by the Corporation.
 
10. Series E Convertible Preferred Stock Protective Provisions.

 
10.1.At any time when shares of Series E Convertible Preferred Stock are outstanding, the Corporation shall not make payments in connection with

any of the following without (in addition to any other vote required by law or the Charter) the written consent of the holders of a majority of the
outstanding shares of Series E Convertible Preferred Stock:
 
10.1.1. any cash dividend or payment of any Indebtedness prior to the time such payment is due and payable or payment in cash of any due and

payable Indebtedness where the Corporation may elect to make such payment in shares of capital stock or other equity securities of the
Corporation, other than (i) prepayments made out of the proceeds of the sale of capital stock or other equity securities of the Corporation
(other than sales of Series E Convertible Preferred Stock) or the incurrence of Indebtedness, so long as the aggregate amount of
Indebtedness of the Corporation outstanding following such sale or incurrence is equal to or lesser than the aggregate amount of
Indebtedness outstanding immediately prior to such sale or incurrence, (ii) prepayments made in shares of capital stock or other equity
securities of the Corporation ranking junior to the Series E Convertible Preferred Stock, (iii) the election to pay dividends, pay any
Indebtedness prior to the time such payment is due and payable or pay due and payable Indebtedness in cash if, at the time of such
payment, the Corporation has an aggregate cash balance greater than the then aggregate Stated Value of all shares of Series E Convertible
Preferred Stock issued prior to such payment (whether or not such shares are then outstanding) (such amount, the “Cash Balance
Threshold”) and has delivered to the holders of Series E Convertible Preferred Stock the Cash Balance Certificate (defined below), (iv)
prepayments or elections to pay in cash with respect to up to an aggregate of $100,000 of Indebtedness that is not Indebtedness for
borrowed money evidenced by bonds, notes, debentures or similar instruments or (v) prepayments made out of the proceeds of any
Indebtedness incurred by the Corporation with American Express or any of its affiliates, so long as the Indebtedness to be prepaid has a
higher interest rate than the Indebtedness incurred by the Corporation with American Express or any of its affiliates; or

 

  



 

 
10.1.2. any repurchase of any outstanding securities of the Corporation, other than (i) repurchases made out of the proceeds of the sale of capital

stock or other equity securities of the Corporation (other than sales of Series E Convertible Preferred Stock) or the incurrence of
Indebtedness, so long as the aggregate amount of Indebtedness of the Corporation outstanding following such sale or incurrence is equal
to or lesser than the aggregate amount of Indebtedness outstanding immediately prior to such sale or incurrence or (ii) repurchases, if, at
the time of such repurchase, the Corporation has an aggregate cash balance greater than the then-applicable Cash Balance Threshold and
has delivered to the holders of Series E Convertible Preferred Stock the Cash Balance Certificate.

 
10.1.3. Prior to taking any action pursuant to Sections 10.1.1 (iii) or 10.1.2(ii) (each action a “Proposed Transaction"), the Company shall deliver

to the holders of Series E Convertible Preferred Stock a certificate signed by an officer of the Company certifying that: (i) the Company’s
aggregate cash balance is greater than the Cash Balance Threshold on the date of the Proposed Transaction and at the close of each of the
five Business Days immediately prior to the Proposed Transaction and (ii) after giving effect to the Proposed Transaction, the Company’s
aggregate cash balance will be greater than the Cash Balance Threshold (the “Cash Balance Certificate”).

 
For purposes of this Certificate of Designation, “Indebtedness” means (x) any liabilities for borrowed money or amounts owed (other than trade
accounts payable incurred in the ordinary course of business), and (y) all guaranties, endorsements and other contingent obligations in respect of
indebtedness of others, whether or not the same are or should be reflected in the Corporation’s consolidated balance sheet (or the notes thereto),
except guaranties by endorsement of negotiable instruments for deposit or collection or similar transactions in the ordinary course of business.

 
11. Lost or Stolen Certificates. Upon receipt by the Corporation of evidence reasonably satisfactory to the Corporation of the loss, theft, destruction or

mutilation of any Series E Convertible Preferred Stock Certificates representing the Series E Convertible Preferred Stock, if any, and, in the case of
loss, theft or destruction, of an indemnification undertaking (with surety, if reasonably requested by the Corporation) by the holder thereof to the
Corporation in customary form and, in the case of mutilation, upon surrender and cancellation of the Series E Convertible Preferred Stock
Certificate(s), the Corporation shall execute and deliver new preferred stock certificate(s) of like tenor and date; provided, however, the Corporation
shall not be obligated to re-issue preferred stock certificates if the holder contemporaneously requests the Corporation to convert such Series E
Convertible Preferred Stock into Common Stock.

 
12. Remedies, Characterizations, Other Obligations, Breaches and Injunctive Relief. The remedies provided in this Certificate of Designation shall be

cumulative and in addition to all other remedies available under this Certificate of Designation, at law or in equity (including a decree of specific
performance and/or other injunctive relief). No remedy contained herein shall be deemed a waiver of compliance with the provisions giving rise to
such remedy. Nothing herein shall limit a holder of Series E Convertible Preferred Stock’s right to pursue actual damages for any failure by the
Corporation to comply with the terms of this Certificate of Designation. The Corporation covenants to each holder of Series E Convertible Preferred
Stock that there shall be no characterization concerning this instrument other than as expressly provided herein. Amounts set forth or provided for
herein with respect to payments, conversion and the like (and the computation thereof) shall be the amounts to be received by the holder of Series E
Convertible Preferred Stock thereof and shall not, except as expressly provided herein, be subject to any other obligation of the Corporation (or the
performance thereof). The Corporation acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the holders of
Series E Convertible Preferred Stock and that the remedy at law for any such breach may be inadequate. The Corporation therefore agrees that, in the
event of any such breach or threatened breach, the holders of Series E Convertible Preferred Stock shall be entitled, in addition to all other available
remedies, to an injunction restraining any breach, without the necessity of showing economic loss and without any bond or other security being
required.

 

  



 

 
13. Notice. Whenever notice or other communication is required to be given hereunder, unless otherwise provided herein, such notice shall be given in

accordance with contact information provided by each Holder to the Corporation and set forth in the register for the Series E Convertible Preferred
Stock maintained by the Corporation as set forth in Section 16.

 
14. Failure or Indulgence Not Waiver. No failure or delay on the part of any holder of Series E Convertible Preferred Stock in the exercise of any power,

right or privilege hereunder shall operate as a waiver thereof, nor shall any single or partial exercise of any such power, right or privilege preclude
other or further exercise thereof or of any other right, power or privilege.

 
15. Transfer of Series E Convertible Preferred Stock. A Holder may assign some or all of the Series E Convertible Preferred Stock and the accompanying

rights hereunder held by such Holder without the consent of the Corporation; provided that such assignment is in compliance with applicable securities
laws.

 
16. Series E Convertible Preferred Stock Register. The Corporation shall maintain at its principal executive offices (or such other office or agency of the

Corporation as it may designate by notice to the Holders), a register for the Series E Convertible Preferred Stock, in which the Corporation shall record
the name, address and email address of the persons in whose name the Series E Convertible Preferred Stock have been issued, as well as the name,
address and email address of each transferee. The Corporation may treat the person in whose name any Series E Convertible Preferred Stock is
registered on the register as the owner and holder thereof for all purposes, notwithstanding any notice to the contrary, but in all events recognizing any
properly made transfers.

 
17. Stockholder Matters. Any stockholder action, approval or consent required, desired or otherwise sought by the Corporation pursuant to the DGCL, this

Certificate of Designation or otherwise with respect to the issuance of the Series E Convertible Preferred Stock or the Common Stock issuable upon
conversion thereof may be effected by written consent of the Corporation’s stockholders or at a duly called meeting of the Corporation’s stockholders,
all in accordance with the applicable rules and regulations of the DGCL and the applicable provisions hereof. This provision is intended to comply
with the applicable sections of the DGCL permitting stockholder action, approval and consent affected by written consent in lieu of a meeting.

 
18. General Provisions. In addition to the above provisions with respect to Series E Convertible Preferred Stock, such Series E Convertible Preferred Stock

shall be subject to and be entitled to the benefit of the provisions set forth in the Charter with respect to preferred stock of the Corporation generally.
 
19. Waiver and Amendment. Any of the rights, powers, preferences and other terms of the Series E Convertible Preferred Stock set forth herein may be

waived or amended on behalf of all holders of Series E Convertible Preferred Stock by the affirmative written consent or vote of the holders of at least
50 % of the shares of Series E Convertible Preferred Stock then outstanding.

 
signature page follows

 

  



 

 
IN WITNESS WHEREOF, the Corporation has caused this Certificate of Designation to be signed by the undersigned this 12th day of November,

2018.
 

 XPRESSPA GROUP, INC.
   
 By: /s/ Edward Jankowski
  Name: Edward Jankowski
  Title: Chief Executive Officer

 

  



 

 
EXHIBIT A

 
XPRESSPA GROUP, INC.

 
The undersigned hereby elects to convert the number of shares of Series E Convertible Preferred Stock, par value $0.01 per share (the

“Series E Convertible Preferred Stock”), of XpresSpa Group, Inc., a Delaware corporation (the “Corporation”), indicated below into shares of
Common Stock, par value $0.01 per share (the “Common Stock”), of the Corporation, as of the date specified below.
 

Date of Conversion:  
 

Number of shares of Series E Convertible Preferred Stock to be converted:  
 

Stock certificate no(s). of Series E Convertible Preferred Stock to be converted:  
 

Tax ID Number (If applicable):  
 
Please confirm the following information:  
 

Series E Conversion Price:  
 

Number of shares of Common Stock to be issued:  
 

Please issue the Common Stock into which the Series E Convertible Preferred Stock are being converted in the following name and to the
following address:

 
Issue to:  
  

 
Address:  

 
Telephone Number:  

 
Email address:  

 
Authorization:  

 
By:  
Title:  

 
Dated:  

 
Account Number (if electronic book entry transfer):  

 
Transaction Code Number (if electronic book entry transfer):  

 

  



 

 

 
 

CERTIFICATE OF AMENDMENT
 

TO
 

AMENDED AND RESTATED CERTIFICATE OF INCORPORATION
 

OF XPRESSPA GROUP, INC.
 

Pursuant to Section 242 of the General Corporation Law of the State of Delaware, XpresSpa Group, Inc., a corporation organized and existing under
the laws of the State of Delaware (the “Corporation”), does hereby certify as follows:

 
1.  The name of the Corporation is XpresSpa Group, Inc. The date of filing of its original Certificate of Incorporation with the Secretary of State of the

State of Delaware was January 9, 2006, under the name of Vringo, Inc. The name of the Corporation was changed to FORM Holdings Corp. by filing a
Certificate of Amendment to the Certificate of Incorporation with the Secretary of State of the State of Delaware on May 6, 2016. The name of the
Corporation was changed to XpresSpa Group, Inc. by filing a Certificate of Amendment to the Certificate of Incorporation with the Secretary of State of
the State of Delaware on January 5, 2018.

 
2.  The Board of Directors of the Corporation has duly adopted a resolution pursuant to Section 242 of the General Corporation Law of the State of

Delaware setting forth a proposed amendment to the Amended and Restated Certificate of Incorporation of the Corporation and declaring said amendment
to be advisable. The requisite stockholders of the Corporation have duly approved said proposed amendment in accordance with Section 242 of the General
Corporation Law of the State of Delaware. The amendment amends the Amended and Restated Certificate of Incorporation of the Corporation as follows:

 
Sections (3) and (4) of Article Fourth are hereby amended and restated in their entirety as follows:

 
(3)  Upon effectiveness of this Certificate of Amendment to the Amended and Restated Certificate of Incorporation of the Corporation (the “Effective

Time”), the shares of Common Stock issued and outstanding immediately prior to the Effective Time and the shares of Common Stock issued and held in
the treasury of the Corporation immediately prior to the Effective Time are reclassified into a smaller number of shares such that each twenty (20) shares of
issued Common Stock immediately prior to the Effective Time is reclassified into one (1) share of Common Stock. Notwithstanding the immediately
preceding sentence, no fractional shares shall be issued as a result of the reverse stock split. Instead, any stockholder who would otherwise be entitled to a
fractional share of our Common Stock as a result of the reclassification shall be entitled to receive a cash payment equal to the product of such resulting
fractional interest in one share of our Common Stock multiplied by the closing trading price of our Common Stock on the trading day immediately
preceding the effective date of the reverse stock split. Notwithstanding the foregoing, the Corporation shall not be obliged to issue certificates evidencing
the shares of Common Stock outstanding as a result of the reverse stock split or cash in lieu of fractional shares, if any, unless and until the certificates
evidencing the shares held by a holder prior to the reverse stock split are either delivered to the Corporation or its transfer agent, or the holder notifies the
Corporation or its transfer agent that such certificates have been lost, stolen or destroyed and executes an agreement satisfactory to the Corporation to
indemnify the Corporation from any loss incurred by it in connection with such certificates.

 

  



 

 
(4)  Each stock certificate that, immediately prior to the Effective Time, represented shares of Common Stock that were issued and outstanding

immediately prior to the Effective Time shall, from and after the Effective Time, automatically and without the necessity of presenting the same for
exchange, represent that the number of whole shares of Common Stock after the Effective Time into which the shares of Common Stock formerly
represented by such certificate shall have been reclassified (as well as the right to receive a cash payment in lieu of a fractional share of Common Stock),
provided, however, that each person of record holding a certificate that represented shares of Common Stock that were issued and outstanding immediately
prior to the Effective Time shall receive, upon surrender of such certificate, a new certificate evidencing and representing the number of whole shares of
Common Stock after the Effective Time into which the shares of Common Stock formerly represented by such certificate shall have been reclassified
(including the right to receive a cash payment in lieu of a fractional share of Common Stock).”

 
This Certificate of Amendment shall be effective on February 22, 2019 at 5:00 p.m., Eastern Time.

 
IN WITNESS WHEREOF, the Corporation has caused this Certificate of Amendment to be signed by its Chief Executive Officer on this 22nd day of

February, 2019.
 

 XPRESSPA GROUP, INC.
   
 By: /s/ Douglas Satzman
 Name: Douglas Satzman
 Title: Chief Executive Officer
 

 



 

 
XPRESSPA GROUP, INC.
AMENDMENT TO THE

CERTIFICATE OF DESIGNATION OF PREFERENCES, RIGHTS AND LIMITATIONS
OF SERIES D CONVERTIBLE PREFERRED STOCK

 
This Amendment to the Certificate of Designation of Preferences, Rights and Limitations of the Series D Convertible Preferred Stock (this

“Amendment”) is dated as of July 8, 2019.
 
WHEREAS, the board of directors (“Board of Directors”) of XpresSpa Group, Inc., a Delaware corporation (the “Company”), pursuant to

authority granted to it by the certificate of incorporation of the Company, has previously fixed the rights, preferences, restrictions and other matters relating
to a series of the Company’s preferred stock, consisting of 500,000 authorized shares of preferred stock, classified as Series D Convertible Preferred Stock
(the “Series D Preferred Stock”) and the Certificate of Designation of Preferences, Rights and Limitations of the Series D Convertible Preferred Stock
(the “Certificate of Designation”) was filed with the Secretary of State of the State of Delaware on December 23, 2016 evidencing such terms;

 
WHEREAS, the Holders identified on the signature pages hereto (the “Holders”) are the record and beneficial owners of certain shares of Series

D Preferred Stock, issued pursuant to that certain (a) Agreement and Plan of Merger, dated as of August 8, 2016, as subsequently amended, by and among
the Company (formerly known as FORM Holdings Corp.), FHXMS, LLC, XpresSpa Holdings LLC, the unitholders of XpresSpa Holdings LLC who were
parties thereto (the “Unitholders”) and Mistral XH Representative, LLC, as representative of the Unitholders and (b) the Certificate of Designation;

 
WHEREAS, pursuant to Section 18 of the Certificate of Designation, any of the rights, powers, preferences and other terms of the Series D

Preferred Stock may be waived or amended on behalf of all holders of Series D Preferred Stock by the affirmative written consent or vote of the holders of
at least 50% of the shares of Series D Preferred Stock then outstanding (the “Required Holders”);

 
WHEREAS, the Holders constitute the Required Holders pursuant to the Certificate of Designation and have consented in writing, in accordance

with Section 228 of the General Corporation Law of the State of Delaware (the “DGCL”), on July 8, 2019, to this Amendment on the terms set forth
herein;

 
WHEREAS, the Board of Directors has duly adopted resolutions proposing to adopt this Amendment and declaring this Amendment to be

advisable and in the best interest of the Company and its stockholders; and
 
WHEREAS, the Holders have agreed to convert their shares of Series D Preferred Stock into shares of common stock, par value $0.01 per share,

of the Company (the “Common Stock”) pursuant to Section 6.1.1 of the Certificate of Designation, as amended by this Amendment, upon receipt of
Shareholder Approval (as defined below).

 
NOW, THEREFORE, this Amendment has been duly adopted in accordance with Section 242 of the DGCL and has been executed by a duly

authorized officer of the Company as of the date first set forth above to amend the terms of the Certificate of Designation as follows:
 
1. Capitalized Terms. Unless otherwise specified in this Amendment, all terms herein shall have the same meanings ascribed to them in the

Certificate of Designation.
 

 



 

 
2. Amendment to Section 6.1.1.1. Section 6.1.1.1 of the Certificate of Designation is hereby amended and restated in its entirety as follows:
 
“Conversion Ratio. Each share of Series D Convertible Preferred Stock shall be convertible, at the option of the holder thereof, at any time and
from time to time, and without the payment of additional consideration by the holder thereof, into such number of fully paid and nonassessable
shares of Common Stock as is determined by dividing the Stated Value (plus any accrued but unpaid dividends) by the Series D Conversion Price
(as defined below) in effect at the time of conversion (the result of such fraction, the “Series D Conversion Rate”). The “Series D Conversion
Price” shall initially be equal to $6.00 (before giving effect to the reverse stock split of the Common Stock that was effective on February 22, 2019
(the “Reverse Stock Split”)), but shall be amended to be equal to $2.00, as may be adjusted as provided below, upon receipt of shareholder
approval pursuant to Nasdaq Listing Rule 5635(a) (“Shareholder Approval”). Such Series D Conversion Price, and the rate at which shares of
Series D Convertible Preferred Stock may be converted into shares of Common Stock, shall be subject to adjustment as provided below. For the
avoidance of doubt, any adjustments made to the Series D Conversion Price after July 8, 2019 but prior to receipt of Shareholder Approval shall be
made equitably and proportionately to the Series D Conversion Price following Shareholder Approval. For further avoidance of doubt, other than
the Reverse Stock Split, no other event has occurred after the Initial Issuance Date but prior to July 8, 2019 that would result in the adjustment of
the Series D Conversion Price.”
 
3. Amendment to Section 6.3.4. Section 6.3.4 of the Certificate of Designation is hereby amended and restated in its entirety to add a new Section

6.3.4 as follows:
 

“6.3.4       Each share of Series D Convertible Preferred Stock shall, automatically and without further action on the part of any holder thereof,
be converted effective upon, subject to, and concurrently with, the receipt of the Shareholder Approval, into a number of fully paid and nonassessable
shares of Common Stock calculated based on the then-applicable Series D Conversion Rate (after giving effect to the amendment thereto occurring upon
receipt of the Shareholder Approval as provided in Section 6.1.1). Each holder of any shares of Series D Convertible Preferred Stock converted pursuant to
this Section 6.3.4 shall deliver to this corporation during regular business hours at the office of any transfer agent of this corporation for the Series D
Convertible Preferred Stock, or at such other place as may be designated by the Corporation, the certificate or certificates for the shares so converted, duly
endorsed or assigned in blank or to the Corporation. As promptly as practicable thereafter, the Corporation shall issue and deliver to such holder, at the
place designated by such holder, a certificate or certificates for the number of full shares of the Common Stock to be issued and such holder shall be
deemed to have become a stockholder of record of Common Stock on the date of receipt of the Shareholder Approval unless the transfer books of the
Corporation are closed on that date, in which event he, she or it shall be deemed to have become a stockholder of record of Common Stock on the next
succeeding date on which the transfer books are open.”

 
4. No Other Amendment. Except for the matters set forth in this Amendment, all other terms of the Certificate of Designation and the Series D

Preferred Stock shall remain unchanged and in full force and effect.
 

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
 

 



 

 
IN WITNESS WHEREOF, each of the parties has caused this Amendment to be executed by its duly authorized representatives.

 
XPRESSPA GROUP, INC.
 
By:   
Name: Douglas Satzman  
Title: Chief Executive Officer  
 

  



 

 
XPRESSPA GROUP, INC.

AMENDMENT TO THE
CERTIFICATE OF DESIGNATION OF PREFERENCES,

RIGHTS AND LIMITATIONS
OF

SERIES E CONVERTIBLE PREFERRED STOCK
 
This Amendment to the Certificate of Designation of Preferences, Rights and Limitations of Series E Convertible Preferred Stock (this

“Amendment”) is dated as of July 8, 2019.
 
WHEREAS, the board of directors (“Board of Directors”) of XpresSpa Group, Inc., a Delaware corporation (the “Company”), pursuant to

authority granted to it by the certificate of incorporation of the Company, has previously fixed the rights, preferences, restrictions and other matters relating
to a series of the Company’s preferred stock, consisting of 1,473,300 authorized shares of preferred stock, classified as Series E Convertible Preferred
Stock (the “Series E Preferred Stock”) and the Certificate of Designation of Preferences, Rights and Limitations of Series E Convertible Preferred Stock
(the “Certificate of Designation”) was filed with the Secretary of State of the State of Delaware on November 13, 2018 evidencing such terms;

 
WHEREAS, Calm.com, Inc., a Delaware corporation (the “Holder”) is the record and beneficial owner of certain shares of the Series E Preferred

Stock, issued pursuant to that certain (a) Series E Preferred Stock Purchase Agreement, dated as of November 12, 2018, by and between the Company and
Calm.com, Inc. and (b) the Certificate of Designation;

 
WHEREAS, pursuant to Section 19 of the Certificate of Designation, any of the rights, powers, preferences and other terms of the Series E

Preferred Stock may be waived or amended on behalf of all holders of Series E Preferred Stock by the affirmative written consent or vote of the holders of
at least 50% of the shares of Series E Preferred Stock then outstanding (the “Required Holders”);

 
WHEREAS, the Holder constitutes the Required Holders pursuant to the Certificate of Designation and has consented in writing, in accordance

with Section 228 of the General Corporation Law of the State of Delaware (the “DGCL”), on July 8, 2019, to this Amendment on the terms set forth
herein; and

 
WHEREAS, the Board of Directors has duly adopted resolutions proposing to adopt this Amendment and declaring this Amendment to be

advisable and in the best interest of the Company and its stockholders.
 
NOW, THEREFORE, this Amendment has been duly adopted in accordance with Section 242 of the DGCL and has been executed by a duly

authorized officer of the Company as of the date first set forth above to amend the terms of the Certificate of Designation as follows:
 
1. Capitalized Terms. Unless otherwise specified in this Amendment, all terms herein shall have the same meanings ascribed to them in the

Certificate of Designation.
 

 



 

 
2. Amendment to Section 1. Section 1 of the Certificate of Designation is hereby amended and restated in its entirety as follows:
 
“Designation and Amount. The class of preferred stock hereby classified shall be designated the “Series E Convertible Preferred Stock”. The
number of authorized shares of the Series E Convertible Preferred Stock shall be 2,397,060, which, except as provided herein, shall not be subject
to increase without the consent of the holders of a majority of the then outstanding shares of Series E Convertible Preferred Stock. Each share of
the Series E Convertible Preferred Stock shall have a par value of $0.01.”
 
3. Amendment to Section 5. Section 5 of the Certificate of Designation is hereby amended and restated in its entirety as follows:
 
“Voting Rights. On any matter presented to the stockholders of the Corporation for their action or consideration at any meeting of stockholders of
the Corporation (or by written consent of stockholders in lieu of meeting), each Holder shall be entitled to cast the number of votes equal to the
number of whole shares of Common Stock into which the shares of Series E Convertible Preferred Stock held by such holder are convertible as of
the record date for determining stockholders entitled to vote on such matter. Notwithstanding the foregoing, in no event shall the holders of shares
of Series E Convertible Preferred Stock issued pursuant to that certain Unsecured Convertible Note due May 31, 2022 (the “Note”) be permitted to
exercise a greater number of votes than such holders would have been entitled to cast if the Note had immediately been converted into shares of
Common Stock at a conversion price equal to $1.73 (subject to adjustment for stock splits, stock dividends, recapitalizations, reorganizations,
reclassifications, combinations, reverse stock splits or other similar events). Except as provided by law or by the other provisions of the Charter,
the holders of Series E Convertible Preferred Stock shall vote together with the holders of Common Stock as a single class.”
 
4. Amendment to Section 6.1.1.1. Section 6.1.1.1 of the Certificate of Designation is hereby amended and restated in its entirety as follows:
 
“Conversion Ratio. Each share of Series E Convertible Preferred Stock shall be convertible, at the option of the holder thereof, at any time and
from time to time, and without the payment of additional consideration by the holder thereof, into such number of fully paid and nonassessable
shares of Common Stock as is determined by dividing the Stated Value (plus any accrued but unpaid dividends) by the Series E Conversion Price
(as defined below) in effect at the time of conversion (the result of such fraction, the “Series E Conversion Rate”). The “Series E Conversion
Price” shall initially be equal to $0.62 (before giving effect to the reverse stock split of the Common Stock that was effective on February 22, 2019
(the “Reverse Stock Split”)), but shall be amended to be equal to $2.00, as may be adjusted as provided below, upon receipt of shareholder
approval pursuant to Nasdaq Listing Rule 5635(d) (“Shareholder Approval”). Such Series E Conversion Price, and the rate at which shares of
Series E Convertible Preferred Stock may be converted into shares of Common Stock, shall be subject to adjustment as provided below. For the
avoidance of doubt, any adjustments made to the Series E Conversion Price after July 8, 2019 but prior to receipt of Shareholder Approval shall be
made equitably and proportionately to the Series E Conversion Price following Shareholder Approval. For the further avoidance of doubt, other
than the Reverse Stock Split, no other event has occurred after the Initial Issuance Date but prior to July 8, 2019 that would result in the
adjustment of the Series E Conversion Price.”
 
5. No Other Amendment. Except for the matters set forth in this Amendment, all other terms of the Certificate of Designation and the Series E

Preferred Stock shall remain unchanged and in full force and effect.
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IN WITNESS WHEREOF, the Company has caused this Amendment to be signed by the undersigned as of July 8, 2019.

 
XPRESSPA GROUP, INC.
 
By:  
Name: Douglas Satzman  
Title: Chief Executive Officer  
 

  



 

 
XPRESSPA GROUP, INC.

 
CERTIFICATE OF DESIGNATION OF PREFERENCES,

RIGHTS AND LIMITATIONS
OF

SERIES F CONVERTIBLE PREFERRED STOCK
 

WHEREAS, the Amended and Restated Certificate of Incorporation (the “Charter”) of XpresSpa Group, Inc., a Delaware corporation (the
“Corporation”), provides for a class of its authorized stock known as preferred stock, comprised of 5,000,000 shares, issuable from time to time in one or
more series;

 
WHEREAS, the Board of Directors of the Corporation (the “Board of Directors”) is authorized to fix the dividend rights, voting rights, conversion

rights, redemption privileges and liquidation preferences of any wholly unissued series of preferred stock and the number of shares constituting any series
and the designation thereof, of any of them; and

 
WHEREAS, it is the desire of the Board of Directors, pursuant to its authority as aforesaid, to fix the rights, preferences, restrictions and other matters

relating to a series of the preferred stock, which shall consist of 9,000 shares of the preferred stock which the Corporation has the authority to issue,
classified as Series F Convertible Preferred Stock, as follows:

 
 NOW, THEREFORE, BE IT RESOLVED, that the Board of Directors does hereby provide for the issuance of a series of preferred stock in exchange

for other securities, rights, or property and does hereby fix and determine in this Certificate of Designation of Preferences, Rights and Limitations of the
Series F Convertible Preferred Stock (this “Certificate of Designation”) the rights, preferences, restrictions and other matters relating to such series of
preferred stock as follows:

 
TERMS OF PREFERRED STOCK

 
1.    Designation and Amount. The class of preferred stock hereby classified shall be designated the “Series F Convertible Preferred Stock”. The initial

number of authorized shares of the Series F Convertible Preferred Stock shall be 9,000, which, except as provided herein, shall not be subject to increase
without the consent of the holders of a majority of the then outstanding shares of Series F Convertible Preferred Stock. Each share of the Series F
Convertible Preferred Stock shall have a par value of $0.01.
 

2.    Dividends.
 
2.1       Dividends and Distributions to the Holders of Common Stock. From and after the first date of issuance of any shares of Series F

Convertible Preferred Stock (the “Initial Issuance Date”), the holders of Series F Convertible Preferred Stock (each, a “Holder” and collectively, the
“Holders”) shall be entitled to receive such dividends paid and distributions made to the holders of common stock, par value $0.01 per share (the “Common
Stock”), pro rata to the holders of Common Stock to the same extent as if such Holders had converted the Series F Convertible Preferred Stock into
Common Stock and had held such shares of Common Stock on the record date for such dividends and distributions. Payments under the preceding sentence
shall be made concurrently with the dividend or distribution to the holders of Common Stock.

  
3.    Ranking.

 
3.1        Except with respect to any current series of preferred stock of senior rank to the Series F Preferred Stock (including the Series D Preferred

Stock and Series E Preferred Stock) in respect of the preferences as to dividends, distributions and payments upon the liquidation, dissolution and winding
up of the Corporation (collectively, the “Senior Preferred Stock”) and any current or future series of preferred stock of pari passu rank to the shares of
Series F Preferred Stock in respect of the preferences as to dividends, distributions and payments upon the liquidation, dissolution and winding up of the
Corporation (collectively, the “Parity Stock”), all shares of capital stock of the Corporation shall be junior in rank to all shares of Series F Preferred Stock
with respect to the preferences as to dividends, distributions and payments upon the liquidation, dissolution and winding up of the Corporation
(collectively, the “Junior Stock”). In the event of the merger or consolidation of the Corporation with or into another corporation, the shares of Series F
Preferred Stock shall maintain their relative rights, powers, designations, privileges and preferences provided for herein and no such merger or
consolidation shall result inconsistent therewith.
 

 



 

 
4.    Certain definitions. For purposes of this Certificate of Designation, the following definitions shall apply:

 
4.1.1.       “Business Day” means any day other than Saturday, Sunday or other day on which commercial banks in The City of New York

are authorized or required by law to remain closed.
 

4.1.2.       “Deemed Liquidation Event” means that the Corporation shall, directly or indirectly, in one or more related transactions, (A) (i)
consolidate or merge with or into (whether or not the Corporation is the surviving corporation) another Person or (ii) permit any subsidiary of the
Corporation to merge or consolidate with or into (whether or not the subsidiary of the Corporation is the surviving corporation) another Person, if the
Corporation issues shares of its capital stock pursuant to such merger or consolidation (in either (i) or (ii) of this clause (A)), other than a consolidation or
merger involving the Corporation or a subsidiary of the Corporation in which the shares of capital stock of the Corporation outstanding immediately prior
to such consolidation or merger continue to represent, or are converted into or exchanged for shares of capital stock that represent, immediately following
such consolidation or merger, at least a majority of the Voting Stock of (1) the surviving or resulting corporation; or (2) if the surviving or resulting
corporation is a wholly-owned subsidiary of another corporation immediately following such consolidation or merger, the parent corporation of such
surviving or resulting corporation), or (B) sell, assign, transfer, convey or otherwise dispose of all or substantially all of the properties or assets of the
Corporation on a consolidated basis to another entity, or (C) allow another Person(s) to make a purchase, tender or exchange offer that is accepted by the
holders of more than 50% of the outstanding shares of Voting Stock (not including any shares of Voting Stock held by the entity or entities making or party
to, or associated or affiliated with the entity or entities making or party to, such purchase, tender or exchange offer), or (D) consummate a stock purchase
agreement or other business combination (including, without limitation, a reorganization, recapitalization, spin-off or scheme of arrangement) with another
entity whereby such other entity acquires more than the 50% of the outstanding shares of Voting Stock (not including any shares of Voting Stock held by
the other Person(s) making or party to, or associated or affiliated with the other Person(s) making or party to, such stock purchase agreement or other
business combination).
  

4.1.3.       “Eligible Market” means the New York Stock Exchange, Inc., the NYSE MKT, the Nasdaq Global Select Market, the Nasdaq
Global Market, and the Nasdaq Capital Market, and any successor to any of the foregoing.
 

4.1.4.       “Equity Conditions” means each of the following conditions: (i) a registration statement shall be effective and available for the
issuance or resale of all shares of Common Stock issuable upon conversion of the Series F Preferred Stock; (ii) the Corporation shall have delivered all
shares of Common Stock upon conversion of all shares of Series F Preferred Stock previously exercised by the Holder; (iii) any applicable shares of
Common Stock to be issued in connection with the event requiring determination may be issued in full without violating the rules or regulations of the
Principal Market or any other applicable Eligible Market; (iv) the Holder shall not be in possession of any material, nonpublic information received from
the Corporation or any of its agents or affiliates; and (v) the shares of Common Stock issuable pursuant the event requiring the satisfaction of the Equity
Conditions are duly authorized and listed and eligible for trading without restriction on an Eligible Market. For point of clarification, the non-delivery of
shares of Common Stock as a result of their designation as “Excess Shares” shall not constitute an Equity Conditions Failure.
 

4.1.5.       “Exchange Act” means the Securities Exchange Act of 1934, as amended.
 

 



 

 
4.1.6.       “Exempt Issuance” means the issuance of (a) shares of Common Stock and options to officers, directors, employees or

consultants of the Corporation after the Initial Issuance Date pursuant to plans approved by the shareholders of the Corporation and which issuances are
approved by a majority of the independent members of a committee of the board of directors, (b) securities exercisable or exchangeable for or convertible
into shares of Common Stock issued and outstanding on the date of this Certificate of Designation, provided that such securities and any term thereof have
not been amended since the date of this Certificate of Designation to increase the number of such securities or to decrease the issue price, exercise price,
exchange price or conversion price of such securities, (c) securities issued pursuant to acquisitions or strategic transactions approved by a majority of the
disinterested directors of the Corporation, provided that any such issuance shall only be to a Person (or to the equity holders of a Person) which is, itself or
through its subsidiaries, an operating company or an owner of an asset in a business synergistic with the business of the Corporation and shall be intended
to provide to the Corporation substantial additional benefits in addition to the investment of funds, but shall not include a transaction in which the
Corporation is issuing securities primarily for the purpose of raising capital or to an entity whose primary business is investing in securities, (d) up to
25,000 shares of Common Stock, (e) securities as payment for investment banking services provided to the Corporation, (f) securities issued to third party
vendors as payment for goods or services, (g) securities issued to the Corporation’s Airport Concession Disadvantaged Business Enterprise partners, and
(h) (i) securities issued as payment of interest pursuant to the Credit Agreement dated as of April 22, 2015, as subsequently amended through the date
hereof by and between XpresSpa Holdings, LLC and Rockmore Investment Master Fund Ltd. (including, without limitation, that certain Fourth
Amendment to Credit Agreement, dated as of July 8, 2019, by and between the Company and B3D, LLC).

 
4.1.7.       “Person” means an individual, a limited liability company, a partnership, a joint venture, a corporation, a trust, an

unincorporated organization, any other entity and a government or any department or agency thereof.
 
4.1.8.       “Principal Market” means the Nasdaq Capital Market.
 
4.1.9.       “Required Holders” means the holders of record of a majority of the then outstanding shares of Series F Convertible Preferred

Stock.
 
4.1.10.     “Shareholder Approval” means such approval as may be required by the applicable rules and regulations of the Nasdaq Stock

Market (or any successor entity) from the shareholders of the Corporation with respect to the transactions contemplated by the SPA Amendment and this
Certificate of Designation (including, without limitation, Sections 6 and Section 7.1.3 hereof).

 
4.1.11.     “SPA Amendment” means that certain Amendment to Securities Purchase Agreement by and between the Corporation and the

signatories identified therein dated as of July 8, 2019.
 
4.1.12.     “Stated Value” shall mean $100.00 per share, subject to adjustment for stock splits, stock dividends, recapitalizations,

reorganizations, reclassifications, combinations, reverse stock splits or other similar events relating to the Series F Convertible Preferred Stock after the
Initial Issuance Date.

 
4.1.13.     “Trading Day” means any day on which the Common Stock is traded on the Principal Market, or, if the Principal Market is not

the principal trading market for the Common Stock, then on the principal securities exchange or securities market on which the shares of Common Stock
are then traded; provided that “Trading Day” shall not include any day on which the shares of Common Stock are scheduled to trade on such exchange or
market for less than 4.5 hours or any day that the shares of Common Stock are suspended from trading during the final hour of trading on such exchange or
market (or if such exchange or market does not designate in advance the closing time of trading on such exchange or market, then during the hour ending at
4:00:00 p.m., New York Time).

 
4.1.14.     “Voting Stock” means capital stock of the class or classes pursuant to which the holders thereof have the general voting power

to elect, or the general power to appoint, at least a majority of the board of directors, managers or trustees thereof (irrespective of whether or not at the time
capital stock of any other class or classes shall have or might have voting power by reason of the happening of any contingency that has not occurred at the
time of determination).
 

4.2.       Amount Deemed Paid or Distributed. The amount deemed paid or distributed to the holders of capital stock of the Corporation upon the
occurrence of a Deemed Liquidation Event shall be the cash or the value of the property, rights or securities paid or distributed to such holders by the
Corporation or the acquiring person, firm or other entity. The value of such property, rights or securities shall be determined in good faith by the Board of
Directors.

 

 



 

 
4.3.       Allocation of Escrow and Contingent Consideration. In the event of a Deemed Liquidation Event pursuant to clause (A)(i) of the

definition thereof, if any portion of the consideration payable to the stockholders of the Corporation is payable only upon satisfaction of contingencies (the
“Additional Consideration”), the transaction agreement shall provide that (a) the portion of such consideration that is not Additional Consideration (such
portion, the “Initial Consideration”) shall be allocated among the holders of capital stock of the Corporation in accordance with Section 3.1 as if the Initial
Consideration were the only consideration payable in connection with such Deemed Liquidation Event; and (b) any Additional Consideration which
becomes payable to the stockholders of the Corporation upon satisfaction of such contingencies shall be allocated among the holders of capital stock of the
Corporation in accordance with Section 3.1 after taking into account the previous payment of the Initial Consideration as part of the same transaction. For
the purposes of this Subsection 4.3, consideration placed into escrow or retained as holdback to be available for satisfaction of indemnification or similar
obligations in connection with such Deemed Liquidation Event shall be deemed to be Additional Consideration.

  
5. Voting Rights. Holders of Series F Preferred Stock shall have no voting rights, except as required by law (including without limitation, the DGCL)

and as expressly provided in this Certificate of Designation. Subject to Section 6.2.10, to the extent that under the DGCL holders of the Series F Preferred
Stock are required to vote on a matter with holders of shares of Common Stock, voting together as one class, each share of Series F Preferred Stock shall
entitle the holder thereof to cast that number of votes per share as is equal to the number of shares of Common Stock into which it is then convertible
(subject to the ownership limitations specified in Section 6.2.10 hereof) using the record date for determining the stockholders of the Corporation eligible
to vote on such matters as the date as of which the Series F Conversion Price is calculated. Holders of the shares of Series F Preferred Stock shall be
entitled to written notice of all stockholder meetings or written consents (and copies of proxy materials and other information sent to stockholders) with
respect to which they would be entitled by vote, which notice would be provided pursuant to the Corporation’s bylaws and the DGCL.
  

6.    Conversion.
 

6.1. Holder’s Right to Convert. Upon receipt of Shareholder Approval, the holders of the Series F Convertible Preferred Stock shall have conversion
rights as follows (the “Conversion Rights”):
  

6.1.1.  Right to Convert.
 

6.1.1.1.  Conversion Ratio. Each share of Series F Convertible Preferred Stock shall be convertible, at the option of the holder thereof, at any
time and from time to time, and without the payment of additional consideration by the holder thereof, into such number of fully paid and nonassessable
shares of Common Stock as is determined by dividing the Stated Value (plus any accrued but unpaid dividends) by the Series F Conversion Price (as
defined below) in effect at the time of conversion (the result of such fraction, the “Series F Conversion Rate”). The “Series F Conversion Price” shall
initially be equal to $2.00. Such initial Series F Conversion Price, and the rate at which shares of Series F Convertible Preferred Stock may be converted
into shares of Common Stock, shall be subject to adjustment as provided below. On the Initial Issuance Date, the Series F Conversion Rate shall be equal to
50 shares of Common Stock for each share of Series F Convertible Preferred Stock.
 

6.1.1.2.  Termination of Conversion Rights. In the event of a liquidation, dissolution or winding up of the Corporation, the Conversion Rights
shall terminate at the close of business on the last full day preceding the date fixed for the payment of any such amounts distributable on such event to the
holders of Series F Convertible Preferred Stock.
 

6.1.2.  Fractional Shares. No fractional shares of Common Stock shall be issued upon conversion of the Series F Convertible Preferred Stock. In
lieu of any fractional shares to which the Holder would otherwise be entitled, the Corporation shall pay cash equal to such fraction multiplied by the fair
market value of a share of Common Stock as determined in good faith by the Board of Directors. Whether or not fractional shares would be issuable upon
such conversion shall be determined on the basis of the total number of shares of Series F Convertible Preferred Stock the Holder is at the time converting
into Common Stock and the aggregate number of shares of Common Stock issuable upon such conversion.
 

 



 

 
6.2. Mechanics of Conversion. The conversion of Series F Convertible Preferred Stock shall be conducted in the following manner:

 
6.2.1.  Conversion Notice. The Holder of record of shares of Series F Convertible Preferred Stock being converted shall (A) transmit by email (or

otherwise deliver) a copy of a properly completed notice of conversion executed by the registered Holder of the Series F Convertible Preferred Stock
subject to such conversion in the form attached hereto as Exhibit A (the “Conversion Notice”) to the Corporation and if the Corporation has appointed a
registered transfer agent, the Corporation’s registered transfer agent (the “Transfer Agent”) (if the Corporation does not have a registered transfer agent,
references hereto to the “Transfer Agent” shall be deemed to be references to the Corporation) and (B) if required by Section 6.2.3, surrender to a common
carrier for delivery to the Corporation as soon as practicable following such date the original certificates, if any, representing the Series F Convertible
Preferred Stock being converted (or compliance with the procedures set forth in Section 10) (the “Preferred Stock Certificates”).
 

6.2.2.  Corporation’s Response. Upon receipt by the Corporation of a copy of a Conversion Notice, the Corporation shall (A) as soon as
practicable, but in any event within three (3) Trading Days, send, via email, a confirmation of receipt of such Conversion Notice to such Holder and the
Transfer Agent, if applicable, which confirmation shall constitute an instruction to the Transfer Agent to process such Conversion Notice in accordance
with the terms herein and (B) on or before the second (2nd) Trading Day following the date of receipt by the Corporation of such Conversion Notice, (1)
provided the Transfer Agent is participating in the DTC Fast Automated Securities Transfer Program, credit such aggregate number of shares of Common
Stock to which the Holder shall be entitled to the Holder’s or its designee’s balance account with DTC through its Deposit/Withdrawal At Custodian
system, or (2) if the Transfer Agent is not participating in the DTC Fast Automated Securities Transfer Program, issue and deliver to the address as
specified in the Conversion Notice, a certificate, registered in the name of the Holder or its designee, for the number of shares of Common Stock to which
the Holder shall be entitled. If the number of shares of Series F Convertible Preferred Stock represented by the Preferred Stock Certificate(s) submitted for
conversion is greater than the number of shares of Series F Convertible Preferred Stock being converted, then the Corporation shall or shall direct the
Transfer Agent, as soon as practicable and in no event later than three (3) Business Days after receipt of the Preferred Stock Certificate(s) and at its own
expense, issue and deliver to the Holder a new Preferred Stock Certificate representing the number of shares of Series F Convertible Preferred Stock not
converted or it shall direct the Transfer Agent to update the Holder’s account to reflect the number of shares of Series F Convertible Preferred Stock not
converted.
  

6.2.3.  Book-Entry. Notwithstanding anything to the contrary set forth herein, upon conversion of Series F Convertible Preferred Stock in
accordance with the terms hereof, the Holder thereof shall not be required to physically surrender the Preferred Stock Certificate, if any, unless (A) the full
or remaining number of shares of Series F Convertible Preferred Stock represented by the Preferred Stock Certificate are being converted, in which case the
Holder shall deliver such Preferred Stock Certificate to the Corporation promptly following such conversion, or (B) a Holder has provided the Corporation
with prior written notice (which notice may be included in a Conversion Notice) requesting reissuance of Series F Convertible Preferred Stock upon
physical surrender of any Series F Convertible Preferred Stock. The Holder and the Corporation shall maintain records showing the number of shares of
Series F Convertible Preferred Stock so converted and the dates of such conversions or shall use such other method, reasonably satisfactory to the Holder
and the Corporation, so as not to require physical surrender of the certificate representing the Series F Convertible Preferred Stock upon each such
conversion. In the event of any dispute or discrepancy, such records of the Corporation establishing the number of shares of Series F Convertible Preferred
Stock to which the record holder is entitled shall be controlling and determinative in the absence of manifest error. Notwithstanding the foregoing, if Series
F Convertible Preferred Stock represented by a certificate are converted as aforesaid, a Holder may not transfer the certificate representing the Series F
Convertible Preferred Stock unless such Holder first physically surrenders the certificate representing the Series F Convertible Preferred Stock to the
Corporation, whereupon the Corporation will forthwith issue and deliver upon the order of such Holder a new certificate of like tenor, registered as such
Holder may request, representing in the aggregate the remaining number of shares of Series F Convertible Preferred Stock represented by such certificate.
A Holder and any assignee, by acceptance of a certificate, acknowledge and agree that, by reason of the provisions of this paragraph, following conversion
of any Series F Convertible Preferred Stock, the number of shares of Series F Convertible Preferred Stock represented by such certificate may be less than
the number of shares of Series F Convertible Preferred Stock stated on the face thereof.
 

 



 

 
6.2.4.  Reservation of Shares. The Corporation shall, so long as any shares of Series F Convertible Preferred Stock are outstanding, reserve and

keep available out of its authorized and unissued Common Stock, solely for the purpose of effecting the conversion of the Series F Convertible Preferred
Stock according to the terms hereof, such number of shares of Common Stock as shall from time to time be sufficient to effect the conversion of all of the
Series F Convertible Preferred Stock then outstanding; and if at any time the number of authorized but unissued shares of Common Stock shall not be
sufficient to effect the conversion of all then outstanding shares of the Series F Convertible Preferred Stock, the Corporation shall take such corporate
action as may be necessary to increase its authorized but unissued shares of Common Stock to such number of shares as shall be sufficient for such
purposes, including, without limitation, engaging in all reasonable efforts to obtain the requisite stockholder approval of any necessary amendment to the
Charter. Before taking any action which would cause an adjustment reducing the Series F Conversion Price below the then par value of the shares of
Common Stock issuable upon conversion of the Series F Convertible Preferred Stock, the Corporation will take any corporate action which may, in the
opinion of its counsel, be necessary in order that the Corporation may validly and legally issue fully paid and non-assessable shares of Common Stock at
such adjusted Series F Convertible Conversion Price.
 

6.2.5.  Dispute Resolution. In the case of a dispute as to the arithmetic calculation of the Series F Conversion Rate, the Corporation shall issue to
the Holder the number of shares of Common Stock that is not disputed and shall transmit an explanation of the disputed determinations or arithmetic
calculations to the Holder via email within one (1) Business Day of receipt of such Holder’s Conversion Notice or other date of determination. If such
Holder and the Corporation are unable to agree upon the determination of the arithmetic calculation of the Series F Conversion Rate within two (2)
Business Days of such disputed determination or arithmetic calculation being transmitted to the Holder, then the Corporation shall within one (1) Business
Day submit via email the disputed arithmetic calculation of the Series F Conversion Rate to any “big four” international accounting firm that is reasonably
acceptable to the Corporation and the Holder. The Corporation shall cause, at the Corporation’s expense (unless the accounting firm determines in favor of
the Corporation, in which case the Holder shall be responsible for such expense), the accountant to perform the determinations or calculations and notify
the Corporation and the Holders of the results no later than five (5) Business Days from the time it receives the disputed determinations or calculations.
Such accountant’s determination or calculation, as the case may be, shall be binding upon all parties absent error.
 

6.2.6.  Record Holder. The Person or Persons entitled to receive the shares of Common Stock issuable upon a conversion of Series F Convertible
Preferred Stock shall be treated for all purposes as the record holder or holders of such shares of Common Stock on the date of conversion.
 

6.2.7.  Effect of Conversion. All shares of Series F Convertible Preferred Stock which shall have been surrendered for conversion as herein
provided shall no longer be deemed to be outstanding and all rights with respect to such shares, including the rights, if any, to receive notices and to vote in
the capacity of a Holder, shall forthwith cease and terminate except only the right of the holder thereof to receive shares of Common Stock in exchange
therefor, to receive payment in lieu of any fraction of a share otherwise issuable upon such conversation as provided in Section 6.1.2, and payment of any
accrued but unpaid dividends thereon (whether or not declared). Any shares of Series F Convertible Preferred Stock so converted shall be retired and
canceled and shall not be reissued, and the Corporation may from time to time take such appropriate action as may be necessary to reduce the authorized
Series F Convertible Preferred Stock accordingly.
 

6.2.8.  Transfer Taxes. The issuance of certificates, if any, for shares of the Common Stock on conversion of this Series F Convertible Preferred
Stock shall be made without charge to the Holder hereof for any documentary stamp or similar taxes that may be payable in respect of the issue or delivery
of such certificates, provided that the Corporation shall not be required to pay any tax that may be payable in respect of any transfer involved in the
issuance and delivery of any such certificate upon conversion in a name other than that of the Holder of such shares of Series F Convertible Preferred Stock
so converted and the Corporation shall not be required to issue or deliver such certificates unless or until the person or persons requesting the issuance
thereof shall have paid to the Corporation the amount of such tax or shall have established to the satisfaction of the Corporation that such tax has been paid.
  

 



 

 
6.2.9.  Corporation's Failure to Timely Convert. If within two (2) Trading Days after the Corporation’s receipt of the copy of a Conversion Notice

(the “Share Delivery Date”), the Corporation shall fail to credit a Holder's balance account with DTC or issue and deliver a certificate to such Holder for
the number of shares of Common Stock to which such Holder is entitled upon such Holder's conversion of Series F Convertible Preferred Stock (a
"Conversion Failure"), then (X) the Company shall pay in cash to the Holder on each day after the Share Delivery Date and during such Conversion Failure
an amount equal to 1.0% of the product of (A) the number of shares of Common Stock not issued to the Holder on or prior to the Share Delivery Date and
to which the Holder is entitled, and (B) the higher of (i) the then in effect Series F Conversion Price or (ii) the closing price of the Common Stock on the
date of the applicable Conversion Notice, and (Y) the Holder, upon written notice to the Company, may void its Conversion Notice with respect to, and
retain or have returned, as the case may be, any portion of the shares of Series F Preferred Stock that have not been converted pursuant to such Conversion
Notice; provided that the voiding of a Conversion Notice shall not affect the Company’s obligations to make any payments which have accrued prior to the
date of such notice pursuant to this Section 6.2.9 or otherwise. In addition, if on or after the Share Delivery Date the Holder purchases (in an open market
transaction or otherwise) shares of Common Stock to deliver in satisfaction of a sale by the Holder of the shares of Common Stock issuable upon such
conversion that the Holder anticipated receiving from the Corporation (a "Buy-In"), then, in addition to all other remedies available to the Holder, the
Corporation shall, within two (2) Trading Days after the Holder's request pay cash to the Holder in an amount equal to the Holder's total purchase price
(including brokerage commissions and out-of-pocket expenses, if any) for the shares of Common Stock so purchased (the "Buy-In Price"), at which point
the Corporation's obligation to deliver such certificate (and to issue such Common Stock) shall terminate. “Closing Sale Price” means, for the shares of
Common Stock as of any date, the last closing price for such security on the principal market on which such security is traded, as reported by Bloomberg
L.P., or if the foregoing does not apply, the last closing price of such security in the over-the-counter market on the electronic bulletin board for such
security as reported by Bloomberg L.P., or, if no closing price is reported for such security by Bloomberg L.P., the average of the bid prices, or the ask
prices, respectively, of any market makers for such security as reported in the “pink sheets” by OTC Markets Group Inc. (formerly Pink Sheets LLC).
 

6.2.10.   Notwithstanding anything to the contrary contained in this Certificate of Designation, the shares of Series F Preferred Stock held by a
Holder shall not be convertible by such Holder, and the Corporation shall not effect any conversion of any shares of Series F Preferred Stock held by such
Holder, to the extent (but only to the extent) that such Holder or any of its affiliates would beneficially own in excess of 4.99% (the “Maximum
Percentage”) of the Common Stock. To the extent the above limitation applies, the determination of whether the shares of Series F Preferred Stock held by
such Holder shall be convertible (vis-à-vis other convertible, exercisable or exchangeable securities owned by such Holder or any of its affiliates) and of
which such securities shall be convertible, exercisable or exchangeable (as among all such securities owned by such Holder and its affiliates) shall, subject
to such Maximum Percentage limitation, be determined on the basis of the first submission to the Corporation for conversion, exercise or exchange (as the
case may be). No prior inability of a Holder to convert shares of Series F Preferred Stock, or of the Corporation to issue shares of Common Stock to such
Holder, pursuant to this Section 6.2.10. shall have any effect on the applicability of the provisions of this Section 6.2.10. with respect to any subsequent
determination of convertibility or issuance (as the case may be). For purposes of this Section 6.2.10., beneficial ownership and all determinations and
calculations (including, without limitation, with respect to calculations of percentage ownership) shall be determined in accordance with Section 13(d) of
the Exchange Act and the rules and regulations promulgated thereunder. The provisions of this Section 6.2.10. shall be implemented in a manner otherwise
than in strict conformity with the terms of this Section 6.2.10. to correct this Section 6.2.10. (or any portion hereof) which may be defective or inconsistent
with the intended Maximum Percentage beneficial ownership limitation herein contained or to make changes or supplements necessary or desirable to
properly give effect to such Maximum Percentage limitation. The limitations contained in this Section 6.2.10. shall apply to a successor holder of shares of
Series F Preferred Stock. The Corporation may not waive this Section 6.2.10. without the consent of holders of a majority of its Common Stock. For any
reason at any time, upon the written or oral request of a Holder, the Corporation shall within one (1) Business Day confirm orally and in writing to such
Holder the number of shares of Common Stock then outstanding, including by virtue of any prior conversion or exercise of convertible or exercisable
securities into Common Stock, including, without limitation, pursuant to this Certificate of Designation.
 

 



 

 
6.3. Corporation’s Right to Convert.

 
6.3.1.  At any time or from time to time after the Initial Issuance Date of the Series F Convertible Preferred Stock, if (i) the closing price of the

Common Stock listed on the Principal Market equals or exceeds $2.75 (subject to appropriate adjustments for stock splits, stock dividends,
recapitalizations, reorganizations, reclassifications, combinations, reverse stock splits or other similar transactions after the Issuance Date) for not less than
fifteen (15) consecutive Trading Days (the “Corporation Conversion Right Measuring Period”); (ii) the daily average number of shares of Common Stock
listed on the Principal Market traded during the Corporation Conversion Right Measuring Period equals or exceeds 100,000 (subject to appropriate
adjustments for stock splits, stock dividends, recapitalizations, reorganizations, reclassifications, combinations, reverse stock splits or other similar
transactions after the Issuance Date); and (iii) no Equity Conditions Failure (as defined below) has occurred (unless such Equity Conditions Failure has
been waived) as of such date (clauses (i), (ii) and (iii), the “Corporation Conversion Right Event”), the Corporation will have the right, but not the
obligation, to convert each outstanding share of Series F Convertible Preferred Stock into a number of fully paid and nonassessable shares of Common
Stock calculated based on the Series F Conversion Rate as of the Mandatory Conversion Date (as defined below) (a “Mandatory Conversion”).
 

6.3.2.  The Corporation may exercise its right to require conversion under Section 6.3.1 by delivering within not more than two (2) Trading Days
following the end of such Corporation Conversion Right Measuring Period a written notice thereof by facsimile or electronic mail to the Holder (the
“Mandatory Conversion Notice” and the date that the Holder received such notice is referred to as the “Mandatory Conversion Notice Date”), which
conversion date shall be thirty (30) days following delivery of the Mandatory Conversion Notice (the “Mandatory Conversion Date”). The Company
covenants and agrees that it will honor all Conversion Notices tendered from the time of delivery of the Mandatory Conversion Notice until the
Corporation Conversation Date has occurred. Unless otherwise indicated by the Holder, all shares of Series F Preferred Stock converted by the Holder after
the Mandatory Conversion Notice Date shall reduce the number of shares of Series F Preferred Stock required to be converted on the Mandatory
Conversion Date.
  

6.3.3.  On the Mandatory Conversion Date, the outstanding shares of Series F Convertible Preferred Stock shall be converted automatically
without any further action by the holders of such shares and whether or not the certificates representing such shares, if any, are surrendered to the
Corporation or its Transfer Agent, and certificates previously representing shares of Series F Convertible Preferred Stock shall represent only the shares of
Common Stock into which the shares of Series F Convertible Preferred Stock previously represented thereby have been converted pursuant hereto;
provided, however, that the Corporation shall not be obligated to issue the shares of Common Stock issuable upon such conversion of any shares of Series F
Convertible Preferred Stock unless certificates evidencing such shares of Series F Convertible Preferred Stock, if any, are either delivered to the
Corporation or the holder notifies the Corporation that such certificates, if any, have been lost, stolen or destroyed, and executes an agreement reasonably
satisfactory to the Corporation to indemnify the Corporation from any loss incurred by it in connection therewith. Upon the occurrence of the conversion of
the Series F Convertible Preferred pursuant to this Section 6.3, the Holders of shares of Series F Convertible Preferred shall surrender the certificates
representing such shares to the Corporation and the Corporation shall cause its Transfer Agent to deliver the shares of Common Stock issuable upon such
conversion (in the same manner set forth in Section 6.2.2) to the Holder within two (2) Business Days of the Holder’s delivery of the applicable Series F
Convertible Preferred certificates. Notwithstanding anything to the contrary contained herein, if the conversion of a holder’s shares of Series F Preferred
Stock would result in the Holder exceeding the Maximum Percentage, the Holder shall not be entitled to receive any such Excess Shares (or the beneficial
ownership of, including voting rights with respect to, any such Excess Shares) and any Excess Shares shall be held in abeyance for the benefit of the
Holder until such time, if ever, as its right thereto would not result in the Holder exceeding the Maximum Percentage. Further, notwithstanding anything to
the contrary set forth in this Section 6.3.3, upon conversion of any shares of Series F Preferred Stock in accordance with the terms hereof, no holder thereof
shall be required to physically surrender the certificate representing the shares of Series F Preferred Stock to the Company following conversion thereof
unless (A) the full or remaining number of shares of Series F Preferred Stock represented by the certificate are being converted or (B) such Holder has
provided the Company with prior written notice (which notice may be included in a Conversion Notice) requesting reissuance of shares of Series F
Preferred Stock upon physical surrender of any shares of Series F Preferred Stock.
  

7.    Adjustment of Series F Conversion Price.
 

7.1.1.  Adjustment of Series F Conversion Price upon Subdivision or Combination of Common Stock. The Series F Conversion Price shall be
subject to adjustment from time to time in accordance with this Section 7. If the Corporation at any time after the Initial Issuance Date subdivides (by any
stock split, stock dividend, recapitalization or otherwise) its outstanding shares of Common Stock into a greater number of shares, the Series F Conversion
Price in effect immediately prior to such subdivision will be proportionately reduced. If the Corporation at any time after the Initial Issuance Date combines
(by combination, reverse stock split or otherwise) its outstanding shares of Common Stock into a smaller number of shares, the Series F Conversion Price
in effect immediately prior to such combination will be proportionately increased.
 

 



 

 
7.1.2.  Adjustment for Merger or Reorganization, etc. Subject to the provisions of Section 7, if there shall occur any reorganization,

recapitalization, reclassification, consolidation or merger involving the Corporation in which the Common Stock (but not the Series F Convertible Preferred
Stock) is converted into or exchanged for securities, cash or other property, then, following any such reorganization, recapitalization, reclassification,
consolidation or merger, each share of Series F Convertible Preferred Stock shall thereafter be convertible in lieu of the Common Stock into which it was
convertible prior to such event into the kind and amount of securities, cash or other property which a holder of the number of shares of Common Stock of
the Corporation issuable upon conversion of one share of Series F Convertible Preferred Stock immediately prior to such reorganization, recapitalization,
reclassification, consolidation or merger would have been entitled to receive pursuant to such transaction; and, in such case, appropriate adjustment (as
determined in good faith by the Board of Directors of the Corporation) shall be made in the application of the provisions in this Section 7 with respect to
the rights and interests thereafter of the holders of the Series F Convertible Preferred Stock, to the end that the provisions set forth in this Section 7 (and the
provisions with respect to changes in and other adjustments of the Series F Conversion Price) shall thereafter be applicable, as nearly as reasonably may be,
in relation to any securities or other property thereafter deliverable upon the conversion of the Series F Preferred Stock.

 
7.1.3.  Certain Anti-Dilution Adjustments. If the Corporation shall, at any time while any of the shares of Series F Preferred Stock are outstanding,

issue any shares of its Common Stock, other than Exempt Issuances, without consideration or for a consideration per share less than the applicable Series F
Conversion Price, then with respect to any such issuance, the Series F Conversion Price as in effect immediately prior to each such issuance shall forthwith
be lowered to a price equal to the issuance, conversion, exchange or exercise price, as applicable, of any such securities so issued. Notwithstanding
anything herein to the contrary, this Section 7.1.3. shall not apply until receipt of the Shareholder Approval.
 

7.2.  Notices.
 

7.2.1. Immediately upon any adjustment of the Series F Conversion Rate and Series F Conversion Price pursuant to Section 7 hereof, the
Corporation will give written notice thereof sent by mail, first class, postage prepaid to each Holder at its address appearing on the stock register, setting
forth in reasonable detail, and certifying, the calculation of such adjustment. In the case of a dispute as to the determination of such adjustment, then such
dispute shall be resolved in accordance with the procedures set forth in Section 6.2.5.
 

7.2.2.  Except as otherwise required by law, the Corporation will give written notice to each Holder at least ten (10) Business Days prior to the
date on which the Corporation closes its books or takes a record (A) with respect to any dividend or distribution upon the Common Stock, or (B) with
respect to any pro rata subscription offer to holders of Common Stock.
 

7.2.3.  The Corporation will also give written notice to each Holder at least ten (10) Business Days prior to the date on which a Deemed
Liquidation Event will take place.
 

8.    Optional Repurchase. Commencing upon the date Shareholder Approval is obtained, the Corporation will have the option of repurchasing the
shares of Series F Preferred Stock, in whole or in part, by paying to the Holder a sum of money in cash equal to (a) the number of shares of Series F
Preferred Stock then held by such Holder multiplied by the aggregate Stated Value of such shares of Series F Preferred Stock plus (b) any other amounts
due to the Holder pursuant to the terms of this Certificate of Designation (the “Repurchase Amount”). The Corporation’s election to exercise its right to
repurchase shares of Series F Preferred Stock must be by notice in writing (“Repurchase Notice”). The Repurchase Notice shall specify the date for such
optional repurchase (the “Repurchase Payment Date”), which date shall be thirty (30) days after Holder receives the Repurchase Notice. On the Repurchase
Payment Date, the Repurchase Amount, less any cash portion of the Redemption Amount against which the Holder has permissibly exercised its
conversion rights, shall be paid to the Holder in immediately available funds.

 

 



 

 
9.    Status of Converted Stock. In the event any shares of Series F Convertible Preferred Stock shall be converted pursuant to Section 6 hereof, the

shares so converted shall be canceled and shall not be issuable by the Corporation.
 
10.  Lost or Stolen Certificates. Upon receipt by the Corporation of evidence reasonably satisfactory to the Corporation of the loss, theft, destruction or

mutilation of any Series F Convertible Preferred Stock Certificates representing the Series F Convertible Preferred Stock, if any, and, in the case of loss,
theft or destruction, of an indemnification undertaking (with surety, if reasonably requested by the Corporation) by the holder thereof to the Corporation in
customary form and, in the case of mutilation, upon surrender and cancellation of the Series F Convertible Preferred Stock Certificate(s), the Corporation
shall execute and deliver new preferred stock certificate(s) of like tenor and date; provided, however, the Corporation shall not be obligated to re-issue
preferred stock certificates if the holder contemporaneously requests the Corporation to convert such Series F Convertible Preferred Stock into Common
Stock.

 
11.  Remedies, Characterizations, Other Obligations, Breaches and Injunctive Relief. The remedies provided in this Certificate of Designation shall be

cumulative and in addition to all other remedies available under this Certificate of Designation, at law or in equity (including a decree of specific
performance and/or other injunctive relief). No remedy contained herein shall be deemed a waiver of compliance with the provisions giving rise to such
remedy. Nothing herein shall limit a holder of Series F Convertible Preferred Stock’s right to pursue actual damages for any failure by the Corporation to
comply with the terms of this Certificate of Designation. The Corporation covenants to each holder of Series F Convertible Preferred Stock that there shall
be no characterization concerning this instrument other than as expressly provided herein. Amounts set forth or provided for herein with respect to
payments, conversion and the like (and the computation thereof) shall be the amounts to be received by the holder of Series F Convertible Preferred Stock
thereof and shall not, except as expressly provided herein, be subject to any other obligation of the Corporation (or the performance thereof). The
Corporation acknowledges that a breach by it of its obligations hereunder will cause irreparable harm to the holders of Series F Convertible Preferred Stock
and that the remedy at law for any such breach may be inadequate. The Corporation therefore agrees that, in the event of any such breach or threatened
breach, the holders of Series F Convertible Preferred Stock shall be entitled, in addition to all other available remedies, to an injunction restraining any
breach, without the necessity of showing economic loss and without any bond or other security being required.

 
12.  Notice. Whenever notice or other communication is required to be given hereunder, unless otherwise provided herein, such notice shall be given in

accordance with contact information provided by each Holder to the Corporation and set forth in the register for the Series F Convertible Preferred Stock
maintained by the Corporation as set forth in Section 15.

 
13.  Failure or Indulgence Not Waiver. No failure or delay on the part of any holder of Series F Convertible Preferred Stock in the exercise of any

power, right or privilege hereunder shall operate as a waiver thereof, nor shall any single or partial exercise of any such power, right or privilege preclude
other or further exercise thereof or of any other right, power or privilege.

 
14.  Transfer of Series F Convertible Preferred Stock. A Holder may assign some or all of the Series F Convertible Preferred Stock and the

accompanying rights hereunder held by such Holder without the consent of the Corporation; provided that such assignment is in compliance with
applicable securities laws.

 
15.  Series F Convertible Preferred Stock Register. The Corporation shall maintain at its principal executive offices (or such other office or agency of

the Corporation as it may designate by notice to the Holders), a register for the Series F Convertible Preferred Stock, in which the Corporation shall record
the name, address and email address of the persons in whose name the Series F Convertible Preferred Stock have been issued, as well as the name, address
and email address of each transferee. The Corporation may treat the person in whose name any Series F Convertible Preferred Stock is registered on the
register as the owner and holder thereof for all purposes, notwithstanding any notice to the contrary, but in all events recognizing any properly made
transfers.

 
16.  Stockholder Matters. Any stockholder action, approval or consent required, desired or otherwise sought by the Corporation pursuant to the DGCL,

this Certificate of Designation or otherwise with respect to the issuance of the Series F Convertible Preferred Stock or the Common Stock issuable upon
conversion thereof may be effected by written consent of the Corporation’s stockholders or at a duly called meeting of the Corporation’s stockholders, all in
accordance with the applicable rules and regulations of the DGCL and the applicable provisions hereof. This provision is intended to comply with the
applicable sections of the DGCL permitting stockholder action, approval and consent affected by written consent in lieu of a meeting.

 

 



 

 
17.  General Provisions. In addition to the above provisions with respect to Series F Convertible Preferred Stock, such Series F Convertible Preferred

Stock shall be subject to and be entitled to the benefit of the provisions set forth in the Charter with respect to preferred stock of the Corporation generally.
 

18.  Waiver and Amendment. Any of the rights, powers, preferences and other terms of the Series F Convertible Preferred Stock set forth herein may
be waived or amended on behalf of all holders of Series F Convertible Preferred Stock by the affirmative written consent or vote of the holders of at least
50 % of the shares of Series F Convertible Preferred Stock then outstanding.
 

signature page follows
 

 



 

 
IN WITNESS WHEREOF, the Corporation has caused this Certificate of Designation to be signed by the undersigned this 8th day of July, 2019.

 
 XPRESSPA GROUP, INC.  
   
 By: ___________________________________  
  Name: Douglas Satzman  
  Title: Chief Executive Officer  

  

 



 

 
EXHIBIT A
 

XPRESSPA GROUP, INC.
 
 

The undersigned hereby elects to convert the number of shares of Series F Convertible Preferred Stock, par value $0.01 per share (the
“Series F Convertible Preferred Stock”), of XpresSpa Group, Inc., a Delaware corporation (the “Corporation”), indicated below into shares of Common
Stock, par value $0.01 per share (the “Common Stock”), of the Corporation, as of the date specified below.

 
Date of Conversion:  
 
Number of shares of Series F Convertible Preferred Stock to be converted:  
 
Stock certificate no(s). of Series F Convertible Preferred Stock to be converted:  
 
Tax ID Number (If applicable):  
 
Please confirm the following information:  
 
Series F Conversion Price:  
 
Number of shares of Common Stock to be issued:  
 

Please issue the Common Stock into which the Series F Convertible Preferred Stock are being converted in the following name and to the
following address:

  
Issue to:   
   
 
Address:   
 
Telephone Number:   
 
Email address:   
 
Authorization:   
 
By:   

 
Title:   
 
Dated: 
 
Account Number (if electronic book entry transfer):  
 
Transaction Code Number (if electronic book entry transfer):  
 

 



 

 
CERTIFICATE OF AMENDMENT TO

AMENDED AND RESTATED CERTIFICATE OF INCORPORATION OF XPRESSPA
GROUP, INC.

 
Pursuant to Section 242 of the General Corporation Law of the State of Delaware, XpresSpa Group, Inc., a corporation organized and existing under

the laws of the State of Delaware (the “Corporation”), does hereby certify as follows:
 

1. The name of the Corporation is XpresSpa Group, Inc. The date of filing of its original Certificate of Incorporation with the Secretary of State
of the State of Delaware was January 9, 2006, under the name of Vringo, Inc. The name of the Corporation was changed to FORM Holdings Corp. by
filing a Certificate of Amendment to the Certificate of Incorporation with the Secretary of State of the State of Delaware on May 6, 2016. The name of
the Corporation was changed to XpresSpa Group, Inc. by filing a Certificate of Amendment to the Certificate of Incorporation with the Secretary of
State of the State of Delaware on January 5, 2018.
 

2. The Board of Directors of the Corporation has duly adopted a resolution pursuant to Section 242 of the General Corporation Law of the State
of Delaware setting forth a proposed amendment to the Amended and Restated Certificate of Incorporation of the Corporation and declaring said
amendment to be advisable. The requisite stockholders of the Corporation have duly approved said proposed amendment in accordance with
Section 242 of the General Corporation Law of the State of Delaware. The amendment amends the Amended and Restated Certificate of Incorporation
of the Corporation as follows:

 
The second sentence of Article Fourth of the Corporation’s Amended and Restated Certificate of Incorporation is hereby amended and restated in its

entirety to read as follows:
 
“The total number of shares the Corporation shall have the authority to issue is one hundred sixty million (160,000,000) shares, one hundred fifty

million (150,000,000) shares of which shall be Common Stock and ten million (10,000,000) shares of which shall be Preferred Stock.”
 
This Certificate of Amendment shall be effective on October 3, 2019 at 5:00 P.M. Eastern Time.
 

 



 

 
IN WITNESS WHEREOF, the Corporation has caused this Certificate of Amendment to be signed by its Chief Executive Officer on this 3rd day of 

October, 2019.
 
 

 XPRESSPA GROUP, INC.
  
  
 By: /s/ Douglas Satzman_____________

Name: Douglas Satzman
Title:   Chief Executive Officer

  
 

 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
  

  

 



 
Exhibit 4.22

 
DESCRIPTION OF THE REGISTRANT’S SECURITIES

 
GENERAL

 
The following is a summary of material characteristics of the capital stock of XpresSpa Group, Inc. (“we,” “us,” “our,” “XpresSpa,” or the “Company”) as
set forth in our amended and restated certificate of incorporation and amended and restated bylaws, each as amended to date, our outstanding warrants, and
certain provisions of Delaware law. The following description does not purport to be complete and is subject to and qualified in its entirety by, and should
be read in conjuncture with, our amended and restated certificate of incorporation and amended and restated bylaws, each of which are filed as exhibits to
the Annual Report on Form 10-K to which this description is an exhibit, and to applicable provisions of Delaware law.
 
As of April 13, 2020, the following securities were outstanding:

 
· 86,500,160 shares of common stock held by 115 stockholders of record;

 
· 2,406,239 shares of common stock issuable upon the conversion of preferred stock;

 
· 29,414,493 shares of common stock issuable upon the conversion of indebtedness;

 
· 27,009,331 warrants outstanding for the purchase of an aggregate of 27,009,331 shares of common stock; and

 
· 137,892 shares of common stock issuable upon the exercise of stock options.

 
COMMON STOCK

 
General
 
We are authorized to issue 150,000,000 shares of common stock, par value $0.01 per share. Holders of our common stock are entitled to one vote for each
share held on all matters submitted to a vote of stockholders and do not have cumulative voting rights. An election of directors by our stockholders shall be
determined by a plurality of the votes cast by the stockholders entitled to vote on the election. Holders of common stock are entitled to receive
proportionately any dividends as may be declared by our board of directors, subject to any preferential dividend rights of any then outstanding series of
preferred stock.
 
In the event of our liquidation or dissolution, the holders of common stock are entitled to receive proportionately our net assets available for distribution to
stockholders after the payment of all debts and other liabilities and subject to any preferential rights of any then outstanding series of preferred stock.
Holders of common stock have no preemptive, subscription, redemption or conversion rights. There are no redemption or sinking fund provisions
applicable to the common stock. The voting, dividend and liquidation rights of holders of common stock are subject to and may be adversely affected by
the rights of the holders of shares of our existing series of preferred stock or any series of preferred stock that we may designate and issue in the future.
 
Transfer Agent and Registrar
 
The transfer agent and registrar for our common stock is American Stock Transfer & Trust Company, LLC, with offices at 6201 15th Avenue, Brooklyn,
New York 11219.
 
Stock Exchange Listing
 
Our common stock is listed for quotation on The Nasdaq Capital Market under the symbol “XSPA.”
 

 



 

 
DESCRIPTION OF PREFERRED STOCK

 
We are authorized to issue 10,000,000 shares of preferred stock, $0.01 par value per share. The powers, preferences, rights and restrictions of the preferred
stock of each series will be fixed by the certificate of designation relating to that series.
 
As of April 13, 2020, we had:
 
 · designated 300,000 shares of our preferred stock as “Series C Junior Preferred Stock” with no shares outstanding;
   
 · designated 2,397,060 shares of our preferred stock as “Series E Convertible Preferred Stock” with 987,988 shares outstanding; and
 
 · designated 9,000 shares of our preferred stock as “Series F Convertible Preferred Stock” with 1,531 shares outstanding.
 
Our board of directors has the authority, without further action by the stockholders, to issue additional shares of preferred stock in one or more series and to
fix the rights, preferences, privileges and restrictions granted to or imposed upon the preferred stock. Any or all of these rights may be greater than the
rights of our common stock.
 
Our board of directors, without stockholder approval, can issue preferred stock with voting, conversion or other rights that could negatively affect the
voting power and other rights of the holders of our common stock. Preferred stock could thus be issued quickly with terms calculated to delay or prevent a
change in control of the Company or make it more difficult to remove our management. Additionally, the issuance of preferred stock may have the effect of
decreasing the market price of our common stock.
 
Our board of directors may specify the following characteristics of any preferred stock:
 
 · the maximum number of shares;
 
 · the designation of the shares;
 
 · the annual dividend rate, if any, whether the dividend rate is fixed or variable, the date or dates on which dividends will accrue, the dividend

payment dates, and whether dividends will be cumulative;
 
 · the price and the terms and conditions for redemption, if any, including redemption at our option or at the option of the holders, including the time

period for redemption, and any accumulated dividends or premiums;
 
 · the liquidation preference, if any, and any accumulated dividends upon the liquidation, dissolution or winding up of our affairs;
 
 · any sinking fund or similar provision, and, if so, the terms and provisions relating to the purpose and operation of the fund;
 
 · the terms and conditions, if any, for conversion or exchange of shares of any other class or classes of our capital stock or any series of any other

class or classes, or of any other series of the same class, or any other securities or assets, including the price or the rate of conversion or exchange
and the method, if any, of adjustment;

 
 · the voting rights;
 
 · any or all other preferences and relative, participating, optional or other special rights, privileges or qualifications, limitations or restrictions; and
 
 · any preferred stock issued will be fully paid and nonassessable upon issuance.
 

 



 

 
Series C Junior Participating Preferred Stock
 
On March 18, 2016, our board of directors approved, and we entered into, a Section 382 Rights Agreement (the “Rights Agreement”) between the
Company and American Stock Transfer & Trust Company, LLC (the “Rights Agent”). The Rights Agreement provides for a dividend of one preferred
stock purchase right (a “Right”) for each share of common stock outstanding on March 29, 2016 (the “Record Date”). Each Right entitles the holder to
purchase one one-thousandth of a share of Series C Junior Participating Preferred Stock (the “Series C Preferred Stock”), for an initial purchase price of
$9.50 (the “Purchase Price”), subject to adjustment as provided in the Rights Agreement. In connection with the adoption of the Rights Agreement, we
filed with the Secretary of State of the State of Delaware a Certificate of Designation of Series C Junior Participating Preferred Stock (the “Series C
Certificate of Designation”). Pursuant to the Series C Certificate of Designation, the Series C Preferred Stock issuable upon exercise of the Rights are
designed so that each 1/1,000th of a share of Series C Preferred Stock is the economic and voting equivalent of one whole share of common stock. In
addition, the Series C Preferred Stock has certain minimum dividend and liquidation rights.
 
Series E Convertible Preferred Stock
 
On November 12, 2018, we filed with the Secretary of State of the State of Delaware a Certificate of Designation of Preferences, Rights and Limitations
(the “Series E Certificate of Designation”) of Series E Convertible Preferred Stock (the “Series E Preferred Stock”). Pursuant to the Series E Certificate of
Designation, the holders of the Series E Preferred Stock are entitled to participate in any dividends and distributions paid to common stockholders on an as-
converted basis. The Series E Preferred Stock votes on an as-converted basis. The Series E Preferred Stock is convertible at any time and from time to time
without the payment of additional consideration and has a stated value of $3.10 per share of Series E Preferred Stock. In the event of any liquidation or
dissolution of the Company, the Series E Preferred Stock ranks senior to any other class of preferred stock and to the Common Stock in the distribution of
assets, to the extent legally available for distribution. Upon the occurrence of certain fundamental events, the holders of the Series E Preferred Stock will be
able to require the Company to redeem the shares of Series E Preferred Stock at the greater of the liquidation preference and the amount per share as would
have been payable had the shares of Series E Preferred Stock been converted into common stock.
 
On July 8, 2019, we filed a certificate of amendment to the Series E Certificate of Designation to (i) increase the number of authorized shares of Series E
Preferred Stock to 2,397,060 and (ii) upon receipt of the approval of our shareholders, which was obtained on October 2, 2019, reduce the conversion price
to $2.00. The conversion price was subsequently reduced to $0.27125 per share in connection with the triggering of anti-dilution price protection.
 
Series F Convertible Preferred Stock
 
On July 8, 2019, we filed with the Secretary of State of the State of Delaware a Certificate of Designation of Preferences, Rights and Limitations of Series
F Convertible Preferred Stock (the “Series F Certificate of Designation”) establishing and designating the rights, powers and preferences of the Series F
Convertible Preferred Stock (the “Series F Preferred Stock”). We designated 9,000 shares of Series F Preferred Stock. Pursuant to the Series F Certificate
of Designation, the holders of the Series F Preferred Stock are entitled, among other things, to the right to participate in any dividends and distributions
paid to common stockholders on an as-converted basis. The Series F Preferred Stock has no voting rights except as required by law. The Series F Preferred
Stock contains certain anti-dilution price protection such that, following receipt of the approval of our shareholders, which was obtained on October 2,
2019, if at any time while the Series F Preferred Stock is outstanding, we issue any shares of Common Stock without consideration or for a consideration
per share less than the conversion price then in effect for the Series F Preferred Stock, then the conversion price of the Series F Preferred Stock shall be
lowered to a price equal to such issuance. The Series F Preferred Stock is convertible at any time and from time to time without the payment of additional
consideration into shares of Common Stock at a conversion price initially equal to $2.00 per share, which was subsequently reduced to $0.175 per share in
connection with the triggering of anti-dilution price protection, subject to certain adjustments and has a stated value of $100.00 per share of Series F
Preferred Stock. In the event of any liquidation or dissolution of the Company, the Series F Preferred Stock will rank junior to our Series E Preferred Stock
and any other class of preferred stock of senior rank to the Series F Preferred Stock, senior to any other class of preferred stock and to the Common Stock
in the distribution of assets, to the extent legally available for distribution. Each share of Series F Preferred Stock is initially convertible into 50 shares of
Common Stock.
 

 



 

 
DESCRIPTION OF WARRANTS

 
We may issue warrants to purchase shares of our common stock, preferred stock and/or debt securities in one or more series together with other securities
or separately. Below is a description of our currently outstanding warrants:
 
 
 · On May 15, 2018, we entered into a securities purchase agreement with certain purchasers, pursuant to which we agreed to issue Class A

Warrants to purchase shares of common stock, at an exercise price that was subsequently reduced to $0.175 per share (the “Class A Warrants”).
The Class A Warrants contain anti-dilution price protection.  As of April 13, 2020, there were Class A Warrants to purchase 13,421,018 shares of
common stock outstanding.
 

 · On July 8, 2019, we entered into a securities purchase agreement with Calm.com, Inc., pursuant to which we agreed to sell (i) an aggregate
principal amount of $2,500,000 in 5.00% unsecured convertible Notes due 2022, which are convertible into shares of Series E Preferred Stock,
which shares of Series E Preferred Stock are convertible into Common Stock and (ii) warrants to purchase 937,500 shares of the common stock at
an exercise price that was subsequently reduced to $0.175 per share (the “Calm Warrants”). The Calm Warrants contain anti-dilution price
protection.  As of April 13, 2020, the Calm Warrants were exercisable for 10,714,286 shares of common stock.  
 

 · On July 8, 2019, we entered into an amendment to certain outstanding warrants issued in December 2016 (the “December 2016 Warrants”), in
order to, among other things, reduce the exercise price of such warrants, which exercise price was subsequently reduced to $0.175 per share. The
December 2016 Warrants contain anti-dilution price protection.  As of April 13, 2020, the December 2016 Warrants were exercisable for
1,428,573 shares of common stock.
 

· On April 6, 2020, we entered into a Securities Purchase Agreement (the “Fourth Purchase Agreement”) with certain purchasers named therein,
pursuant to which we issued and sold, in a registered direct offering, (i) 12,418,179 shares of the Company’s Common Stock at an offering price
of $0.22 per share and (ii) an aggregate of 1,445,454 pre-funded warrants exercisable for shares of Common Stock (the “Fourth Pre-Funded
Warrants”) at an offering price of $0.21 per Pre-Funded Warrant (the offering of the shares of Common Stock and the Pre-Funded Warrants, the
“Fourth Offering”). As of April 13, 2020, the Fourth Pre-Funded Warrants were exercisable for 1,445,454 shares of common stock.

 
The warrants contain customary provisions for adjustment in the event of stock splits, subdivision or combination, mergers, and similar events. The holders
of the warrants have the right to exercise the warrants by means of a cashless exercise in certain circumstances.
 

CERTAIN PROVISIONS OF DELAWARE LAW AND OF THE COMPANY’S CERTIFICATE OF INCORPORATION AND BYLAWS
 
Anti-Takeover Provisions
 
Delaware Law
 
We are subject to Section 203 of the Delaware General Corporation Law (the “DGCL”). Subject to certain exceptions, Section 203 prevents a publicly held
Delaware corporation from engaging in a “business combination” with any “interested stockholder” for three years following the date that the person
became an interested stockholder, unless the interested stockholder attained such status with the approval of our board of directors or unless the business
combination is approved in a prescribed manner. A “business combination” includes, among other things, a merger or consolidation involving us and the
“interested stockholder” and the sale of more than 10% of our assets. In general, an “interested stockholder” is any entity or person beneficially owning
15% or more of our outstanding voting stock and any entity or person affiliated with or controlling or controlled by such entity or person.
 
Charter Documents
 
Our amended and restated certificate of incorporation provides that amendments by our stockholders of our amended and restated bylaws require the
approval of at least 662/3% of the voting power of all outstanding stock. These provisions could discourage a potential acquirer from making a tender offer
or otherwise attempting to obtain control of the Company and could delay changes in management.
 

 



 

 
Our amended and restated bylaws provide that a special meeting of stockholders may be called at any time by our board of directors. Because our
stockholders do not have the right to call a special meeting, a stockholder cannot force stockholder consideration of a proposal over the opposition of our
board of directors by calling a special meeting of stockholders prior to such time as a majority of our board of directors believes the matter should be
considered and such stockholder would only be able to force consideration of such proposal at the next annual meeting, provided that the requestor met the
applicable notice requirements. The restriction on the ability of our stockholders to call a special meeting means that a proposal to replace one or more
directors on our board of directors also could be delayed until the next annual meeting.
 
Limitation of Liability and Indemnification
 
Our amended and restated certificate of incorporation contains provisions that limit the liability of our directors for monetary damages to the fullest extent
permitted by Delaware law. Consequently, our directors will not be personally liable to us or our stockholders for monetary damages for any breach of
fiduciary duties as directors, except liability for:
 
 · any breach of the director’s duty of loyalty to us or our stockholders;
 
 · any act or omission not in good faith or that involves intentional misconduct or a knowing violation of law;
 
 · unlawful payments of dividends or unlawful stock repurchases or redemptions as provided in Section 174 of the DGCL; or
 
 · any transaction from which the director derived an improper personal benefit.
 
Our amended and restated certificate of incorporation and amended and restated bylaws provide that we are required to indemnify our directors and
officers, in each case to the fullest extent permitted by Delaware law. The amended and restated bylaws also provide that we are obligated to advance
expenses incurred by a director or officer in advance of the final disposition of any action or proceeding, and permit us to secure insurance on behalf of any
officer, director, employee or other agent for any liability arising out of his or her actions in that capacity regardless of whether we would otherwise be
permitted to indemnify him or her under Delaware law.
 
We have entered and expect to continue to enter into agreements to indemnify our directors, executive officers and other employees as determined by our
board of directors. With specified exceptions, these agreements provide for indemnification for related expenses including, among other things, attorneys’
fees, judgments, fines and settlement amounts incurred by any of these individuals in any action or proceeding brought against them by reason of the fact
that they are or were our agents. We believe that these provisions in our amended and restated certificate of incorporation and amended and restated bylaws
and indemnification agreements are necessary to attract and retain qualified directors and officers. We also maintain directors’ and officers’ liability
insurance. This description of the limitation of liability and indemnification provisions of our amended and restated certificate of incorporation, amended
and restated bylaws and indemnification agreements is qualified in its entirety by reference to these documents.
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 Subsidiaries of XpresSpa Group, Inc.
 
Name of Subsidiary  Jurisdiction of Incorporation
I/P Engine, Inc.  Virginia
Innovate/Protect, Inc.  Delaware
International Development Group, Ltd.  Maryland
Iron Gate Security, Inc.  Delaware
Quantum Stream Inc.  Delaware
Spa Products Import & Distribution Co., LLC  New York
Spa Products Wholesaling, LLC  New York
Vringo Acquisition, Inc.  Delaware
Vringo GmbH  Germany
Vringo Infrastructure, Inc.  Delaware
Vringo Labs, Inc.  Delaware
Vringo Ltd.  Israel
Vringo Mobile, Inc.  Delaware
VRTUAL, Inc.  Delaware
XpresSpa Amsterdam Airport B.V.  Netherlands
XpresSpa at Term. 4 JFK, LLC  New York
XpresSpa Atlanta Terminal A, LLC  New York
XpresSpa Atlanta Terminal C, LLC  New York
XpresSpa Atlanta Terminal D&E, LLC  New York
XpresSpa Austin Airport, LLC  New York
XpresSpa Charlotte Airport, LLC  New York
XpresSpa Chicago O'Hare, LLC  New York
XpresSpa Denver Airport, LLC  New York
XpresSpa DFW International, LLC  New York
XpresSpa DFW Kiosk, LLC  New York
XpresSpa DFW Terminal A, LLC  New York
XpresSpa Downtown NYC, LLC  New York
XpresSpa Europe B.V.  Netherlands
XpresSpa Franchising, LLC  New York
XpresSpa Franchising USA, LLC  New York
XpresSpa Holdings, LLC  Delaware
XpresSpa Houston Hobby, LLC  New York
XpresSpa Houston Intercontinental Terminal A, LLC  New York
XpresSpa International Holdings, LLC  New York
XpresSpa JFK Terminal 1, LLC  New York
XpresSpa JFK Terminal 7, LLC  New York
XpresSpa JFK Terminal 8, LLC  New York
XpresSpa John Wayne Airport, LLC  New York
XpresSpa LaGuardia Airport, LLC  New York
XpresSpa Las Vegas Airport, LLC  New York
XpresSpa LAX Airport, LLC  New York
XpresSpa LAX Tom Bradley, LLC  New York
XpresSpa Miami Airport, LLC  New York
XpresSpa Middle East B.V.  Netherlands
XpresSpa Middle East Limited  British Virgin Islands
XpresSpa Mobile Services, LLC  New York
XpresSpa MSP Airport, LLC  New York
XpresSpa Online Shopping, LLC  New York
XpresSpa Orlando International, LLC  New York
XpresSpa Orlando, LLC  New York
XpresSpa Philadelphia Airport, LLC  New York
XpresSpa Philadelphia Terminal B, LLC   New York
XpresSpa Phoenix Airport, LLC  New York
XpresSpa Pittsburgh A, LLC  New York
XpresSpa Raleigh-Durham Intl, LLC  New York
XpresSpa RDU Airport, LLC  New York
XpresSpa S.F. International, LLC  New York
XpresSpa Salt Lake City, LLC  New York
XpresSpa Washington Reagan, LLC  New York
XpresRecover Charlotte Airport, LLC   New York
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Consent of Independent Registered Public Accounting Firm

 
We consent to the incorporation by reference in registration statements No. 333-225531, No. 333-232764 and No. 333-233419 on Form S-3 and
registration statements No. 333-210257, No. 333-182853 and No. 333-181477 on Form S-8 of XpresSpa Group, Inc. of our report, which includes an
explanatory paragraph relating to the Company’s ability to continue as a going concern, dated April 20, 2020, on our audits of the consolidated financial
statements of XpresSpa Group, Inc. and subsidiaries as of December 31, 2019 and 2018, and for the years then ended, which report is included in the
Annual Report on Form 10-K of XpresSpa Group, Inc. and subsidiaries for the year ended December 31, 2019.
 
/s/ CohnReznick LLP  
  
April 20, 2020  
Jericho, New York  
  

 

 



 
Exhibit 31.1

 
CERTIFICATIONS UNDER SECTION 302

 
I, Douglas Satzman, certify that:
 

1. I have reviewed this Annual Report on Form 10-K of XpresSpa Group, Inc.;
 
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make

the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects

the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4. I am 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 my supervision, to

ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to me 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 my

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 my 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. 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: April 20, 2020
 
/s/ DOUGLAS SATZMAN  
Chief Executive Officer  
(Principal Executive Officer)
(Principal Accounting and Financial Officer)
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CERTIFICATIONS UNDER SECTION 906

 
Pursuant to section 906 of the Sarbanes-Oxley Act of 2002 (subsections (a) and (b) of section 1350, chapter 63 of title 18, United States Code),

each of the undersigned officers of XpresSpa Group, Inc., a Delaware corporation (the “Company”), does hereby certify, to such officer’s knowledge, that:
 
The Annual Report for the year ended December 31, 2019 (the “Form 10-K”) of the Company fully complies with the requirements of Section

13(a) or 15(d) of the Securities Exchange Act of 1934, and the information contained in the Form 10-K fairly presents, in all material respects, the financial
condition and results of operations of the Company.

 
Dated: April 20, 2020 /s/ DOUGLAS SATZMAN
 Chief Executive Officer
 (Principal Executive Officer)

(Principal Financial and Accounting Officer)
 

 

 

 
 
 


