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Explanatory Note
 
On November 5, 2020, Netcapital Inc. (“Netcapital”) filed a current report on Form 8-K (the “Original Filing”) in connection with Netcapital’s merger agreement with Netcapital Funding Portal
Inc. (“Portal”). This Current Report on Form 8-K/A (Amendment No. 1) amends and supplements the Original Filing to provide the required Item 9.01(a) Financial Statements of Businesses
Acquired and the required Item 9.01(b) Pro Forma Financial Information for the merger with Portal. This Current Report on Form 8-K/A should be read in connection with the Original Filing,
which provides a more complete description of the transaction. Except as indicated above, all other information in the Original Filing remains unchanged.
 
Item 9.01 Financial Statements and Exhibits
 
(a) Financial Statements of Businesses Acquired.
 
The audited balance sheets of Portal as of December 31, 2019 and 2018, and the audited statements of operations, stockholders equity, and cash flows for the years ended December 31, 2019 and
2018, are filed as Exhibit 99.1 and incorporated herein by reference.
 
The unaudited balance sheet of Portal as of June 30, 2020 and 2019, and the unaudited statements of income, stockholders’ equity, and cash flows for the six months ended June 30, 2020 and
2019, are filed as Exhibit 99.2 and incorporated herein by reference.
 
(b) Pro Forma Financial Information.
 
The unaudited pro forma condensed combined statements of operations of Netcapital and Portal for the six months ended October 31, 2020 and for the year ended April 30, 2020, are filed as
Exhibit 99.3 and incorporated herein by reference.
 
(d) Exhibits.
 
Exhibit No.  Description
   

   
   

99.1  The audited balance sheets of Portal as of December 31, 2019 and 2018, and the audited statements of operations, stockholders’ equity, and cash flows for the years ended
December 31, 2019 and 2018.

   
99.2  The unaudited balance sheets of Portal as of June 30, 2020 and 2019, and the unaudited statements of operations, stockholders’ equity, and cash flows for the six months ended

June 30, 2020 and 2019.
   

99.3  The unaudited pro forma condensed combined statements operations of Netcapital and Portal for the six months ended October 31, 2020 and for the year ended April 30, 2020.
 
   

 

file:///D:/EDGAR4FREE/Netcapital%20Inc/ValueSetters%20Inc/8Ks/100121%20NCPL%208K/f2sncpl8ka100121ex99_1.htm
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

 

To the Board of Directors and Shareholders of Net Capital Funding Portal Inc.

 

Opinion on the Financial Statements

We have audited the accompanying balance sheets of Net Capital Funding Portal Inc. (“the Company”) as of December 31, 2019 and 2018, and the related statements of operations, stockholders’
equity, and cash flows for each of the years in the two-year period ended December 31, 2019, and the related notes (collectively referred to as the financial statements). In our opinion, the
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.

Basis for Opinion

These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on the Company’s financial statements based on our audit. 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 audit 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 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 audit, 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 audit included performing procedures to assess the risks of material misstatement of the 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 financial statements. Our audit also included evaluating the accounting
principles used and significant estimates made by management, as well as evaluating the overall presentation of the financial statements. We believe that our audit provides a reasonable basis for
our opinion.

 

 

 
We have served as the Company’s auditor since 2020.
 
Spokane, Washington
September 3, 2021  

 
 

 



 
  

 
Netcapital Funding Portal Inc.

Balance Sheets
 

     
  December 31, 2019  December 31, 2018

     
Assets         
Current assets:         

Cash and cash equivalents  $ 83,691  $ 125,043 
Accounts receivable   5,742   —   
Prepaid expenses   6,070   5,545 

Total current assets   95,503   130,588 
         
Due from affiliate   295,000   30,000 

Total assets  $ 390,503  $ 160,588 
         

Liabilities and Stockholders’ Equity         
         
Current liabilities:         
    Accounts payable  $ 7,323  $ 5,750 
    Income tax payable to parent   77,533   15,150 
Total current liabilities   84,856   20,900 
         
Commitments and Contingencies   —     —   
         
Stockholders’ equity:         

Common stock, $.01 par value; 5,000 shares authorized;1,000 shares issued and outstanding,
respectively   10   10 
Capital in excess of par value   27,990   27,990 
Retained earnings   277,547   111,688 

Total stockholders’ equity   305,647   139,688 
Total liabilities and stockholders’ equity  $ 390,503  $ 160,588 

         
 
 

See Accompanying Notes to the Consolidated Financial Statements
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Netcapital Funding Portal Inc.

  Statements of Operations
For the Years Ended December 31, 2019 and 2018

 
 
   
  2019  2018
     

Revenues  $ 371,311  $ 178,523 
Cost of revenues   20,426   45,694 
Gross profit   350,885   132,829 
         
Cost and expenses:         
Compensation and related expenses   90,575   46,155 
Rent   29,330   28,472 
General and administrative   2,628   2,746 

         
Total costs and expenses   122,543   77,373 

         
       Income from operations   228,342   55,456 
Income tax   62,383   15,150 
Net income  $ 165,959  $ 40,306 
         

Basic income per share  $ 165.96  $ 40.31 
Diluted income (loss) per share  $ 165.96  $ 40.31 
Weighted average number of shares outstanding - basic   1,000   1,000 
Weighted average number of shares outstanding – diluted   1,000   1,000 
         

 
 

See Accompanying Notes to the Financial Statements
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Netcapital Funding Portal Inc.
Statements of Stockholders’ Equity

For the Years Ended December 31, 2019 and 2018
  
 
 

  Common Stock       
 

  Shares  Amount  
Capital in Excess of

Par Value  Retained Earnings  

Total
Stockholders 

 Equity
Balance, January 1, 2018   1,000  $ 10  $ 27,990  $ 71,382     $       99,382

Net income 12/31/2018   —     —     —     40,306     40,306
Balance, December 31, 2018   1,000   10   27,990   111,688     139,688

Net income 12/31/2019   —     —     —     165,959     165,959
Balance, December 31, 2019   1,000  $ 10  $ 27,990  $ 277,647     $    305,647

  
See accompanying notes to consolidated financial statements. 
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Netcapital Funding Portal Inc.
Statements of Cash Flow

For the Years Ended December 31, 2019 and 2018
 

  2019  2018
Cash flows from operating activities         

Net income  $ 165,959  $ 40,306 
Changes in operating assets and liabilities         
    Accounts receivable   (5,742)   —   

Prepaid expenses   (525)   (5,545)
Income tax payable to parent   62,383   15,150 
Accounts payable   1,573   5,750 

Net cash provided by operating activities   223,648   55,661 
Cash flows from investing activities   —     —   

Net cash provided by investing activities   —     —   
Cash flows from financing activities         

Payments to affiliate   (265,000)   (490,000)
Net cash used in financing activities   (265,000)   (490,0000)
Net decrease in cash and cash equivalents   (41,352)   (434,339)

Cash and cash equivalents - beginning of year   125,043   559,382 
Cash and cash equivalents - end of year  $ 83,691  $ 125,043 
Supplemental disclosures on cash flow information         
Interest paid during the year  $ —    $ —   
Income taxes paid during the year  $ —    $ —   
 
 

See accompanying notes to consolidated financial statements. 

 7  



 

 
 
 
 

Netcapital Funding Portal Inc.
Notes to the Financial Statements

For the Years Ended December 31, 2019 and 2018
 
 
 
NOTE 1 - Description of Business and Summary of Accounting Principles
 
Description of the Organization
 
Netcapital Funding Portal Inc. (which may be referred to as the “Company,” “we,” “us,” or “our”) was formed on March 8, 2016 in the State of Delaware. The Company’s headquarters are
located in Boston, Massachusetts. The Company aims to revolutionize the way early-stage companies raise capital by providing a way for non-accredited and accredited investors to invest
in private companies on a public platform. We operate under Title III of the Jumpstart our Business Startups Act (“JOBS Act”), allowing private companies to advertise the sale of stock to
both accredited and non-accredited investors. The Company is a funding portal registered with the U.S. Securities and Exchange Commission (SEC) and a member of the Financial
Industry Regulatory Authority (FINRA), that operates under Title III of the JOBS Act. The Company’s mission is to empower thousands of companies to raise capital and create
significant amounts of jobs over the coming years.
 
The financial statements are presented in United States dollars and have been prepared in accordance with generally accepted accounting principles in the United States of America.  The
Company’s fiscal year end is December 31.
 
Use of Estimates

In preparing financial statements in conformity with generally accepted accounting principles, management is required to make estimates and assumptions that affect the reported amounts
of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting
period.  The most significant estimates relate to allowance for doubtful accounts.  On a continual basis, management reviews its estimates, utilizing currently available information, changes
in facts and circumstances, historical experience and reasonable assumptions.  After such reviews, and if deemed appropriate, those estimates are adjusted accordingly.  Actual results could
differ from those estimates.

Cash and Cash Equivalents
 
The Company considers all highly liquid investments with maturities of three months or less to be cash equivalents. The Company has no cash equivalents. The Company uses two
financial institutions for its cash balances and may maintain cash balances that exceed federally insured limits.
 
 
Revenue Recognition
 
In May 2014, the FASB issued ASU 2014-09, "Revenue from Contracts with Customers (Topic 606)." Topic 606 established that the Company recognize revenue using the following five-
step model
 
• Identification of the contract, or contracts, with a customer;
• Identification of the performance obligations in the contract;
• Determination of the transaction price;
• Allocation of the transaction price to the performance obligations in the contract; and
• Recognition of revenue when or as, the Company satisfies a performance obligation.
 
The Company’s revenue producing activities commenced in 2016 with the start of Regulation Crowdfunding under Title III of the JOBS Act. The Company acts as an intermediary by
providing an online platform (the “Platform”) for companies (an “Issuer”) to sell equity securities to investors. The Company’s primary fee is equal to 4.9% of the amount invested in an
offering. Platform fees are due upon the disbursement of funds from escrow and are paid directly to the Company from the Issuers’ escrow accounts. The Company may also charge the
Issuer an engagement fee, a rolling close fee, a material change fee and a fee for termination of reporting obligations. The Company identifies performance obligations in contracts with
customers, which primarily are a success fee of 4.9% of funds raised. For other fees, the transaction price is determined based on the amount the Company expects to be entitled to receive
in exchange for transferring the promised services to the customer. The transaction price in the contract is allocated to each distinct performance obligation in an amount that represents the
relative amount of consideration expected to be received in exchange for satisfying each performance obligation. Revenue is recognized when performance obligations are satisfied. The
Company bills its customers an engagement fee before it provides the substantive portion of its services. All other fees are payable after services have been performed. Contracts are one
year or less.
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Judgments and Estimates
The estimation of variable consideration for each performance obligation requires the Company to make subjective judgments. The Company enters contracts with customers that regularly
include promises to transfer multiple services, such as rolling closes and offering statement amendments. For arrangements with multiple services, the Company evaluates whether the
individual services qualify as distinct performance obligations. In its assessment of whether a service is a distinct performance obligation, the Company determines whether the customer
can benefit from the service on its own or with other readily available resources, and whether the service is separately identifiable from other services in the contract. This evaluation
requires the Company to assess the nature of each individual service offering and how the services are provided in the context of the contract, including whether the services are
significantly integrated, highly interrelated, or significantly modify each other, which may require judgment based on the facts and circumstances of the contract.
 
When agreements involve multiple distinct performance obligations, the Company allocates arrangement consideration to all performance obligations at the inception of an arrangement
based on the relative standalone selling prices (“SSP”) of each performance obligation. Where the Company has standalone sales data for its performance obligations which are indicative
of the price at which the Company sells a promised service separately to a customer, such data is used to establish SSP. In instances where standalone sales data is not available for a
particular performance obligation, the Company estimates SSP by the use of observable market and cost-based inputs. The Company continues to review the factors used to establish list
price and will adjust standalone selling price methodologies as necessary on a prospective basis.
 
Service Revenue
Professional services revenue is recognized over time as the services are rendered. When a contract with a customer is signed, the Company assesses whether collection of the fees under
the arrangement is probable. The Company estimates the amount to reserve for uncollectible amounts based on the aging of the contract balance, current and historical customer trends,
and communications with its customers. The primary services rendered generate a fee to list an offering on the funding portal (a “Listing Fee”) and a success fee of 4.9% of the funds
raised by a customer that uses the funding portal (a “Portal Fee”). If a customer does not pay the Listing Fee, the customer will not be given access to the funding portal. When a Listing
Fee has been earned, it is billed to the customer. The Portal Fee is deemed to be earned when a customer asks to withdraw money from a third-party escrow account. Every time money is
withdrawn from escrow, the Company receives a Portal Fee of 4.9% of the funds disbursed.
 
Contract Assets
Contract assets are recorded for those parts of the contract consideration not yet invoiced but for which the performance obligations are completed. The revenue is recognized when the
customer receives services. Contract assets are included in other current or non-current assets in the balance sheets, depending on if their reduction will be recognized during the
succeeding twelve-month period or beyond.
 
Deferred Revenue
Deferred revenues represent billings or payments received in advance of revenue recognition and are recognized upon transfer of control. Balances consist primarily of prepaid services not
yet provided as of the balance sheet date. Deferred revenues that will be recognized during the succeeding twelve-month period are recorded as current deferred revenues in the balance
sheets, with the remainder recorded as other non-current liabilities in the balance sheets.
 
Costs to Obtain a Customer Contract
Sales commissions and related expenses are considered incremental and recoverable costs of acquiring customer contracts. These costs are capitalized as other current or non-current assets
and amortized on a straight-line basis over the life of the contract, which approximates the benefit period. The benefit period was estimated by taking into consideration the length of
customer contracts, technology lifecycle, and other factors. All sales commissions are recorded as compensation and related expenses within the Company's statement of operations.
 
Remaining Performance Obligations
The Company's engagement terms are less than one year. All of the Company’s revenues are considered contract revenues. As of December 31, 2019 and 2018 there is no contract revenue
which has not yet been recognized.  
 
Cost of Services
 
Cost of services consist of direct costs that we pay to third-party service providers in order to provide the services that generate revenue. The primary costs incurred is for a qualified third-
party escrow agent that holds money for investment commitments until a closing occurs.
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Fair Value of Financial Instruments
 
Under the Fair Value Measurements Topic of the FASB Accounting Standards Codification, the Company bases its fair value on the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. It is the Company’s policy to maximize the use of observable inputs and minimize the use
of unobservable inputs when developing fair value measurements, in accordance with the fair value hierarchy. Fair value measurements for assets and liabilities where there exists limited
or no observable market data and, therefore, are based primarily upon management’s own estimates, are often calculated based on current pricing policy, the economic and competitive
environment, the characteristics of the asset or liability and other such factors. Therefore, the results cannot be determined with precision and may not be realized in an actual sale or
immediate settlement of the asset or liability. Additionally, there may be inherent weaknesses in any calculation technique, and changes in the underlying assumptions used, including
discount rates and estimates of future cash flows, that could significantly affect the results of current or future value.
 
Impairment of long-lived assets
 
The Company periodically reviews its long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying amount of the assets may not be fully
recoverable. The Company recognizes an impairment loss when the sum of expected undiscounted future cash flows is less than the carrying amount of the asset. The amount of
impairment is measured as the difference between the asset’s estimated fair value and its book value. During the years ended December 31, 2019 and 2018 the Company recorded no losses
due to impairment.
 
Income Taxes

The Company did not pay income taxes in the years ended December 31, 2019 and 2018 because its operations are part of a consolidated federal and state tax return.

The Company records uncertain tax positions in accordance with ASC 740 on the basis of a two-step process whereby (1) we determine whether it is more likely than not that the tax
positions will be sustained on the basis of the technical merits of the position and (2) for those tax positions that meet the more-likely-than-not recognition threshold, we recognize the
largest amount of tax benefit that is more than 50 percent likely to be realized upon ultimate settlement with the related tax authority.
 
The Company has concluded that there are no significant uncertain tax positions requiring recognition in the Company's financial statements. The Company believes that its income tax
positions would be sustained on audit and does not anticipate any adjustments that would result in a material change to its financial position.
 
The Company may in the future become subject to foreign, federal, state and local income taxation though it has not been since inception. The Company is not presently subject to any
income tax audit in any taxing jurisdiction.
 
Basic Income Per Share
 
Basic income per share is calculated by dividing the Company’s net income or loss applicable to common shareholders by the weighted average number of common shares during the
period. A diluted earnings per share is calculated by dividing the Company’s net income available to common shareholders by the diluted weighted average number of shares outstanding
during the year. The diluted weighted average number of shares outstanding is the basic weighted number of shares adjusted for any potentially dilutive debt or equity. At December 31,
2019 and 2018 the Company had no convertible securities outstanding.
 
Recent Accounting Pronouncements
 
In February 2016, the FASB issued ASU 2016-02 – “Leases (Topic 842).” Under ASU 2016-02, entities will be required to recognize lease assets and lease liabilities by lessees for those
leases classified as operating leases.  Among other changes in accounting for leases, a lessee should recognize in the statement of financial position a liability to make lease payments (the
lease liability) and a right-of-use asset representing its right to use the underlying asset for the lease term.  When measuring assets and liabilities arising from a lease, a lessee (and a lessor)
should include payments to be made in optional periods only if the lessee is reasonably certain to exercise an option to extend the lease or not to exercise an option to terminate the lease. 
Similarly, optional payments to purchase the underlying asset should be included in the measurement of lease assets and lease liabilities only if the lessee is reasonably certain to exercise
that purchase option.  The amendments in ASU 2016-02 will become effective for fiscal years beginning after December 15, 2018, including interim periods with those fiscal years, for
public business entities.  Management determined that the adoption of this guidance will not have a material impact on the financial statements.
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In January 2017, the FASB issued ASU No. 2017-01, clarifying the Definition of a Business, which narrows the definition of a business. This ASU provides a screen to determine whether a
group of assets constitutes a business. The screen requires that when substantially all of the fair value of the gross assets acquired (or disposed of) is concentrated in a single identifiable
asset or a group of similar identifiable assets, the set is not a business. This screen reduces the number of transactions that need to be further evaluated as acquisitions. If the screen is not
met, this ASU (1) requires that to be considered a business, a set must include, at a minimum, an input and a substantive process that together significantly contribute to the ability to create
an output and (2) removes the evaluation of whether a market participant could replace missing elements. Although outputs are not required for a set to be a business, outputs generally are a
key element of a business; therefore, the FASB has developed more stringent criteria for sets without outputs. The ASU is effective for annual periods beginning after December 15, 2018.
Management determined that the adoption of this guidance will not have a material impact on the financial statements.
 
In March 2017 the FASB issued ASU 2017-04 Intangibles—Goodwill and Other (Topic 350) Simplifying the Test for Goodwill Impairment. This amendment simplifies the measurement of
goodwill by eliminating Step 2 from the goodwill impairment test. This update is effective for fiscal years beginning after December 15, 2021. The adoption of ASU No. 2017-04 is not
expected to have a material impact on the Company’s financial statements.
 
In May 2017, the FASB issued ASU 2017-09 which clarifies the guidance on the modification accounting criteria for share-based payment awards. The new guidance requires registrants to
apply modification accounting unless three specific criteria are met. The three criteria are 1) the fair value of the award is the same before and after the modification, 2) the vesting
conditions are the same before and after the modification and 3) the classification as a debt or equity award is the same before and after the modification. This update is effective for fiscal
years beginning after December 15, 2017 and are to be applied prospectively to new awards granted after adoption. Management determined that the adoption of this guidance will not have
a material impact on the financial statements.
 
Management does not believe that any other recently issued, but not yet effective, accounting standards could have a material effect on the accompanying financial statements. As new
accounting pronouncements are issued, we will adopt those that are applicable under the circumstances.
 
NOTE 2 – STOCKHOLDERS’ EQUITY
 
The Company has 5,000 shares of common stock authorized and 1,000 shares of common stock outstanding as of December 31, 2019 and 2018. All outstanding shares are owned by our
parent corporation, Netcapital Systems LLC.
 
 
NOTE 3 – COMMITMENTS AND CONTINGENCIES
 

Litigation
 
The Company accrues for loss contingencies associated with outstanding litigation, claims and assessments for which management has determined it is probable that a loss contingency
exists, and the amount of loss can be reasonably estimated. Costs for professional services associated with litigation claims are expensed as incurred. As of December 31, 2019 and 2018,
the Company has not accrued or incurred any amounts for litigation matters.
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Leases

Our office was located in New York City and the lease was cancelled in March 2020 with the arrival of COVID-19 in New York, and requirements for only essential workers to travel and
commute in New York City. Beginning in March 2020 our personnel have worked from home. Rent expense for the years ended December 31, 2019 and 2018 amounted to $29,330 and
$28,472, respectively.

Contingencies

A novel strain of coronavirus, or COVID-19, has spread throughout Asia, Europe and the United States, and has been declared to be a pandemic by the World Health Organization. Our
business plans have not been significantly impacted by the COVID-19 outbreak. However, we cannot at this time predict the specific extent, duration, or full impact that the COVID-19
outbreak will have on our financial condition, operations, and business plans for 2021. Our operations have adapted social distancing and cleanliness standards and we may experience
delays in anticipated timelines and milestones.

NOTE 4 – INCOME TAXES

The Company did not have any material unrecognized tax benefits as of December 31, 2019 and 2018. The Company does not expect the unrecognized tax benefits to significantly
increase or decrease within the next twelve months.  The Company recorded no interest and penalties relating to unrecognized tax benefits as of and during the years ended December 31,
2019 and 2018.  The Company is subject to United States federal income tax, as well as New York state and Massachusetts taxes. The Company is currently open to audit under the statute
of limitations by the federal and state jurisdictions for the years ending December 31, 2017 through 2020.
 
The Company is part of a consolidated group that files a consolidated tax return for federal and state taxes but is disclosing on its balance sheet the tax liability that would be due if it were
a stand-alone company. Income tax expense was calculated using the separate-return method so that taxes were allocated to the Company at a rate of 21% for federal income tax and 8%
for state income tax. For the years ended December 31, 2019 and 2018, income tax expense amounted to $62,383 and $15,150, respectively. An income tax payable to the parent account
was established to record the payable to the parent company in the amounts of $77,533 and $15,150 as of December 31, 2019 and 2018, respectively.
 
  
NOTE 5 – FAIR VALUE
 
The Fair Value Measurements Topic of the FASB Accounting Standards Codification establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to measurements
involving significant unobservable inputs (Level 3 measurements). The three levels of the fair value hierarchy are as follows:

 
● Level 1: inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the company has the ability to access at the measurement date.

 
● Level 2: inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or indirectly.

 
● Level 3: inputs are unobservable inputs for the asset or liability.

 

Under the Fair Value Measurements Topic of the FASB Accounting Standards Codification, we base fair value on the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. It is our policy to maximize the use of observable inputs and minimize the use of unobservable inputs
when developing fair value measurements, in accordance with the fair value hierarchy. Fair value measurements for assets and liabilities where there exists limited or no observable market
data and, therefore, are based primarily upon management’s own estimates, are often calculated based on current pricing policy, the economic and competitive environment, the
characteristics of the asset or liability and other such factors. Therefore, the results cannot be determined with precision and may not be realized in an actual sale or immediate settlement of
the asset or liability. Additionally, there may be inherent weaknesses in any calculation technique, and changes in the underlying assumptions used, including discount rates and estimates of
future cash flows that could significantly affect the results of current or future value.

Following is a description of valuation methodologies used for assets and liabilities recorded at fair value and for estimating fair value where it is practicable to do so for financial
instruments not recorded at fair value (disclosures required by the Fair Value Measurements Topic of the FASB Accounting Standards Codification).
 
Cash and cash equivalents, accounts receivable, and accounts payable
 
In general, carrying amounts approximate fair value because of the short maturity of these instruments.
 
The Company has no instruments with significant off balance sheet risk.
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NOTE 6 – EARNING PER COMMON SHARE
 
Earnings per common share data was computed as follows:
  2019  2018
     

Net income  $ 165,959  $ 40,306 
         
Weighted average common shares outstanding   1,000   1,000 
Effect of dilutive securities   —     —   
Weighted average dilutive common shares outstanding   1,000   1,000 
         
Earnings per common share – basic  $ 165.96  $ 40.31 
         
Earnings per common share – diluted  $ 165.96  $ 40.31 

 
For the years ended December 31, 2019 and 2018. The Company had no dilutive securities.
 
NOTE 7 – RELATED PARTY TRANSACTIONS
 
The Company makes advances to and receives advances from its parent corporation from time-to-time. As of December 31, 2019 and 2018 the Company has a receivable from its parent
corporation of $295,000 and $30,000, respectively, that was forgiven in conjunction with the sale of the Company. See Note 9. Compensation to officers in the years ended December 31,
2019 and 2018 amounted to $60,000 in each year.

`
NOTE 8 – CONCENTRATIONS
 

For the year ended December 31, 2019, the Company had one customer that constituted 27% of its revenues and may have certain customers that make up more than 10% of its revenues
in a given year. However, the Company is not dependent on any single or group of customers, and accordingly, the loss of any such customers would not have a significant impact on the
Company’s operations.

 
NOTE 9 – SUBSEQUENT EVENTS
 
On August 23, 2020, the Company entered into an Agreement and Plan of Merger whereby it merged with Netcapital Acquisition Vehicle Inc., an indirect wholly owned subsidiary of
Netcapital Inc., wherein the Company is the surviving corporation. This transaction is designed to be a tax-free merger to enhance the Company’s revenues and ability to provide services
to democratize the private capital markets while helping companies at all stages to build, grow and fund their businesses with a full range of services from strategic advice to raising
capital. The transaction closed effective November 5, 2020.
 
The Company evaluated subsequent events through September 3, 2021, the date these financial statements were available to be issued. There were no other material subsequent events that
required recognition or additional disclosure in these financial statements.
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 Netcapital Funding Portal Inc.

Balance Sheets
Unaudited 

 
     
  June 30, 2020  June 30, 2019

     
Assets         
Current assets:         

Cash and cash equivalents  $ 189,372  $ 65,145 
Accounts receivable   —     1,274 
Prepaid expenses   6,070   3,750 

Total current assets   195,442   70,169 
         
Due from affiliate   295,000   220,000 

Total assets  $ 490,442  $ 290,169 
         

Liabilities and Stockholders’ Equity         
         
Current liabilities:         
    Due to related parties  $ 16,623  $ 481 
    Income tax payable to parent   102,277   51,964 
Total current liabilities   118,900   52,445 
         
Commitments and Contingencies   —     —   
         
Stockholders’ equity:         

Common stock, $.01 par value; 5,000 shares authorized;1,000 shares issued, and outstanding,
respectively   10   10 
Capital in excess of par value   27,990   27,990 
Retained earnings   343,542   209,724 

Total stockholders’ equity   371,542   237,724 
Total liabilities and stockholders’ equity  $ 490,442  $ 290,169 

         
 
 

Unaudited - See accompanying notes to the financial statements
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Netcapital Funding Portal Inc.
  Statements of Operations

For the Six Months Ended June 30, 2020 and 2019
Unaudited

 
 
   
  2020  2019
     

Revenues  $ 184,036  $ 195,944 
Cost of revenues   7,337   5,676 
Gross profit   176,699   190,268 
         
Cost and expenses:         
Compensation and related expenses   65,225   37,800 
Rent   19,030   15,395 
General and administrative   1,805   2,223 

         
Total costs and expenses   86,060   55,418 

         
       Income from operations   90,639   134,850 
Income tax   24,744   36,814 
Net income  $ 65,895  $ 98,036 
         

Basic income per share  $ 65.90  $ 98.04 
Diluted income (loss) per share  $ 65.90  $ 98.04 
Weighted average number of shares outstanding - basic   1,000   1,000 
Weighted average number of shares outstanding – diluted   1,000   1,000 
         

 
Unaudited - See accompanying notes to the financial statements
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Netcapital Funding Portal Inc.
Statements of Stockholders’ Equity

For the Six Months Ended June 30, 2020 and Years Ended December 31, 2019 and 2018
Unaudited

 
 

  
 

Common Stock       
 

  Shares  Amount  
Capital in Excess of

Par Value  
 

Retained Earnings  

Total
Stockholders

Equity
Balance, January 1, 2018   1,000  $ 10  $ 27,990  $ 71,382      $   99,382

Net income year ended12/31/2018   —     —     —     40,306      40,306
Balance, December 31, 2018   1,000   10   27,990   111,688      139,688

Net income June 30, 2019   —     —     —     98,036      134,850
Balance, June 30, 2019   1,000   10   27,990   209,724      237,724
Net income December 31, 2019   —     —     —     67,923      67,923
Balance, December 31, 2019   1,000   10   27,990   277,647      305,647
Net income June 30, 2020   —     —     —     65,895      65,895
Balance, June 30, 2020   1,000  $ 10  $ 27,990  $ 343,542      $ 371,542

 
 

See accompanying notes to consolidated financial statements. 
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Netcapital Funding Portal Inc.
Statements of Cash Flow

For the Six Months Ended June 30, 2020 and 2019
Unaudited

 
  2020  2019

Cash flows from operating activities         
Net income  $ 65,895  $ 98,036 
Changes in operating assets and liabilities         
    Accounts receivable   5,742   (1,274)

Prepaid expenses   —     1,795 
Income tax payable to parent   24,744   36,814 
Accounts payable   9,300   (5,269)

Net cash provided by operating activities   105,681   130,102 
Cash flows from investing activities   —     —   

Net cash provided by investing activities   —     —   
Cash flows from financing activities         
Payments to affiliate   —     (190,000)

Net cash used in financing activities   —     (190,000)
Net increase (decrease) in cash and cash equivalents   105,681   (59,898)

Cash and cash equivalents - beginning of year   83,691   125,043 
Cash and cash equivalents - end of year  $ 189,372  $ 65,145 
Supplemental disclosures on cash flow information         
Interest paid during the year  $ —    $ —   
Income taxes paid during the year  $ —    $ —   
 
 

See accompanying notes to consolidated financial statements. 
 

 5  



 

 
Netcapital Funding Portal Inc.

Unaudited Notes to Unaudited Financial Statements
June 30, 2020

 
 
NOTE 1 - Description of Business and Summary of Accounting Principles
 
Description of the Organization
 
Netcapital Funding Portal Inc. (which may be referred to as the “Company,” “we,” “us,” or “our”) was formed on March 8, 2016 in the State of Delaware. The Company’s headquarters are
located in Boston, Massachusetts. The Company aims to revolutionize the way early-stage companies raise capital by providing a way for non-accredited and accredited investors to invest
in private companies on a public platform. We operate under Title III of the Jumpstart our Business Startups Act (“JOBS Act”), allowing private companies to advertise the sale of stock to
both accredited and non-accredited investors. The Company is a funding portal registered with the U.S. Securities and Exchange Commission (SEC) and a member of the Financial
Industry Regulatory Authority (FINRA), that operates under Title III of the JOBS Act. The Company’s mission is to empower thousands of companies to raise capital and create
significant amounts of jobs over the coming years.
 
The financial statements are presented in United States dollars and have been prepared in accordance with generally accepted accounting principles in the United States of America.  The
Company’s fiscal year end is December 31.
 
Use of Estimates

In preparing financial statements in conformity with generally accepted accounting principles, management is required to make estimates and assumptions that affect the reported amounts
of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting
period.  The most significant estimates relate to allowance for doubtful accounts.  On a continual basis, management reviews its estimates, utilizing currently available information, changes
in facts and circumstances, historical experience and reasonable assumptions.  After such reviews, and if deemed appropriate, those estimates are adjusted accordingly.  Actual results could
differ from those estimates.

Cash and Cash Equivalents
 
The Company considers all highly liquid investments with maturities of three months or less to be cash equivalents. The Company has no cash equivalents. The Company uses two
financial institutions for its cash balances and may maintain cash balances that exceed federally insured limits.
 
Revenue Recognition
 
In May 2014, the FASB issued ASU 2014-09, "Revenue from Contracts with Customers (Topic 606)." Topic 606 established that the Company recognize revenue using the following five-
step model
 
• Identification of the contract, or contracts, with a customer;
• Identification of the performance obligations in the contract;
• Determination of the transaction price;
• Allocation of the transaction price to the performance obligations in the contract; and
• Recognition of revenue when or as, the Company satisfies a performance obligation.
 
The Company’s revenue producing activities commenced in 2016 with the start of Regulation Crowdfunding under Title III of the JOBS Act. The Company acts as an intermediary by
providing an online platform (the “Platform”) for companies (an “Issuer”) to sell equity securities to investors. The Company’s primary fee is equal to 4.9% of the amount invested in an
offering. Platform fees are due upon the disbursement of funds from escrow and are paid directly to the Company from the Issuers’ escrow accounts. The Company may also charge the
Issuer an engagement fee, a rolling close fee, a material change fee and a fee for termination of reporting obligations. The Company identifies performance obligations in contracts with
customers, which primarily are a success fee of 4.9% of funds raised. For other fees, the transaction price is determined based on the amount the Company expects to be entitled to receive
in exchange for transferring the promised services to the customer. The transaction price in the contract is allocated to each distinct performance obligation in an amount that represents the
relative amount of consideration expected to be received in exchange for satisfying each performance obligation. Revenue is recognized when performance obligations are satisfied. The
Company bills its customers an engagement fee before it provides the substantive portion of its services. All other fees are payable after services have been performed. Contracts are one
year or less.
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Judgments and Estimates
The estimation of variable consideration for each performance obligation requires the Company to make subjective judgments. The Company enters contracts with customers that regularly
include promises to transfer multiple services, such as rolling closes and offering statement amendments. For arrangements with multiple services, the Company evaluates whether the
individual services qualify as distinct performance obligations. In its assessment of whether a service is a distinct performance obligation, the Company determines whether the customer
can benefit from the service on its own or with other readily available resources, and whether the service is separately identifiable from other services in the contract. This evaluation
requires the Company to assess the nature of each individual service offering and how the services are provided in the context of the contract, including whether the services are
significantly integrated, highly interrelated, or significantly modify each other, which may require judgment based on the facts and circumstances of the contract.
 
When agreements involve multiple distinct performance obligations, the Company allocates arrangement consideration to all performance obligations at the inception of an arrangement
based on the relative standalone selling prices (“SSP”) of each performance obligation. Where the Company has standalone sales data for its performance obligations which are indicative
of the price at which the Company sells a promised service separately to a customer, such data is used to establish SSP. In instances where standalone sales data is not available for a
particular performance obligation, the Company estimates SSP by the use of observable market and cost-based inputs. The Company continues to review the factors used to establish list
price and will adjust standalone selling price methodologies as necessary on a prospective basis.
 
Service Revenue
Professional services revenue is recognized over time as the services are rendered. When a contract with a customer is signed, the Company assesses whether collection of the fees under
the arrangement is probable. The Company estimates the amount to reserve for uncollectible amounts based on the aging of the contract balance, current and historical customer trends,
and communications with its customers. The primary services rendered generate a fee to list an offering on the funding portal (a “Listing Fee”) and a success fee of 4.9% of the funds
raised by a customer that uses the funding portal (a “Portal Fee”). If a customer does not pay the Listing Fee, the customer will not be given access to the funding portal. When a Listing
Fee has been earned, it is billed to the customer. The Portal Fee is deemed to be earned when a customer asks to withdraw money from a third-party escrow account. Every time money is
withdrawn from escrow, the Company receives a Portal Fee of 4.9% of the funds disbursed.
 
Contract Assets
Contract assets are recorded for those parts of the contract consideration not yet invoiced but for which the performance obligations are completed. The revenue is recognized when the
customer receives services. Contract assets are included in other current or non-current assets in the balance sheets, depending on if their reduction will be recognized during the
succeeding twelve-month period or beyond.
 
Deferred Revenue
Deferred revenues represent billings or payments received in advance of revenue recognition and are recognized upon transfer of control. Balances consist primarily of prepaid services not
yet provided as of the balance sheet date. Deferred revenues that will be recognized during the succeeding twelve-month period are recorded as current deferred revenues in the balance
sheets, with the remainder recorded as other non-current liabilities in the balance sheets.
 
Costs to Obtain a Customer Contract
Sales commissions and related expenses are considered incremental and recoverable costs of acquiring customer contracts. These costs are capitalized as other current or non-current assets
and amortized on a straight-line basis over the life of the contract, which approximates the benefit period. The benefit period was estimated by taking into consideration the length of
customer contracts, technology lifecycle, and other factors. All sales commissions are recorded as compensation and related expenses within the Company's statement of operations.
 
Remaining Performance Obligations
The Company's engagement terms are less than one year. All of the Company’s revenues are considered contract revenues. As of June 30, 2020 and 2019 there is no contract revenue
which has not yet been recognized.  
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Cost of Services
 
Cost of services consist of direct costs that we pay to third-party service providers in order to provide the services that generate revenue. The primary costs incurred is for a qualified third-
party escrow agent that holds money for investment commitments until a closing occurs.
 
Fair Value of Financial Instruments
 
Under the Fair Value Measurements Topic of the FASB Accounting Standards Codification, the Company bases its fair value on the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. It is the Company’s policy to maximize the use of observable inputs and minimize the use
of unobservable inputs when developing fair value measurements, in accordance with the fair value hierarchy. Fair value measurements for assets and liabilities where there exists limited
or no observable market data and, therefore, are based primarily upon management’s own estimates, are often calculated based on current pricing policy, the economic and competitive
environment, the characteristics of the asset or liability and other such factors. Therefore, the results cannot be determined with precision and may not be realized in an actual sale or
immediate settlement of the asset or liability. Additionally, there may be inherent weaknesses in any calculation technique, and changes in the underlying assumptions used, including
discount rates and estimates of future cash flows, that could significantly affect the results of current or future value.
 
Impairment of long-lived assets
 
The Company periodically reviews its long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying amount of the assets may not be fully
recoverable. The Company recognizes an impairment loss when the sum of expected undiscounted future cash flows is less than the carrying amount of the asset. The amount of
impairment is measured as the difference between the asset’s estimated fair value and its book value. During the years ended six-month periods ended June 30, 2020 and 2019 the Company
recorded no losses due to impairment.
 
Income Taxes

The Company did not pay income taxes in the years ended December 31, 2019 and 2018 because its operations are part of a consolidated federal and state tax return.

The Company records uncertain tax positions in accordance with ASC 740 on the basis of a two-step process whereby (1) we determine whether it is more likely than not that the tax
positions will be sustained on the basis of the technical merits of the position and (2) for those tax positions that meet the more-likely-than-not recognition threshold, we recognize the
largest amount of tax benefit that is more than 50 percent likely to be realized upon ultimate settlement with the related tax authority.
 
The Company has concluded that there are no significant uncertain tax positions requiring recognition in the Company's financial statements. The Company believes that its income tax
positions would be sustained on audit and does not anticipate any adjustments that would result in a material change to its financial position.
 
The Company may in the future become subject to foreign, federal, state and local income taxation though it has not been since inception. The Company is not presently subject to any
income tax audit in any taxing jurisdiction.
 
Basic Income Per Share
 
Basic income per share is calculated by dividing the Company’s net income or loss applicable to common shareholders by the weighted average number of common shares during the
period. A diluted earnings per share is calculated by dividing the Company’s net income available to common shareholders by the diluted weighted average number of shares outstanding
during the year. The diluted weighted average number of shares outstanding is the basic weighted number of shares adjusted for any potentially dilutive debt or equity. At December 31,
2019 and 2018 the Company had no convertible securities outstanding.
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Recent Accounting Pronouncements
 
In February 2016, the FASB issued ASU 2016-02 – “Leases (Topic 842).” Under ASU 2016-02, entities will be required to recognize lease assets and lease liabilities by lessees for those
leases classified as operating leases.  Among other changes in accounting for leases, a lessee should recognize in the statement of financial position a liability to make lease payments (the
lease liability) and a right-of-use asset representing its right to use the underlying asset for the lease term.  When measuring assets and liabilities arising from a lease, a lessee (and a lessor)
should include payments to be made in optional periods only if the lessee is reasonably certain to exercise an option to extend the lease or not to exercise an option to terminate the lease. 
Similarly, optional payments to purchase the underlying asset should be included in the measurement of lease assets and lease liabilities only if the lessee is reasonably certain to exercise
that purchase option.  The amendments in ASU 2016-02 will become effective for fiscal years beginning after December 15, 2018, including interim periods with those fiscal years, for
public business entities.  Management determined that the adoption of this guidance will not have a material impact on the financial statements.
 
In January 2017, the FASB issued ASU No. 2017-01, clarifying the Definition of a Business, which narrows the definition of a business. This ASU provides a screen to determine whether a
group of assets constitutes a business. The screen requires that when substantially all of the fair value of the gross assets acquired (or disposed of) is concentrated in a single identifiable
asset or a group of similar identifiable assets, the set is not a business. This screen reduces the number of transactions that need to be further evaluated as acquisitions. If the screen is not
met, this ASU (1) requires that to be considered a business, a set must include, at a minimum, an input and a substantive process that together significantly contribute to the ability to create
an output and (2) removes the evaluation of whether a market participant could replace missing elements. Although outputs are not required for a set to be a business, outputs generally are a
key element of a business; therefore, the FASB has developed more stringent criteria for sets without outputs. The ASU is effective for annual periods beginning after December 15, 2018.
Management determined that the adoption of this guidance will not have a material impact on the financial statements.
 
In March 2017 the FASB issued ASU 2017-04 Intangibles—Goodwill and Other (Topic 350) Simplifying the Test for Goodwill Impairment. This amendment simplifies the measurement of
goodwill by eliminating Step 2 from the goodwill impairment test. This update is effective for fiscal years beginning after December 15, 2021. The adoption of ASU No. 2017-04 is not
expected to have a material impact on the Company’s financial statements.
 
In May 2017, the FASB issued ASU 2017-09 which clarifies the guidance on the modification accounting criteria for share-based payment awards. The new guidance requires registrants to
apply modification accounting unless three specific criteria are met. The three criteria are 1) the fair value of the award is the same before and after the modification, 2) the vesting
conditions are the same before and after the modification and 3) the classification as a debt or equity award is the same before and after the modification. This update is effective for fiscal
years beginning after December 15, 2017 and are to be applied prospectively to new awards granted after adoption. Management determined that the adoption of this guidance will not have
a material impact on the financial statements.
 
Management does not believe that any other recently issued, but not yet effective, accounting standards could have a material effect on the accompanying financial statements. As new
accounting pronouncements are issued, we will adopt those that are applicable under the circumstances.
 
NOTE 2 – STOCKHOLDERS’ EQUITY
 
The Company has 5,000 shares of common stock authorized and 1,000 shares of common stock outstanding as of June 30, 2020 and 2019. All outstanding shares are owned by our parent
corporation, Netcapital Systems LLC.
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NOTE 3 – COMMITMENTS AND CONTINGENCIES
 

Litigation
 
The Company accrues for loss contingencies associated with outstanding litigation, claims and assessments for which management has determined it is probable that a loss contingency
exists, and the amount of loss can be reasonably estimated. Costs for professional services associated with litigation claims are expensed as incurred. As of June 30. 2020 and 2019, the
Company has not accrued or incurred any amounts for litigation matters.
 

Leases

Our office was located in New York City and the lease was cancelled in March 2020 with the arrival of COVID-19 in New York, and requirements for only essential workers to travel and
commute in New York City. Beginning in March 2020 our personnel have worked from home. Rent expense for the six-month periods ended June 30, 2020 and 2019 amounted to $19,030
and $15,395, respectively.

Contingencies

A novel strain of coronavirus, or COVID-19, has spread throughout Asia, Europe and the United States, and has been declared to be a pandemic by the World Health Organization. Our
business plans have not been significantly impacted by the COVID-19 outbreak. However, we cannot at this time predict the specific extent, duration, or full impact that the COVID-19
outbreak will have on our financial condition, operations, and business plans for 2021. Our operations have adapted social distancing and cleanliness standards and we may experience
delays in anticipated timelines and milestones.

NOTE 4 – INCOME TAXES

The Company did not have any material unrecognized tax benefits as of June 30, 2020 and 2019. The Company does not expect the unrecognized tax benefits to significantly increase or
decrease within the next twelve months.  The Company recorded no interest and penalties relating to unrecognized tax benefits as of and during the years ended December 31, 2019 and
2018.  The Company is subject to United States federal income tax, as well as New York state and Massachusetts taxes. The Company is currently open to audit under the statute of
limitations by the federal and state jurisdictions for the years ending December 31, 2017 through 2020.
 
The Company is part of a consolidated group that files a consolidated tax return for federal and state taxes but is disclosing on its balance sheet the tax liability that would be due if it were a
stand-alone company. Income tax expense was calculated using the separate-return method so that taxes were allocated to the Company at a rate of 21% for federal incomes tax and 8% for
state income tax. For the six months ended June 30, 2020 and 2019, income tax expense amounted to $24,744 and $36,814, respectively. An income tax payable to parent account was
established to record the payable to the parent company in the amounts of $102,277 and $51,964 as of June 30, 2020 and 2019, respectively.
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NOTE 5 – FAIR VALUE
 
The Fair Value Measurements Topic of the FASB Accounting Standards Codification establishes a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value. The hierarchy gives the highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and the lowest priority to measurements
involving significant unobservable inputs (Level 3 measurements). The three levels of the fair value hierarchy are as follows:

 
● Level 1: inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the company has the ability to access at the measurement date.

 
● Level 2: inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or indirectly.

 
● Level 3: inputs are unobservable inputs for the asset or liability.

 

Under the Fair Value Measurements Topic of the FASB Accounting Standards Codification, we base fair value on the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. It is our policy to maximize the use of observable inputs and minimize the use of unobservable inputs
when developing fair value measurements, in accordance with the fair value hierarchy. Fair value measurements for assets and liabilities where there exists limited or no observable market
data and, therefore, are based primarily upon management’s own estimates, are often calculated based on current pricing policy, the economic and competitive environment, the
characteristics of the asset or liability and other such factors. Therefore, the results cannot be determined with precision and may not be realized in an actual sale or immediate settlement of
the asset or liability. Additionally, there may be inherent weaknesses in any calculation technique, and changes in the underlying assumptions used, including discount rates and estimates of
future cash flows that could significantly affect the results of current or future value.

 

Following is a description of valuation methodologies used for assets and liabilities recorded at fair value and for estimating fair value where it is practicable to do so for financial
instruments not recorded at fair value (disclosures required by the Fair Value Measurements Topic of the FASB Accounting Standards Codification).
 
Cash and cash equivalents, accounts receivable, and accounts payable
 
In general, carrying amounts approximate fair value because of the short maturity of these instruments.
 
The Company has no instruments with significant off balance sheet risk.
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NOTE 6 – EARNING PER COMMON SHARE
 
Earnings per common share data for the six-month periods ended June 30, 2020 and 2019 was computed as follows:
 
  2020  2019

Net income  $ 65,895  $ 98,036 
Weighted average common shares outstanding   1,000   1,000 
Effect of dilutive securities   —     —   
Weighted average dilutive common shares outstanding   1,000   1,000 
Earnings per common share – basic  $ 65.90  $ 98.04 
Earnings per common share – diluted  $ 65.90  $ 98.04 

 
 
For the six-month periods ended June 30, 2020 and 2019. The Company had no dilutive securities.
 
NOTE 7 – RELATED PARTY TRANSACTIONS
 
The Company makes advances to and receives advances from its parent corporation from time-to-time. As of June 30, 2020 and 2019 the Company has a receivable from its parent
corporation of $295,000 and $200,000, respectively, that was forgiven in conjunction with the sale of the Company. See Note 9. For the six-months periods ended June 30, 2020 and
2019 the Company paid compensation to its officers of $20,000 and $0, respectively.
 
NOTE 8 – CONCENTRATIONS
 

Although certain customers may from time-to-time constitute more than 10% of the Company’s revenues in a given reporting period, the Company is not dependent on any single or
group of customers, and accordingly, the loss of any such customers would not have a significant impact on the Company’s operations.

 
NOTE 9 – SUBSEQUENT EVENTS
 
On August 23, 2020, the Company entered into an Agreement and Plan of Merger whereby it merged with Netcapital Acquisition Vehicle Inc., an indirect wholly owned subsidiary of
Netcapital Inc., wherein the Company is the surviving corporation. This transaction is designed to be a tax-free merger to enhance the Company’s revenues and ability to provide services
to democratize the private capital markets while helping companies at all stages to build, grow and fund their businesses with a full range of services from strategic advice to raising
capital. The transaction closed effective November 5, 2020.
 
The Company evaluated subsequent events through September 3, 2021, the date these financial statements were available to be issued. There were no other material subsequent events that
required recognition or additional disclosure in these financial statements.
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Exhibit 99.3
 

UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL INFORMATION
 

 
The unaudited pro forma condensed combined statement of operations for the six months ended October 31, 2020, and the unaudited pro forma condensed combined statement of

operations for the year ended April 30, 2020, combine the financial statements of Netcapital Inc. and Netcapital Funding Portal Inc. giving effect to the transactions described above, as if they had
occurred on May 1, 2019 in respect of the unaudited pro forma condensed combined statement of operations for the six months ended October 31, 2020, and for the year ended April 30, 2020.

 
The unaudited pro forma condensed combined financial information should be read in conjunction with the accompanying notes to the unaudited pro forma condensed combined

financial information and:
 

 ● Netcapital Inc.’s condensed consolidated financial statements contained in its Quarterly Report on Form 10-Q for the quarterly period ended October 31, 2020, filed with the
Securities and Exchange Commission (“SEC”) on August 13, 2020;

 
 ● Netcapital Inc.’s consolidated financial statements contained in its Annual Report on Form 10-K for the years ended April 30, 2020 and 2019, filed with the SEC on April 2, 2020;

 
 ● Portal’s financial statements for the years ended December 31, 2019 and 2018, which are filed as Exhibit 99.1 and incorporated herein by reference;

 
 ● Portal’s financial statements for the six months ended June 30, 2020 and 2019, which are filed as Exhibit 99.2 and incorporated herein by reference;
 
 ● the other information contained in or incorporated by reference into this Current Report on Form 8-K.

 
The consolidated financial statements of the Company and the financial statements of Portal were prepared in accordance with U.S. GAAP.

 
The unaudited pro forma condensed combined financial information has been prepared using the acquisition method of accounting in accordance with Accounting Standards Codification

805 - Business Combinations (“ASC 805”), which requires that one company is designated as the acquirer for accounting purposes. It has been determined that Netcapital Inc. is the accounting
acquirer of Portal.

 
The unaudited pro forma adjustments give effect to events that are directly attributable to the transaction and are based on available data and certain assumptions that management

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

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

transactions described above. The unaudited pro forma condensed combined financial information described above has been derived from the historical financial statements of Netcapital and
Portal and the related notes, as described above. The unaudited pro forma condensed combined financial information has been conformed to Netcapital’s accounting policies. Further review may
identify additional differences between the accounting policies of Netcapital and Portal. The unaudited pro forma adjustments and the unaudited pro forma condensed combined financial
information do not reflect the impact of synergies or post-transaction management actions and are not necessarily indicative of the financial position or results of operations that may have actually
occurred had the transactions taken place on the dates noted.
 

 



 
 
Netcapital Inc.       
Unaudited Pro Forma Condensed Combined Balance Sheet     
October 31, 2020       
 

(Unaudited)    Netcapital  Pro    Pro
    Funding  Forma    Forma
  Netcapital Inc  Portal Inc.  Adjustments  Notes  Consolidated
Assets                     
  Cash and cash equivalents  $ 455,994  $ 358,634          $ 814,628 
  Accounts receivable net   40,671   —             40,671 
  Prepaid expenses   374,230   6,070           380,300 
Total current assets   870,895   364,704           1,235,599 
                     
   Other assets   6,300   295,000  $ 14,803,954   (1)   15,105,254 
   Deferred  tax assets   157,602   —             157,602 
   Investments   3,721,514   —             3,721,514 
Total assets  $ 4,756,311  $ 659,704  $ 14,803,954      $ 20,219,969 
                     
Current liabilities                     
Accounts payable                     
   Trade  $ 278,752  $ 29,023          $ 307,775 
   Related party   51,170   —             51,170 
Accrued expenses   180,350   —             180,350 
Deferred revenue   5,507   —             5,507 
Related party debt   15,000   —             15,000 
Secured note payable to related party   1,000,000   —             1,000,000 
Current portion of SBA notes   1,264,519   —             1,264,519 
Interest payable - related party   37,536   —             37,536 
Loan payable – bank   34,324   —             34,324 
Demand notes payable   7,860   —             7,860 
Total current liabilities   2,875,018   29,023   —         2,904,041 
                     
 Long-term debt                     
SBA loans Long term   1,121,281   —             1,121,281 
Total Liabilities   3,996,299   29,023   —         4,025,322 
                     
Stockholders' equity:                     
  Common stock, $.001 par value   419   10   2,054       2,483 
  Capital in excess of par value   3,160,982   27,990   15,404,581       18,593,553 
Retained earnings (deficit)   (2,401,389)   602,681   (602,681)       (2,401,389)
Total stockholders' equity   760,012   630,681   14,803,954      16,194,647 
Total liabilities and stockholders' equity  $ 4,756,311  $ 659,704  $ 14,803,954      $ 20,219,969 
 
 
 
 

 



 
 
Netcapital Inc.      
Unaudited Pro Forma Condensed Combined Statement of Operations   
Six Months Ended October 31, 2020     
(Unaudited)      
      
 

    Netcapital  Pro  Pro
    Funding  Forma  Forma
  Netcapital Inc  Portal Inc.  Adjustments  Consolidated
         
Revenues  $ 2,493,486  $ 372,577   $    $ 2,866,063 
                 
Costs of services   714,224   8,128       722,352 
Gross profit   1,779,262   364,449       2,143,711 

                 
Stock based compensation   259,909   —         259,909 
Consulting expense   5,085   —         5,085 
Marketing   8,782   —         8,782 
Rent   26,798   18,600       45,398 
Wages   1,296,333   119,461       1,415,794 
General and Administrative   75,500   5,017       80,517 
               Total costs and expenses   1,672,407   143,078   —     1,815,485 
Operating income   106,855   221,371   —     328,226 
                 
Other income (expense):                 
Interest expense   (23,564)   —     —     (23,564)
Total other income (expense)   (23,564)   —     —     (23,564)
Net income before tax   83,291   221,371       304,662 
tax provision (benefit)   22,398   —         22,398 
Net income (loss)  $ 60,893  $ 221,371  $ —    $ 282,264 
 
Included in the supplemental pro forma information above is revenue earned by the Company of $18,646 from Netcapital Systems LLC, the former parent company of Netcapital Funding Portal
Inc.

 



 
 
 
Netcapital Inc.      
Unaudited Pro Forma Condensed Combined Statement of Operations   
Year Ended April 30, 2020      
(Unaudited)      
      
 
 

    Netcapital  Pro    Pro
    Funding  Forma    Forma
  Netcapital Inc  Portal Inc.  Adjustments  Notes  Consolidated
           
Revenues  $ 1,753,558  $ 273,075  $        $ 2,026,633 
                     
Costs of services   11,105   8,841           19,946 
Gross profit   1,742,453   264,234           2,006,687 

                     
Stock based compensation   356,252   —             356,252 
Consulting expense   102,600   —             102,600 
Marketing   12,863   —             12,863 
Rent   50,769   25,905           76,674 
Wages   —     90,725           90,725 
General and Administrative   72,747   1,658           74,405 
        Total costs and expenses   595,231   118,288   —         713,519 
Operating income   1,147,222   145,946   —         1,293,168 
                     
Other income (expense):                     
Other income   10,000               10,000 
Impairment loss   (185,952)               (185,952)
Realized loss on investments   (527,540)               (527,540)
Interest expense   (18,879)   —     —         (18,879)
Total other income (expense)   (722,371)   —     —         (722,371)
Net income before tax   424,851   145,946           570,797 
tax provision (benefit)   (180,000)   —             (180,000)
Net income (loss)  $ 604,851  $ 145,946  $ —        $ 750,797 
 
Included in the supplemental pro forma information above is revenue earned by the Company of $230,480 from Netcapital Systems LLC, the former parent company of Netcapital Funding Portal
Inc.
 
Note (1)
A total of 1,666,360 shares were issued in exchange for all the outstanding shares of Portal and an additional 398,000 shares are reserved for supplemental consideration due to Portal. The
purchase included issuers, users, investors, and unpatented technology that has a book value of $14,803,954. The pro forma combined financial statements are based on the purchase consideration
and fair value allocation to the acquired assets and assumed liabilities.   

 
 


