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ASX Announcement | 26 August 2020
Visioneering Technologies (ASX:VTI)

Appendix 4D

Atlanta, Georgia, USA August 26, 2020: US-based medical device company and producer of the
NaturalVue® (etafilcon A) Multifocal 1 Day Contact Lenses Visioneering Technologies, Inc (ASX: VTI)
(Visioneering or Company), has today released its Appendix 4D Half Yearly Report for the six months
ended 30 June 2020.

The Half Yearly Report does not include all of the commentary, notes and information that are
typically found in an annual financial report. Accordingly, this Half Yearly Report should be read in
conjunction with Visioneering Technologies’ annual report for the year ended December 31, 2019
and any public announcements made by the Company during the subsequent interim period in
accordance with the continuous disclosure requirements of the ASX Listing Rules.

Ends.
This release was authorized by the CEO, Stephen Snowdy, PhD.

For more information, please contact:

Visioneering Technologies Investor & Media Relations
Stephen Snowdy Julia Maguire

CEO The Capital Network

E: ssnowdy@vtivision.com M: +61 419 815 386

E: julia@thecapitalnetwork.com.au

About Visioneering Technologies

Visioneering Technologies Inc. (ASX:VTI) is an innovative eye care company committed to redefining
vision. Since its founding in 2008, Visioneering has brought together clinical, marketing, engineering,
manufacturing and regulatory leaders from top vision care businesses to provide new solutions for
presbyopia, myopia and astigmatism.

Headquartered in the US, Visioneering designs, manufactures, sells and distributes contact lenses.
Its flagship product is the NaturalVue® Multifocal contact lens, and VTI has expanded its portfolio of
technologies to address a range of eye care issues. The company has grown operations across the
United States, Australia and Europe and is expanding into Asia with a focus on markets with high
rates of myopia.

Foreign Ownership Restrictions

VTI’s CHESS Depositary Interests (CDIs) are issued in reliance on the exemption from registration
contained in Regulation S of the US Securities Act of 1933 (Securities Act) for offers which are made
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outside the US. Accordingly, the CDIs have not been, and will not be, registered under the Securities
Act or the laws of any state or other jurisdiction in the US. As a result of relying on the Regulation S
exemption, the CDlIs are ‘restricted securities’ under Rule 144 of the Securities Act. This means that
you are unable to sell the CDIs into the US or to a US person for the foreseeable future except in
very limited circumstances after the expiration of a restricted period, unless the re-sale of the CDIs is
registered under the Securities Act or an exemption is available. To enforce the above transfer
restrictions, all CDIs issued bear a ‘FOR US’ designation on the Australian Securities Exchange (ASX).
This designation restricts any CDIs from being sold on ASX to US persons. However, you are still able
to freely transfer your CDIs on ASX to any person other than a US person. In addition, hedging
transactions with regard to the CDIs may only be conducted in accordance with the Securities Act.

Forward-Looking Statements

This announcement contains or may contain forward-looking statements that are based on
management’s beliefs, assumptions and expectations and on information currently available to
management.

All statements that address operating performance, events or developments that we expect or
anticipate will occur in the future are forward-looking statements. These include, without limitation,
U.S. commercial market acceptance and U.S. sales of our product as well as our expectations with
respect to our ability to develop and commercialize new products.

Management believes that these forward-looking statements are reasonable when made. You
should not place undue reliance on forward-looking statements because they speak only as of the
date when made. VTl does not assume any obligation to publicly update or revise any forward-
looking statements, whether as a result of new information, future events or otherwise. VTl may not
actually achieve the plans, projections or expectations disclosed in forward-looking statements.
Actual results, developments or events could differ materially from those disclosed in the forward-
looking statements.

VTI-IR-ASX34
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APPENDIX 4D (RULE 4.2A)
HALF YEARLY REPORT FOR THE SIX MONTHS ENDED 30 JUNE 2020

RESULTS FOR ANNOUNCEMENT TO THE MARKET

(USS in 000’s, unaudited, except account, per June June

account and per share data) 2020 2019 up/down |% movement
Net Revenue $2,034 $2,314 down -12%
Shipments to US ECPs $2,558 $2,659 down -4%
Active US Accounts 1,803 1,855 down -3%
Shipments to US ECPs per Active US Account $1,419 $1,433 down -1%
Loss after tax from ordinary activities

attributable to members (85,174) ($6,713) down -23%
Net loss after tax attributable to members (55,174) ($6,713) down -23%
Dividend per security Nil Nil

Franked amount of dividends per security Nil Nil

Net tangible asset backing per CHESS

Depository Interest / Share of Class A

common stock $0.001 $0.01

¢ Independent Review: This report is based on the accompanying unaudited 2020 Half Year
Financial Statements which have been reviewed by Grant Thornton LLP with the Report of
Independent Certified Public Accountants (the “Report”) provided. The Report provided
includes an emphasis of matter paragraph regarding going concern. (See note 1 to the
financial statements.)

e Changes in control over entities: There are no entities over which control has been gained or
lost during the six month period ended 30 June 2020.

e Details of dividends and dividend reinvestment plans: The Company does not propose to pay
any dividends in relation to the period.

e Details of associates or joint ventures: N/A

e Set of accounting standards used in compiling the report: The unaudited 2020 Half Year

Financial Statements have been prepared in accordance with accounting principles generally
accepted in the U.S. (US GAAP) and are denominated in U.S. dollars.
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GRANT THORNTON LLP REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
1100 Peachtree Street NE

Suite 1200

Atlanta, GA 30309-4504

D +1404.330.2000
F +1404.330.2047

Board of Directors
Visioneering Technologies, Inc.

We have reviewed the accompanying condensed interim financial statements
of Visioneering Technologies, Inc. (a Delaware corporation) (the “Company”),
which comprise the condensed balance sheet, and the related condensed
statements of operations, changes in shareholders’ equity (deficit), and cash
flows, as of June 30, 2020 and for the six months ended June 30, 2020 and
2019, and the related notes to the interim financial statements.

Management’s responsibility

The Company’s management is responsible for the preparation and fair
presentation of the condensed interim financial statements in accordance with
accounting principles generally accepted in the United States of America; this
responsibility includes the design, implementation, and maintenance of internal
control sufficient to provide a reasonable basis for the preparation and fair
presentation of interim financial information in accordance with accounting
principles generally accepted in the United States of America.

Auditor’s responsibility

Our responsibility is to conduct our reviews in accordance with auditing
standards generally accepted in the United States of America applicable to
reviews of interim financial information. A review of interim financial information
consists principally of applying analytical procedures and making inquiries of
persons responsible for financial and accounting matters. It is substantially less
in scope than an audit conducted in accordance with auditing standards
generally accepted in the United States of America, the objective of which is
the expression of an opinion regarding the financial statements. Accordingly,
we do not express such an opinion.

Conclusion

Based on our reviews, we are not aware of any material modifications that
should be made to the condensed interim financial statements referred to
above for them to be in accordance with accounting principles generally
accepted in the United States of America.

GT.COM Grant Thornton LLP is the U.S. member firm of Grant Thornton International Ltd (GTIL). GTIL and each of its member firms
are separate legal entities and are not a worldwide partnership.
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Report on condensed balance sheet as of December 31, 2019

We have previously audited, in accordance with auditing standards generally
accepted in the United States of America, the balance sheet of the Company
as of December 31, 2019, and the related statements of operations, changes in
shareholders’ equity (deficit), and cash flows for the year then ended (not
presented herein); and we expressed an unmodified audit opinion on those
audited financial statements, with an emphasis of matter paragraph regarding
going concern, in our report dated February 12, 2020. In our opinion, the
accompanying condensed balance sheet of the Company as of December 31,
2019, is consistent, in all material respects, with the audited financial
statements from which it has been derived.

Emphasis of matter regarding going concern

The accompanying condensed interim financial statements have been
prepared assuming that the Company will continue as a going concern. Note 1
of the Company's audited financial statements as of and for the year ended
December 31, 2019 includes a statement that substantial doubt exists about
the Company's ability to continue as a going concern. Note 1 of the Company's
audited financial statements also discloses the events and conditions,
management's evaluation of the events and conditions, and management's
plans regarding these matters. Our auditor's report on those financial
statements includes an emphasis of matter paragraph referring to the matters
in Note 1 of those financial statements. As indicated in Note 1 of the
accompanying unaudited condensed interim financial statements as of

June 30, 2020, and for the six months then ended, the Company continues to
incur losses, negative cash flows from operations, and has stated that
substantial doubt exists about the Company's ability to continue as a going
concern. The accompanying unaudited condensed interim financial statements
do not include any adjustments that might result from the outcome of this
uncertainty.

LA Thowde LLP

Atlanta, Georgia
August 25, 2020



VISIONEERING TECHNOLOGIES, INC.

CONDENSED BALANCE SHEETS
As of June 30, 2020 and December 31, 2019

(Unaudited)

ASSETS
CURRENT ASSETS
Cash and cash equivalents
Accounts receivable
Inventory, net
Prepaid expenses and other current assets

TOTAL CURRENT ASSETS
NON-CURRENT ASSETS

Property and equipment, net
Right of use assets, net
Intangible assets, net

Other non-current assets

TOTAL ASSETS

LIABILITIES
CURRENT LIABILITIES
Accounts payable
Accrued payroll
Other accrued liabilities

TOTAL CURRENT LIABILITIES

LONG-TERM LIABILITIES
Convertible notes payable
Paycheck Protection Program note payable
Other non-current liabilities

TOTAL LIABILITIES
Commitments and contingencies (Note 13)
EQUITY

Class A common stock, par value $0.001 per share; 2,500,000,000
shares authorized, 940,107,112 shares issued and outstanding at
June 30, 2020 and 399,135,152 shares issued and outstanding at
December 31, 2019

Preferred stock, par value $0.001 per share; 50,000,000 shares
authorized, no shares issued and outstanding at June 30, 2020 and
December 31, 2019

Additional paid-in capital

Accumulated deficit

TOTAL SHAREHOLDERS’ EQUITY

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

June 2020

December 2019

(in US$000, except share data)

$ 4,035 $ 1,919
692 835

1,432 2,211

269 195

6,428 5,160

34 57

223 262

187 153

166 198

$ 7,038 $ 5,830
$ 185 $ 279
174 839

614 659

973 1,777

2,879 2,863

1,035 -

708 208

5,595 4,848

940 399

77,261 72,167
(76,758) (71,584)

1,443 982

$ 7,038 $ 5,830

See accompanying notes to condensed financial statements



VISIONEERING TECHNOLOGIES, INC.

CONDENSED STATEMENTS OF OPERATIONS
For the Six Months Ended June 30, 2020 and 2019

Net revenue
Cost of sales
Gross profit

Expenses:
Sales and marketing
Clinical and manufacturing
General and administrative

Total expenses

Operating loss

Other income and (expenses):
Interest income and other, net

Interest expense
Gain on fair value of Freestanding Options

Loss before income taxes
Income tax expense

Net loss

Net loss per share — Basic and Diluted

(Unaudited)

Weighted average shares outstanding — Basic and Diluted

Six Months Ended June 30,

2020

2019

(in US$000, except share and per

share data)

$ 2,034 $ 2,314
1,221 1,546

813 768

3,353 4,735

817 1,036

1,812 1,753

5,982 7,524
(5,169) (6,756)

7 50

(166) -

154 -

(5,174) (6,706)

- 7

$ (5.174) $ (6,713)
$ (0.01) $ (0.03)
525,249,551 250,952,013

See accompanying notes to condensed financial statements



VISIONEERING TECHNOLOGIES, INC.

CONDENSED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY (DEFICIT)
For the Six Months Ended June 30, 2020

(Unaudited)
Common Stock Paid-In Accumulated
Shares Amount Capital Deficit Total
Number US$000 US$000 US$000 US$000

Balance at December 31,
2019 399,135,152  $ 399 $ 72,167 $ (71,584) $ 982
Issuance of common stock:

January 2020 Placement 66,666,667 67 1,830 - 1,897

June 2020 Placement and

SPP 441,147,810 441 2,673 3,114
Share awards for 2019

compensation 19,676,299 20 216 - 236
Stock-based compensation 13,481,184 13 375 - 388
Net loss - - - (5.174) (5.174)
Balance at June 30, 2020 940,107,112  $ 940 $ 77261 $ (76,758) $ 1,443

See accompanying notes to condensed financial statements



VISIONEERING TECHNOLOGIES, INC.

CONDENSED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2020 and 2019

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating
activities:
Depreciation and amortization
Operating lease right-of-use asset expense
Change in fair value of Freestanding Options
Amortization of debt discount
Stock-based compensation
Changes in assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and other assets
Accounts payable
Accrued payroll
Other accrued liabilities

Net cash used in operating activities

Cash flows from investing activities:
Purchases of property and equipment, net
Purchases of intangible assets, net

Net cash used in investing activities

Cash flows from financing activities:
Issuance of common stock, net of issuance costs of $575 in 2020
and $38 in 2019
Proceeds from Paycheck Protection Program note payable

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosure:
Cash paid for interest

Cash paid for taxes
Share awards for 2019 compensation

(Unaudited)
Six Months Ended June 30,
2020 2019
(in US$000)
$ (5,174) $ (6,713)
32 35
39 -
(154) -
17 -
388 141
143 (133)
779 467
(74) (338)
(94) (60)
(430) 163
91) (222)
(4.619) (6,660)
(1) -
10) -
(11) -
5,711 654
1,035 -
6,746 654
2,116 (6,006)
1,919 7,275
$ 4,035 $ 1,269
$ 166 $ -
$ - $ 7
$ 236 $ -
$ 700 $ -

Issuance of freestanding options

See accompanying notes to condensed financial statements
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VISIONEERING TECHNOLOGIES, INC.

NOTES TO CONDENSED FINANCIAL STATEMENTS
For the Six Months Ended June 30, 2020 and 2019
In US$ (Unaudited)

NATURE OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Visioneering Technologies, Inc. (“VTI”, “we”, “us”, “our” or the “Company”) was incorporated as a Delaware
corporation on October 23, 2008. Headquartered in Atlanta, Georgia, VTl is a medical device company that
designs, manufactures, sells and distributes contact lenses. Our flagship product is the NaturalVue® (etafilcon
A) Multifocal 1 Day Contact Lens for adults with Presbyopia (the progressive loss of ability to see near that
occurs in middle age) and children with Myopia (nearsightedness). Within the US, medical devices are
regulated by the U.S. Food and Drug Administration (“FDA”), under the Federal Food, Drug, and Cosmetic Act
of 1938. We obtained FDA clearance for our NaturalVue contact lenses in late 2014 and received the CE Mark,
as well as Australian Therapeutic Goods Administration (“TGA”) approval in early 2018, enabling us to sell our
contact lenses in the US, Europe, Australia and New Zealand. In 2019, we received approval to sell our contact
lenses in Hong Kong and Singapore. In 2020, we received approval to sell our contact lenses in Canada. All of
our sales were in the United States through September 2019, at which time we began also selling in
international markets.

In March 2017, we completed our Initial Public Offering (“IPO”) and associated listing on the Australian Stock
Exchange (“ASX”). The ASX uses an electronic system called CHESS for the clearance and settlement of trades
on the ASX. The State of Delaware does not recognize the CHESS system of holding securities or electronic
transfers of legal title to shares. To enable companies such as VTI to have their securities cleared and settled
electronically through CHESS, depository instruments called CDIs are issued. CDIs are units of beneficial
ownership in shares and are traded in a manner similar to shares of Australian companies listed on the ASX.
The legal title to the shares is held by a depository, CDN, which is a wholly-owned subsidiary of the ASX, and
is an approved general participant of ASX Settlement.

We currently manage warehousing and distribution of our products through a contract with a Third-Party
Logistics provider (the “3PL”). The 3PL stores our inventory and ships it to our customers, which include major
contact lens distributors (“Customers”). These Customers generally have non-exclusive rights to market,
promote, sell and distribute our products (“Products”) within specified territories, provided that Products shall
be sold only to permitted eye care professionals (“ECPs”) and shipped only to ECPs or directly to a patient if
specifically directed by the ECPs. As of June 30, 2020, VTI had entered into agreements with Customers in the
US, Europe, Australia and New Zealand. Our Customer in New Zealand also services ECPs in Hong Kong and
Singapore.

Effect of the COVID-19 Pandemic

The public health crisis caused by the COVID- 19 pandemic and the measures being taken by governments,
businesses, and the public to limit the spread of COVID-19 have had, and the Company expects to continue to
have, certain negative effects on, and present certain risks to, the Company’s business. The Company is
currently unable to fully determine its future impact on its business. The COVID-19 pandemic had an adverse
impact on the Company’s revenues late in the first quarter of 2020 and throughout the second quarter of
2020, when net revenue declined 49% from the first quarter. Net revenue and related metrics improved each
month in the second quarter and continued to improve in July 2020. The Company is monitoring the pandemic
and its effect on the Company’s financial position, results of operations and cash flows. Should the pandemic
continue for an extended period and the improvements in revenue metrics reverse from their current
trajectory, the impact on the Company’s operations could have an adverse effect on the Company’s revenue,
financial condition and cash flows.
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Basis of Presentation

The Company has prepared the accompanying unaudited interim financial statements and notes in conformity
with accounting principles generally accepted in the United States of America (“US GAAP”) for interim financial
information. Accordingly, they do not include all of the information and disclosures required by US GAAP for
complete financial statements. In the opinion of the Company’s management, the accompanying interim
financial statements reflect all adjustments, which include normal recurring adjustments, necessary to present
fairly the Company’s interim financial information. Any reference in these notes to applicable guidance is
meant to refer to the authoritative US GAAP as found in the Accounting Standards Codification (“ASC”) and
Accounting Standards Updates (“ASUs”) of the Financial Accounting Standards Board (“FASB”). Unless
otherwise noted, all amounts are presented in US dollars and balances presented within tables are in
thousands.

The accompanying interim financial statements and related notes should be read in conjunction with the
Company’s audited financial statements for the year ended December 31, 2019 and related notes included in
the Company’s Annual Report in Appendix 4E, which was filed with the ASX on February 13, 2020. The financial
results for any interim period are not necessarily indicative of the expected financial results for the full year.

Use of Estimates

The preparation of financial statements in conformity with US GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses, and the related
disclosure of contingent assets and liabilities. Examples of estimates which require management’s judgment
include the collectability of accounts receivable, reserve for excess or obsolete inventory, potential
impairment of long-lived assets, valuation allowance for deferred tax assets, the fair value of derivatives, and
the fair value of share-based awards. Management bases its estimates on historical experience and other
factors which it believes to be reasonable under the circumstances. Actual results may differ from these
judgments.

Liquidity and Going Concern

Under ASC 205-40, Presentation of Financial Statements — Going Concern, the Company shall evaluate
whether there are conditions and events, considered in the aggregate, that raise substantial doubt about an
entity’s ability to continue as a going concern within one year after the date that the financial statements are
issued. This evaluation includes a review of the qualitative and quantitative factors, including the effect of
potential mitigating effects of management planning, as discussed in ASC 205-40.

The accompanying financial statements have been prepared on a going concern basis, which contemplates
the realization of assets and the satisfaction of liabilities in the normal course of business. The financial
statements do not include any adjustment that might result from the outcome of this uncertainty. To date,
the Company has incurred recurring losses, negative cash flows from operations and has accumulated a deficit
of $76.8 million from the Company’s inception through June 30, 2020. As of June 30, 2020, the Company’s
cash and cash equivalents were $4.0 million. The Company’s ability to achieve profitability and positive cash
flow is dependent upon its ability to increase revenue and contain its expenses.

In order to meet our working capital needs through the next twelve months, we may need to raise additional
debt or equity financing. We historically have been able to raise additional capital through issuance of equity
and/or debt financing. We implemented a plan in April 2020 that reduced our net cash outflows that we
believe will enable us to satisfy our obligations due within one year from the date of issuance of these financial
statements. Despite these factors, there can be no guarantees regarding the effectiveness of the reduction in
net cash outflows or our ability to raise additional financing to ensure that we can meet our working capital
needs for a full year from the date of issuance of these financial statements. Accordingly, management has
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concluded that there is substantial doubt about the Company’s ability to continue as a going concern within
one year after these financial statements are issued.

Fair Value of Financial Instruments

The carrying amounts of the Company’s financial instruments, including cash and cash equivalents and current
assets and liabilities approximate their fair value because of their short maturities. The weighted average
interest rate of the Company’s convertible debt approximates the rate at which the Company could obtain
alternative financing; therefore, the carrying amount of the convertible debt approximates fair value. The
Company uses a binomial lattice model and assumptions that consider, among other variables, the fair value
of the underlying stock, risk-free interest rate, volatility, expected life and dividend rates in estimating fair
value for the conversion feature of the Convertible Notes (Note 5), and the Black-Scholes option valuation
model to determine the fair value of Freestanding Options (Note 7).

Embedded Conversion, Redemption and Preference Features

We evaluate convertible debt and preferred stock instruments under ASC 480, Distinguishing Liabilities from
Equity, to determine the appropriate classification of the host instrument. We evaluate embedded conversion,
redemption and preference features within those instruments under ASC 815, Derivatives and Hedging, to
determine whether the feature should be bifurcated from the host contract and accounted for as a derivative
at fair value with changes in fair value recorded in earnings. If the conversion feature does not require
derivative treatment under ASC 815, we evaluate the instrument under ASC 470-20, Debt with Conversion and
Other Options, for consideration of any cash conversion, equity components and beneficial conversion
features.

Cash and Cash Equivalents

Cash and cash equivalents include cash and highly liquid investments that are readily convertible into cash and
have a maturity of 90 days or less when purchased. Cash and cash equivalents were $4.0 million as of June 30,
2020 and $1.9 million as of December 31, 2019. At times, cash balances may exceed the Federal Deposit
Insurance Corporation insurance limit.

Accounts Receivable

We reduce the carrying value of accounts receivable by an allowance for doubtful accounts that reflects
management’s best estimate of the amounts that will not be collected. In addition to reviewing delinquent
accounts receivable, management considers many factors in estimating its general allowance, including
historical data, experience, customer types, credit worthiness, and economic trends. We extend credit based
on evaluation of a customer’s financial condition and do not require collateral. From time to time,
management may adjust its assumptions for anticipated changes in any of those or other factors expected to
affect collectability. We charge provisions for doubtful accounts to operations at the time we determine these
amounts may become uncollectible. Based on our review, we have not recorded an allowance for doubtful
accounts as of June 30, 2020 or December 31, 2019.

Inventory

Inventory is stated at the lower of cost or net realizable value with cost determined under the first in, first out
(FIFO) method. We regularly review our inventory quantities on hand and related cost and record a provision
for any excess or obsolete inventory based on our estimated forecast of product demand and other factors.
We also review our inventory value to determine if it reflects the lower of cost or net realizable value. Based
on these reviews, we did not record any inventory write-downs in the six months ended June 30, 2020 or
2019. All inventory held at June 30, 2020 and 2019 consisted of finished goods.
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Intangible Assets

Intangible assets are comprised of patents. We capitalize legal costs and other similar fees to obtain and
register patents and expense all other costs to internally develop the patents as incurred. We amortize patents
over a 15-year period.

Property and Equipment

We record property and equipment at cost less accumulated depreciation and expense repairs and
maintenance costs as incurred. We include depreciation expense in General and administrative expense in the

Condensed Statements of Operations.

We compute depreciation expense using the straight-line method over the following useful lives:

Asset Classification Estimate Useful Life

Computer equipment and software 3 Years

Office equipment 5 Years

Furniture and fixtures 5 Years

Leasehold improvements Lesser of 5 years or life of the lease

Impairment of Long-lived Assets

We test long-lived assets for recoverability whenever events or changes in business circumstances indicate
that the carrying amount of the assets may not be fully recoverable. Factors that we consider in deciding when
to perform an impairment review include, but are not limited to, significant underperformance of the business
in relation to expectations, significant negative industry or economic trends and significant changes or planned
changes in the use of the assets. If we perform an impairment review to evaluate a long-lived asset for
recoverability, we compare forecasts of undiscounted cash flows expected to result from the use and eventual
disposition of the long-lived asset to its carrying value. We would recognize an impairment loss when
estimated undiscounted future cash flows expected to result from the use of an asset are less than its carrying
amount. We would base the impairment loss on the excess carrying value of the impaired asset over its fair
value. No impairment charges were necessary based on our assessments in the six months ended June 30,
2020 or 2019.

Revenue Recognition

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers (Topic 606, as
amended), guidance on recognizing revenue from contracts with customers. The core principle of the revenue
model is that an entity recognizes revenue to depict the transfer of promised goods or services to customers
in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those
goods or services. The Company adopted the new revenue standard using a modified retrospective basis on
January 1, 2019 to all contracts that were not completed. The adoption of this guidance had no impact on the
amount and timing of revenue recognized, therefore, we did not record any adjustments to our financial
statements upon adoption. See Note 2, Revenue Recognition, for additional details on the application of this
guidance.

-10-
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Advertising Costs

We recognize advertising costs as an expense in the period in which we incur them. We incurred advertising
expense of approximately $481,000 and $153,000 in the six months ended June 30, 2020 and 2019,
respectively and included these expenses in Sales and marketing in the Condensed Statements of Operations.

Research and Development Costs

We expense research and development costs in the period in which we incur them. Research and
development expenses consist of wages, benefits, and other operational costs related to our engineering,
regulatory, and quality departments, clinical and nonclinical studies, materials and supplies, and third-party
costs for contracted services. We incurred research and development costs of approximately $30,000 and
$50,000 in the six months ended June 30, 2020 and 2019, respectively and included them in Clinical and
manufacturing in the Condensed Statements of Operations.

Stock-Based Compensation

We measure the cost of employee services received in exchange for an award of equity instruments, including
stock options and restricted stock awards, based on the grant date fair value of the award and recognize such
costs as compensation expense on a straight-line basis over the period the employee is required to provide
service in exchange for the award, usually the vesting period.

Income Taxes

In accordance with the ASC 740, Income Taxes, we recognize deferred tax assets and liabilities for temporary
differences between the financial reporting basis and the tax basis of our assets and liabilities. We record a
valuation allowance against our net deferred tax asset to reduce the net carrying value to an amount that is
more likely than not to be realized.

We consider income tax positions for uncertainty in accordance with ASC 740-10. We believe that our income
tax filing position and deductions will be sustained on audit and do not anticipate any adjustments that will
result in a material change to our financial position; therefore, we have not recorded any ASC 740-10 liabilities
for uncertain tax positions. We will recognize accrued interest and penalties related to unrecognized tax
benefits, if any, as interest expense and income tax expense, respectively, in the Condensed Statements of
Operations. We do not believe that the amount of unrecognized tax benefits will significantly increase or
decrease within 12 months of June 30, 2020. Given the Company’s net operating losses, all years since
inception are subject to review.

Significant management judgment is involved in determining the provision for income taxes, deferred tax
assets and liabilities, and any valuation allowance recorded against net deferred tax assets. Due to
uncertainties with respect to realization of deferred tax assets as a result of the Company’s history of operating
losses, we have established a valuation allowance against the net deferred tax asset balance. We based the
valuation allowance on our estimates of taxable income in the jurisdictions in which the Company operates
and the period over which deferred tax assets will be recoverable. If actual results differ from these estimates
or we adjust these estimates in future periods, a change in the valuation allowance may be needed, which
could materially impact our financial position and results of operations.

Earnings Per Share (EPS)

We calculate basic EPS in accordance with ASC 260, Earnings per Share, by dividing net income or loss
attributable to common stockholders by the weighted average common stock outstanding. We calculate
diluted EPS in accordance with ASC 260 by adjusting weighted average common shares outstanding for the
dilutive effect of common stock options, warrants, and convertible debt. In periods where a net loss is
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recorded, we give no effect to potentially dilutive securities, since the effect would be anti-dilutive. We did
not include the common stock equivalents of the Company’s stock options in the computation of dilutive EPS
because to do so would have been anti-dilutive.

Recent Accounting Pronouncements

In June 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”)
No. 2016-13, Financial Instruments — Credit Losses (Accounting Standards Codification (ASC 326)):
Measurement of Credit Losses on Financial Instruments. This ASU replaces the current incurred loss
impairment methodology for financial assets measured at amortized cost with a methodology that reflects
expected credit losses and requires consideration of a broader range of reasonable and supportable
information, including forecasted information, to develop credit loss estimates. The standard becomes
effective for the Company on January 1, 2023. The Company does not anticipate the adoption of this ASU will
have a material impact on its financial statements.

In July 2017, the FASB issued ASU No. 2017-11, Earnings Per Share (Topic 260); Distinguishing Liabilities from
Equity (Topic 480); Derivatives and Hedging (Topic 815): (Part 1) Accounting for Certain Financial Instruments
with Down Round Features, (Part Il) Replacement of the Indefinite Deferral for Mandatorily Redeemable
Financial Instruments of Certain Nonpublic Entities and Certain Mandatorily Redeemable Noncontrolling
Interests with a Scope Exception. This ASU addresses narrow issues identified as a result of the complexity
associated with applying GAAP for certain financial instruments with characteristics of liabilities and equity.
The amendments in Part | of this Update were effective for the Company beginning January 1, 2020. The
adoption of these provisions did not have a material impact on the Company’s financial statements. The
amendments in Part |l of this Update do not have an accounting effect.

In December 2019, the FASB issued ASU No. 2019-12, Income Taxes (Topic 740): Simplifying the Accounting
for Income Taxes. This ASU removes certain exceptions to the general principles and simplifies areas such as
franchise taxes, step-up in tax basis goodwill, separate entity financial statements and interim recognition of
enactment of tax laws or rate changes. The guidance is effective for reporting periods beginning after
December 15, 2020, including interim reporting periods within those fiscal years. The Company is evaluating
the impact of the adoption of this standard on its financial statements.

REVENUE RECOGNITION

We sell our products to our Customers, primarily major contact lens manufacturers and distributors. In
addition to distribution agreements with Customers, we enter into arrangements with ECPs that provide for
privately negotiated discounts with respect to their purchase of our products from our Customers. We then
reimburse the Customers for discounts they provided on our behalf to the ECPs. Each of our current contracts
consists of a master service agreement combined with specific purchase orders and have a single performance
obligation, as the promise to transfer the individual goods is not separately identifiable from other promises
in the contracts and therefore is not distinct.

Currently, we derive all revenue from product sales. We recognize revenues from product sales at a point in
time when the Customer obtains control, typically upon shipment to the Customer. We accrue for fulfillment
costs when we recognize the related revenue. Taxes collected from Customers relating to product sales and
remitted to governmental authorities are excluded from revenues.

We record revenues from product sales at the net sales price (transaction price), which includes estimates of
variable consideration related to discounts to distributors and ECPs; product returns; and patient-level rebates
relating to sales of our products. We base these reserves on estimates of the amounts earned or to be claimed
on the related sales. Our estimates take into consideration historical experience, current contractual
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requirements, specific known market events and trends, industry data, and Customer buying and payment
patterns. Overall, these reserves reflect our best estimates of the amount of consideration to which we are
entitled based on the terms of the contract. The amount of variable consideration included in the net sales
price is limited to the amount that is probable not to result in a significant reversal in the amount of the
cumulative revenue recognized in a future period. If actual results vary, we may adjust these estimates, which
could impact earnings in the period of adjustment.

We will exchange returned product with replacement inventory, and typically do not provide cash refunds.
We receive payments from our Customers based on billing schedules established in each contract and
generally range between 30 to 90 days. We record amounts as accounts receivable when our right to
consideration is unconditional. We do not assess whether a contract has a significant financing component if
we expect that the Customer will pay for the product in one year or less of receiving those products.

(3) INTANGIBLE ASSETS

Intangible assets consist of the following as of June 30, 2020 and December 31, 2019:

2020 2019
USsS000 US$S000
Patents S 282 S 240
Less accumulated amortization (95) (87)
Intangible assets, net S 187 S 153

Amortization expense was approximately $8,000 and $7,000 for the six months ended June 30, 2020 and 2019,
respectively. The weighted average remaining useful life of our patents as of June 30, 2020 was 9.9 years.

We capitalize patent costs and amortize them over their estimated economic lives and perform impairment
testing when qualitative factors indicate that the assets may be impaired. We identified no indications of
impairment for capitalized patent costs during 2020 and 2019 and did not record impairment charges in those
six-month periods.

Amortization expense for the next five years is as follows:

For the year ended December 31, USS000

2020 (remaining six months) S 9
2021 15
2022 15
2023 15
2024 15
Thereafter 118
Total S 187
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PROPERTY AND EQUIPMENT

Property and equipment consists of the following at June 30, 2020 and December 31, 2019:

2020 2019
US$S000 US$000

Computer equipment and software S 115 S 114

Office equipment 49 49

Furniture and fixtures 52 52

Leasehold improvements 12 12

Total costs 228 227
Less accumulated depreciation (194) (170)

Property and equipment, net S 34 S 57

Depreciation expense was approximately $24,000 and $28,000 for the six months ending June 30, 2019 and
2019, respectively.

CONVERTIBLE NOTES PAYABLE

In July 2019, the Company entered into a Note Purchase Agreement (“Convertible Notes”) with Investors
raising proceeds of $3.0 million before issuance costs. The Convertible Notes were issued at face value of $1
per Note and are convertible at the election of the Note holder at any time before the maturity date to CDIs
at a conversion price per CDI of $0.075AUD. The maturity date at issuance was July 11, 2021. The maturity
date was extended to July 11, 2023 in January 2020.

The Convertible Notes bear interest at 10% per annum with interest payable quarterly in arrears. If an event
of default occurs, the rate of interest will increase to 12% until such default is cured by the Company or waived
by the majority of the Note holders. The Company or Note holder may elect to satisfy the whole or part of an
interest payment by issuance of CDIs subject to consent of the other party. The issue price of each CDI under
this clause will be the greater of the amount equal to 90% of the average volume weighted average price for
the five trading days immediately preceding the date of the election notice or the conversion price. The
conversion price was adjusted to $0.028 AUD in connection with the Placement completed in June 2020 (see
Note 7).

The Convertible Notes contain a prepayment penalty of 4% of the face value of the note if paid within 12
months of issuance and 2% of the face value of the note if paid after the first anniversary date of issuance.
The Convertible Notes are secured by substantially all of our assets.

The conversion feature is considered to be an embedded derivative that is not considered clearly and closely
related to the debt host and results in an embedded derivative that must be bifurcated and accounted for
separately from the debt host. The Company recorded a debt discount and a conversion option liability of
approximately $123,000 for the fair value of the conversion feature at issuance. The Company is amortizing
the debt discount over the four-year term of the Convertible Notes. We adjust the conversion option liability
to market at each reporting period. We reduced the derivative liability to $0 as of December 31, 2019 as a
result of many factors, including a decrease in the share price. We evaluated the effect of the change in the
conversion price noted above and determined that the conversion option liability was not impacted by the
change in the conversion price. The liability was SO at the date of change in the conversion price and remained
at S0 as of June 30, 2020.

The Convertible Note includes covenants related to liquidity and net monthly cash flow. The Company has
complied with the net monthly cash flow covenant from the issuance of the Convertible Notes through June
30, 2020. The Company was not in compliance with the liquidity covenant in April 2020. The majority holder
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of the Convertible Notes consented to the Company not meeting the liquidity covenant through the date that
the Placement completed in conjunction with the Company agreeing to adjust the conversion rate for the
Convertible Notes from $0.075 AUD to $0.028 AUD, provided that the majority holder participated in the
Placement at a minimum subscription amount. The Placement was completed as planned and the Company
returned to compliance with all covenants as of the Placement date and remained in compliance as of June
30, 2020.

The convertible debt did not affect diluted earnings per share due to the Company’s net loss position.
PAYCHECK PROTECTION PROGRAM NOTE PAYABLE

On April 24, 2020, the Company received a loan under the Paycheck Protection Program (“PPP”) administered
by the US Small Business Administration in the amount of $1,035,115 (“PPP Loan”). The PPP is a disaster relief
program in the United States that provides loans to US-based small businesses, for which some or all the loan
may be forgiven. The loan proceeds may be used to pay for payroll, rent and utilities.

The PPP Loan is a two year note that provides a 6-month deferral period during which no principal or interest
is due. The PPP Loan bears interest at 1% per annum, with equal principal and interest payments due monthly
after the deferral period in amounts required to fully amortize the principal amount outstanding by the
maturity date.

The US government has amended the rules regarding the PPP multiple times since the Company received the
PPP Loan. These amendments may apply to existing loans and included extending the terms of the loans from
two to five years, extending the period used to determine the forgiveness amount from eight to 24 weeks,
and extending the date to apply for forgiveness and the deferral period. Currently, the Company expects that
it will apply for and receive forgiveness for at least 70% of the PPP Loan in early 2021, will have its first payment
due in the second quarter of 2021, and will receive an extension of the maturity date for the remaining
principal amount to April 24, 2025.

Due to the changes in the PPP program and the uncertainty regarding the amount of forgiveness, if any, that
the Company may receive, the Company has recorded the full amount of the PPP Loan as payable as of June
30, 2020 with no provision for forgiveness. The PPP Loan is unsecured.

SHAREHOLDERS’ EQUITY
Common Stock

Each holder of a share of common stock is entitled to one vote per share held. The holders of shares of
common stock are entitled to dividends as declared by the Board of Directors (“Board”) of the Company.

OnJune 3, 2020, the Company issued 364,933,565 CDlIs (representing the same number of shares) to complete
a Placement of its shares. On June 30, 2020, the Company completed a Security Purchase Plan (“SPP”) under
which it issued 76,214,245 CDIs. The Company raised $3.8 million net of $0.4 million of issuance costs through
the Placement and the SPP. The Company issued each CDI issued under the Placement and the SPP at a
subscription price of $0.014 AUD and issued one Freestanding Option for every two CDIs subscribed for, with
each Freestanding Option having an exercise price of $0.028 AUD and an expiration date of June 30, 2022. The
Freestanding Options are call options that are not considered clearly and closely related to the Company’s
shares and must be accounted for separate from equity. We recorded a liability of $606,000 as of June 3, 2020
for the fair value of the Freestanding Options related to the Placement and an additional $94,000 as of June
30, 2020 for the fair value of the Freestanding Options related to the SPP. The fair value of all Freestanding
Options as of June 30, 2020 was $546,000. We recorded a gain on fair value of call options of $154,000 in the
Condensed Statements of Operations as of June 30,2020.
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On January 7, 2020, the Company issued 66,666,667 CDIs (representing the same number of shares) to
complete a Placement of its shares. The Company raised $1.9 million net of $0.2 million of issuance costs
through the Placement.

OnJune 12, 2019, the Company issued 22,222,222 CDlIs (representing the same number of shares) to complete
a Placement of its shares. The Company raised $0.7 million net of less than $0.1 million of issuance costs
through the Placement.

In July 2019 the Company issued 128,293,636 CDIs (representing the same number of shares) to complete a
Rights Offering of its shares. The Company raised $3.8 million net of $0.2 million of issuance costs through
the Rights Offering.

In July 2019, the stockholders approved an increase in the number of authorized Class A common stock from
500,000,000 to 750,000,000 shares at the special meeting of stockholders. In May 2020, the stockholders
approved another increase in the number of authorized Class A common stock from 750,000,000 to
2,500,000,000 shares at the annual meeting of stockholders.

LEASES

We evaluate all contracts to determine whether the contract is or contains a lease at inception. We review
contracts for options to extend, terminate or purchase any right of use assets and non-lease components and
account for these, as applicable, at inception of the contract. We elected the transition package of three
practical expedients permitted within the standard. In accordance with the package of practical expedients,
we did not reassess initial direct costs, lease classification, or whether contracts contain or are leases. We
made an accounting policy election not to recognize right of use assets and liabilities for leases with a term of
12 months or less, or those that do not meet the Company’s capitalization threshold, unless the leases include
options to renew or purchase the underlying asset that is reasonably certain to be exercised. We recognize
lease costs associated with those leases as incurred. We have chosen the practical expedient that allows
entities to combine lease and non-lease components as a single lease component.

We do not recognize lease renewal options as part of the lease liability until we determine it is reasonably
certain we will exercise any applicable renewal options. We have determined it is not reasonably certain we
will exercise any applicable renewal options. The useful lives of leased assets as well as leasehold
improvements, if any, are limited by the expected lease term.

The Company’s operating lease activities currently consist of a lease for office space. The lease includes an
option to renew for a period of from one to five years. The exercise of the lease renewal option is at the
Company’s sole discretion. The Company’s operating lease agreement includes variable lease costs that are
based on common area maintenance and property taxes. We expense these payments as incurred and include
them in rent expense. The Company’s operating lease agreement does not contain any material residual value
guarantees or material restrictive covenants.

Rent expense was approximately $73,000 in each of the six months ended June 30, 2020 and 2019 and is

included in General and administrative expenses in the Condensed Statements of Operations. These amounts
include variable lease costs of $26,000 in each period.
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Supplemental balance sheet information as of June 30, 2020 for the Company’s operating lease is as follows:

UsS$000
NON-CURRENT ASSETS
Right of use assets, net S 223
Total lease assets S 223
CURRENT LIABILITIES
Other accrued liabilities S 91
NON-CURRENT LIABILITIES
Other non-current liabilities 162
Total lease liabilities S 253

As of June 30, 2020, a schedule of maturity of lease liabilities under all operating leases is as follows:

For the year ended December 31, UsS000
2020 (remaining six months) S 51
2021 105
2022 108
2023 9
Total 273
Less amount representing interest (20)
Present value of minimum lease payments 253
Less current portion (91)
Non-current portion S 162

Cash paid for operating leases was approximately $50,000 and $49,000 during the six months ended June 30,
2020 and 2019, respectively.

As of June 30, 2020, the remaining lease term of the Company’s operating lease was 2.6 years. The discount
rate used to determine the lease liabilities was 6%. When available, the Company uses the rate implicit in the
lease or sublease to discount lease payments to present value; however, the Company’s lease does not
provide a readily determinable implicit rate. Therefore, the Company must estimate its incremental borrowing
rate to discount the lease payments based on information available at lease commencement. The incremental
borrowing rate is defined as the rate of interest that the Company would have to pay to borrow, on a
collateralized basis and over a similar term, an amount equal to the lease payments in a similar economic
environment. The discount rate used for the existing lease was established on adoption of the new lease
standard at January 1, 2019.

CONCENTRATIONS AND CREDIT RISK

For the six months ended June 30, 2020, three Customers accounted for approximately 94.5% of our total
sales. The same three Customers accounted for 87.7% of our accounts receivable as of June 30, 2020.

For the six months ended June 30, 2019, two Customers accounted for approximately 89.6% of our total sales.
The same two Customers accounted for 77.8% of our accounts receivable as December 31, 2019.

We rely on a single manufacturer for production of our contact lenses.
SEGMENT INFORMATION
The Company’s chief operating decision maker is the Chief Executive Officer (“CEQ”). While the CEQ is apprised

of a variety of financial metrics and information, the business is principally managed and organized based upon
geography. We present our operations through two reportable segments:

-17 -



(11)

VISIONEERING TECHNOLOGIES, INC.

North America includes our current operations in the US and Canada.
Europe / Asia-Pacific includes our operations outside of North America.

We record expenses directly attributable to these geographic segments in the segment results and include
expenses not specifically attributable to the geographic segments in Corporate Support. These unallocated
expenses include the majority of our clinical, manufacturing, general and administrative expenses for which
we consider the expenses to benefit the Company as a whole. The Company does not report balance sheet
information by segment because it is not reviewed by the Company’s chief operating decision maker. We do
not have any inter-segment revenue.

Six Months Ended June 30, North Europe/Asia- Corporate
2020 America Pacific Support Total
Net revenue S 1,907 S 127 S - S 2,034
Cost of sales 1,146 75 - 1,221
Gross profit 761 52 - 813
Sales and marketing 3,026 327 - 3,353
Clinical and manufacturing - 13 804 817
General and administrative - 1 1,811 1,812
Total expenses 3,026 341 2,615 5,982
Operating loss S (2,265) S (289) S (2,615) (5,169)
Interest income and other,
net (705)
Loss before income taxes S (5,874)
Six Months Ended June 30, North Europe/Asia- Corporate
2019 America Pacific Support Total
Net revenue S 2,266 S 48 S - S 2,314
Cost of sales 1,514 32 - 1,546
Gross profit 752 16 - 768
Sales and marketing 4,199 536 - 4,735
Clinical and manufacturing - 60 976 1,036
General and administrative - 5 1,748 1,753
Total expenses 4,199 601 2,724 7,524
Operating loss S (3,447) S (585) S (2,724) (6,756)
Interest income and other,
net 50
Loss before income taxes S (6,706)

STOCK COMPENSATION PLANS

Stock-based compensation expense was approximately $388,000 and $141,000 for the six months ended June
30, 2020 and 2019, respectively.

The Board adopted the 2008 Stock Incentive Plan (“Incentive Plan”), with an effective date of July 1, 2008. The
Incentive Plan permits the granting and issuance of Incentive Stock Options, Non-Qualified Stock Options,
Restricted Stock Awards, Restricted Stock Units, and Stock Appreciation Rights. Under the Incentive Plan,
12,160,873 shares of common stock have been authorized for share-based awards. The total number of
options issued and outstanding was 8,232,300 as of June 30, 2020 and 8,571,324 as of June 30, 2019. The
Incentive Plan is the predecessor to the 2017 Plan described below. On January 18, 2017, the Board
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determined that no additional stock incentives would be awarded under the 2008 Incentive Plan, but stock
incentives previously granted would continue to be governed by the terms of the Incentive Plan.

The Board adopted the 2017 Equity Incentive Plan (the “2017 Plan”), with an effective date of January 18,
2017. The 2017 Plan permits the granting and issuance of Incentive Stock Options, Non-Qualified Stock
Options, Restricted Stock, Stock Units, Performance Awards and Stock Appreciation Rights. The total number
of shares reserved for issuance under the 2017 Plan was 11.0 million. At the annual meeting of shareholders
held on May 29, 2020, the shareholders approved an increase in the shares reserved for issuance under the
2017 Plan to 201.0 million. The share reserve may be increased each year in accordance with the 2017 Plan
documents. The total number of options issued and outstanding was 101,169,981 as of June 30, 2020 and
10,981,704 as of December 31, 2019. As of June 30, 2020 there were approximately 39.4 million shares
available for future grants under the 2017 Plan.

For both the Incentive Plan and the 2017 Plan (together, the “Plans”), the Board determines vesting terms and
exercise price of options and defines them in a stock incentive agreement for each grant. Options generally
vest over a one to four-year period from date of grant, with a few grants being vested immediately upon
issuance. Stock options issued to employees, directors, and consultants expire 10 years from the date of grant.
Vested and unexercised shares are cancelled three months after termination, and unvested awards are
canceled on the date of termination of employment and become available for future grants. Upon the exercise
of stock options, the Company may issue the required shares out of authorized but unissued common stock.

Additionally, we recognize stock-based compensation expense related to stock options granted to non-
employees on a straight-line basis, as the stock options are earned. We issued options to non-employees,
which generally vest ratably over the time period we expect to receive services from the non-employee. We
believe that the fair value of the stock options is more reliably measurable than the fair value of the services
received.

We estimate the grant date fair value of each option award on the date of grant using a Black-Scholes option
pricing model that uses certain assumptions. We use the ASX stock price to determine fair value of the stock
on the date of grant. We base expected volatilities on historical volatility of certain comparable companies
over similar expected terms, as determined by the Company. We derive the expected term of options granted
using the simplified method, which is the average of the contractual term and the vesting period. We intend
to use the simplified method for the foreseeable future until more detailed information about exercise
behavior will be more widely available. We base the risk-free rate for periods within the expected term of the
option on the U.S. Treasury yield curve in effect at the time of grant. The dividend yield is zero as there are no
payments of dividends made or expected. These factors could change in the future, which would affect the
stock-based compensation expense for future option grants.

Assumptions for grants in the six months ended June 30, 2020 and 2019 are as follows:

2020 2019
Risk-free interest rate 0.31-0.43% 1.25%
Expected volatility 89.0% 50.0%
Expected term (years) 5-6.25 6
Dividend rate 0.0% 0.0%
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A summary of stock option activity under the Plans is as follows:

Total Options Outstanding

Nonvested Options

Weighted
Average Weighted
Weighted Remaining Average
Average Contractual Grant-
Number of Exercise Term in Six Number of Date Fair
Options Price USS Months Options Value

Outstanding at December 31,

2019 19,553,028 $0.07 8.16 12,059,563 $0.10
Grants 90,188,277 0.01 90,188,277 0.01
Cancellation / forfeitures (339,024) - - -
Vested - - (10,555,336) 0.02
Exercised - - - -

Outstanding at June 30, 2020 109,402,281 $0.02 9.55 91,692,504 $0.02

Exercisable at June 30, 2020 17,709,777 $0.05 8.37

The weighted average grant date fair value of options granted during the six-month periods was $0.01 in 2020
and $0.06 in 2019. The intrinsic value of options unexercised was S0 as of June 30, 2020 and December 31,
2019. The total fair value of options vested during the six months ending June 30, 2020 was approximately
$197,000. Subsequent to June 30, 2020, five senior executives of the Company agreed to cancel a total of
16,226,269 options with exercise prices ranging from US$0.0438 to USS$0.3230 for no consideration.

A summary of stock grant activity under the 2017 Plan is as follows:

Total Stock Grants Outstanding

Weighted Average
Grant Date Fair
Number of Shares Value USS$

Nonvested at December 31, 2019 - S -
Grants 60,413,371 0.012
Cancellation / forfeitures - -
Vested (31,204,104) 0.012
Nonvested at June 30, 2020 29,209,267 S 0.012

In the six months ended June 30, 2020, the Company granted of 19,676,299 shares in lieu of earned but unpaid
short-term cash incentive for 2019 that were fully vested on the date of grant. Of these grants, 17,722,920
were issued to current employees under the 2017 Plan and 1,953,379 were issued to a former employee and
were outside the 2017 Plan. The grant date fair value for shares issued was $236,000. In addition, the
Company granted 42,690,451 restricted shares to employees in lieu of a portion of the employees’ fixed cash
remuneration for the period from April to December 2020. The restricted shares vest in equal fortnightly
tranches over the period from April to December 2020. As of June 30, 2020, 13,481,184 of the restricted shares
had vested and were no longer restricted. The remaining 29,209,267 restricted shares will vest through
December 31, 2020 to the extent the employee remains employed by the Company and continues to incur a
reduction in fixed cash remuneration. The grant date fair value of the restricted shares was $512,000.
Compensation expense of $161,000 is included in the June 30, 2020 Condensed Statement of Operations

As of June 30, 2020 and December 31, 2019, there was approximately $957,000 and $482,000, respectively,

of total unrecognized compensation expense related to stock option awards under the combined plans. We
expect to recognize that cost over a weighted average period of 3.51 years. As of June 30, 2020, there was
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approximately $351,000 of unrecognized compensation expense related to restricted stock awards under the
2017 Plan that we expect to recognize over the remainder of 2020.

EMPLOYEE BENEFIT PLAN

The Company has a 401(k) retirement plan (“401(k) Plan”) for the benefit of eligible employees, as defined.
Each participant may elect to contribute to the 401(k) Plan each year up to the maximum amount allowed by
law, subject to certain Internal Revenue Service limitations. The Company makes matching contributions up
to 100% of the participant's election not to exceed 4% of the participant's compensation. The Company
contributed approximately $91,000 and $111,000 in the six months ending June 30, 2020 and 2019,
respectively.

COMMITMENTS AND CONTINGENCIES

The Company may be subject to legal proceedings and claims, which may arise, in the ordinary course of its
business. No such matters presently exist, and management is not aware of any such matters which may arise
in the future.

In addition, the Company warrants to customers that its products operate substantially in accordance with
the product’s specifications. Historically, we have not incurred any significant costs related to product
warranties and expect none in the future, and as such have not recorded any accruals for product warranty
costs as of June 30, 2020.

RELATED PARTIES

We incurred approximately $0 and $83,000 in fees and expenses for the six months ending June 30, 2020
and 2019, respectively, for clinical and regulatory consulting services provided by a company owned by one
of our former officers.

FAIR VALUE

The Company applies ASC 820, Fair Value Measurements, in determining the fair value of certain assets and
liabilities. Under this standard, fair value is defined as 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.

In determining fair value, we use various valuation approaches. The hierarchy of those valuation approaches
is broken down into three levels based on the reliability of inputs as follows:

Level 1 inputs are quoted prices in active markets for identical assets or liabilities that the reporting entity has
the ability to access at the measurement date. An active market for the asset or liability is a market in which
transactions for the asset or liability occur with sufficient frequency and volume to provide pricing information
on an ongoing basis. The valuation under this approach does not entail a significant degree of judgment.

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 2 inputs include quoted prices for similar assets or liabilities in active
markets, inputs other than quoted prices that are observable for the asset or liability, and contractual prices
for the underlying financial instrument, as well as other relevant economic measures.

Level 3 inputs are unobservable inputs for the asset or liability. Unobservable inputs shall be 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 the measurement date.

There have been no changes in the methodologies used as of June 30, 2020 and December 31, 2019.
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The Company’s assets and liabilities measured at fair value on a recurring basis include cash equivalents of
$3.8 million as of June 30, 2020 and $1.7 million as of December 31, 2019, the fair value of the conversion
feature of the Convertible Notes of SO at each of June 30, 2020 and December 31, 2019, and the fair value of
Freestanding Options of $546,000 as of June 30, 2020. We consider the factors used in determining the fair
value of our cash equivalents to be Level 1 inputs and the fair value of the conversion feature and Freestanding
Options to be Level 3 inputs.

For Level 3 assets carried at fair value measured on a recurring basis using significant unobservable inputs, the
following table presents (in thousands) a reconciliation of the beginning and ending balances for the six
months ended June 30, 2020 and 2019:

2020 2019
Balance at January 1, S - S -
Call options issued with Placement and SPP, at fair value 700
Total (gains) losses — realized/unrealized (154) -
Balance at June 30, S 546 S -

The unrealized gains and losses for assets within the Level 3 category presented in the tables above include
changes in fair value that are attributable to both observable and unobservable inputs. Assumptions for
valuations in the six months ended June 30, 2020 are as follows:

Freestanding Conversion
Options Feature

Risk-free interest rate 0.255-0.285% 0.18%
Expected volatility 89.0% 45.0%
Expected term (years) 2.0-2.7 3.0-3.1
Dividend rate 0.0% 0.0%
Coupon rate N/A 10.0%
Conversion price N/A AS0.028-A$0.075
Foreign exchange rates N/A 0.686-0.691

INCOME TAXES
The Company is a C-Corporation for U.S. federal income tax purposes.

At the end of each interim period, the Company makes its best estimate of the effective tax rate expected
to be applicable for the full fiscal year. This estimate reflects, among other items, the Company’s best
estimate of operating results. In estimating the annual effective tax rate, the Company does not include the
estimated impact of unusual and/or infrequent items, including the reversal of valuation allowances, which
may cause significant variations in the customary relationship between income tax expense (benefit) and
pretax income (loss) in quarterly periods. The income tax expense (benefit) for such unusual and/or
infrequent items is recorded in the quarterly period such items are incurred.

The Company’s income tax expense and resulting effective tax rate are based upon the respective estimated
annual effective tax rates applicable for the respective periods adjusted for the effects of items required to
be treated as discrete to the period, including changes in tax laws, changes in estimated exposures for
uncertain tax positions and other items. The Company’s effective tax rate for the six months ended June
30, 2020 properly excluded tax benefits associated with year-to-date pre-tax losses. Income tax positions
are considered for uncertainty in accordance with ASC 740-10. Tax years remain subject to examination at
the U.S. federal level between 2010 and 2017, and subject to examinations at various state levels between
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2005 and 2017. The statute of limitations on these years will close when the NOLs expire or when the
statute closes on the years in which the NOLs are utilized.

SUBSEQUENT EVENTS

Subsequent to June 30, 2020, five senior executives of the Company agreed to cancel a total of 16,226,269
options with exercise prices ranging from US$0.0438 to US$0.3230 for no consideration.

The Company evaluated the accounting and disclosures requirements for subsequent events through
August 25, 2020, the issuance date of the financial statements.
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