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PART 1 - FINANCIAL INFORMATION
Item 1. Financial Statements.
Forward Looking Statements

This quarterly report contains forward-looking statements. These statements relate to future events or our future

financial performance. In some cases, you can identify forward-looking statements by terminology such as “may”,

“should”, “expect”, “plan”, “anticipate”, “believe”, “estimate”, “predict”, “potential” or “continue” or the negative of these terr
comparable terminology. These statements are only predictions and involve known and unknown risks, uncertainties

and other factors, any of which may cause our company’s or our industry’s actual results, levels of activity,

performance or achievements to be materially different from any future results, levels of activity, performance or
achievements expressed or implied by these forward-looking statements. These risks include, by way of example and

not in limitation:

e the uncertainty that we will not be able to successfully execute our business plan;

e risks related to the large number of established and well-financed entities that are actively seeking suitable
business opportunities;

e risks related to the failure to successfully manage or achieve growth of a new business opportunity; and

e other risks and uncertainties related to our business strategy.

This list is not an exhaustive list of the factors that may affect any of our forward-looking statements. These and other
factors should be considered carefully and readers should not place undue reliance on our forward-looking statements.

Forward looking statements are made based on management’s beliefs, estimates and opinions on the date the
statements are made and we undertake no obligation to update forward-looking statements if these beliefs, estimates
and opinions or other circumstances should change. Although we believe that the expectations reflected in the
forward-looking statements are reasonable, we cannot guarantee future results, levels of activity, performance or
achievements. Except as required by applicable law, including the securities laws of the United States, we do not
intend to update any of the forward-looking statements to conform these statements to actual results.

Our unaudited condensed consolidated financial statements are stated in United States dollars (US$) and are prepared
in accordance with United States Generally Accepted Accounting Principles. In the opinion of management, all
adjustments considered necessary for a fair presentation have been included. Operating results for the interim period
ended June 30, 2015, are not necessarily indicative of the results that can be expected for the full year.

In this quarterly report, unless otherwise specified, all dollar amounts are expressed in United States dollars and all
references to “‘common stock™ refer to the common shares in our capital stock.

As used in this quarterly report, the terms “we”, “us”, “our”, “
otherwise stated.

our company” and “Alkame” mean Alkame Holdings, Inc., unles
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ALKAME HOLDINGS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

June 30, December
31,
2015 2014
(Unaudited)
ASSETS
Current assets:
Cash $1,782 $172,730
Accounts receivable (net of reserve for bad debts of $25,000 and $23,000, respectively) 205,260 82,510
Pre-Acquisition loans to Xtreme due from former shareholders 18,022 —
Accounts receivable other 23,957 —
Prepaid expenses - current 86,000 260,000
Inventory 154,681 70,243
Total current assets 489,702 585,483
Fixed and intangible assets:
Manufacturing equipment, net 135,493 11,149
Software 13,496 17,995
Intangible assets, net 1,334,036 4,509
Goodwill 658,187 —
Total fixed and intangible assets, net 2,141,212 33,653
Other assets:
Deferred finance costs 23,340 63,375
Investments 25,630 68,400
Total other assets 48,970 131,775
Total assets $2,679,884 $750,911
LIABILITIES AND STOCKHOLDERS DEFICIT
Current liabilities:
Accounts payable and accrued expenses $598,269 $544,530
Accrued interest 200,628 146,046
Accrued compensation 420,000 —
Loans from officer 26,456 3,489
Notes payable 889,735 762,000
Note due Xtreme Shareholders 284,000 —
Convertible debentures (net of debt discount of $208,397 and $280,288, respectively) 327,604 168,961
Derivative instrument liability 1,220,600 1,018,782
Series C Convertible Preferred Stock to be issued 1,425,000 —
Total current liabilities 5,392,292 2,643,808

Long-term liabilities:
Notes payable - long term — 131,490
Conv§rt1ble debt - long term (net of debt discount of $91,192 and $132,254), 36,030 22.968
respectively
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Total long-term liabilities 36,030 154,458
Total liabilities 5,428,322 2,798,266

Commitment and contingencies — —

Stockholders' deficit

Preferred stock - $0.001 par value, authorized - 20,000,000 shares;

Series A Convertible Preferred stock - $0.001 par value, 12,000,000 shares designated,;
issued and outstanding - 12,000,000 and 12,000,000 shares, respectively

Series B Preferred stock - $0.001 par value, 70,000,000 shares designated; issued and
outstanding 65,398,334 and 65,398,334 shares, respectively

Common stock - $0.001 par value, authorized - 900,000,000 shares; issued and
outstanding - 161,503,259 and 74,045,606 shares, respectively

12,000 12,000
65,398 65,398

161,504 74,046

Common stock to be issued 13,500 13,500

Additional paid-in capital 6,849,761 6,259,050

Accumulated deficit (9,850,601) (8,471,350)
Total stockholders' deficit (2,748,438) (2,047,355)
Total liabilities and stockholders' deficit $2,679,884 $750,911

See accompanying notes to the unaudited condensed consolidated financial statements
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ALKAME HOLDINGS, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
For the three months ended  For the six months ended
June 30, 2015 June 30, 2014 June 30, 3015 June 30, 2014
Revenues $307,245 $69,820 $601,251 $99.011
Cost of goods sold 235,250 63,737 459,903 95,623
Gross profit 71,995 6,083 141,348 3,388
Operating expenses:
Selling expenses 171,534 191,765 443,286 399,865
General and administrative 228,746 84,768 540,548 150,770
Depreciation and amortization 47,197 711 83,934 1,422
Total operating expenses 447.477 277,244 1,067,768 552,057
Loss from operations (375,481 ) (271,161 ) (926,419 ) (548,669 )

Other Income / (Expenses):

Amortization of deferred financing costs (16,914 ) (10,625 ) (63,369 ) (16,250 )
Interest expense (31,970 ) (21,250 ) (75,422 ) (40,553 )
Amortization of beneficial conversion feature (159,055 ) — (466,787 ) —
‘(Lf)s.s) gain on change in fair value of derivative (30,631 ) — 152,015 o

liability
(Gain) loss on settlement of debt (7,043 ) — 731 —

Total other expenses (245,613 ) (31,875 ) (452,832 ) (56,803 )
Net loss applicable to common stock holders $(621,094 ) $(303,036 ) $(1,379,251 ) $(605,472 )

Per share data
Net Loss per share - basic and diluted $(0.00 ) $(0.00 ) $(0.01 ) $(0.01 )

Weighted average number of shares outstanding- basic

) 149,919,869 69,878,939 121,014,696 79,606,503
and diluted

See accompanying notes to the unaudited condensed consolidated financial statements
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ALKAME HOLDINGS, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

For the six months ended
June 30, June 30,
2015 2014

Cash flows from operating activities:

Net loss $(1,379,251) $(605,472)
Adjustments to reconcile net loss to net cash

used in operating activities:

Bad debts 2,000 —
Depreciation and amortization 85,454 1,601
Amortization of beneficial conversion feature 466,787 —
Gain on change in fair value of derivative liability (152,014 ) —
Amortization of prepaid assets 174,000 309,500
Amortization of deferred financing costs 63,369 16,250
Changes in operating asset and liability account balances:
Accounts receivable (69,453 ) (77,215 )
Accounts receivable - other (23,611 ) —
Pre-acquisition loans to Xtreme due from former shareholders (18,022 ) —
Deposits — 1,156
Inventory (9,258 ) 15,617
Prepaid expenses — (10,000 )
Accrued interest 73,602 40,556
Accounts payable and accrued expenses 352,525 144,443
Total adjustments 945,379 441,908
Net cash used in operating activities (433,873 ) (163,564)
Cash flows from investing activities
Payment of purchase consideration to Xtreme Technologies, Inc. (45,100 ) —
Cash acquired from Xtreme Technologies, Inc. 13,287 —
Funds spent on potential Joint Venture (12,130 ) —
Purchase of equipment 43,395 ) (7,168 )
Net cash used in investing activities (87,338 ) (7,168 )
Cash flows from financing activities:
Proceeds from officer loans 22,967 —
Payment of financing costs (22,783 ) (10,000 )
Proceeds from notes payable 353,833 100,000
Payments of notes payable (3,754 ) (5,000 )

Net cash provided by financing activities 350,263 85,000
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Net decrease in cash (170,948 ) (85,732 )
Cash at beginning of period 172,730 128,258
Cash at end of period $1,782 $42.526
Supplemental Schedule of Cash Flow Information:

Cash paid for interest $2,246 $—

Cash paid for income taxes $— $—

Supplemental Schedules of Noncash Investing and Financing Activities:

Conversion of notes payable and accrued interest into common stock $314,653 $—
Common stock issued to settle accounts payable $363,515 $—
Payment made by EROP to noteholders on Company's behalf $241,000 $—
Assets taken over and liabilities assumed from Xtreme Technologies, Inc.  $2,050,000 $—
Conversion of common shares in Series B convertible preferred stock $— $65,211
Beneficial conversion feature on convertible debt $353,832 $—

See accompanying notes to the unaudited condensed consolidated financial statements
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Alkame Holding, Inc. and Subsidiaries

Notes to the Unaudited Condensed Consolidated Financial Statements

For the six months ended June 30, 2015 and 2014

1. Organization and Nature of Operations

" 44 73 113

Alkame Holdings, Inc. (the "Company",
April 19, 2010.

us” or “our”) was incorporated under the laws of the State of Nevada on

The Company is in the business of distributing bottled/canned alkaline, antioxidant and oxygenated water.

On June 24, 2013, the Company entered into a share exchange agreement with Alkame Water, Inc. (“Alkame”) and the
shareholders of all of the issued and outstanding shares of Alkame. On June 25, 2013, the Company acquired 100% of
the members’ shares of Alkame, a Company incorporated in the state of Nevada on March 1, 2012, in exchange for
150,000,000 common shares, comprised of 116,666,667 common shares privately transacted from the President of
Company and the issuance of 33,333,333 common shares to shareholders of Alkame. Effectively, Alkame held 71%

of the issued and outstanding common shares of the Company and the transaction has been accounted for as a reverse
merger, where Alkame is deemed to be the acquirer and or the surviving entity for accounting purposes.

As part of the acquisition transaction, all assets and liabilities of Alkame Holdings, Inc. at the date of acquisition were
assumed by the former management.

The transaction is accounted for using the purchase method of accounting. As a result of the recapitalization and
change in control, Alkame is the acquiring entity in accordance with ASC 805, Business Combinations. Accordingly,
the historical financial statements are those of Alkame, the accounting acquirer, immediately following the
consummation of the reverse merger.

Stock Purchase Definitive Agreement with Xtreme Technologies. Inc.

On April 21, 2014, the Company entered into a Stock Purchase Definitive Agreement with Xtreme Technologies, Inc.,
an Idaho corporation. In accordance with the terms of the Agreement, the Company will purchase all of the
outstanding shares of Xtreme for the purchase price of $2,050,000.00, payable as follows:

An initial cash deposit of $50,000 was converted into a non-refundable payment to extend the closing date;
An additional $50,000 deposit payment was made at the date of extension;
An additional cash payment of $525,000 shall be paid on or before the Closing Date (defined below), which,
along with the additional $50,000 deposit, shall pay specific obligations on Xtreme’s balance sheet;
As amended per agreement on December 9, 2015, the balance of $1,425,000.00 shall be payable by the issuance of
shares of the Company’s Series C Preferred Stock with a stated value of $1.00 per share to be divided pro rata among
-the Company’s shareholders of record as of the Closing Date. The Series C Preferred Stock includes an option to
convert such shares of Series C Preferred Stock into the Company’s Common Stock at the market price on the day
prior to conversion; and
-One of Xtreme’s previous officers and directors holds outstanding options to purchase up to 1,009,000 shares of
Xtreme’s common stock at the price of $0.10 per share. At the Closing Date, pursuant to Idaho law, Xtreme shall
notify this previous officer and director of his 30-day right to exercise any or all of his remaining options. If he elects

10
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to exercise any of his options within such 30-day period, the Company agrees to issue additional shares of Series C
Preferred Stock in exchange for such Xtreme shares.
0 After proper notice, the holder permitted the options to expire unexercised.
The following amendments were entered in relation the Xtreme acquisition:

Effective January 16, 2015, the sellers of Xtreme were given the option to rescind and terminate the transaction if
“the debt was not paid within 120 days of the closing date.
Effective April 15, 2015, the 120-day deadline was extended to 240 days after the closing date. Such deadline will
2.be automatically extended by additional 30 day increments, provided that payments from EROP have been made to
escrow within 60 days of the 240-day expiration period.
7
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Effective December 9, 2015, the securities deliverable to the sellers of Xtreme was amended from Series B
"Preferred Stock to Series C Preferred Stock.

On January 13, 2015, the Company completed the acquisition of Xtreme Technologies, Inc., an Idaho corporation.

Under the Agreement, Amendment, and Second Amendment, Xtreme became our wholly-owned subsidiary and we
acquired the patents on the proprietary process that we believe is the most technologically advanced in water treatment
systems for complete hydration. We assumed the operations of Xtreme and continue its business of distributing
technologically enhanced bottled water.

Upon closing of the acquisition, we discovered that Xtreme was operating at a loss for the prior year and that it
required a substantial cash infusion. We have begun a program of upgrading the production line, reorganized
personnel, and began an effort to increase sales of the division so that it returns to profitability as quickly as possible.

Our primary objective now is to introduce, promote, aggressively market and establish channels of distribution to sell
our product to a wide range of consumers, first in the United States, Canada and Mexico, and then globally.

We believe that holding the patents will enable us to enhance our position in the investment community, allow us to
expand our reach in the distribution of product, and provide us access to other applications the water treatment
technology has available. We are exploring other uses of our water so that we can diversify our portfolio of products
to include other specialty uses outside of the bottled water and health water markets.

The Company’s fiscal year end is December 31.

2. Going Concern

These accompanying unaudited condensed consolidated financial statements have been prepared on a going concern
basis, which implies that the Company will continue to realize its assets and discharge its liabilities in the normal
course of business. For the six months ended June 30, 2015, the Company recognized $601,251 in revenue, and as of
June 30, 2015 had an accumulated deficit of $9,850,601. The continuation of the Company as a going concern is
dependent upon the continued financial support from its management, and its ability to identify future investment
opportunities and obtain the necessary debt or equity financing, and generating profitable operations from the
Company’s future operations. However, there can be no assurance that these arrangements will be sufficient to fund its
ongoing capital expenditures, working capital, and other cash requirements. The outcome of these matters cannot be
predicted at this time. These factors raise substantial doubt regarding the Company’s ability to continue as a going
concern. These accompanying unaudited condensed consolidated financial statements do not include any adjustments
to the recoverability and classification of recorded asset amounts and classification of liabilities that might be
necessary should the Company be unable to continue as a going concern.

3. Basis of Presentation

These unaudited interim financial statements have been prepared in accordance with U.S. generally accepted
accounting principles (“US GAAP”) for financial information and with the instructions to Form 10-Q and Article 10 of
Regulation S-X. Accordingly, they do not include all the information and notes required by generally accepted
accounting principles for complete financial statements. In the opinion of management, all adjustments (consisting of

12
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normal recurring accruals) considered necessary for a fair presentation have been included. Operating results for the
six months ended June 30, 2015 are not necessarily indicative of the results that may be expected for any interim
period or an entire year. The Company applies the same accounting policies and methods in its interim financial
statements as those in the most recent audited annual financial statements. The financial statements and notes included
herein should be read in conjunction with the annual financial statements and notes for the year ended December 31,
2014 included in the Company’s filing on Form 10-K.

The financial statements of the Company have been prepared in accordance with US GAAP and are expressed in U.S.
dollars. All inter-company accounts and transactions have been eliminated. The Company’s fiscal year end is
December 31.

13
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4.Summary of Significant Accounting Policies

a) Use of Estimates

The preparation of unaudited condensed consolidated financial statements in conformity with US GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. The Company regularly evaluates estimates and assumptions
related to the deferred income tax asset valuation allowances. The Company bases its estimates and assumptions on
current facts, historical experience and various other factors that it believes to be reasonable under the circumstances,
the results of which form the basis for making judgments about the carrying values of assets and liabilities and the
accrual of costs and expenses that are not readily apparent from other sources. The actual results experienced by the
Company may differ materially and adversely from the Company’s estimates. To the extent there are material
differences between the estimates and the actual results, future results of operations will be affected.

b) Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries Alkame
Water, Inc. and Xtreme Technologies, Inc. All significant inter-company transactions are eliminated.

¢) Cash and Cash Equivalents

For purposes of the statement of cash flows, cash includes demand deposits, saving accounts and money market
accounts. The Company considers all highly liquid instruments with maturities of three months or less when
purchased to be cash equivalents.

d) Accounts receivable and concentration of credit risk

Because the Company currently uses distributors as their main source of product sales and placement, there is an
inherent risk that the distributor could experience difficulty in their payments for accounts they ship to. The result,
may be that they, while collecting from the stores and chains they supply, they do not process through the payments to
us. Although in the past the Company did see significant credit risk associated with the trade receivables, repayment is
dependent upon the financial stability of the various distributors and customers to which shipment takes place. As a
result, the Company is looking more closely at the credit worthiness of its customer and how large a footprint and

14



Edgar Filing: ALKAME HOLDINGS, INC. - Form 10-Q

customer base various distributors have, and is attempting to limit how much of our business is conducted through any
one customer or distributor. Our concentration risk will is being reevaluated on a quarterly basis.

e) Allowance for doubtful accounts

The allowance for doubtful accounts is based on the Company’s assessment of the collectability of customer accounts
and the aging of the accounts receivable. The Company regularly reviews the adequacy of the Company’s allowance
for doubtful accounts through identification of specific receivables where it is expected that payments will not be
received. The Company also establishes an unallocated reserve that is applied to all amounts that are not specifically
identified. In determining specific receivables where collections may not have been received, the Company reviews
past due receivables and gives consideration to prior collection history and changes in the customer’s overall business
condition. The allowance for doubtful accounts reflects the Company’s best estimate as of the reporting dates.

At June 30, 2015 and December 31, 2014, the Company had an allowance for bad debts in the amount of $25,000 and
$23,000 respectively.

9
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f) Basic and Diluted Net Loss per Share

The Company computes net loss per share in accordance with ASC 260, Earnings per Share. ASC 260 requires
presentation of both basic and diluted earnings per share (“EPS”) on the face of the income statement. Basic EPS is
computed by dividing net loss available to common shareholders (numerator) by the weighted average number of
shares outstanding (denominator) during the period. Diluted EPS gives effect to all dilutive potential common shares
outstanding during the period using the treasury stock method and convertible preferred stock using the if-converted
method. In computing diluted EPS, the average stock price for the period is used in determining the number of shares
assumed to be purchased from the exercise of stock options or warrants. Diluted EPS excludes all dilutive potential
shares if their effect is anti-dilutive. Such securities, shown below, presented on a common share equivalent basis and
outstanding as of June 30, 2015 and 2014 have been excluded from the per share computations:

As of

June 30, 2015 June 30, 2014
Series A Convertible Preferred Stock N00,000,000 NO00,000,000
Series B Convertible Preferred Stock N5,398,334 N5,210,834
Series C Convertible Preferred Stock K56,250,000 -

Convertible notes payable 117,373,399 -
Warrants 1,587,302 -
EROP conversion of debt 133,002,991 -

g) Financial Instruments

Pursuant to ASC 820, Fair Value Measurements and Disclosures, an entity is required to maximize the use of
observable inputs and minimize the use of unobservable inputs when measuring fair value. ASC 820 establishes a fair
value hierarchy based on the level of independent, objective evidence surrounding the inputs used to measure fair
value. A financial instrument’s categorization within the fair value hierarchy is based upon the lowest level of input
that is significant to the fair value measurement. ASC 820 prioritizes the inputs into three levels that may be used to
measure fair value:

Level 1 applies to assets or liabilities for which there are quoted prices in active markets for identical assets or
liabilities.

Level 2 applies to assets or liabilities for which there are inputs other than quoted prices that are observable for the
asset or liability such as quoted prices for similar assets or liabilities in active markets; quoted prices for identical
assets or liabilities in markets with insufficient volume or infrequent transactions (less active markets); or

16
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model-derived valuations in which significant inputs are observable or can be derived principally from, or
corroborated by, observable market data.

Level 3 applies to assets or liabilities for which there are unobservable inputs to the valuation methodology that are
significant to the measurement of the fair value of the assets or liabilities.

The Company did not have any Level 2 or Level 3 assets or liabilities as of September 30, 2014, with the exception of
its convertible notes payable. The carrying amounts of these liabilities at September 30, 2014 approximate their
respective fair value based on the Company’s incremental borrowing rate.

Cash is considered to be highly liquid and easily tradable as of September 30, 2014 and therefore classified as Level 1
within our fair value hierarchy.

In addition, FASB ASC 825-10-25 Fair Value Option, or ASC 825-10-25, was effective for January 1, 2008. ASC
825-10-25 expands opportunities to use fair value measurements in financial reporting and permits entities to choose
to measure many financial instruments and certain other items at fair value. The Company did not elect the fair value
options for any of its qualifying financial instruments

h) Convertible Instruments

The Company evaluates and accounts for conversion options embedded in its convertible instruments in accordance
with professional standards for “Accounting for Derivative Instruments and Hedging Activities”.

Professional standards generally provide three criteria that, if met, require companies to bifurcate conversion options
from their host instruments and account for them as free standing derivative financial instruments. These three criteria
include circumstances in which (a) the economic characteristics and risks of the embedded derivative instrument are

not clearly and closely related to the economic characteristics and risks of the host contract, (b) the hybrid instrument
that embodies both the embedded derivative instrument and the host contract is not re-measured at fair value under
otherwise applicable generally accepted accounting principles with changes in fair value reported in earnings as they
occur and (c) a separate instrument with the same terms as the embedded derivative instrument would be considered a
derivative instrument. Professional standards also provide an exception to this rule when the host instrument is

deemed to be conventional as defined under professional standards as “The Meaning of “Conventional Convertible Debt
Instrument”.

10
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The Company accounts for convertible instruments (when it has determined that the embedded conversion options
should not be bifurcated from their host instruments) in accordance with professional standards when “Accounting for
Convertible Securities with Beneficial Conversion Features,” as those professional standards pertain to “Certain
Convertible Instruments.” Accordingly, the Company records, when necessary, discounts to convertible notes for the
intrinsic value of conversion options embedded in debt instruments based upon the differences between the fair value
of the underlying common stock at the commitment date of the note transaction and the effective conversion price
embedded in the note. Debt discounts under these arrangements are amortized over the term of the related debt to their
earliest date of redemption. The Company also records when necessary deemed dividends for the intrinsic value of
conversion options embedded in preferred shares based upon the differences between the fair value of the underlying
common stock at the commitment date of the note transaction and the effective conversion price embedded in the
note.

ASC 815-40 provides that, among other things, generally, if an event is not within the entity’s control could or require
net cash settlement, then the contract shall be classified as an asset or a liability.

i) Derivative Liabilities

The Company assessed the classification of its derivative financial instruments as of March 31, 2015, which consist of
convertible instruments and rights to shares of the Company’s common stock, and determined that such derivatives
meet the criteria for liability classification under ASC 815.

ASC 815 generally provides three criteria that, if met, require companies to bifurcate conversion options from their
host instruments and account for them as free standing derivative financial instruments. These three criteria include
circumstances in which (a) the economic characteristics and risks of the embedded derivative instrument are not
clearly and closely related to the economic characteristics and risks of the host contract, (b) the hybrid instrument that
embodies both the embedded derivative instrument and the host contract is not re-measured at fair value under
otherwise applicable generally accepted accounting principles with changes in fair value reported in earnings as they
occur and (c) a separate instrument with the same terms as the embedded derivative instrument would be considered a
derivative instrument subject to the requirements of ASC 815. ASC 815 also provides an exception to this rule when
the host instrument is deemed to be conventional, as described.

j) Income Taxes

Potential benefits of income tax losses are not recognized in the accounts until realization is more likely than not. The
Company has adopted ASC 740 “Accounting for Income Taxes” as of its inception. Pursuant to ASC 740, the Company
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is required to compute tax asset benefits for net operating losses carried forward. The potential benefits of net
operating losses have not been recognized in this financial statement because the Company cannot be assured it is
more likely than not it will utilize the net operating losses carried forward in future years.

k) Recent Accounting Pronouncements

In April 2015, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update (“ASU”) No.
2015-03, Interest - Imputation of Interest (Subtopic 835-30): Simplifying the Presentation of Debt Issuance Costs. The
amendments in this ASU require that debt issuance costs related to a recognized debt liability be presented in the
balance sheet as a direct deduction from the carrying amount of that debt liability, consistent with debt discounts. The
recognition and measurement guidance for debt issuance costs are not affected by the amendments in this ASU. The
amendments are effective for financial statements issued for fiscal years, and interim periods within those fiscal years,
beginning after December 15, 2015. The amendments are to be applied on a retrospective basis, wherein the balance
sheet of each individual period presented is adjusted to reflect the period-specific effects of applying the new
guidance. The Company is evaluating possible effect of this guidance on future disclosures.

11

19



Edgar Filing: ALKAME HOLDINGS, INC. - Form 10-Q

Table of Contents

In February 2015, the FASB issued ASU No. 2015-02, Consolidation (Topic 810): Amendments to the Consolidation
Analysis, which is intended to improve targeted areas of consolidation guidance for legal entities such as limited
partnerships, limited liability corporations, and securitization structures (collateralized debt obligations, collateralized
loan obligations, and mortgage-backed security transactions). The ASU focuses on the consolidation evaluation for
reporting organizations that are required to evaluate whether they should consolidate certain legal entities. In addition
to reducing the number of consolidation models from four to two, the new standard simplifies the FASB Accounting
Standards Codification and improves current U.S. GAAP by placing more emphasis on risk of loss when determining
a controlling financial interest, reducing the frequency of the application of related-party guidance when determining a
controlling financial interest in a variable interest entity (“VIE”), and changing consolidation conclusions for companies
in several industries that typically make use of limited partnerships or VIEs. The ASU will be effective for fiscal
years, and interim periods within those fiscal years, beginning after December 15, 2015. Early adoption is permitted,
including adoption in an interim period. We do not expect the adoption of ASU 2015-02 to have a material effect on
our financial position, results of operations or cash flows.

In January 2015, the FASB issued ASU No. 2015-01, “Income Statement - Extraordinary and Unusual Items (Subtopic
225-20): Simplifying Income Statement Presentation by Eliminating the Concept of Extraordinary Items.” This ASU
eliminates from U.S. GAAP the concept of extraordinary items. ASU 2015-01 is effective for fiscal years, and interim
periods within those fiscal years, beginning after December 15, 2015. A reporting entity may apply the amendments
prospectively. We do not expect the adoption of ASU 2015-01 to have a material effect on our financial position,
results of operations or cash flows.

In November 2014, the FASB issued ASU No. 2014-17, “Business Combinations (Topic 805): Pushdown Accounting.”
This ASU provides an acquired entity with an option to apply pushdown accounting in its separate financial

statements upon occurrence of an event in which an acquirer obtains control of the acquired entity. An acquired entity
may elect the option to apply pushdown accounting in the reporting period in which the change-in-control event

occurs. If pushdown accounting is applied to an individual change-in-control event, that election is irrevocable. ASU
2014-17 was effective on November 18, 2014. The adoption of ASU 2014-17 did not have any effect on our financial
position, results of operations or cash flows.

In November 2014, the FASB issued ASU 2014-16, “Derivatives and Hedging (Topic 815).” ASU 2014-16 addresses
whether the host contract in a hybrid financial instrument issued in the form of a share should be accounted for as debt
or equity. ASU 2014-16 is effective for fiscal years, and interim periods within those fiscal years, beginning after
December 15, 2015. We do not currently have issued, nor are we investors in, hybrid financial instruments.
Accordingly, we do not expect the adoption of ASU 2014-16 to have any effect on our financial position, results of
operations or cash flows.

The FASB has issued ASU No. 2014-12, Compensation — Stock Compensation (Topic 718): Accounting for
Share-Based Payments When the Terms of an Award Provide That a Performance Target Could Be Achieved after the
Requisite Service Period. This ASU requires that a performance target that affects vesting, and that could be achieved
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after the requisite service period, be treated as a performance condition. As such, the performance target should not be
reflected in estimating the grant date fair value of the award. This update further clarifies that compensation cost
should be recognized in the period in which it becomes probable that the performance target will be achieved and
should represent the compensation cost attributable to the period(s) for which the requisite service has already been
rendered. The amendments in this ASU are effective for annual periods and interim periods within those annual
periods beginning after December 15, 2015. Earlier adoption is permitted. The Company has not yet determined the
effect of the adoption of this standard.

The FASB has issued ASU No. 2014-09, Revenue from Contracts with Customers. This ASU supersedes the revenue
recognition requirements in Accounting Standards Codification 605 - Revenue Recognition and most industry-specific
guidance throughout the Codification. The standard requires 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 company expects to
be entitled in exchange for those goods or services. This ASU is effective on January 1, 2017 and should be applied
retrospectively to each prior reporting period presented or retrospectively with the cumulative effect of initially
applying the ASU recognized at the date of initial application. The Company has not yet determined the effect of the
adoption of this standard and it is not expected to have a material impact on the Company’s condensed consolidated
financial position and results of operations.
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In August 2014, the FASB issued a new accounting standard which requires management to evaluate whether there is
substantial doubt about an entity’s ability to continue as a going concern for each annual and interim reporting period.
If substantial doubt exists, additional disclosure is required. This new standard will be effective for the Company for
annual and interim periods beginning after December 15, 2016. Early adoption is permitted. The Company expects to
adopt this new standard for the fiscal year ending December 31, 2015 and the Company will continue to assess the
impact on its consolidated financial statements.

The Company has implemented all new accounting pronouncements that are in effect. These pronouncements did not
have any material impact on the financial statements unless otherwise disclosed, and the Company does not believe
that there are any other new accounting pronouncements that have been issued that might have a material impact on its
financial position or results of operations.

1) Revenue Recognition

The Company recognizes revenue in accordance with ASC-605, “Revenue Recognition,” which requires that four basic
criteria must be met before revenue can be recognized: (1) persuasive evidence of an arrangement exists; (2) delivery
has occurred or title has passed; (3) the selling price is fixed and determinable; and (4) collectability is reasonably
assured. Determination of criteria (3) and (4) are based on management's judgments regarding the fixed nature of the
selling prices of the products delivered and the collectability of those amounts.

Revenues are recognized upon shipment, provided that a signed purchase order has been received, the price is fixed,
title has transferred, collection of resulting receivables is reasonably assured, and there are no remaining significant
obligations. Reserves for sales returns and allowances, including allowances for so called “ship and debit” transactions,
are recorded at the time of shipment, based on historical levels of returns and discounts, current economic trends and
changes in customer demand. Certain Internet generated transactions that are prepaid at time of order, are recognized
at the time the merchandise ships from the warehouse to the customer.

Provisions for discounts and rebates to customers, estimated returns and allowances, and other adjustments are
provided for in the same period the related sales are recorded. The Company will defer any revenue for which the
product has not been delivered or is subject to refund until such time that the Company and the customer jointly
determine that the product has been delivered or no refund will be required.

m) Reclassification

Certain reclassifications have been made to conform the prior period data to the current presentation. These
reclassifications had no effect on reported net loss.
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5. Notes Payable

Notes Payable to Stockholders:

The Company owed $39,736 and $43,490 at June 30, 2015 and December 31, 2014 respectively to a stockholder.

During the year ended December 31, 2013, the Company had $63,000 in expenses paid on its behalf by this
shareholder which was recorded as a Note. On August 1, 2013, the Company and note holder amended the Note by
mutual agreement increasing the principal amount by an additional $10,000 for other services rendered by the former
director. The Note is unsecured, and begin accruing interest August 1, 2014 at 5% per annum on the unpaid principal
thereafter. Based on a repayment agreement that calls for monthly payments of $1,000 per month.

During the six months ended June 30, 2015 and 2014, the Company repaid $6,000 ($3,754 principle and $2,246
accrued interest) and $5,000 of the Note, respectively.

Notes Payable to Xtreme Shareholders:

In January 2015, an accredited investor group, EROP, filed and received approval by the courts for a 3(a)10 filing
under which they acquired various debts, including the note due to the former shareholders of Xtreme Technologies,
Inc. Under terms of the court order, they are able to convert the debts into common shares of the Company at a 40%
discount to the market.

The original balance acquire was $525,000. As of June 30, 2015 the balance is $284,000.
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Notes Payable. others:

On March 29, 2013, the Company entered into a two-year promissory note agreement for $500,000. On April 8, 2013,
the Company received $200,000 and on May 1, 2013, the Company received $300,000. On September 27, 2013, the
note agreement was amended to include an additional advance to the Company of $250,000. Pursuant to the
agreement, the loan is secured with a general security agreement, bears interest at 10% per annum, and $500,000 is
due on March 30, 2015 and $250,000 is due on September 27, 2015. These notes are currently in technical default. To
date, the lender has not declared a default, and continues to forebear on collection.

On March 11, 2014, the Company entered into an additional two-year promissory note agreement for an additional
$100,000 from the same investor group, on the same terms as outlined above.

At June 30, 2015 and December 31, 2014, the Company has accrued interest of $162,375 and $119,875, respectively.
The original note, and the amendment, each mature two years from date of issuance or amendment.

At June 30, 2015, the Company classified $850,000 of this note payable as current liability.

The Company paid 10% of proceeds from $750,000 of the long-term notes payable as financing cost of $75,000 to a
consultant. The Company will amortize this cost over the term of the long-term note payable.

The Company paid 10% of proceeds from the $100,000 long-term notes payable as financing cost of $10,000 to a
consultant. The Company will amortize this cost over the term of the long-term note payable.

During the six months ended June 30, 2015 and 2014, the Company charged to operations $63,369 and $16,250 as
amortization of deferred financing costs, respectively. As of June 30, 2015 and December 31, 2014, remaining balance
in deferred financing cost of $23,340 and $63,375, respectively and is presented as part of other assets.

6. Convertible debt

At June 30, 2015 and December 31, 2014 convertible notes and debentures consisted of the following:
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June 30, December

2015 31,2014
Convertible notes payable $663,222 $604,472
Unamortized debt discount (299,589) (412,543)
Carrying amount $363,633 $191,929
Less: current portion (327,603) (168,962)

Long-term convertible notes, net $36,030 $22.968

Note issued on August 6. 2014, fully converted:

On August 6, 2014, the Company entered into a one-year convertible debenture for $82,500 with an accredited
institutional investor. The debenture was convertible at the lesser of $0.10 per share, or 60% of the lowest trade price
in the 25 trading days prior to conversion. The note was issued with an original issue discount of $7,500 which was
charged to current period operations as interest expense during the year ended December 31, 2014.

The Company identified embedded derivatives related to the Convertible Promissory Notes entered into in August
2014. These embedded derivatives included certain conversion features. The accounting treatment of derivative
financial instruments requires that the Company record the fair value of the derivatives as of the inception date of the
Convertible Promissory Note and to adjust the fair value as of each subsequent balance sheet date. At the inception of
the Convertible Promissory Note, the Company determined a fair value of $190,451 of the embedded derivative. The
fair value of the embedded derivative was determined using the Black-Scholes Model based on the following
assumptions:

Dividend yield: 0%

Volatility 105%
Risk free rate: 0.48%

The initial fair values of the embedded debt derivative of $190,451 was allocated as a debt discount up to the proceeds
of the note ($82,500) with the remainder ($107,951) charged to operations as derivative liability adjustment in during
the year ended December 31, 2014.
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During the year ended December 31, 2014, the Company amortized $17,187 to current period operations as
amortization of beneficial conversion feature.

During the six months ended June 30, 2015, the Company amortized the remaining $65,313 to the current period
operations as amortization of beneficial conversion feature upon full conversion of the debenture.

At June 30, 2015, due to full conversion of the debenture, the Company adjusted the recorded fair value of the
derivative liability to $0 resulting in non-cash, non-operating gain of $142,317 for the six months ended June 30,
2015.

Note issued on August 6. 2014, fully converted:

On August 6, 2014, the Company entered into a nine-month convertible debenture for $68,000 with an accredited
institutional investor. The debenture is convertible at 58% of the average of the three lowest trading prices in the 10
trading days prior to conversion.

The Company identified embedded derivatives related to the Convertible Promissory Notes entered into in August
2014. These embedded derivatives included certain conversion features. The accounting treatment of derivative
financial instruments requires that the Company record the fair value of the derivatives as of the inception date of the
Convertible Promissory Note and to adjust the fair value as of each subsequent balance sheet date. At the inception of
the Convertible Promissory Note, the Company determined a fair value of $94,657 of the embedded derivative. The
fair value of the embedded derivative was determined using the Black-Scholes Model based on the following
assumptions:

Dividend yield: 0%
Volatility 105%
Risk free rate: 0.48%

The initial fair values of the embedded debt derivative of $94,657 was allocated as a debt discount up to the proceeds
of the note ($68,000) with the remainder ($32,145) charged to operations as derivative liability adjustment during the
year ended December 31, 2014.

During the year ended December 31, 2014, the Company amortized $37,778 to current period operations as
amortization of beneficial conversion feature.

During the six months ended June 30, 2015, the Company amortized the remaining $30,222 to the current period
operations as amortization of beneficial conversion feature upon full conversion of the debenture.
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At June 30, 2015, due to full conversion of the debenture, the Company adjusted the recorded fair value of the
derivative liability to $0 resulting in non-cash, non-operating gain of $90,253 for the six months ended June 30, 2015.

Note issued on August 11. 2014, fully converted:

On August 11, 2014, the Company entered into a five-month convertible debenture for $45,000 with an accredited
institutional investor. The debenture is convertible at 50% of the lowest traded price in the 20 days prior to the
conversion.
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The Company identified embedded derivatives related to the Convertible Promissory Notes entered into in August
2014. These embedded derivatives included certain conversion features. The accounting treatment of derivative
financial instruments requires that the Company record the fair value of the derivatives as of the inception date of the
Convertible Promissory Note and to adjust the fair value as of each subsequent balance sheet date. At the inception of
the Convertible Promissory Note, the Company determined a fair value of $131,493 of the embedded derivative. The
fair value of the embedded derivative was determined using the Black-Scholes Model based on the following
assumptions:

Dividend yield: 0%
Volatility 111%
Risk free rate: 0.05%

The initial fair values of the embedded debt derivative of $131,493 was allocated as a debt discount up to the proceeds
of the note ($45,000) with the remainder ($86,493) charged to operations as derivative liability adjustment during the
year ended December 31, 2014.

During the year ended December 31, 2014, the Company amortized $37,500 to current period operations as
amortization of beneficial conversion feature.

During the six months ended June 30, 2015, the Company amortized the remaining $7,500 to the current period
operations as amortization of beneficial conversion feature upon full conversion of the debenture.

At June 30, 2015, due to full conversion of the debenture, the Company adjusted the recorded fair value of the
derivative liability to $0 resulting in non-cash, non-operating gain of $58,401 for the six months ended June 30, 2015.

Note issued on September 4. 2014, fully converted:

On September 4, 2014, the Company entered into a nine-month convertible debenture for $42,500 with an accredited
institutional investor. The debenture is convertible at 58% of the average of the three lowest trading prices in the 10
trading days prior to conversion.

The Company identified embedded derivatives related to the Convertible Promissory Notes entered into in September
2014. These embedded derivatives included certain conversion features. The accounting treatment of derivative
financial instruments requires that the Company record the fair value of the derivatives as of the inception date of the
Convertible Promissory Note and to adjust the fair value as of each subsequent balance sheet date. At the inception of
the Convertible Promissory Note, the Company determined a fair value of $52,597 of the embedded derivative. The
fair value of the embedded derivative was determined using the Black-Scholes Model based on the following
assumptions:
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Dividend yield: 0%
Volatility 131%
Risk free rate: 0.48%

The initial fair values of the embedded debt derivative of $52,597 was allocated as a debt discount up to the proceeds
of the note ($42,500) with the remainder ($10,097) charged to operations as derivative liability adjustment during the
year ended December 31, 2014.

During the year ended December 31, 2014, the Company amortized $18,889 to current period operations as
amortization beneficial conversion feature.

During the six months ended June 30, 2015, the Company amortized the remaining $23,611 to the current period
operations as amortization of beneficial conversion feature upon full conversion of the debenture.

At June 30, 2015, due to full conversion of the debenture, the Company adjusted the recorded fair value of the
derivative liability to $0 resulting in non-cash, non-operating gain of $59,207 for the six months ended June 30, 2015.
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Note issued on September S, 2014:

On September 5, 2014, the Company entered into a one-year convertible debenture for $52,500 with an accredited
institutional investor. The debenture is convertible at 53% of the lowest trading price in the 20 trading days prior to
the conversion.

The Company identified embedded derivatives related to the Convertible Promissory Notes entered into in September
2014. These embedded derivatives included certain conversion features. The accounting treatment of derivative
financial instruments requires that the Company record the fair value of the derivatives as of the inception date of the
Convertible Promissory Note and to adjust the fair value as of each subsequent balance sheet date. At the inception of
the Convertible Promissory Note, the Company determined a fair value of $578,343 of the embedded derivative. The
fair value of the embedded derivative was determined using the Black-Scholes Model based on the following
assumptions:

Dividend yield: 0%
Volatility 166%
Risk free rate: 0.10%

The initial fair values of the embedded debt derivative of $578,343 was allocated as a debt discount up to the proceeds
of the note ($52,500) with the remainder ($525,843) charged to operations as derivative liability adjustment during the
year ended December 31, 2014.

During the year ended December 31, 2014, the Company amortized $17,500 to current period operations as
amortization of beneficial conversion feature.

During the six months ended June 30, 2015, the Company amortized $26,250 to current period operations as
amortization of beneficial conversion feature.

The fair value of the described embedded derivative of $85,715 at June 30, 2015 was determined using the
Black-Scholes Model with the following assumptions:

Dividend yield: 0%

Volatility 355%
Risk free rate: 0.01%

At June 30, 2015, the Company adjusted the recorded fair value of the derivative liability to market resulting in
non-cash, non-operating gain of $4,462 for the six months ended June 30, 2015.
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Note issued on September 11, 2014, fully converted:

On September 11, 2014, the Company entered into a nine-month convertible debenture for $56,250 with an accredited
institutional investor. The debenture is convertible at 55% of the average of the two lowest trading price in the 25
trading days prior to conversion.

The Company identified embedded derivatives related to the Convertible Promissory Notes entered into in September
2014. These embedded derivatives included certain conversion features. The accounting treatment of derivative
financial instruments requires that the Company record the fair value of the derivatives as of the inception date of the
Convertible Promissory Note and to adjust the fair value as of each subsequent balance sheet date. At the inception of
the Convertible Promissory Note, the Company determined a fair value of $300,489 of the embedded derivative. The
fair value of the embedded derivative was determined using the Black-Scholes Model based on the following
assumptions:

Dividend yield: 0%
Volatility 240%
Risk free rate: 0.11%
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The initial fair values of the embedded debt derivative of $300,489 was allocated as a debt discount up to the proceeds
of the note ($56,250) with the remainder ($244,239) charged to operations as derivative liability adjustment during the
year ended December 31, 2014.

During the year ended December 31, 2014, the Company amortized $25,000 to current period operations as
amortization of beneficial conversion feature.

During the six months ended June 30, 2015, the Company amortized the remaining $31,250 to the current period
operations as amortization of beneficial conversion feature upon full conversion of the debenture.

At June 30, 2015, due to full conversion of the debenture, the Company adjusted the recorded fair value of the
derivative liability to $0 resulting in non-cash, non-operating gain of $84,645 for the six months ended June 30, 2015.

Note issued on October 24, 2014:

On October 24, 2014, the Company entered into a twelve-month convertible debenture for $55,000 with an accredited
institutional investor. The debenture is convertible at 60% of the lowest closing price in the 20 trading days prior to
conversion. The note was issued with an original issue discount of $5,000 which was recorded as part of deferred
financing cost and amortized over the term of the note.

The Company identified embedded derivatives related to the Convertible Promissory Notes entered into in October
2014. These embedded derivatives included certain conversion features. The accounting treatment of derivative
financial instruments requires that the Company record the fair value of the derivatives as of the inception date of the
Convertible Promissory Note and to adjust the fair value as of each subsequent balance sheet date. At the inception of
the Convertible Promissory Note, the Company determined a fair value of $162,550 of the embedded derivative. The
fair value of the embedded derivative was determined using the Black-Scholes Model based on the following
assumptions:

Dividend yield: 0%
Volatility 260%
Risk free rate: 0.11%

The initial fair values of the embedded debt derivative of $162,550 was allocated as a debt discount up to the proceeds
of the note ($55,000) with the remainder ($107,550) charged to operations as derivative liability adjustment during the
year ended December 31, 2014.
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During the year ended December 31, 2014, the Company amortized $13,750 to current period operations as
amortization of beneficial conversion feature.

During the six months ended June 30, 2015, the Company amortized $27,500 to current period operations as
amortization of beneficial conversion feature.

The fair value of the described embedded derivative of $86,120 at June 30, 2015 was determined using the
Black-Scholes Model with the following assumptions:

Dividend yield: 0%
Volatility 355%
Risk free rate: 0.01%

At June 30, 2015, the Company adjusted the recorded fair value of the derivative liability to market resulting in
non-cash, non-operating loss of $905 for six months ended June 30, 2015.

Note issued on October 27, 2014 — L.ong Term:

On October 27, 2014, the Company entered into a two-year convertible debenture for $33,000 with an accredited
institutional investor. The debenture is convertible at lesser of (a) $0.15 or (b) 60% of the lowest trading price in the
25 trading days prior to conversion. The note was issued with an original issue discount of $3,000 which was recorded
as part of deferred financing cost and amortized over the term of the note.
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The Company identified embedded derivatives related to the Convertible Promissory Notes entered into in October
2014. These embedded derivatives included certain conversion features. The accounting treatment of derivative
financial instruments requires that the Company record the fair value of the derivatives as of the inception date of the
Convertible Promissory Note and to adjust the fair value as of each subsequent balance sheet date. At the inception of
the Convertible Promissory Note, the Company determined a fair value of $100,870 of the embedded derivative. The
fair value of the embedded derivative was determined using the Black-Scholes Model based on the following
assumptions:

Dividend yield: 0%
Volatility 260%
Risk free rate: 0.41%

The initial fair values of the embedded debt derivative of $100,870 was allocated as a debt discount up to the proceeds
of the note ($33,000) with the remainder ($67,870) charged to operations as derivative liability adjustment during the
year ended December 31, 2014.

During the year ended December 31, 2014, the Company amortized $4,125 to current period operations as
amortization of beneficial conversion feature.

During the six months ended June 30, 2015, the Company amortized $8,250 to current period operations as
amortization of beneficial conversion feature.

The fair value of the described embedded derivative of $64,126 at June 30, 2015 was determined using the
Black-Scholes Model with the following assumptions:

Dividend yield: 0%
Volatility 355%
Risk free rate: 0.28%

At June 30, 2015, the Company adjusted the recorded fair value of the derivative liability to market resulting in

non-cash, non-operating loss of $6,379 for the six months ended June 30, 2015.

Note issued on October 29, 2014:
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On October 29, 2014, the Company entered into a twelve-month convertible debenture for $55,000 with an accredited
institutional investor. The debenture is convertible at lesser of (a) $0.10 or (b) 60% of the lowest trading price in the
25 trading days prior to conversion. The note was issued with an original issue discount of $5,000 which was recorded
as part of deferred financing cost and amortized over the term of the note.

