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INDEPENDENT AUDITORS' REPORT 

To the Shareholders of Brainhunter Systems Ltd. 

We have audited the accompanying consolidated financial statements of Brainhunter 
Systems Ltd., which comprise the consolidated balance sheet as at March 31, 2018, 
the consolidated statements of operations and deficit and cash flows for the year then 
ended, and notes, comprising a summary of significant accounting policies and other 
explanatory information. 

Management's Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these 
consolidated financial statements in accordance with Canadian accounting standards 
for private enterprises, and for such internal control as management determines is 
necessary to enable the preparation of consolidated financial statements that are free 
from material misstatement, whether due to fraud or error. 

Auditors' Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements 
based on our audit.  We conducted our audit in accordance with Canadian generally 
accepted auditing standards.  Those standards require that we comply with ethical 
requirements and plan and perform the audit to obtain reasonable assurance about 
whether the consolidated financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the consolidated financial statements.  The procedures selected 
depend on our judgment, including the assessment of the risks of material 
misstatement of the consolidated financial statements, whether due to fraud or error.  
In making those risk assessments, we consider internal control relevant to the entity's 
preparation and fair presentation of the consolidated financial statements in order to 
design audit procedures that are appropriate in the circumstances, but not for the 
purpose of expressing an opinion on the effectiveness of the entity's internal control.  
An audit also includes evaluating the appropriateness of accounting policies used and 
the reasonableness of accounting estimates made by management, as well as 
evaluating the overall presentation of the consolidated financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to 
provide a basis for our audit opinion. 
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Opinion 

In our opinion, the consolidated financial statements present fairly, in all material 
respects, the consolidated financial position of Brainhunter Systems Ltd. as at 
March 31, 2018, and its consolidated results of operations and its consolidated cash 
flows for the year then ended in accordance with Canadian accounting standards for 
private enterprises. 

 
Chartered Professional Accountants, Licensed Public Accountants  
 
May 7, 2018 
Vaughan, Canada 
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BRAINHUNTER SYSTEMS LTD. 
Consolidated Balance Sheet 
 
March 31, 2018, with comparative information for 2017 
 
  2018 2017 
 

Assets 
 
Current assets: 

Cash and cash equivalents (note 3) $ 1,099,637 $ 875,878 
Accounts receivable 11,222,885 11,440,248 
Prepaid expenses (note 12) 481,464 324,529 
  12,803,986 12,640,655 

 
Non-current assets: 

Deposits 84,082 82,928 
Deposits with government authorities (note 12) 347,391 – 
Future tax asset (note 8) 550,872 – 
Property and equipment (note 4) 517,448 622,863 
  1,499,793 705,791 

 
Total assets $ 14,303,779 $ 13,346,446 
 

Liabilities and Shareholders' Deficiency 
 
Current liabilities: 

Bank indebtedness (note 5) $ 9,302,472 $ 8,047,672 
Accounts payable and accrued liabilities (note 6) 7,018,594 7,064,276 
Due to related parties (note 7) 4,410,764 4,014,389 
Deferred revenue 373,557 384,591 
Income tax payable 264,956  – 
  21,370,343 19,510,928 

 
Non-current liabilities: 

Bank indebtedness (note 5) 706,860 2,002,000 
 
Total liabilities  22,077,203 21,512,928 
 
Shareholders' deficiency: 

Capital stock (note 9) 4,514,502 4,514,502 
Deficit (12,287,926) (12,680,984) 
  (7,773,424) (8,166,482) 

 
Economic dependence (note 1) 
Commitments (note 10) 
 
Total liabilities and shareholders' deficiency $ 14,303,779 $ 13,346,446 
 

See accompanying notes to consolidated financial statements. 
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BRAINHUNTER SYSTEMS LTD. 
Consolidated Statement of Operations and Deficit 
 
Year ended March 31, 2018, with comparative information for 2017 
 
  2018 2017 
 
Revenue $ 63,050,141 $ 68,487,622 
 
Cost of sales 53,697,902 59,047,856 
 
Gross margin 9,352,239 9,439,766 
 
Expenses: 

Salaries and benefits 6,000,076 6,837,250 
Office and general 2,073,494 2,262,582 
  8,073,570 9,099,832 

 
Income before the undernoted items 1,278,669 339,934 
 
Other expenses: 

Amortization of property and equipment (note 4) 201,985 212,041 
Interest expense (notes 5 and 7) 655,545 400,595 
Financing costs 68,319 194,013 
Loss on foreign exchange 45,861 33,929 
  971,710 840,578 

 
Income (loss) before income taxes 306,959 (500,644) 
 
Income taxes (recovery): 

Current (note 8) 464,773 – 
Future (note 8) (550,872)  – 
  (86,099) – 

 
Net income (loss) 393,058 (500,644) 
 
Deficit, beginning of year (12,680,984) (12,180,340) 
 
Deficit, end of year $ (12,287,926) $ (12,680,984) 
 

See accompanying notes to consolidated financial statements. 
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BRAINHUNTER SYSTEMS LTD. 
Consolidated Statement of Cash Flows 
 
Year ended March 31, 2018, with comparative information for 2017 
 
  2018 2017 
 
Cash provided by (used in): 
 
Operating activities: 

Net income (loss) $ 393,058 $ (500,644) 
Items not involving cash: 

Amortization of property and equipment 201,985 212,041 
Future tax recovery (550,872) – 
Accrued interest on bank indebtedness 36,860 33,351 
Accrued interest on loans from related parties 101,414 58,698 

Change in non-cash operating working capital: 
Accounts receivable 217,363 1,113,069 
Prepaid expenses (156,935) (130,912) 
Deposits  (1,154) (9,802) 
Accounts payable and accrued liabilities (45,682) (986,938) 
Income tax payable 264,956 – 
Deferred revenue (11,034) 211,477  

  449,959 340 
 
Financing activities: 

Decrease bank indebtedness (77,200) (731,455) 
Loans from related parties 294,961  2,037,826  
  217,761 1,306,371 

 
Investing activities: 

Purchase of property and equipment (96,570) (705,681) 
Proceeds from maturity of term deposits 45,000 45,000 
Investment in term deposits (45,000) (45,000) 
Deposits with government authorities (347,391) – 
  (443,961) (705,681) 

 
Increase in cash and cash equivalents 223,759 601,030 
 
Cash and cash equivalents, beginning of year 875,878 274,848 
 
Cash and cash equivalents, end of year $ 1,099,637 $ 875,878 
 
Supplemental cash flow information: 

Interest paid on bank indebtedness $ 517,271 $ 308,546 
Income taxes paid 199,731 – 

 
 

See accompanying notes to consolidated financial statements. 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements 
 
Year ended March 31, 2018 
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Nature of operations: 

The operations of Brainhunter Systems Ltd. (the "Company") primarily consists of staffing and 

consulting services in the information technology and engineering sectors.  The Company was 

incorporated on October 2, 2009 under the Ontario Business Corporations Act. 

Pursuant to a share purchase agreement dated September 17, 2014, Quess Corp Limited ("Quess" 

or the "Parent"), acquired 7,000,100 common shares of Zylog Systems (Canada) Ltd., representing 

all the issued and outstanding shares.  Subsequent to the acquisition described above, the Company 

changed its legal name to Brainhunter Systems Ltd. 

1. Economic dependence: 

Quess has provided an unconditional commitment to provide financing to the Company during 

the period April 1, 2018 through March 31, 2019 to ensure that the Company will continue to 

have sufficient funding to satisfy its obligations as they come due and operate as a going 

concern during this period.  As a result, these consolidated financial statements have been 

prepared on the basis that the Company will continue to be a going concern and has therefore 

continued to apply the going concern basis of accounting to the consolidated financial 

statements. 

2. Significant accounting policies: 

(a) Basis of presentation: 

These consolidated financial statements have been prepared in accordance with Canadian 

accounting standards for private enterprises ("ASPE"), and are presented in Canadian 

dollars, which is the Company's functional currency.  The consolidated financial statements 

include all the accounts of the Company and its wholly owned subsidiaries, Mindwire 

Systems Ltd. and Brainhunter Companies LLC.  All intercompany transactions and 

balances have been eliminated upon consolidation. 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements (continued) 
 
Year ended March 31, 2018 
 
 

5 

2. Significant accounting policies (continued): 

(b) Property and equipment: 

Property and equipment are recorded at cost.  Amortization is provided annually on a 

straight-line basis over their estimated useful lives using the following annual rates: 

 
 
Computer equipment 30% 
Office furniture and fixtures 20% 
Computer software 100% 
Leasehold improvements Term of lease 
 
 

(c) Revenue recognition: 

Revenue is generated from information technology and engineering staffing and consulting 

services. 

Revenue from staffing services includes temporary and permanent placement fees.  

Revenue from temporary placement fees are recognized once the services have been 

rendered, collection is reasonably assured, and all significant obligations have been 

fulfilled.  Revenue from permanent placement fees are based on a percentage of annual 

salaries and are recognized once the employees have been placed, collection is 

reasonably assured, and all significant obligations have been fulfilled. 

The Company enters into contracts with customers to complete software consulting 

projects.  Customer billings are prepared monthly based on hours worked and agreed 

rates, at which time revenue is recognized.  To a significantly lesser degree, certain other 

contracts are fixed price, for which revenue is recorded monthly using the percentage-of-

completion basis, whereby revenue is recorded at the estimated net realizable value of the 

work completed to date. 

The Company earns revenue from software licenses for in-house developed software that 

is deferred and recognized over the term of the license.  Software customization revenue is 

recognized in the year the customization is completed. 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements (continued) 
 
Year ended March 31, 2018 
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2. Significant accounting policies (continued): 

(d) Deferred financing costs: 

Financing costs relating to the long-term debt and bank indebtedness are deferred and 

amortized using the effective interest method over the expected term of the corresponding 

loans.  As the loans are repaid, the corresponding financial costs are charged to net 

income.  Deferred financing costs are presented under bank indebtedness and long-term 

debt in the consolidated balance sheet and the related amortization under financing costs 

in the consolidated statement of operations and deficit. 

(e) Income taxes: 

The Company accounts for income taxes using the liability method of tax allocation.  Under 

this method, future income tax assets and liabilities are determined by reference to the 

temporary differences between carrying values and the tax basis of assets and liabilities.  

The future income tax assets or liabilities are measured using the income tax rates and 

laws that are anticipated to apply when these differences are expected to be recovered or 

settled.  Future income tax assets are recognized to the extent that realization of such 

benefits are considered more likely than not.  The effect on future income tax assets and 

liabilities of a change in income tax rates is recognized into net income in the year that 

includes the enactment date. 

(f) Use of estimates: 

The preparation of consolidated financial statements in conformity with ASPE requires 

management to make estimates and assumptions that affect the reported amounts of 

assets and liabilities at the date of the financial statements, and the reported amounts of 

revenue and expenses during the year.  Actual results could differ from these estimates. 

(i) Allowance for doubtful accounts: 

The Company makes a provision to allow for potentially uncollectible amounts owed 

from customers.  The allowance is reviewed by management periodically based on an 

analysis of the age of the outstanding accounts receivable.  At March 31, 2018, an 

allowance of $57,630 (2017 - $77,123) has been included in the consolidated balance 

sheet. 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements (continued) 
 
Year ended March 31, 2018 
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2. Significant accounting policies (continued): 

(ii) Accrued liabilities: 

Accrued liabilities, including those pertaining to commissions, bonuses and 

professional fees are established by management based on their best estimate of the 

actual obligation.  Management believes that the estimates used in establishing these 

accrued liabilities are accurate. 

(iii) Impairment of assets: 

Property and equipment, goodwill and intangible assets are tested for impairment for 

each business unit should an event or circumstance indicate that their fair value has 

fallen below their carrying value.  Should any negative variances occur in the 

comparison, an impairment representing the excess is made to the goodwill and then to 

intangible assets. 

(iv) Income taxes: 

The Company estimates its Canadian federal income taxes based on interpretation of 

tax rules and regulations.  The Company is also subject to audits from the Canada 

Revenue Agency and the outcome of such audits may differ from original estimates.  

Management believes that a sufficient amount has been accrued for income taxes. 

(g) Foreign currency translation: 

Monetary assets and liabilities of the Company that are denominated in foreign currencies 

are translated into Canadian dollars at the rates of exchange prevailing at the consolidated 

balance sheet date.  Property and equipment and related amortization are translated at 

rates prevailing at the dates of acquisition.  Revenue and expenses, other than 

amortization, are translated at the average rate of exchange in effect during the month that 

the transaction occurred.  All exchange gains and losses are recognized in the current 

year's net income. 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements (continued) 
 
Year ended March 31, 2018 
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2. Significant accounting policies (continued): 

(h) Intangible assets and goodwill: 

The Company classifies intangible assets, obtained through acquisitions or developed 

internally, as definite-lived and indefinite-lived intangible assets, as well as goodwill.  

Definite-lived intangibles are amortized on a straight-line basis over the asset's useful life 

while indefinite-lived intangibles and goodwill are not amortized but are tested for 

impairment annually, or more frequently, if events or circumstances indicate that they might 

be impaired.  The impairment test consists of allocating indefinite-lived intangibles and 

goodwill to reporting units and then comparing the book value of the reporting units, 

including indefinite-lived intangibles and goodwill, to their fair values.  The Company 

determines fair value by using discounted future cash flows for reporting units.  The excess 

of carrying value over fair value, if any, is recorded as an impairment charge to the 

consolidated statement of operations and deficit in the year in which the impairment is 

determined.  Subsequent reversals of impairment are prohibited.   

(i) Cash and cash equivalents: 

Cash and cash equivalents include cash on hand and short-term deposits which are highly 

liquid with original maturities of less than three months from the date of acquisition. 

(j) Related party transactions: 

Monetary-related party transactions and non-monetary related party transactions that have 

commercial substance are measured at the exchange amount when they are in the normal 

course of business, except when the transaction is an exchange of a product or property 

held for sale in the normal course of operations.  Where the transaction is not in the normal 

course of operations, it is measured at the exchange amount when there is a substantive 

change in the ownership of the item transferred and there is independent evidence of the 

exchange amount. 

All other related party transactions are measured at the carrying amount. 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements (continued) 
 
Year ended March 31, 2018 
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3. Cash and cash equivalents: 

 
  2018 2017 
 
Cash $ 1,054,637 $ 830,878 
Term deposits, bearing interest at 0.45% per annum 45,000 45,000 
 
  $ 1,099,637 $ 875,878 
 

At year end, the carrying value of cash and cash equivalents approximated fair market value 

due to the short-term nature of the investments.  

4. Property and equipment: 

 
    2018 2017 
   Accumulated Net book Net book 
  Cost amortization value value 
 
Computer equipment $ 1,162,025 $ 1,076,364 $ 85,661 $ 62,593 
Office furniture and fixtures 413,305 327,353 85,952 102,256 
Computer software 204,587 204,587 – 39,878 
Leasehold improvements 723,942 378,107 345,835 418,136 
 
  $ 2,503,859 $ 1,986,411 $ 517,448 $ 622,863 
 

The amortization of property and equipment totaled $201,985 in 2018 (2017 - $212,041). 

5. Bank indebtedness: 

 
  2018 2017 
 
ICICI Bank of Canada working capital credit facility,  

bearing interest at the Canadian Dealer Offered Rate 
("CDOR") plus 3.00% (2017 - 2.25%) $ 7,970,472 $ 6,715,672 

ICICI Bank of Canada term loan, bearing interest at 
CDOR plus 3.75% (2017 - 2.50%) 2,038,860 3,334,000 

  10,009,332 10,049,672 
 
Less current portion 9,302,472 8,047,672 
 
  $ 706,860 $ 2,002,000 
 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements (continued) 
 
Year ended March 31, 2018 
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5. Bank indebtedness (continued): 

On October 15, 2015, the Company completed the refinancing of its prior credit facility with 

ICICI Bank of Canada and signed an amendment to its working capital credit facility agreement.  

The outstanding bank indebtedness was refinanced to include the following two facilities: (a) a 

$4,000,000 term loan facility and (b) a $6,700,000 working capital facility.  Interest on the term 

loan facility was payable quarterly at a rate of 2.50% plus CDOR per annum, increasing by 

0.25% per annum commencing six months from the date of the refinancing and, thereafter, at 

the beginning of each subsequent three-month period.  Quarterly principal repayments on the 

term loan facility of $333,000 commenced on December 1, 2016.  Interest on the working 

capital facility was payable monthly at a rate of 2.25% plus CDOR per annum, increasing by 

0.25% per annum commencing six months from the date of the refinancing and, thereafter, at 

the beginning of each subsequent three-month period.  The working capital facility must be 

repaid 12 months after the date of the refinancing unless extended by ICICI Bank of Canada.   

On November 10, 2016, the Company amended its existing facility with ICICI Bank of Canada.  

As part of the amendment, the term for the working capital facility was extended to January 31, 

2017.  Under the amendment, interest on the working capital facility is payable monthly at a 

rate of 2.25% plus CDOR per annum and interest on the term loan is payable quarterly at a rate 

of 2.5% plus CDOR per annum.  

On May 30, 2017, the Company amended its existing facility with ICICI Bank of Canada.  As 

part of the amendment, the term for the working capital facility was extended from January 31, 

2017 to January 31, 2018.  

On July 25, 2017, the Company amended its existing facility with ICICI Bank of Canada.  As 

part of the amendment, working capital facility limit was increased to $8,800,000.  Under the 

amendment, interest on the working capital facility is payable monthly at a rate of 3.00% plus 

CDOR per annum and interest on the term loan is payable quarterly at a rate of 3.75% plus 

CDOR per annum.  

On January 31, 2018, the Company amended its existing facility with ICICI Bank of Canada.  

As part of the amendment, the term for the working capital facility was extended from 

January 31, 2018 to July 31, 2018. 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements (continued) 
 
Year ended March 31, 2018 
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5. Bank indebtedness (continued): 

On April 30, 2018, the Company signed a 'Temporary Waiver and Consent' (the "Waiver") with 

ICICI Bank of Canada.  ICICI Bank of Canada agreed to temporarily relax the Earnings Before 

Interest, Taxes, Depreciation and Amortization ("EBITDA") to net financial charges ratio from 

greater than or equal to 3 to 1, to greater than or equal to 1.5 to 1 for the period from April 1, 

2017 to September 30, 2018.  Long-term debt to EBITDA ratio which should not exceed 2.5:1 

remains unchanged and is not impacted by the Waiver.  Following receipt of the Waiver, the 

Company was in compliance with all financial covenants as at March 31, 2018.  The Waiver 

shall expire on December 31, 2018.  

There have been no events of default under the ICICI Bank of Canada term loan and working 

capital facilities agreement as at March 31, 2018.  Quess Corp Limited and Quess Corp (USA) 

Inc. are parent guarantors to the ICICI Bank of Canada arrangement. 

During the year ended March 31, 2018, the Company recognized $554,131 (2017 - $341,897) 

in interest expense on the facilities. 

6. Accounts payable and accrued liabilities: 

 
  2018 2017 
 
Trade and accrued liabilities $ 6,415,450 $ 3,646,304 
Salaries and commissions payable 603,144 3,417,972 
 
  $ 7,018,594 $ 7,064,276 
 

Included in accounts payable and accrued liabilities as at March 31, 2018 are government 

remittances payable of $55,046 (2017 - $104,429) relating to federal and provincial sales taxes, 

payroll taxes, health taxes and workers' safety insurance. 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements (continued) 
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7. Due to (from) related parties: 

The following balances are due on demand: 

 
  2018 2017 
 
Fairfax Financial Holdings Ltd., bearing interest  

at 3.00% per annum (2017 - 3.00%) $ 1,049,591 $ 1,022,591 
Quess Corp (US) Inc., bearing interest between  

2.42% and 7.54% per annum (2017 - 2.42%) 2,752,297 2,452,027 
MFX, bearing interest at nil per annum (2017 - nil) 663,139 597,742 
Quess Corp - India (54,263) (52,000) 
Other – (5,971) 
 
  $ 4,410,764 $ 4,014,389 
 

The balances payable to FairFax Financial Holdings Ltd. of $1,049,591 (2017 - $1,022,591), 

MFX of $663,139 (2017 - $597,742) and Quess Corp (US) Inc. of $2,752,297 (2017 - 

$2,452,027) represent funds received to support the Company's operating activities.  The 

amounts receivable from Quess Corp - India in the amount of ($54,263) (2017 - ($52,000)), 

represent debit notes issued for the expenses incurred on behalf of Quess Corp - India.  All of 

the related party balances are recorded at their carrying amounts.  

During the year ended March 31, 2018, the Company recognized $101,414 (2017 - $58,698) in 

interest expense on the amounts due to related parties. 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements (continued) 
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8. Income taxes: 

The Company pays income taxes at a statutory rate of 26.5% (2017 - 26.5%).  The difference 

between the Company's reported income tax expense on operating income and the expense 

that would otherwise result with the application of the applicable rate is as follows: 

 
  2018 2017 
 
Income (loss) before income taxes $ 306,959 $ (500,644) 
 
 
Expected provision for (recovery of) income taxes $ 81,344 $ (132,031) 
Increase (decrease) in income taxes resulting from: 

Permanent differences 10,132 12,113 
Impact of U.S. tax rate change on deferred tax assets 325,533 – 
Change in valuation allowance (726,421) 333,920 
Book-to-return differences 199,731 (172,580) 
Tax rate differential in foreign subsidiary (27,247) (48,948) 
Other 50,829  7,526 

 
Income tax recovery $ (86,099) $ – 
 

As at March 31, 2018, the Company has $2,593,889 of future tax assets before any valuation 

allowance.  As at March 31, 2018, the Company recognized a future tax asset of $550,872 

related to one of its subsidiaries, as it was determined to be more likely than not to recognize 

these future tax assets.  The remaining balance of $2,043,017 of future tax assets has not been 

recognized as the future realization of these income tax assets did not meet the test of being 

more likely than not to occur.  A summary of the future tax assets at March 31, 2018 is as 

follows: 

 
  2018 2017 
 
Future income tax assets (liabilities): 

Non-capital losses $ 2,000,031 $ 2,711,410 
Property and equipment 514,599 (38,684) 
Sub-lease inducement 49,668 55,454 
Other temporary differences 29,591 41,258  
  2,593,889 2,769,438 

 
Less valuation allowance 2,043,017 2,769,438 
 
Net future income tax asset $ 550,872 $ – 
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8. Income taxes (continued): 

As at March 31, 2018, the Company has non-capital losses in Canada and the U.S. which can 

be used to reduce taxable income of future years.  The potential tax benefit of these 

losses/costs has not been recorded in the consolidated financial statements.  These losses are 

set to expire as follows: 

Canada: 

 
 
2034   $ 964,489 
2035  486,996 
2036  2,619,897 
2037  1,146,245 
2038  403,531 
 
    $ 5,621,158 
 

United States: 

 
 
2033   $ 61,229 
2034  267,246  
2036  780,536  
2037  780,362  
2038  491,650 
 
    $ 2,381,023 
 

9. Capital stock: 

 
  2018 2017 
 
Authorized: 

Unlimited common shares 
Issued: 

14,300,100 common shares $ 4,514,502 $ 4,514,502 
 
 



BRAINHUNTER SYSTEMS LTD. 
Notes to Consolidated Financial Statements (continued) 
 
Year ended March 31, 2018 
 
 

15 

10. Commitments: 

The Company has entered into leases for office space.  As at March 31, 2018, the Company 
has contractual obligations for basic rent payments as follows: 

 
 

2019 - 2022   $ 1,393,638 
2023 and thereafter  883,370 
 

    $ 2,277,008 
 

11. Financial risks and concentration of risk: 

Financial instruments are initially recorded at fair value.  Financial instruments that are 
short-term investments are written down when their carrying amounts exceed their quoted 
market values.  All other financial instrument assets are written down when their carrying 
amounts exceed their estimated market values and this condition is expected to be other than 
temporary. 

The Company's financial instruments recognized in the consolidated balance sheet consist of 
cash and cash equivalents, accounts receivable, due to related parties, accounts payable and 
accrued liabilities and bank indebtedness.  The fair values of cash and cash equivalents, 
accounts receivable, due to related parties, accounts payable and accrued liabilities 
approximate their recorded amounts due to the short-term receipt or payment of cash or 
determinable cash flow streams.  The carrying value of the bank indebtedness approximates 
fair value because the interest rates approximate market rates. 

(a) Credit risk: 

The Company grants credit to its customers in the normal course of business.  The 
consolidated financial statements take into account an allowance for bad debts.  The 
Company is exposed to credit risk from their customers but the concentration of the risk is 
minimized because of the large customer base.  There has been no change to the risk 
exposure from fiscal 2017. 

(b) Interest rate risk: 

The Company is financed through bank debt which bears interest at rates tied to the 
Canadian bankers' acceptance rates.  Consequently, the Company is exposed to the risk of 
increases in the bankers' acceptance rates.  There has been no change to the risk 
exposure from fiscal 2017. 
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11. Financial risks and concentration of risk (continued): 

(c) Foreign exchange risk: 

The Company carries out some transactions in U.S. dollars and, as such, is exposed to 

fluctuations in exchange rates.  Approximately 6% of the Company's sales and purchases 

are in U.S. dollars (2017 - 2%).  The Company has not entered into derivative instruments 

to mitigate these risks.  During the year ended March 31, 2018, the Company recorded a 

foreign exchange loss of $45,861 (foreign exchange loss in 2017 - $33,929).  There has 

been no change to the risk exposure from fiscal 2017. 

(d) Liquidity risk: 

Liquidity risk is the risk that the Company will encounter difficulties in meeting obligations 

associated with financial liabilities.  The Company is exposed to liquidity risk mainly with 

respect to its bank indebtedness. Refer to note 1 on the Company's economic dependence 

on Quess.  There has been no change to the risk exposure from fiscal 2017. 

12. Contingencies: 

On November 10, 2016, the Company received a Notice of Assessment from the Canada 

Revenue Agency ("CRA") regarding its disagreement with amounts deducted by the Company 

within its October 22, 2014 income tax return of one of its subsidiaries.  The Notice of 

Assessment, which includes imposed penalties, is for approximately $386,000, including 

interest.  In the opinion of management, this assessment was without substantial merit and the 

Company filed a notice of objection in relation to the assessment.  No provision was recorded 

as at March 31, 2018 (2017 - nil).  As required by the CRA upon filing the notice of objection, 

the Company made certain prepayments to the CRA totaling $385,948 which has been 

recorded in prepaid expenses in the consolidated balance sheet at March 31, 2018.  On April 

17, 2018, subsequent to year-end, the Company was notified by the CRA that the notice of 

objection has been reviewed and the appeals division proposed to allow the Company's 

objection to the penalty provision in full.  As a result, the amounts remitted will be refunded. 
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12. Contingencies (continued): 

On December 13, 2016, the Company received a Notice of Assessment from the Ontario 

Ministry of Finance regarding an employer health tax audit related to calendar years 2012 to 

2015.  The amount in the Notice of Assessment is $576,118.  In the opinion of management, 

this assessment is without substantial merit and the Company filed a Notice of Objection on 

June 7, 2017.  Subsequent to filing the Notice of Objection, the Company entered into a 

compliance arrangement with the Ontario Ministry of Finance.  Under this compliance 

agreement, the Company has agreed to remit the amount owing over an 18-month period while 

the objection is being reviewed.  As at March 31, 2018, the Company has remitted payments 

totaling $347,391 (2017 - nil), which has been recorded as a deposit with government 

authorities on the consolidated balance sheet.  The Company believes on the likelihood of 

success on the appeal on a "more likely than not" basis and therefore no provision has been 

recorded at March 31, 2018. 
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Independent Auditor’s Report 
 
 
To the Board of Directors and Stockholders 
of MFXchange Holdings, Inc. 
 
Report on the Financial Statements 
We have audited the accompanying consolidated balance sheets of MFXchange Holdings, Inc. (“the Company”) as of 
March 31, 2018 and 2017, and the related consolidated statements of operations, stockholder’s deficit and cash flows 
for the years then ended, and the related notes to the consolidated financial statements. 
 
Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated financial statements in 
accordance with accounting principles generally accepted in the United States of America; this includes the design, 
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error.   
 
Auditor’s Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We 
conducted our audits in accordance with auditing standards generally accepted in the United States of America.  Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated 
financial statements are free of material misstatement.   
 
An audit involves performing procedures to obtain evidence about the amounts and disclosures in the consolidated 
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks 
of material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation  and fair presentation of the 
consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not 
for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express 
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation 
of the consolidated financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion. 
 
Opinion 
In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
consolidated financial position of MFXchange Holdings, Inc.  as of March 31, 2018 and 2017 and the results of its 
operations and its cash flows for the years then ended, in conformity with accounting principles generally accepted in 
the United States of America. 
     
 
 
New York, New York     
May 8, 2018
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2018 2017

Current assets:
Cash and cash equivalents 3,172,340$        3,421,428$        
Accounts receivable, net 3,365,907          989,938            
Unbilled revenue 1,060,636          1,375,140          
Prepaid expenses 1,487,189          1,146,274          

Total current assets 9,086,072          6,932,780          

Property and equipment, net 3,579,272          3,692,792          
Software costs, net 969,405            446,631            
Other assets 786,613            732,362            

Total assets 14,421,362$      11,804,565$      

Current liabilities:
Accounts payable 5,719,686$        4,145,678$        
Accrued expenses 6,995,570          5,754,467          
Deferred revenue 293,159            776,978            
Capital lease, current portion 2,315,598          2,015,085          
Lines of credit 4,000,000          4,000,000          

Total current liabilities 19,324,013        16,692,208        

Capital lease, long term portion 2,484,374          3,062,896          
Total liabilities 21,808,387        19,755,104        

Commitments and Contingencies -                   -                   

Stockholders' deficit:
Common stock, unlimited authorized 1,095 shares

issued and outstanding 229,050            229,050            
Additional paid-in capital 37,026,233        37,026,233        
Accumulated deficit (44,642,308)       (45,205,822)       

Total stockholders' deficit (7,387,025)         (7,950,539)         

Total liabilities and stockholders' deficit 14,421,362$      11,804,565$      

LIABILITIES AND STOCKHOLDERS' DEFICIT

ASSETS
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2018 2017

Revenue, net 40,020,270$   37,386,524$   

Operating costs:
Salaries and related benefits 12,320,783     12,834,068     
Outside services 14,828,330     11,577,779     
Hardware and software costs 6,691,825       6,780,480       
Depreciation and amortization 2,101,833       1,991,274       
General and administrative 1,911,336       1,716,507       
Facility costs 1,141,422       1,330,162       

  Total operating expenses 38,995,529     36,230,270     

Income from operations 1,024,741       1,156,254       

Other income (expense):
Financing expenses, net (423,822)         (387,651)         

Income before provision for income taxes 600,919          768,603          
Income taxes (37,405)           (31,364)           

Net income 563,514$        737,239$        
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Common Stock Additional Accumulated
Shares Amount Paid-in Capital Deficit Total

Balance, as of March 31, 2016 1,095             229,050$        37,026,233$    (45,943,061)$   (8,687,778)$    

Net income for the year ended 
March 31, 2017 -                -                -                737,239          737,239          

Balance, as of March 31, 2017 1,095             229,050          37,026,233     (45,205,822)    (7,950,539)      

Net income for the year ended 
March 31, 2018 -                -                -                563,514          563,514          

Balance, as of March 31, 2018 1,095             229,050$        37,026,233$    (44,642,308)$   (7,387,025)$    
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2018 2017
CASH FLOWS FROM OPERATING ACTIVITIES:
    Net income 563,514$         737,239$         
    Adjustments to reconcile net income to net cash provided by
    operating activities:
      Depreciation and amortization 2,101,833        1,991,274        
   Changes in Assets and Liabilities:
    (Increase) Decrease in:

   Accounts receivable (2,375,969)       77,856            
   Unbilled revenue 314,504          (482,446)         
   Prepaid expenses 351,715          679,960          
   Other assets (4,251)             (465,385)         

    Increase (Decrease) in:
   Accounts payable 1,574,008        71,678            
   Accrued expenses 1,241,103        506,817          
   Deferred revenue (483,819)         30,029            

NET CASH PROVIDED BY OPERATING ACTIVITIES 3,282,638        3,147,022        

CASH FLOWS FROM INVESTING ACTIVITIES:
    Payments for property and equipment (416,450)         (67,200)           
    Payments for software costs (536,841)         (24,225)           
    Advances to related party, net (50,000)           -                 

NET CASH USED IN INVESTING ACTIVITIES (1,003,291)       (91,425)           

CASH FLOWS FROM FINANCING ACTIVITIES:
    Principal payments on notes payable and capital lease obligations (2,528,435)     (1,971,944)     

NET CASH USED IN FINANCING ACTIVITIES (2,528,435)       (1,971,944)       

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (249,088)         1,083,653        

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 3,421,428        2,337,775        

CASH AND CASH EQUIVALENTS, END OF YEAR 3,172,340$      3,421,428$      

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
   Interest paid 409,501$         353,113$         
   Income taxes paid 37,405$          31,364$          

SUPPLEMENTAL DISCLOSURES OF NON-CASH TRANSACTIONS
    Capital lease obligations on software, equipment and prepaid maintenance 2,250,426$      2,567,396$      
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
  
A summary of the significant accounting policies applied in the preparation of the accompanying consolidated 
financial statements follows. 
  
Business and organization 
 
MFXchange Holdings, Inc., a Canadian corporation, was incorporated on December 17, 2001. The Company 
together with its subsidiaries (the “Company”) provides customized datacenter and infrastructure services 
including private cloud offerings, across various industries. In addition, the Company provides end-to-end 
commercial technology applications and business process outsourcing solutions to the property and casualty 
insurance industry.  
 
Basis of presentation 
 
The consolidated financial statements include the Company and its wholly-owned subsidiaries, and reflect all 
adjustments (all of which are normal and recurring in nature) that, in the opinion of management, are necessary 
for a fair presentation of the period presented. All inter-company balances and transactions have been 
eliminated in consolidation. 
 
Use of estimates 
  
The preparation of the accompanying consolidated financial statements in conformity with U.S. GAAP requires 
management to make estimates and assumptions about future events that affect the amounts of assets and 
liabilities reported, disclosures about contingent assets and liabilities, and reported amounts of revenues and 
expenses. Significant items subject to such estimates include revenue recognition, the useful lives of property 
and equipment, unbilled revenue, allowance for doubtful accounts, valuation allowance for deferred tax assets, 
capitalized software, investments, long lived assets, deferred revenue, commitments and contingencies. These 
estimates and assumptions are based on management’s best estimates and judgment. Management regularly 
evaluates its estimates and assumptions using historical experience and other factors; however, actual results 
could differ significantly from these estimates. 
 
Revenue Recognition 
 
The Company recognizes revenue in accordance with Accounting Standards Codification subtopic 605-10, 
Revenue Recognition (“ASC 605-10”) 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; (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. 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 derives a significant amount of its revenues from recurring revenue streams, consisting primarily 
of (1) colocation, which includes the licensing of cabinet space and power; (2) interconnection offerings; 
(3) managed infrastructure services and (4) application management services. The remainder of the Company’s 
revenues are from non-recurring revenue streams which primarily consists of professional services.  
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Revenue Recognition (continued) 
 
The Company's customers generally execute contracts with terms of one year or longer, which are referred to 
as recurring revenue contracts or long-term contracts. These contracts generally commit the customer to a 
minimum monthly level of usage with additional charges applicable for actual usage above the monthly 
minimum commitment. The Company defines usage as customer data sent or received using its content delivery 
service, or content that is hosted or cached by the Company at the request or direction of its customer. The 
Company recognizes the monthly minimum as revenue each month provided that an enforceable contract has 
been signed by both parties, the service has been delivered to the customer, the fee for the service is fixed or 
determinable, and collection is reasonably assured. Should a customer’s usage of the Company's services exceed 
the monthly minimum commitment, the Company recognizes revenue for such excess in the period of the 
usage. For annual or other non-monthly period revenue commitments, the Company recognizes revenue 
monthly based upon the customer’s actual usage each month of the commitment period and only recognizes 
any remaining committed amount for the applicable period in the last month thereof. 
 
Revenue from bandwidth and equipment sales is recognized on a gross basis in accordance with the accounting 
standard related to reporting revenue gross as a principal versus net as an agent, primarily because the Company 
acts as the principal in the transaction, takes title to products and services and bears inventory and credit risk. 
To the extent the Company does not meet the criteria for recognizing bandwidth and equipment services as 
gross revenue, the Company records the revenue on a net basis.  
 
The Company occasionally guarantees certain service levels, such as uptime, as outlined in individual customer 
contracts. To the extent that these service levels are not achieved, the Company reduces revenue for any credits 
given to the customer as a result. The Company generally has the ability to determine such service level credits 
prior to the associated revenue being recognized, and historically, these credits have generally not been 
significant. There were no significant service level credits issued during the years ended March 31, 2018 and 
2017.  
 
Deferred revenue consists of payments received in advance of revenue recognition and are recognized as the 
revenue recognition criteria are met. Amounts are recorded as deferred revenue and accounts receivable when 
the Company has a legal right to enforce the contract.  
 
Cost of Revenue 
 
Cost of revenues consists primarily of fees paid to network providers for bandwidth and backbone, costs 
incurred for non-settlement free peering and connection to Internet service provider networks and fees paid to 
data center operators for housing network equipment in third party network data centers, also known as co-
location costs. Cost of revenues also includes leased warehouse space and utilities, depreciation of network 
equipment used to deliver the Company’s content delivery services, payroll and related costs, and share-based 
compensation for its network operations, and professional services personnel. 
 
The Company enters into contracts for bandwidth with third party network providers. These contracts generally 
commit the Company to pay minimum monthly fees plus additional fees for bandwidth usage above contracted 
minimums. A portion of the global computing platform traffic delivery is completed through direct connection 
to ISP networks, called peering.  
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Concentration of Credit Risk 
 
Financial instruments that potentially subject the Company to concentrations of credit risk consist of cash, cash 
equivalents and accounts receivable. The Company maintains its cash and cash equivalents with high quality 
financial institutions. The Company is exposed to credit risk for cash held in financial institutions in the event 
of a default to the extent that such amounts recorded on the balance sheet are in excess of amounts that are 
insured by the Federal Deposit Insurance Corporation (“FDIC”). 
 
Cash Equivalents 

For purposes of the Statement of Cash Flows, the Company considers all highly liquid investments purchased 
with an original maturity date of three months or less to be cash equivalents. 
 
Accounts Receivable and Allowance for Doubtful Accounts 
 
The Company performs ongoing credit evaluations of its customers. Accounts receivable are recorded at 
invoiced amounts, net of the Company’s estimated allowances for doubtful accounts. The allowance for 
doubtful accounts is estimated based on an assessment of the Company’s ability to collect on customer accounts 
receivable. The Company regularly reviews the allowance by considering certain factors such as historical 
experience, industry data, credit quality, and age of accounts receivable balances and current economic 
conditions that may affect a customer’s ability to pay. In cases where the Company is aware of circumstances 
that may impair a specific purchaser’s ability to meet their financial obligations, the Company records a specific 
allowance against amounts due from the customer and thereby reduces the net recognized receivable to the 
amount the Company reasonably believes will be collected. There is judgment involved with estimating the 
Company’s allowance for doubtful accounts and if the financial condition of its customers were to deteriorate, 
resulting in their inability to make the required payments, the Company may be required to record additional 
allowances or charges against revenues. The Company writes-off accounts receivable against the allowance 
when it determines a balance is uncollectible and no longer actively pursues collection of the receivable. The 
Company’s accounts receivable are not collateralized by any security.   Based upon the review of the outstanding 
accounts receivable, the Company has not recorded any reserve for allowance for doubtful accounts as of 
March 31, 2018 and 2017. 
 
Property and Equipment 
 
Property and equipment are stated at cost less accumulated depreciation and amortization. Depreciation is 
calculated on a straight-line basis over the estimated useful lives of the assets. Leasehold improvements are 
amortized over the shorter of the lease term or the estimated useful lives of the related assets. Maintenance and 
repairs that do not extend the life or improve an asset are expensed in the period incurred.  The estimated 
useful lives of property and equipment are as follows: 
 
        Computer hardware   3 - 7 years 
Software   3 years 
Furniture and fixtures   5 - 7 years 
Leasehold improvements   Shorter of the lease term or estimated useful life 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Fair Value of Financial Instruments 
 
The Company’s short-term financial instruments, including cash, accounts receivable, unbilled revenue, prepaid 
expenses, other assets, accounts payable, accrued expenses and deferred revenue, consist primarily of 
instruments without extended maturities, the fair value of which, based on management’s estimates, reasonably 
approximate their book value. The fair value of the Company’s capital leases and other debt obligations are 
based on management estimates and reasonably approximates their book value. 
 
Software Costs 
 
In accordance with ASC 985-20, "Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise Marketed," 
the Company capitalizes certain costs related to the development of new software products or the enhancement 
of existing software products for use in our product offerings.  These costs are capitalized from the point in 
time that technological feasibility has been established, as evidenced by a working model or detailed working 
program design to the point in time that the product is available for general release to customers.  Capitalized 
development and software purchased costs are amortized on a straight-line basis over the estimated economic 
lives of the products, beginning when the product is placed into service.  The Company periodically evaluates 
whether events or circumstances have occurred that indicate that the remaining useful lives of the capitalized 
software development costs should be revised or that the remaining balance of such assets may not be 
recoverable. 
 
Long-Lived Assets 
 
The Company follows Accounting Standards Codification 360-10-15-3, “Impairment or Disposal of Long-
lived Assets,” which established a “primary asset” approach to determine the cash flow estimation period for a 
group of assets and liabilities that represents the unit of accounting for a long-lived asset to be held and 
used.  Long-lived assets to be held and used are reviewed for impairment whenever events or changes in 
circumstances indicate that the carrying amount of an asset may not be recoverable.  The carrying amount of a 
long-lived asset is not recoverable if it exceeds the sum of the undiscounted cash flows expected to result from 
the use and eventual disposition of the asset.  Long-lived assets to be disposed of are reported at the lower of 
carrying amount or fair value less cost to sell.   
 
Investments 
 
The Company holds an investment in a privately held company which has no readily determinable fair value.  
Since the Company does not have significant influence, the investment is accounted for using the cost method. 
The Company assesses its long-term investments for other-than-temporary impairment by considering factors 
including, but not limited to, current economic and market conditions, operating performance of the 
companies, including current earnings trends and undiscounted cash flows, and other company-specific 
information. The fair value determination, particularly for investments in privately-held companies, requires 
significant judgment to determine appropriate estimates and assumptions. Changes in these estimates and 
assumptions could affect the calculation of the fair value of the investments and determination of whether any 
identified impairment is other-than-temporary.  As of March 31, 2018 and 2017 the carrying value of this 
investment was $266,977 and included in other assets. During the years ended March 31, 2018 and 2017, the 
Company did not impair this long-term investment.  
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Foreign Currency Translation 
 
The Company translates the foreign currency financial statements of its foreign subsidiaries in accordance with 
the requirements of ASC 830-10, "Foreign Currency Translation." Assets and liabilities are translated at current 
exchange rates, and related revenue and expenses are translated at average exchange rates in effect during the 
period. Resulting translation adjustments are recorded as a separate component in stockholders' deficit. Foreign 
currency transaction gains and losses are included in the statement of operations. 
 
Comprehensive Income (Loss) 
 
The Company adopted ASC 220-10 “Comprehensive Income” (“ASC 220-10”), which establishes standards for the 
reporting and displaying of comprehensive income and its components. Comprehensive income is defined as 
the change in equity of a business during a period from transactions and other events and circumstances from 
non-owner sources. It includes all changes in equity during a period except those resulting from investments 
by and distributions to shareholders. ASC 220-10 requires other comprehensive income (loss) to include foreign 
currency translation adjustments and unrealized gains and losses on available for sale securities.  
 
Income Taxes 
  
The Company follows Accounting Standards Codification subtopic 740-10, Income Taxes (“ASC 740-10”) for 
recording the provision for income taxes. Deferred tax assets and liabilities are computed based upon the 
difference between the financial statement and income tax basis of assets and liabilities using the enacted 
marginal tax rate applicable when the related asset or liability is expected to be realized or settled. Deferred 
income tax expenses or benefits are based on the changes in the asset or liability during each period. If available 
evidence suggests that it is more likely than not that some portion or all of the deferred tax assets will not be 
realized, a valuation allowance is required to reduce the deferred tax assets to the amount that is more likely 
than not to be realized. Future changes in such valuation allowance are included in the provision for deferred 
income taxes in the period of change. Deferred income taxes may arise from temporary differences resulting 
from income and expense items reported for financial accounting and tax purposes in different periods. 
Deferred tax assets and liabilities are classified as non-current. 
 
On December 22, 2017, the Tax Cuts and Jobs Act (TCJA) was signed into law by the President of the United 
States. TCJA is a tax reform act that among other things, reduced corporate tax rates to 21 percent effective 
January 1, 2018. FASB ASC 740, Income Taxes, requires deferred tax assets and liabilities to be adjusted for the 
effect of a change in tax laws or rates in the year of enactment, which is the year in which the change was signed 
into law. Accordingly, the Company adjusted its deferred tax assets and liabilities at December 31, 2017, using 
the new corporate tax rate of 21 percent. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Recent Accounting Pronouncements 

   
On May 28, 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update 
(“ASU”) No. 2014-09, Revenue from Contracts with Customers (“ASU 2014-09”), which is effective for nonpublic 
entities for annual reporting periods beginning after December 15, 2018. The new revenue recognition standard 
provides a five-step analysis of transactions to determine when and how revenue is recognized.  The core 
principle is that a company should recognize 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. ASU 2014-09 shall be applied retrospectively to each period presented or as a 
cumulative-effect adjustment as of the date of adoption.  The Company is currently evaluating the impact of 
the pending adoption of ASU 2014-09 on the consolidated financial statements and has not yet determined the 
method by which the Company will adopt the standard in 2019. 
 
In February 2016, the FASB issued ASU 2016-02, Leases, which is effective for nonpublic entities for annual 
reporting periods beginning after December 15, 2019, including interim periods.  The new lease standard aims 
to increase transparency and comparability among organizations by recognizing lease assets and lease liabilities 
on the balance sheet and disclosing key information about leasing arrangements.  Early application of the 
amendments is permitted.  The Company is currently evaluating the impact of the pending adoption of ASU 
2016-02 on the consolidated financial statements. 
 
There are various updates recently issued, most of which represented technical corrections to the accounting 
literature or application to specific industries and are not expected to a have a material impact on the Company's 
financial position, results of operations or cash flows. 
 
NOTE 2 - SOFTWARE COSTS 

 
Capitalized software costs primarily include third party software. As of March 31, 2018 and 2017 the carrying 
value of software costs was $969,405 and $446,631 which includes software under development amounting to 
$417,081 and $0, respectively.  During the years ended March 31, 2018 and 2017, the Company recorded an 
amortization charge related to software assets totaling $350,051 and $263,057, respectively. 
 
NOTE 3 – PROPERTY AND EQUIPMENT 
 
As of March 31, 2018 and 2017, property and equipment consisted of the following:  
 

 
 
Depreciation expense was $1,751,782 and $1,728,217 for the years ended March 31, 2018 and 2017. 
 

2018 2017
Leasehold improvements 2,746,156$        2,746,156$        
Hardware costs 9,394,029          7,959,726          
Furniture and equipment 365,507            161,548            
Subtotal 12,505,692        10,867,430        
Less, accumulated depreciation (8,926,420)         (7,174,638)         
Property and equipment, net 3,579,272$        3,692,792$        
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NOTE 4 – ACCRUED EXPENSES 
 
As of March 31, 2018 and 2017 accrued expenses consist of the following: 
 

 
 
NOTE 5 – LINE OF CREDIT, RELATED PARTY  
 
On November 3, 2014, the Company entered into an Amended and Restated Revolving Line of Credit 
Agreement with Fairfax (US), Inc., a related party.  The revolving credit facility contains a maximum borrowing 
limit of $5,000,000. Borrowings under the revolving credit facility bear interest at 3% interest per annum for 
the first year and 4% per annum for the second year.  If the termination date is extended by the Fairfax (US), 
Inc. then the interest shall increase to 5% per annum for the fourth anniversary of the closing date to the 
extended termination date.  Overdue interest shall bear interest at a rate that is 2% per annum in excess of the 
then applicable interest rate. The obligations under the Revolving Facility shall rank pari-passu with all other 
senior indebtedness of MFXchange USA, Inc. As of March 31, 2018 and 2017, the balance outstanding under 
the revolving line of credit was $4,000,000.   
 
NOTE 6 – CAPITAL LEASE OBLIGATONS 
 
The Company has entered into several agreements to lease certain computer hardware and software that are 
classified as capital leases. As of March 31, 2018 and 2017, capital leases consist of the following:  
 

 
 
Debt maturity for the remaining term of the capital lease obligations is as follows: 
 

 
 
 

2018 2017
Restructuring costs 155,585$          422,337$          
Salaries and benefits 2,610,392          2,479,516          
Other accrued expenses 4,229,593          2,852,614          
Total 6,995,570$        5,754,467$        

2018 2017
Capital lease obligations 4,799,972$        5,077,981$        
Less, current portion of capital leases (2,315,598)         (2,015,085)         
Long terrm portion of capital leases 2,484,374$        3,062,896$        

Year ending March 31,
2019  $       2,323,442 
2020           1,790,949 
2021             584,193 
2022               63,185 
2023               38,203 
Total  $       4,799,972 



MFXCHANGE HOLDINGS, INC. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

FOR THE YEARS ENDED MARCH 31, 2018 AND 2017 
 

13 
 

 
NOTE 7 – STOCKHOLDER EQUITY 

The Company has an unlimited number of authorized common shares. As of March 31, 2018 and 2017, the 
Company has 1,095 shares of common stock issued and outstanding. 
 
NOTE 8 – OTHER RELATED PARTY TRANSACTIONS 
 
The Company uses a related party vendor MFX Infotech Private Limited to provide infrastructure and database 
technology services. As of March 31, 2018 and 2017, accounts payable and accrued expenses of $4,378,416 and 
$3,012,334, respectively, were outstanding amounts payable to the vendor. 
 
As of March 31, 2018 and 2017, the Company also had other related party balances as follows: 
 

 
 
NOTE 9 – COMMITMENTS AND CONTINGENCIES 
 
Concentrations 
 
The Company had three and four customers that accounted for approximately 52%and 65% of the Company’s 
revenues for the years ended March 31, 2018 and 2017, respectively. The Company had three customers that 
accounted for approximately 45% and 44% of total accounts receivable as of March 31, 2018 and 2017, 
respectively. 
 
The Company utilized two major suppliers for outside services totaling approximately 44% and 59% of the 
Company’s total expenditures for outside services for the years ended March 31, 2018 and 2017, respectively. 
The Company’s two major suppliers accounted for approximately 51% and 50% of total accounts payable and 
accrued expenses as of March 31, 2018 and 2017, respectively. 
 
Restructuring Charges 
 
The Company accounts for restructuring activities in accordance with ASC 420, Exit or Disposal Cost Obligations. 
Under the guidance for the cost of restructuring activities that do not constitute a discontinued operation, the 
liability for the current fair value of expected future costs associated with such restructuring activity shall be 
recognized in the period in which the liability is incurred. The Company segregates the costs of restructuring 
activities taken pursuant to a management approved restructuring plan.  
 
 
 
 
 

2018 2017
Accounts receivable due from Quess Corp (USA) 53,195$            82,979$            
Accounts receivable due from Brainhunter Systems 250,300            -                   
Accounts payable due to Brainhunter Systems (59,252)             (62,365)             
Accrued expenses due to Brainhunter Systems (158,391)           (52,563)             
Advance to Brainhunter 514,300            464,300            
Due from related parties, net 600,152$          432,351$          
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NOTE 9 – COMMITMENTS AND CONTINGENCIES (continued) 
 
Restructuring Charges (continued) 
 
During December 2014, the Company's management initiated a restructuring plan to restore sustainable 
profitability and to improve its competitive position.  Expenses related to this plan have resulted in a charge of 
$2,236,236 which primarily related to payroll severance expenses. The Company has a remaining reserve of 
$155,585 and $422.337 related to restructuring costs included in the accrued expenses on the balance sheet as 
of March 31, 2018 and 2017.  
 
Operating leases 
  
The Company leases certain of its properties under leases that expire on various dates through March 2024.   In 
addition, the Company has entered into several agreements to lease office equipment and other software that 
are classified as operating leases that expire on various dates through year 2024.  Rent expense incurred under 
the Company’s operating leases amounted to $1,609,345 and $1,851,178 for the years ended March 31, 2018 
and 2017, respectively. 
 
The future minimum obligations under leases with non-cancelable terms in excess of one year is as follows: 
 

 
 
Share Purchase Agreement 

On November 3, 2014, Fairfax Financial Holdings, Limited (“Fairfax”), the Company’s parent, entered into a 
Share Purchase Agreement (“SPA”) to sell one hundred percent (100%) of the Company’s common stock to 
an affiliate of Fairfax.  In accordance with the SPA, Fairfax sold forty nine percent (49%) of the Company’s 
equity as of the first closing date of November 3, 2014.  The remaining fifty one percent (51%) of the 
Company’s common stock was sold as of January 1, 2016.   The purchase price for the one hundred percent 
(100%) interest will be paid based upon a defined earn out payments plus nominal upfront consideration.   The 
earn out payments are based upon the Company’s net income during a five year earn out period beginning 
January 1, 2016.   
 
 
 
 
 
 
 
 

Year ending March 31,
2019 1,534,128$        
2020 1,238,054          
2021 1,153,230          
2022 299,511            
2023 251,475            
Thereafter 253,897            
Total 4,730,295$        
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NOTE 9 – COMMITMENTS AND CONTINGENCIES (continued) 
 
Share Purchase Agreement (continued) 
 
In accordance with the SPA, the buyer may, at its sole discretion, elect to pay up to eighty percent (80%) of the 
earn out payments in the form of the Company’s Preferred Shares with the remaining portion paid in 
cash.  Until the buyer satisfies the final earn out payment, the Company shall not make any amendment to the 
charter documents of the MFX Group or any other transaction that would require the approval of the Company 
Preferred Shares as a class (as if Company Preferred Shares were outstanding at the time of such amendment 
or transaction, whether or not in fact Company Preferred Shares are outstanding) without the prior written 
consent of Fairfax.   The Company is restricted from paying any dividends or other distributions and not to 
redeem any shares until such time as the Revolving Facility has been repaid in full and all outstanding Company 
Preferred Shares have been redeemed.  The Preferred Stock will include a 5% Fixed, cumulative, preferential 
cash dividend payable quarterly on the last day of March, June, September and December in each year at an  
annual rate of $0.50 per Series A Preferred Share (pro-rated for the first period after issuance). The quarterly 
dividends will relate to the quarterly period ending the last day of the respective month.  So long as the Series 
A Preferred Shares are outstanding, the Company shall not without approval of the holders of a majority of the 
Series A Preferred Shares: (a) pay any dividend or other distribution on the Common Shares or any other shares 
ranking junior to the Series A Preferred Shares;  (b) purchase, redeem or return  capital in respect of any 
Common Shares or other shares ranking junior to the Series A Preferred Shares; or (c) sell, transfer, lease, 
exchange or otherwise dispose of a material portion of the assets of the Company and/or its subsidiaries, on a 
consolidated basis.  The Series A Preferred Shares will rank prior to the Common Shares as to the payment of 
dividends and the distribution of assets on dissolution, liquidation or winding-up of the Company. The Series 
A Preferred Shares will be redeemable at the option of the Company at any time at a price of $10.00 per share, 
plus accrued and unpaid dividends to the date of redemption and redeemable at the option of the holder at any 
time after the third anniversary of the date of issue of such shares at a price of $10.00 per share, plus accrued 
and unpaid dividends to the date of redemption.  
 
As of March 31, 2018, the Company has not amended the Articles of Incorporation to authorize the issuance 
of the above referenced Preferred Shares.  
 
NOTE 10 -INCOME TAXES 
 
For the years ended March 31, 2018 and 2017, the Company’s effective tax rate was as follows:   
 

 
 
 
 
 
 
 
 
 

2018 2017
Federal tax benefit at statutory rate 25.00% 30.00%
State tax benefit, net of Federal benefits 5.00% 5.00%
Net change in valuation allowance -30.00% -35.00%
Income taxes, net 0.00% 0.00%
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NOTE 10 -INCOME TAXES (continued) 
 
As of March 31, 2018 and 2017, the tax effects of temporary differences and carryforwards that gave rise to 
significant portions of the deferred tax assets and liabilities were as follows:  
 

 
 
At March 31, 2018, MFXchange US, Inc. had net operating loss carryforwards (“NOL’s”) of approximately 
$13,614,000 that will be available to reduce future taxable income, if any. At March 31, 2018, MFXchange 
Holdings, Inc. had NOL’s of $1,970,000 and capital loss allowance deductions of $12,319,000 available to 
reduce future taxable income, if any. The Company performs an analysis each year to determine whether the 
expected future income will more likely than not be sufficient to realize the deferred tax assets. The Company's 
recent operating results and projections of future income weighed heavily in the Company's overall assessment. 
No tax benefit has been reported in the March 31, 2018 and 2017 financial statements, since the potential tax 
benefit is offset by a valuation allowance of the same amount. 
 
The change in valuation allowance for the year ended March 31, 2018, was a decrease of $3,967,000 due to the 
continued likelihood that realization of any future benefit from deductible temporary differences and net 
operating loss carryforwards cannot be sufficiently assumed. 
 
As of March 31, 2018, open tax years include the tax years ended December 31, 2011 through December 31, 
2017.  
 
On December 22, 2017, the U.S. government enacted comprehensive tax legislation commonly referred to as 
the Tax Cut and Jobs Act (the “Tax Act”).  The Tax Act establishes new tax laws that affects 2018 and future 
years, including a reduction in the U.S. federal corporate income tax rate to 21%, effective January 1, 2018. For 
certain deferred tax assets and deferred tax liabilities, we have recorded a provisional decrease of $1,978,000, 
with a corresponding net adjustment to valuation allowance of $1,978,000 as of March 31, 2018.  
 
The Company applies the standard relating to accounting (ASC 740-10) for uncertainty in income taxes, which 
prescribes a recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken or expected to be taken in a tax return. The Company is required to 
recognize in the financial statements the impact of a tax position, if that position is more likely than not of 
being sustained on audit, based on the technical merits of the position. There were no significant unrecognized  
tax benefits recorded as of March 31, 2018, and there was no change to the unrecognized tax benefits during 
the years ended March 31, 2018 and 2017. 
 
 
 
 
 
 

2018 2017
Net operating loss carry-forwards 3,348,000$        5,841,000$        
Accrual and reserves 5,055,000          6,524,000          
Total assets 8,403,000          12,365,000        
Less, valuation allowance (8,397,664)         (12,365,000)       
Net deferred tax assets 5,336$              -$                 
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NOTE 11 – FAIR VALUE OF FINANCIAL INSTRUMENTS 
 
Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an 
exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction 
between market participants at the measurement date.  Assets and liabilities that are measured at fair value are 
reported using a three-level fair value hierarchy that prioritizes the inputs used to measure fair value.  This 
hierarchy maximizes the use of observable inputs and minimizes the use of unobservable inputs.  The three 
levels of inputs used to measure fair value are as follows: 
 

• Level 1 – Unadjusted quoted prices in active markets that are accessible at the measurement date of 
identical, unrestricted assets or liabilities. 

• Level 2 – Quoted prices in markets that are not active, or inputs that are observable, either directly or 
indirectly, for substantially the full term of the asset or liability; and 

• Level 3 – Prices or valuation techniques that require inputs that are both significant to the fair value 
measurement and unobservable (supported by little or no market activity). 

 
As of March 31, 2018 and 2017, the Company did not identify any non-recurring assets and liabilities that are 
required to be presented in the balance sheets at fair value in accordance with ASC Topic 825, Financial 
instruments. 
 
NOTE 12 – SUBSEQUENT EVENTS 
 
The Company has evaluated events and transactions for potential recognition or disclosure through May 8, 
2018, which is the date the financial statements were available to be issued. 
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Independent Auditor’s Report 
 
 
To the Board of Directors and Stockholders’ 
Of Quess Corp (USA), Inc.  
 
 
Report on the Financial Statements 
We have audited the accompanying balance sheets of Quess Corp (USA), Inc. (“the Company” and wholly-owned 
subsidiary of Quess Corp Limited India) as of March 31, 2018 and 2017, and the related statements of operations, 
stockholders’ (deficit)  equity and cash flows for the years then ended, and the related notes to the financial statements.    
 
Management’s Responsibility for the Financial Statements 
Management is responsible for the preparation and fair presentation of these financial statements in accordance with 
accounting principles generally accepted in the United States of America; this includes the design, implementation, and 
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free 
from material misstatement, whether due to fraud or error.   
 
Auditor’s Responsibility 
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits 
in accordance with auditing standards generally accepted in the United States of America.  Those standards require 
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from 
material misstatement.   
 
An audit involves performing procedures to obtain evidence about the amounts and disclosures in the financial 
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material 
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order 
to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion 
on the effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates 
made by management, as well as evaluating the overall presentation of the financial statements.   
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified 
audit opinion. 
 
Basis for Adverse Opionion 
As more fully describted in Note 1 to the accompanying financial statements, Investment in Unconsolidated Subsidiary, 
the Company has not consolidated Brainhunter Systems Limited and its subsidiaries (a wholly owned subsidiary). In 
our opinion, accounting principles generally accepted in the United States of America require such investment to be 
consolidated in these financial statements.   The investment in Brainhunter Systems Limited is accounted for on a cost 
basis.  Had Brainhunter Systems Limted been consolidated, many elements in the accompanying financial statements 
would have been materially affected.   The effects on the financial statements of the failure to consolidate have not 
been determined. 
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Adverse Opinion 
In our opinion, because of the significance of the matter discussed in the Basis for Adverse Opinion paragraph, the 
financial statements referred to above do not present fairly, in all material respects, the financial position of Quess 
Corp (USA), Inc.  as of March 31, 2018 and 2017 and the results of its operations and its cash flows for the years then 
ended, in conformity with accounting principles generally accepted in the United States of America.  
 
The accompanying financial statements have been prepared assuming that the Company will continue as a going 
conern. As discussed in Note 2 to the financial statements, the Company is a holding company with limited operations 
and is dependent upon shareholder funding to continue as a going concern. The financial statements do not include 
any adjustments that might result from the outcome of this uncertainty 
       
        
 
        
New York, New York 
May 8, 2018 
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2018 2017

Current assets:
Cash and cash equivalents 11,008$            20,566$            

Total current assets 11,008              20,566              

Investment in unconsolidated subsidiaries 357,677            87,877              
Due from affiliates 2,434,126          1,944,000          

Total assets 2,802,811$        2,052,443$        

Current liabilities:
Accounts payable 7,100$              -$                 
Accrued expenses 8,500                -                   
Due to affiliates 2,949,766          2,085,514          

Total current liabilities 2,965,366          2,085,514          

Commitments and Contingencies -                   -                   

Stockholders' (deficit) equity:
Common stock, 200 shares authorized, 1 share issued

 and outstanding, no par value 100,000            100,000            
Accumulated deficit (262,555)           (133,071)           

Total stockholders' (deficit) equity (162,555)           (33,071)             

Total liabilities and stockholders' (deficit) equity 2,802,811$        2,052,443$        

LIABILITIES AND STOCKHOLDERS' (DEFICIT) EQUITY

ASSETS
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2018 2017

Revenue -$                -$                

Operating expenses:
General and administrative 18,180            41,149            
Professional fees 101,739          139,438          

  Total operating expenses 119,919          180,587          

Loss from operations (119,919)         (180,587)         

Other (expense) income:
Interest income 84,472            28,999            
Financing expenses (94,037)           (25,230)           

Net other (expense) income (9,565)             3,769              

Loss before provision for income taxes (129,484)         (176,818)         
Income taxes -                  -                  

Net loss (129,484)$       (176,818)$       
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Accumulated
Common Stock (Deficit) Equity Total

Balance, as of March 31, 2016 100,000$              43,747$                143,747$              

Net loss for the year ended 
March 31, 2017 -                      (176,818)               (176,818)               

Balance, as of March 31, 2017 100,000                (133,071)               (33,071)                

Net loss for the year ended 
March 31, 2018 -                      (129,484)               (129,484)               

Balance, as of March 31, 2018 100,000$              (262,555)$             (162,555)$             
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2018 2017
CASH FLOWS FROM OPERATING ACTIVITIES:
    Net loss (129,484)$       (176,818)$       
    Adjustments to reconcile net loss to net cash used in

    operating activities:
   Changes in Assets and Liabilities:
    (Increase) Decrease in:
      Other asset -                  1,200              
    Increase (Decrease) in:
      Accounts payable 7,100              -                  
      Accrued expenses 8,500              -                  
      Income taxes payable -                  (6,500)             

NET CASH USED IN OPERATING ACTIVITIES (113,884)         (182,118)         

CASH FLOWS FROM INVESTING ACTIVITIES:
    Investment in unconsolidated subsidiary (269,800)         -                  
    Advances paid to affiliates (490,126)      (1,225,587)   

NET CASH USED IN INVESTING ACTIVITIES (759,926)         (1,225,587)      

CASH FLOWS FROM FINANCING ACTIVITIES:
Advances received from affiliates 864,252     1,425,464  

NET CASH PROVIDED BY FINANCING ACTIVITIES 864,252          1,425,464       

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVA (9,558)             17,759            

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 20,566            2,807              

CASH AND CASH EQUIVALENTS, END OF YEAR 11,008$          20,566$          

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
   Interest paid -$                -$                
   Income taxes paid -$                6,500$            
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
  
A summary of the significant accounting policies applied in the preparation of the accompanying unaudited 
financial statements follows. 
  
Business and organization 
 
Quess Corp (USA,) Inc., formerly known as Magna InfoTech Inc.,(“the Company”), a Delaware corporation 
and wholly owned subsidiary of Quess Corp Limited (India), was incorporated on November 19, 2013.  On 
March 23, 2015, the Company changed its name to Quess Corp (USA), Inc.  
 
Investment in Unconsolidated Subsidiary  
 
Effective April 15, 2015, the Company acquired a fifty-one percent (51%) interest in Brainhunter Systems 
Limited. As of March 31, 2018 and 2017, the carrying value of this investment was $87,828. 
 
The Company owns a forty-nine percent (49%) interest in MFX Holdings, Inc. The acquisition price was $49 
plus earn out payments based upon forty percent (40%) of the Company’s net income during a five year earn 
out period beginning January 1, 2015.  On April 24, 2017, the Company made an earn out payment of $550,613 
based on MFXchange Holdings, Inc.’s net income for the twelve months ended December 31, 2016. This 
payment included 51% of  the earn out payment that the company paid on behalf of Quess Corp Pte 
(Singapore). As of March 31, 2018 and 2017, the carrying value of this investment was $269,849 and $49, 
respectively. 
 
Accounting principles generally accepted in the United States requires that, typically majority-owned 
subsidiaries should be consolidated in the financial statements. The Company has not consolidated Brainhunter 
Systems Limited and its subsidiaries. The investment in Brainhunter Systems Limited is accounted for on a cost 
basis.  Had Brainhunter Systems Limted been consolidated, many elements in the accompanying financial 
statements would have been materially affected. The effects on the financial statements of the failure to 
consolidate have not been determined.  
 
Use of estimates 
  
The preparation of the accompanying financial statements in conformity with U.S. GAAP requires management 
to make estimates and assumptions about future events that affect the amounts of assets and liabilities reported, 
disclosures about contingent assets and liabilities, and reported amounts of revenues and expenses. These 
estimates and assumptions are based on management’s best estimates and judgment. Management regularly 
evaluates its estimates and assumptions using historical experience and other factors; however, actual results 
could differ significantly from these estimates. 
 
Cash Equivalents 

For purposes of the Statement of Cash Flows, the Company considers all highly liquid investments purchased 
with an original maturity date of three months or less to be cash equivalents. 
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued) 
 
Revenue Recognition 
 
For revenue from services, the Company recognizes revenue in accordance with FASB’s Accounting Standards 
Codification, or ASC, 605-10, and ASC Topic 13 guidelines that require that four basic criteria must be met 
before revenue can be recognized: (1) persuasive evidence of an arrangement exists; (2) delivery has occurred; 
(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.  
 
Income Taxes 
  
The Company follows Accounting Standards Codification subtopic 740-10, Income Taxes (“ASC 740-10”) for 
recording the provision for income taxes. Deferred tax assets and liabilities are computed based upon the 
difference between the financial statement and income tax basis of assets and liabilities using the enacted 
marginal tax rate applicable when the related asset or liability is expected to be realized or settled. Deferred 
income tax expenses or benefits are based on the changes in the asset or liability during each period. If available 
evidence suggests that it is more likely than not that some portion or all of the deferred tax assets will not be 
realized, a valuation allowance is required to reduce the deferred tax assets to the amount that is more likely 
than not to be realized. Future changes in such valuation allowance are included in the provision for deferred 
income taxes in the period of change. Deferred income taxes may arise from temporary differences resulting 
from income and expense items reported for financial accounting and tax purposes in different periods.  
 
On December 22, 2017, the Tax Cuts and Jobs Act (TCJA) was signed into law by the President of the United 
States. TCJA is a tax reform act that among other things, reduced corporate tax rates to 21 percent effective 
January 1, 2018. FASB ASC 740, Income Taxes, requires deferred tax assets and liabilities to be adjusted for the 
effect of a change in tax laws or rates in the year of enactment, which is the year in which the change was signed 
into law. Accordingly, the Company adjusted its deferred tax assets and liabilities at December 31, 2017, using 
the new corporate tax rate of 21 percent. 
 
NOTE 2 –LIQUIDTIY AND GOING CONCERN 
 
Cash flow statement 
 
Cash flows are reported using the indirect method, whereby profit for the period is adjusted for the effects of 
transactions of a non-cash nature, any deferrals or accruals of past or future operating cash receipts or payments 
and item of income or expenses associated with investing or financing cash flows.  The cash flows from 
operating, investing and financing activities of the Company are segregated. 
 
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 Company is a 
holding company with limited operations and is dependent upon shareholder funding to continue as a going 
concern. The financial statements do not include any adjustments that might result from the countcome of this 
uncertainy. 
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NOTE 3 – RELATED PARTY TRANSACTIONS  
 
The Company is primarily a holding company that does not have any significant operating activities.   
Accordingly, the Company has incurred numerious transactions with related parties. 
 
As of March 31, 2018 and 2017, the balances due from/to affiliates were as follows: 
 

 
NOTE 4 – STOCKHOLDER’S EQUITY 

The Company has 200 shares of  common stock authorized to be issued at no par value. As of March 31, 2018 
and 2017, the Company has one share of common stock issued and outstanding. 
 
NOTE 5 – SUBSEQUENT EVENTS 
 
The Company has evaluated events and transactions for potential recognition or disclosure through May 8, 
2018, which is the date the financial statements were available to be issued. 
 

2018 2017
Due from affiliates:

Brainhunter Systems Limited, Canada 2,134,557$        1,841,400$        
Quess Philippines Corp -                   102,600            
Quess Corp Holdings Pte Ltd. 299,569            -                   

Total 2,434,126$        1,944,000$        

Due to affiliates:
Quess Corp Holdings Pte Ltd. 1,994,624$        1,951,254$        
Brainhunter Systems Limited, Canada 51,281              51,281              
Quess Corp Ltd. India 850,666            -                   
MFXchange US, Inc. 53,195              82,979              

Total 2,949,766$        2,085,514$        
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