UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q

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

For the quarterly period ended September 30, 2022
or
[0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number 001-33169

Creative «©

Creative Realities, Inc.
(Exact Name of Registrant as Specified in its Charter)

Minnesota 41-1967918
State or Other Jurisdiction of L.R.S. Employer
Incorporation or Organization Identification No.
13100 Magisterial Drive, Suite 100, Louisville KY 40223
Address of Principal Executive Offices Zip Code

(502) 791-8800
Registrant’s Telephone Number, Including Area Code

Former Name, Former Address and Former Fiscal Year, if Changed Since Last Report

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

Title of each class Trading Symbol(s) Name of each exchange on which registered
Common Stock, par value $0.01 per share CREX The Nasdaq Stock Market LL.C
Warrants to purchase Common Stock CREXW The Nasdaq Stock Market LLC

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes X No [J

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of
Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit such files).
Yes X No [

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, smaller reporting company, or an
emerging growth company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting company,” and “emerging growth
company” in Rule 12b-2 of the Exchange Act.

3«

Large accelerated filer [ Accelerated filer [J
Non-accelerated filer Smaller reporting company
Emerging growth company [

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any
new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act.

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes [ No
APPLICABLE ONLY TO CORPORATE ISSUERS

As of November 14, 2022, the registrant had 21,799,126 shares of common stock outstanding.




PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements

CREATIVE REALITIES, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except per share amounts)
(Unaudited)

ASSETS
CURRENT ASSETS
Cash and cash equivalents
Accounts receivable, net of allowance of $809 and $620, respectively
Unbilled receivables
Work-in-process and inventories, net
Prepaid expenses and other current assets

Total current assets
Operating lease right-of-use assets
Property and equipment, net
Intangibles, net
Goodwill
Other assets

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES

Short-term seller note payable

Short-term portion of Related Party Consolidation Term Loan

Accounts payable

Accrued expenses

Deferred revenues

Customer deposits

Current maturities of operating leases

Total current liabilities
Long-term Related Party Acquisition Term Loan, net of $1,660 and $0 discount, respectively
Long-term Related Party Consolidation Term Loan, net of $1,773 and $143 discount, respectively
Long-term related party convertible loans payable, at fair value
Contingent acquisition consideration, at fair value
Long-term obligations under operating leases
Other liabilities
TOTAL LIABILITIES

SHAREHOLDERS’ EQUITY

Common stock, $0.01 par value, 200,000 shares authorized; 21,751 and 12,009 shares issued and outstanding,

respectively
Additional paid-in capital
Accumulated deficit
Total shareholders’ equity
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

See accompanying notes to condensed consolidated financial statements

September 30, December 31,

2022 2021
(unaudited)

$ 819 $ 2,883

7,186 3,006

219 369

3,108 1,880

1,618 1,634

$ 12,950 $ 9,772

1,703 654

193 75

23,754 4,850

26,094 7,525

19 5

$ 64,713 $ 22,881

$ 1,777 $ -
399

3,040 2,517

3,029 2,110

2,704 426

1,783 1,525

705 281

13,437 6,859

8,340 -

5,013 4,624

- 2,251

10,494 -

1,018 373

9 45

38,311 14,152

217 120

75,260 60,863

(49,075) (52,254)
26,402 8,729
$ 64,713 $ 22,881




CREATIVE REALITIES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share amounts)

(Unaudited)
For the Three Months Ended For the Nine Months Ended
September 30, September 30,
2022 2021 2022 2021
Sales
Hardware $ 5015 $ 2,215 $ 17,141  $ 6,327
Services and other 6,165 2,538 15,719 6,707
Total sales 11,180 4,753 32,860 13,034
Cost of sales
Hardware 3,811 1,588 13,803 4,372
Services and other 2,855 818 5,989 2,206
Total cost of sales 6,666 2,406 19,792 6,578
Gross profit 4,514 2,347 13,068 6,456
Operating expenses:
Sales and marketing expenses 718 330 2,572 834
Research and development expenses 238 226 897 455
General and administrative expenses 2,789 1,848 8,105 5,623
Bad debt (recovery)/expense 58 - 164 (463)
Depreciation and amortization expense 885 347 2,060 1,035
Deal and transaction expenses 110 - 538 -
Total operating expenses 4,798 2,751 14,336 7,484
Operating loss (284) (404) (1,268) (1,028)
Other income/(expenses):
Interest expense (757) (186) (1,956) (617)
Change in fair value of warrant liability - - 7,902 -
Change in fair value of equity guarantee 442 - 369 -
Gain/(loss) on settlement of obligations 37 256 (237) 3,449
Loss on debt waiver consent - - (1,212) -
Loss on warrant amendment - - (345) -
Change in fair value of Convertible Loan - - - 166
Other expense ) (8) 3 (7)
Total other income/(expense) (280) 62 4,524 2,991
Income/(loss) before income taxes (564) (342) 3,256 1,963
Benefit/(provision) for income taxes 10 1) (46) 9)
Net income/(loss) $ (554) $ (343) $ 3210 $ 1,954
Basic earnings/(loss) per common share $ (0.03) $ (0.03) $ 017 $ 0.17
Diluted earnings/(loss) per common share $ (0.03) $ (0.03) $ 017 $ 0.17
Weighted average shares outstanding - basic 21,750 11,897 19,383 11,692
Weighted average shares outstanding - diluted 21,750 11,897 19,383 11,692

See accompanying notes to condensed consolidated financial statements.




CREATIVE REALITIES, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)

Operating Activities:
Net income
Adjustments to reconcile net income to net cash used in operating activities
Depreciation and amortization
Amortization of debt discount
Stock-based compensation
Shares issued for services
Gain on forgiveness of Paycheck Protection Program
Gain on settlement of Seller Note
Change in fair value of Convertible Loan
Allowance for doubtful accounts
Increase in notes due to in-kind interest
Loss on debt waiver consent
Loss on warrant amendment
Loss/(Gain) on settlement of obligations
Gain on change in fair value of contingent consideration
Gain on change in fair value of warrants
Changes to operating assets and liabilities:
Accounts receivable and unbilled receivables
Inventories
Prepaid expenses and other current assets
Operating lease right-of-use assets, net
Other assets
Accounts payable
Deferred revenue
Accrued expenses
Deposits
Operating liabilities, net
Operating lease liabilities, non-current
Net cash used in operating activities
Investing activities
Acquisition of business, net of cash acquired
Purchases of property and equipment
Capitalization of labor for software development
Net cash used in investing activities
Financing activities
Principal payments on finance leases
Proceeds from sale of common stock in PIPE, net of offering expenses
Proceeds from sale & exercise of pre-funded warrants in PIPE, net of offering expenses
Proceeds from Acquisition Loan, net of offering expenses
Repayment of Seller Note
Proceeds from sale of shares via registered direct offering, net
Net cash provided by financing activities

Increase/(decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents, beginning of period
Cash and Cash Equivalents, end of period

See accompanying notes to condensed consolidated financial statements.

Nine Months Ended
September 30,

2022 2021
3210 $ 1,954
2,060 1,035

904 130
1,487 1,252
100 85
- (1,552)
- (1,538)
- (166)
105 (274)
- 467
1,212 -
345 -
237 (359)
(369) -
(7,902) -
(2,835) (154)
(1,032) 399
682 (1,010)
(556) 219
22 -
(227) (94)
1,019 6
533 (181)
(585) (402)
(36) >
576 (184)
(1,050) (367)
(17,186) -
(123) (10)
(2,959) (422)
(20,268) (432)
- 4
1,814 -
8,295 -
9,868 -
(723) (100)
- 1,849
19,254 1,745
(2,064) 946
2,883 1,826
819 $ 2,772




CREATIVE REALITIES, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

(in thousands, except shares)

(Unaudited)
Additional
Common Stock paid in Accumulated
Shares Amount capital Deficit Total
Three months ended September 30, 2022
Balance as of June 30, 2022 21,743,852 $ 217  $ 74,741 $ (48,521) $ 26,437
Stock-based compensation - - 514 - 514
Stock-based compensation issued to vendors 7,687 - 5 - 5
Net loss - - - (554) (554)
Balance as of September 30, 2022 21,751,539 $ 217 $ 75,260 $ (49,075) $ 26,402
Additional
Common Stock paid in Accumulated
Nine months ended September 30, 2022 Shares Amount capital Deficit Total
Balance as of December 31, 2021 12,008,519 $ 120 $ 60,863 $ (52,254) $ 8,729
Stock-based compensation - - 1,406 - 1,406
Stock-based compensation issued to vendors 76,514 - 70 - 70
Shares issued and warrants exercised in private investment in
public entity (“PIPE”) 7,166,505 72 2,206 - 2,278
Shares issued in Reflect Systems, Inc. Merger 2,500,001 25 4,975 - 5,000
Warrant repricing events - - 31 (31 -
Warrant amendment - - 5,709 - 5,709
Net income - - - 3,210 3,210
Balance as of September 30, 2022 21,751,539 $ 217 $ 75,260 $ (49,075) $ 26,402
Additional
Common Stock paid in Accumulated
Shares Amount capital (Deficit) Total
Three months ended September 30, 2021
Balance as of June 30, 2021 11,876,679 $ 118 $ 59,777 $ (50,189) $ 9,706
Stock-based compensation - - 331 - 331
Stock-based compensation issued to vendors 31,257 - 45 - 45
Shares issued to directors as compensation 11,524 1 25 - 26
Net loss - - - (343) (343)
Balance as of September 30, 2021 11,919,460 $ 19 $ 60,178 $ (50,532) $ 9,765
Additional
Common Stock paid in Accumulated
Shares Amount capital (Deficit) Total
Nine months ended September 30, 2021
Balance as of December 31, 2020 10,924,287 $ 109 $ 56,712 $ (52,486) $ 4,335
Stock-based compensation - - 1,177 - 1,177
Stock-based compensation issued to vendors 53,461 1 84 - 85
Shares issued to directors as compensation 44,568 - 75 - 75
Conversion of Disbursed Escrow Loan 97,144 1 263 - 264
Gain on Extinguishment of Special Loan - - 26 - 26
Sales of Shares via registered direct offering, net of offering
cost 800,000 8 1,841 - 1,849
Net income - - - 1,954 1,954
Balance as of September 30, 2021 11,919,460 $ 19 $ 60,178 $ (50,532) $ 9,765

See accompanying notes to condensed consolidated financial statements.




CREATIVE REALITIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

NOTE 1: NATURE OF ORGANIZATION AND OPERATIONS

» o« » o« B

Unless the context otherwise indicates, references in these Notes to the accompanying Consolidated Financial Statements to “we,” “us,” “our
and “the Company” refer to Creative Realities, Inc. and its subsidiaries.

Nature of the Company’s Business

Creative Realities, Inc. is a Minnesota corporation that provides innovative digital marketing technology and solutions to retail companies,
individual retail brands, enterprises and organizations throughout the United States and in certain international markets. The Company has expertise in a
broad range of existing and emerging digital marketing technologies, as well as the related media management and distribution software platforms and
networks, device management, product management, customized software service layers, systems, experiences, workflows, and integrated solutions. Our
technology and solutions include: digital merchandising systems and omni-channel customer engagement systems, interactive digital shopping assistants,
advisors and kiosks, and other interactive marketing technologies such as mobile, social media, point-of-sale transactions, beaconing and web-based media
that enable our customers to transform how they engage with consumers. We have expertise in a broad range of existing and emerging digital marketing
technologies, as well as the following related aspects of our business: content, network management, and connected device software and firmware
platforms; customized software service layers; hardware platforms; digital media workflows; and proprietary processes and automation tools.

Our main operations are conducted directly through Creative Realities, Inc., and under our wholly owned subsidiaries Allure Global Solutions,
Inc., a Georgia corporation, Creative Realities Canada, Inc., a Canadian corporation, and Reflect Systems, Inc., a Delaware corporation.

Acquisition of Reflect

On November 12, 2021, the Company and Reflect Systems, Inc., or “Reflect,” entered into an Agreement and Plan of Merger (as amended on
February 8, 2022, the “Merger Agreement”) pursuant to which a direct, wholly owned subsidiary of Creative Realities, CRI Acquisition Corporation, or
“Merger Sub,” would merge with and into Reflect, with Reflect surviving the merger and becoming our wholly owned subsidiary, which transaction is
referred to herein as the “Merger.” On February 17, 2022, the parties consummated the Merger.

Reflect provides digital signage solutions, including software, strategic and media services to a wide range of companies across the retail,
financial, hospitality and entertainment, healthcare, and employee communications industries in North America. Reflect offers digital signage platforms,
including ReflectView, a platform used by companies to power hundreds of thousands of active digital displays. Through its strategic services, Reflect
assists its customers with designing, deploying and optimizing their digital signage networks, and through its media services, Reflect assists customers with
monetizing their digital advertising networks.

Subject to the terms and conditions of the Merger Agreement, upon the closing of the Merger, Reflect stockholders as of the effective time of the
Merger collectively received from the Company, in the aggregate, the following Merger consideration: (i) $16,166 in cash, (ii) 2,333,334 shares of common
stock of Creative Realities (valued based on an issuance price of $2 per share) (the “CREX Shares™), (iii) the Secured Promissory Note (as described
below), and (iv) supplemental cash payments (the “Guaranteed Consideration”), if any, payable on or after February 17, 2025 (subject to the Extension
Option described below, the “Guarantee Date), in an amount by which the value of the CREX Shares on such anniversary is less than $6.40 per share, or if
certain customers of Reflect collectively achieve over 85,000 billable devices online at any time on or before December 31, 2022, is less than $7.20 per
share (such applicable amount, the “Guaranteed Price”), multiplied by the amount of CREX Shares held by the Reflect stockholders on the Guarantee Date
(subject to the Extension Option described below).

The Company may exercise an extension option (the “Extension Option™) to extend the Guarantee Date by six (6) months, from February 17, 2025
to August 17, 2025, if (i) the Extension Threshold Price is greater than or equal to 70% of the Guaranteed Price described above, and (ii) the Company
provides written notice of its election to exercise the Extension Option no later than February 7, 2022. The “Extension Threshold Price” means the average
closing price per share of Creative Realities common stock as reported on the Nasdaq Capital Market (or NYSE) in the fifteen (15) consecutive trading day
period ending February 2, 2025. If the Extension Threshold Price is less than 80% of the Guaranteed Price, then the Guaranteed Price will be increased by
$1.00 per share.




In connection with the Merger, the Company adopted a Retention Bonus Plan and raised capital to, among other things, pay the cash portion of the
Merger consideration. The Retention Bonus Plan and financings are described below.

Retention Bonus Plan

On February 17, 2022, in connection with the closing of the Merger (the “Closing”), the Company adopted a Retention Bonus Plan, pursuant to
which the Company is required to pay to key members of Reflect’s management team an aggregate of $1,334 in cash, which was paid 50% at the Closing,
and subject to continuous employment with Reflect or Creative Realities, 25% will be paid on February 17, 2023 (the one-year anniversary of Closing) and
25% will be paid on February 17, 2024 (the two-year anniversary of the Closing). The future cash payments due on the one-year and two-year anniversaries
of the Closing have been deposited into an escrow agreement. The Retention Bonus Plan also requires the Company to issue Common Stock having an
aggregate value of $667 to the plan participants as follows: 50% of the value of such shares were issued at the Closing, and subject to continuous
employment with Reflect or Creative Realities, 25% of the value of such shares will be issued on February 17, 2023 (the one-year anniversary of Closing)
and the remaining 25% of the value of such shares will be issued on February 17, 2024 (the two-year anniversary of the Closing). The shares issued on the
Closing were valued at $2.00 per share, and the shares to be issued after the Closing will be determined based on dividing the value of shares issuable on
such date divided by the trailing 10-day volume weighted average price (VWAP) of the shares as of such date as reported on the Nasdaq Capital Market.

Upon the resignation of a participant’s employment for “good reason,” or termination of the employment of a participant without “cause,” each as
defined in the Retention Bonus Plan, the participant will be fully vested and will receive all cash and shares allocated to such participant under the
Retention Bonus Plan. Any amounts unpaid by reason of a lapse in continuous employment or otherwise will be reallocated among the remaining Retention
Bonus Plan participants.

Equity Financing

On February 3, 2022, the Company entered into a securities purchase agreement (the “Securities Purchase Agreement”) with a purchaser (the
“Purchaser”), pursuant to which the Company agreed to issue and sell to the Purchaser, in a private placement priced at-the-market under Nasdaq rules, (i)
1,315,000 shares (the “Shares”) of the Company’s common stock, par value $0.01 per share (the “Common Stock”) and accompanying warrants to
purchase an aggregate of 1,315,000 shares of Common Stock, and (ii) pre-funded warrants to purchase up to an aggregate of 5,851,505 shares of Common
Stock (the “Pre-Funded Warrants”) and accompanying warrants to purchase an aggregate of 5,851,505 shares of Common Stock (collectively, the “Private
Placement”). The accompanying warrants to purchase Common Stock are referred to herein collectively as the “Common Stock Warrants.” Under the
Securities Purchase Agreement, each Share and accompanying warrants to purchase Common Stock were sold together at a combined price of $1.535, and
each Pre-Funded Warrant and accompanying warrants to purchase Common Stock were sold together at a combined price of $1.5349, for gross proceeds of
approximately $11,000 before deducting placement agent fees and offering expenses payable by the Company. Net proceeds to the Company were $10,160.
The remaining exercise price for the Pre-Funded Warrant was $0.0001. Collectively, we refer to this transaction throughout this filing as the “Equity
Financing”. The net proceeds from the Private Placement were used to fund, in part, payment of the closing cash consideration in the Merger.

Effective June 30, 2022, the Company amended the terms of Common Stock Warrants to remove the holder’s option to exercise such warrants on
a cashless basis utilizing the VWAP of the Company’s common stock on the trading day immediately preceding the date of a notice of cashless exercise in
certain circumstances, and removes the condition to exercising such warrants that the Company’s shareholders approve the exercise thereof (which has
already been obtained). The amendments to the Common Stock Warrants also extend the term of such warrants for an additional one year, The foregoing
amendments to the warrants caused such warrants to be accounted for as equity instruments on the Company’s financial statements.




Debt Financing

On February 17, 2022, the Company and its subsidiaries (collectively, the “Borrowers”) refinanced their current debt facilities with Slipstream
Communications, LLC (“Slipstream”), pursuant to a Second Amended and Restated Credit and Security Agreement (the “Credit Agreement”), and raised
$10,000 in gross proceeds with a maturity date of February 1, 2025. The Credit Agreement also provides that the Company’s outstanding loans from
Slipstream, consisting of its pre-existing $4,767 senior secured term loan and $2,418 secured convertible loan, with an aggregate of $7,185 in outstanding
principal and accrued and unpaid interest under such loans, were consolidated into a Consolidation Term Loan with a maturity date of February 1, 2025.
Collectively, we refer to this transaction throughout this filing as the “Debt Financing”. The net proceeds from the Debt Financing were used to fund, in
part, payment of the closing cash consideration in the Merger, and the cash payable under the terms of the Retention Bonus Plan at the Closing.

On February 17, 2022, in connection with the Closing of the Merger, the Company issued to the representative of Reflect stockholders, RST Exit
Corporation (“Stockholders’ Representative”), a $2,500 Note and Security Agreement (the “Secured Promissory Note”). The Secured Promissory Note
accrues interest at 0.59% (the applicable federal rate on the date of issuance of the Secured Promissory Note) and requires the Company and Reflect to
collectively pay equal monthly principal installments of $104 on the fifteenth (15th) day of each month, commencing on March 15, 2022. Any remaining
or unpaid principal is due and payable on February 17, 2023. The Secured Promissory Note represents consideration in the Merger and is included as part
of the purchase price.

See Note 9 Loans Payable to the Condensed Consolidated Financial Statements for an additional discussion of the Company’s debt obligations
and further discussion of the Company’s refinancing activities subsequent to December 31, 2021.

Liquidity and Financial Condition

The accompanying Condensed Consolidated Financial Statements have been prepared on the basis of the realization of assets and the satisfaction
of liabilities and commitments in the normal course of business and do not include any adjustments to the recoverability and classifications of recorded
assets and liabilities as a result of uncertainties.

For the three months ended September 30, 2022 and 2021, we incurred net losses of $(554) and $(343), respectively. For the nine months ended
September 30, 2022 and 2021, we recognized net income of $3,210 and $1,954, respectively. As of September 30, 2022, we had cash and cash equivalents
of $819 and a working capital deficit of $487.

Management believes that, based on (i) securing incremental debt of $2,000 on October 31, 2022 (see Note 9 Loans Payable, Term Loan (2022) to
the Condensed Consolidated Financial Statements for a description of such transaction), and (ii) our operational forecast through 2023, that we can
continue as a going concern through at least November 14, 2023. However, given our history of net losses and cash used in operating activities, we
obtained a continued support letter from Slipstream through November 14, 2023.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the significant accounting policies consistently applied in the preparation of the accompanying Condensed Consolidated Financial
Statements follows:

1. Basis of Presentation

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared in accordance with the applicable instructions to
Form 10-Q and Regulation S-X and include all of the information and disclosures required by generally accepted accounting principles in the United States
of America (“GAAP”) for interim financial reporting. These unaudited Condensed Consolidated Financial Statements should be read in conjunction with
the Consolidated Financial Statements of the Company and related footnotes for the year ended December 31, 2021, included in the Company’s Annual
Report on Form 10-K filed with the Securities and Exchange Commission on March 22, 2022.




The results of operations for the interim periods are not necessarily indicative of results of operations for a full year. Management believes the
accompanying unaudited Condensed Consolidated Financial Statements reflect all adjustments, including normal recurring items, considered necessary for
a fair statement of results for the interim periods presented.

2. Revenue Recognition

We recognize revenue in accordance with Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) 606,
Revenue from Contracts with Customers, applying the five-step model.

If an arrangement involves multiple performance obligations, the items are analyzed to determine the separate units of accounting, whether the
items have value on a standalone basis and whether there is objective and reliable evidence of their standalone selling price. The total contract transaction
price is allocated to the identified performance obligations based upon the relative standalone selling prices of the performance obligations. The standalone
selling price is based on an observable price for services sold to other comparable customers, when available, or an estimated selling price using a cost plus
margin approach. See Note 4 Revenue Recognition for additional detail and discussion of the Company’s performance obligations.

The Company estimates the amount of total contract consideration it expects to receive for variable arrangements by determining the most likely
amount it expects to earn from the arrangement based on the expected quantities of services it expects to provide and the contractual pricing based on those
quantities. The Company only includes some or a portion of variable consideration in the transaction price when it is probable that a significant reversal in
the amount of cumulative revenue recognized will not occur when the uncertainty associated with the variable consideration is subsequently resolved. The
Company considers the sensitivity of the estimate, its relationship and experience with the client and variable services being performed, the range of
possible revenue amounts and the magnitude of the variable consideration to the overall arrangement. The Company receives variable consideration in very
few instances.

Revenue is recognized when a customer obtains control of promised goods or services under the terms of a contract and is measured as the amount
of consideration the Company expects to receive in exchange for transferring goods or providing services. The Company does not have any material
extended payment terms as payment is due at or shortly after the time of the sale, ranging between thirty and ninety days. Observable prices are used to
determine the standalone selling price of separate performance obligations or a cost plus margin approach when one is not available. Sales, value-added and
other taxes collected concurrently with revenue producing activities are excluded from revenue.

The Company recognizes contract assets or unbilled receivables related to revenue recognized for services completed but not yet invoiced to the
clients. A contract liability is recognized as deferred revenue when the Company invoices clients in advance of performing the related services under the
terms of a contract. Deferred revenue is recognized as revenue when the Company has satisfied the related performance obligation.

The Company uses the practical expedient for recording an immediate expense for incremental costs of obtaining contracts, including certain
design/engineering services, commissions, incentives and payroll taxes, as these incremental and recoverable costs have terms that do not exceed one year.




3. Inventories
Inventories are stated at the net realizable value, determined by the first-in, first-out (FIFO) method, and consist of the following:

September 30, December 31,

2022 2021
Raw materials, including those on consignment, net of reserve of $883 and $502, respectively $ 2,757 $ 1,583
Work-in-process 351 297
Total inventories $ 3,108 $ 1,880

4. Impairment of Long-Lived Assets

We review the carrying value of all long-lived assets, including property and equipment, for impairment annually as of September 30 in
accordance with ASC 360, Accounting for the Impairment or Disposal of Long-Lived Assets. Under ASC 360, impairment losses are recorded whenever
events or changes in circumstances indicate the carrying value of an asset may not be recoverable. We evaluated whether there was any impairment of long-
lived assets as of September 30, 2022 and concluded there was none.

If the impairment tests indicate that the carrying value of the asset is greater than the expected undiscounted cash flows to be generated by such
asset, an impairment loss would be recognized. The impairment loss is determined as the amount by which the carrying value of such asset exceeds its fair
value. We generally measure fair value by considering sale prices for similar assets or by discounting estimated future cash flows from such assets using an
appropriate discount rate. Assets to be disposed of are carried at the lower of their carrying value or fair value less costs to sell. Considerable management
judgment is necessary to estimate the fair value of assets, and accordingly, actual results could vary significantly from such estimates.

5. Basic and Diluted Income/(Loss) per Common Share

Basic and diluted income/(loss) per common share for all periods presented is computed using the weighted average number of common shares
outstanding. Basic weighted average shares outstanding includes only outstanding common shares. Diluted weighted average shares outstanding includes
outstanding common shares and potential dilutive common shares outstanding in accordance with the treasury stock method.

Shares reserved for outstanding stock options, including stock options with performance restricted vesting, and warrants totaling approximately
22,276,807 at September 30, 2022 were excluded from the computation of income per share as the strike price on the options and warrants were higher than
the Company’s market price and therefore anti-dilutive.

Shares reserved for outstanding stock options, including stock options with performance restricted vesting, and warrants totaling approximately
6,776,771 at September 30, 2021 were excluded from the computation of income/(loss) per share as the strike price on the options and warrants were
higher than the Company’s market price and therefore anti-dilutive. Diluted weighted average shares outstanding for the three and nine-months ended
September 30, 2021 included 8,333 options which were both exercisable and in-the-money as of September 30, 2021. Those options were included in the
calculation of diluted earnings per share as of the beginning of the calculation period.

6. Income Taxes

Deferred income taxes are recognized in the financial statements for the tax consequences in future years of differences between the tax basis of
assets and liabilities and their financial reporting amounts based on enacted tax laws and statutory tax rates. Temporary differences arise from net operating
losses, differences in basis of intangibles, stock-based compensation, reserves for uncollectible accounts receivable and inventory, differences in
depreciation methods, and accrued expenses. Valuation allowances are established when necessary to reduce deferred tax assets to the amount expected to
be realized. The Company accounts for uncertain tax positions utilizing an established recognition threshold and measurement attributes for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. We had no uncertain tax positions as of September
30, 2022 and December 31, 2021.




7. Goodwill and Intangible Assets

We follow the provisions of ASC 350, Goodwill and Other Intangible Assets. Pursuant to ASC 350, goodwill acquired in a business combination
is not amortized, but instead tested for impairment at least annually. The Company uses an annual measurement date of September 30 to assess impairment
of goodwill and any indefinite-lived intangible assets, or as indicators of impairment are identified (see Note 8 Intangible Assets and Goodwill).

Definite-lived intangible assets are amortized straight-line in accordance with their identified useful lives.
8. Use of Estimates

The preparation of financial statements in conformity with 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 periods. Our significant estimates include: warrant liability valuation, contingent purchase consideration
valuation, the allowance for doubtful accounts, valuation allowances related to deferred taxes, the fair value of acquired assets and liabilities, the fair value
of liabilities reliant upon the appraised fair value of the Company, valuation of stock-based compensation awards and other assumptions and estimates used
to evaluate the recoverability of long-lived assets, goodwill and other intangible assets and the related amortization methods and periods. Actual results
could differ from those estimates.

9. Leases
We account for leases in accordance with Accountings Standards Update (“ASU”) No. 2016-02, Leases (Topic 842), as amended.

We determine if an arrangement is a lease at inception. Right of use (“ROU”) assets and liabilities are recognized at commencement date based on
the present value of remaining lease payments over the lease term. For this purpose, we consider only payments that are fixed and determinable at the time
of commencement. As most of our leases do not provide an implicit rate, we use our incremental borrowing rate based on the information available at
commencement date in determining the present value of lease payments. Our incremental borrowing rate is a hypothetical rate based on our understanding
of what our credit rating would be and corresponding market rates at the time of lease inception. The ROU asset also includes any lease payments made
prior to commencement and is recorded net of any lease incentives received. Our lease terms may include options to extend or terminate the lease when it is
reasonably certain that we will exercise such options.

Operating leases are included in operating lease right-of-use assets, current maturities of operating leases, and long-term obligations under
operating leases on our condensed consolidated balance sheets.

10. Business Combinations

Accounting for acquisitions requires us to recognize separately from goodwill the assets acquired and the liabilities assumed at their acquisition
date fair values. Goodwill as of the acquisition date is measured as the excess of consideration transferred over the net acquisition date fair values of the
assets acquired and the liabilities assumed. While we use our best estimates and assumptions to accurately value assets acquired and liabilities assumed at
the acquisition date as well as contingent consideration, where applicable, our estimates are inherently uncertain and subject to refinement. As a result,
during the measurement period, which may be up to one year from the acquisition date, we may record adjustments to the assets acquired and liabilities
assumed with the corresponding offset to goodwill. Upon the conclusion of the measurement period or final determination of the values of assets acquired
or liabilities assumed, whichever comes first, any subsequent adjustments are recorded to our consolidated statements of operations. Refer to Note 5,
Business Combination for a discussion of the accounting for the Merger.

11. Contingent Consideration
The Company has contingent consideration arrangements related to certain acquisitions to potentially pay additional cash amounts in future
periods based on the lack of achievement of certain share price performance goals of our common stock. Such contingent consideration arrangements are

recorded at fair value and are classified as liabilities on the acquisition date and are remeasured at each reporting period in accordance with ASC 805-30-
35-1 using a Monte Carlo simulation model.
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NOTE 3: RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

Recently adopted

On January 1, 2022, we adopted early Accounting Standards Update (“ASU”) No. 2021-08, Business Combinations (Topic 805): Accounting for
Contract Assets and Contract Liabilities from Contracts with Customers (ASU 2021-08), which clarifies that an acquirer of a business should recognize
and measure contract assets and contract liabilities in a business combination in accordance with Accounting Standards Codification (ASC) Topic
606, Revenue from Contracts with Customers (Topic 606). The adoption of this new standard did not have a material impact on our condensed consolidated
financial statements.

Not yet adopted

In August 2020, the FASB issued Accounting Standards Update No. 2020-06, Debt—Debt with Conversion and Other Options (Subtopic 470-20)
and Derivatives and Hedging—Contracts in Entity’s Own Equity (Subtopic 815-40): Accounting for Convertible Instruments and Contracts in an Entity’s
Own Equity (ASU 2020-06), which simplifies the accounting for convertible instruments by reducing the number of accounting models available for
convertible debt instruments. This guidance also eliminates the treasury stock method to calculate diluted earnings per share for convertible instruments
and requires the use of the if-converted method. This guidance will be effective for us in the first quarter of 2024 on a full or modified retrospective basis,
with early adoption permitted. We do not intend to early adopt this standard, nor do we expect the adoption of this guidance to have a material impact on
our consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments—Credit Losses. The main objective is to provide financial statement
users with more decision-useful information about the expected credit losses on financial instruments and other commitments to extend credit held by a
reporting entity at each reporting date. The amendments in this update replace the incurred loss methodology with a methodology that reflects expected
credit losses and requires consideration of a broader range of reasonable and supportable information to calculate credit loss estimates. For trade
receivables and loans, entities will be required to estimate lifetime expected credit losses. The amendments are effective for public business entities that
qualify as smaller reporting companies for fiscal years and interim periods beginning after December 15, 2022. We are currently evaluating the disclosure
requirements related to adopting this guidance.

NOTE 4: REVENUE RECOGNITION

The Company applies ASC 606 for revenue recognition. The following table disaggregates the Company’s revenue by major source for the three
and nine months ended September 30, 2022 and 2021:

Three Months  Three Months  Nine Months Nine Months
Ended Ended Ended Ended

September 30, September 30, September 30, September 30,
(in thousands) 2022 2021 2022 2021
Hardware $ 5015 $ 2,215 $ 17,141 $ 6,327
Services:
Installation Services 1,472 985 3,714 2,057
Software Development Services 105 109 405 476
Media 688 - 1,165 -
Managed Services 3,900 1,444 10,435 4,174
Total Services 6,165 2,538 15,719 6,707
Total Hardware and Services $ 11,180 $ 4,753 $ 32,860 $ 13,034
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System hardware sales

System hardware revenue is recognized generally upon shipment of the product or customer acceptance, depending upon contractual arrangements
with the customer in instances in which the sale of hardware is the sole performance obligation. Shipping charges billed to customers are included in
hardware sales and the related shipping costs are included in hardware cost of sales. The cost of freight and shipping to the customer is recognized in cost
of sales at the time of transfer of control to the customer. System hardware revenues are classified as “Hardware” within our disaggregated revenue.

Installation services

The Company performs outsourced installation services for customers and recognizes revenue upon completion of the installations. Installation
services also includes engineering services performed as part of an installation project.

When system hardware sales include installation services to be performed by the Company, the goods and services in the contract are not distinct,
so the arrangement is accounted for as a single performance obligation. Our customers control the work-in-process and can make changes to the design
specifications over the contract term. Revenues are recognized over time as the installation services are completed based on the relative portion of labor
hours completed as a percentage of the budgeted hours for the installation. Installation services revenues are classified as “Installation Services” within our
disaggregated revenue.

The aggregate amount of the transaction price allocated to installation service performance obligations that are partially unsatisfied as of
September 30, 2022 and 2021 were $0 and $35.

Software design and development services

Software and software license sales are recognized as revenue when a fixed fee order has been received and delivery has occurred to the customer.
Revenue is recognized generally upon customer acceptance (point-in-time) of the software product and verification that it meets the required specifications.
Software is delivered to customers electronically. Software design and development revenues are classified as “Software Development Services” within our
disaggregated revenue.

Software as a service

Software as a service includes revenue from software licensing and delivery in which software is licensed on a subscription basis and is centrally
hosted. These services often include software updates which provide customers with rights to unspecified software product upgrades and maintenance
releases and patches released during the term of the support period. Contracts for these services are generally 12-36 months in length. We account for
revenue from these services in accordance with ASC 985-20-15-5 and recognize revenue ratably over the performance period. Software as a service
revenues are classified as “Managed Services” within our disaggregated revenue.

Maintenance and support services

The Company sells maintenance and support services which include access to technical support personnel for software and hardware
troubleshooting and monitoring of the health of a customer’s network, access to a sophisticated web-portal for managing the end-to-end hardware and
software digital ecosystem, and hosting support services through our network operations center, or NOC. These services provide either physical or
automated remote monitoring which support customer networks 7 days a week, 24 hours a day.

These contracts are generally 12-36 months in length and generally automatically renew for additional 12-month periods unless cancelled by the
customer. Rates for maintenance and support contracts are typically established based upon a fee per location or fee per device structure, with total fees
subject to the number of services selected. Revenue is recognized ratably and evenly over the term of the agreement. Maintenance and Support revenues
are classified as “Managed Services” within our disaggregated revenue.
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The Company also performs time and materials-based maintenance and repair work for customers. Revenue is recognized at a point in time when
the performance obligation has been fully satisfied.

NOTE 5: BUSINESS COMBINATION

On November 12, 2021, the Company and Reflect entered into an Agreement and Plan of Merger (as amended on as amended on February 8,
2022, the “Merger Agreement”) pursuant to which a direct, wholly owned subsidiary of the Company, CRI Acquisition Corporation, or “Merger Sub,”
would merge with and into Reflect, with Reflect becoming our wholly owned subsidiary, which transaction is referred to herein as the “Merger.” On
February 17, 2022, the parties consummated the Merger.

Reflect provides digital signage solutions, including software, strategic and media services to a wide range of companies across the retail,
financial, hospitality and entertainment, healthcare, and employee communications industries in North America. Reflect offers digital signage platforms,
including ReflectView, a platform used by companies to power hundreds of thousands of active digital displays. Through its strategic services, Reflect
assists its customers with designing, deploying and optimizing their digital signage networks, and through its media services, Reflect assists customers with
monetizing their digital advertising networks.

Subject to the terms and conditions of the Merger Agreement, upon the closing of the Merger, Reflect stockholders as of the effective time of the
Merger collectively received from the Company, in the aggregate, the following Merger consideration: (i) $16,166 payable in cash, (ii) 2,333,334 shares of
common stock of Creative Realities (valued based on an issuance price of $2 per share) (the “CREX Shares”), (iii) the Secured Promissory Note (as
described below), and (iv) supplemental cash payments (the “Guaranteed Consideration”), if any, payable on or after February 17, 2025 (subject to the
Extension Option described below, the “Guarantee Date”), in an amount by which the value of the CREX Shares on such anniversary is less than $6.40 per
share, or if certain customers of Reflect collectively achieve over 85,000 billable devices online at any time on or before December 31, 2022, is less than
$7.20 per share (such applicable amount, the “Guaranteed Price”), multiplied by the amount of CREX Shares held by the Reflect stockholders on the
Guarantee Date (subject to the Extension Option described below).

The Company may exercise an extension option (the “Extension Option™) to extend the Guarantee Date by six (6) months, from February 17, 2025
to August 17, 2025 if (i) the Extension Threshold Price is greater than or equal to 70% of the Guaranteed Price described above, and (ii) the Company
provides written notice of its election to exercise the Extension Option no later than February 7, 2025. The “Extension Threshold Price” means the average
closing price per share of Creative Realities Shares as reported on the Nasdaq Capital Market (or NYSE) in the fifteen (15) consecutive trading day period
ending February 2, 2025. If the Extension Threshold Price is less than 80% of the Guaranteed Price, then the Guaranteed Price will be increased by $1.00
per share.

Retention Bonus Plan

On February 17, 2022, in connection with the closing of the Merger (the “Closing”), the Company adopted a Retention Bonus Plan, pursuant to
which the Company is required to pay to key members of Reflect’s management team an aggregate of $1,333 in cash, which was paid 50% at the Closing,
and subject to continuous employment with Reflect or Creative Realities, will be paid 25% on February 17, 2023 (the one-year anniversary of Closing) and
25% on February 17, 2024 (the two-year anniversary of the Closing). The future cash payments due on the one-year and two-year anniversaries of the
Closing have been deposited into an escrow agreement. The Retention Bonus Plan also requires the Company to issue Common Stock having an aggregate
value of $667 to the plan participants as follows: 50% of the value of such shares were issued at the Closing, and subject to continuous employment with
Reflect or Creative Realities, 25% of the value of such shares will be issued on February 17, 2023 (the one-year anniversary of Closing) and the remaining
25% of the value of such shares will be issued on February 17, 2024 (the two-year anniversary of the Closing). The shares issued on the Closing were
valued at $2.00 per share, and the shares to be issued after the Closing will be determined based on dividing the value of shares issuable on such date
divided by the trailing 10-day volume weighted average price (VWAP) of the shares as of such date as reported on the Nasdaq Capital Market.
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Upon the resignation of a participant’s employment for “good reason,” or termination of the employment of a participant without “cause,” each as
defined in the Retention Bonus Plan, the participant will be fully vested and will receive all cash and shares allocated to such participant under the
Retention Bonus Plan. Any amounts unpaid by reason of a lapse in continuous employment or otherwise will be reallocated among the remaining Retention
Bonus Plan participants.

Secured Promissory Note

On February 17, 2022, pursuant to the terms of the Merger, the Company issued to Stockholders’ Representative a $2,500 Note and Security
Agreement (the “Secured Promissory Note”).

The Secured Promissory Note accrues interest at 0.59% (the applicable federal rate at the time of issuance of the Secured Promissory Note) and
requires the Company and Reflect to collectively pay equal monthly principal installments of $104 on the fifteenth (15th) day of each month, commencing
on March 15, 2022. Any remaining or unpaid principal shall be due and payable on February 17, 2023. All payments under the Secured Promissory Note
will be paid to the escrow agent in the Merger Agreement to be placed into the escrow account to secure the former Reflect stockholders’ indemnification
obligations until released on February 17, 2023 (the one-year anniversary of the closing of the Merger), at which time any remaining proceeds not subject
to a pending indemnification claim will be paid to the exchange agent for payment to the former Reflect stockholders. The obligations of the Company and
Reflect set forth in the Secured Promissory Note are secured by a first-lien security interest in various contracts of Reflect, together with all accounts
arising under such contracts, supporting obligations related to the accounts arising under such contracts, all related books and records, and products and
proceeds of the foregoing. Slipstream subordinated its security interest in such collateral, and the recourse for any breach of the Secured Promissory Note
by the Company or Reflect will be against such collateral.

The preliminary purchase price of Reflect consisted of the following items:

(in thousands) Consideration
Cash consideration for Reflect stock $ 16,664(1)
Cash consideration for Retention Bonus Plan 1,334(2)
Common stock issued to Reflect stockholders 4,667(3)
Common stock issued to Retention Bonus Plan 3334
Secured Promissory Note 2,500(5)
Earnout liability 10,862(6)
Total consideration 36,360
Vendor deposit with the Company (818)(7)
Cash acquired (812)(8)
Net consideration transferred $ 34,730

(1) Cash consideration for outstanding shares of Reflect capital stock per Merger Agreement.

(2) Cash consideration utilized to fund the Retention Bonus Plan per Merger Agreement.

(3) Company common stock issued in exchange for outstanding shares of Reflect capital stock per Merger Agreement.

(4) Company common stock issued to fund the Retention Bonus Plan per Merger Agreement.

(5) The Secured Promissory Note accrues interest at 0.59% (the applicable federal rate at the time of issuance of the Secured Promissory Note) and

requires the Company and Reflect to collectively pay equal monthly principal installments of $104 on the fifteenth (15th) day of each month,
commencing on March 15, 2022. Any remaining or unpaid principal shall be due and payable on February 17, 2023.
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(6) Represents an estimate of the fair value of the Guaranteed Consideration as of the Merger, which, if any, is payable on or after February 17, 2025
(subject to the Extension Option), in an amount by which the value of the CREX Shares on such anniversary is less than $6.40 per share, or if certain
customers of Reflect collectively achieve over 85,000 billable devices online at any time on or before December 31, 2022, is less than $7.20 per share
(such applicable amount, the “Guaranteed Price”), multiplied by the amount of CREX Shares held by the Reflect stockholders on the Guarantee Date
(subject to the Extension Option), subject to the terms of the Merger Agreement. During the nine months ended September 30, 2022, the Company’s
third party specialist completed valuation of this contingent liability as of the opening balance sheet date, resulting in a measurement period adjustment
recorded to increase goodwill and the contingent liability as of February 17, 2022 by $5,262.

(7) Prior to the Merger, Reflect had engaged the Company on a project and paid the Company a deposit of $818. These amounts reduced consideration
paid by the Company in accordance with ASC 805.

(8) Represents the Reflect cash balance acquired at Closing.

The Company incurred $16 and $444 of direct transaction costs related to the Reflect Merger for the three and nine months ended September 30,
2022, respectively. These costs are included in deal and transaction expense in the accompanying Condensed Consolidated Statement of Operations.

The Company accounted for the Merger using the acquisition method of accounting. The preliminary allocation of the purchase price is based on
estimates of the fair value of assets acquired and liabilities assumed as of February 17, 2022. The Company is continuing to obtain information to
determine the acquired assets and liabilities, including tax assets, liabilities and other attributes. The components of the preliminary purchase price
allocation, inclusive of measurement period adjustments recorded by the Company during the nine months ended September 30, 2022, are as follows:

(in thousands) Total
Accounts receivable $ 1,300
Inventory 196
Prepaid expenses & other current assets 666
Property and equipment 96
Operating right of use assets 493
Other assets 36
Identified intangible assets:
Definite-lived trade names 960
Definite-lived Developed technology 5,130
Definite-lived Customer relationships 11,040
Definite-lived Noncompete agreements 30
Goodwill 18,569
Accounts payable (96)
Accrued expenses (277)
Customer deposits (1,661)
Deferred revenues (1,259)
Current maturities of operating leases (277)
Long-term obligations under operating leases (216)
Net consideration transferred $ 34,730

The Company engaged a third party valuation specialist to assist in the identification and calculation of the fair value of those separately
identifiable intangible assets and recorded those assets based on an initial draft valuation report. The Company remains in process of reviewing the
valuation report and finalizing its opening balance sheet accounting.
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The Company completed its valuation procedures by asset utilizing the following approaches:

e Customer relationship asset was estimated using the income approach through a discounted cash flow analysis wherein the cash flows will be
based on estimates used to price the Merger. Discount rates were benchmarked with reference to the implied rate of return from the
Company’s pricing model and the weighted average cost of capital.

e Trade name asset represents the “Reflect” brand name as marketed primarily as a full services digital software solution, marketed in numerous
verticals with the exception of food service. The Company applied the income approach through an excess earnings analysis to determine the
fair value of the trade name asset. The Company applied the income approach through a relief-from-royalty analysis to determine the fair