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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K (“Annual Report”) includes a number of forward-looking statements that reflect our
current views with respect to future events and financial performance. Forward-looking statements are often identified
by words like: believe, expect, estimate, anticipate, intend, project and similar expressions, or words which, by their
nature, refer to future events. You should not place undue certainty on these forward-looking statements.
Forward-looking statements include those that address activities, developments or events that we expect or anticipate
will or may occur in the future. All statements other than statements of historical facts contained in this Annual
Report, including statements regarding our future financial position, business strategy, budgets, projected costs and
plans and objectives of management for future operations, are forward-looking statements. These statements reflect
the current views of management with respect to future events and are subject to risks, uncertainties and other factors
that may cause our actual results, performance or achievements, or industry results, to be materially different from
those described in the forward-looking statements. We undertake no obligation to update or revise our
forward-looking statements, whether as a result of new information, future events or otherwise. We advise you to
carefully review the reports and documents we file from time to time with the Securities and Exchange Commission
(the “SEC”), particularly our Quarterly Reports on Form 10-Q and our Current Reports on Form 8-K.

As used in this Annual Report, the terms “we,” “us,” “our,” “Staffing 360 and the “Company” mean Staffing 360 Solutions, I
and its subsidiaries, unless otherwise indicated. All dollar amounts in this Annual Report are expressed in U.S. dollars,
unless otherwise indicated.

The disclosures set forth in this report should be read in conjunction with our financial statements and notes thereto
for the year ended May 31, 2014.
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PART I

ITEM 1. BUSINESS

BUSINESS

General

We were incorporated in the State of Nevada on December 22, 2009, as Golden Fork Corporation (“Golden Fork™). On
July 31, 2012, the Company commenced operations in the staffing sector. Our business model is to find and acquire
suitable, mature, profitable operating staffing companies. We are an emerging public company in the international
staffing sector engaged in the acquisition of domestic and international staffing companies. As part of our targeted
consolidation model, we are pursuing a broad spectrum of staffing companies supporting the information technology
(“IT”), accounting and finance, engineering, administration and cyber security industries. Our headquarters are located
at 641 Lexington Avenue, Suite 1526, New York, NY 10022. Our telephone number is (212) 634-6410.

Corporate History

The Company was incorporated in the State of Nevada on December 22, 2009, as Golden Fork.

On February 17, 2012, TRIG Special Purpose 1, LLC, a Nevada Corporation, (“TRIG”) purchased 78.7%, or 2,000,000
shares of common stock with a par value of $0.00001 (the “Shares”), of Golden Fork Corporation for $240,000 in a
private cash transaction. As a result of the transaction, the Company became a 78.7% owned subsidiary of TRIG.
These Shares were subsequently distributed to Trilogy Capital Partners, Inc., Grandview Capital Partners, Inc., and
Robert Y. Lee, who made distributions to other third parties in the aggregate of 600,000 shares. TRIG no longer owns
any Shares.

On March 16, 2012, Golden Fork filed a Certificate of Amendment to its Articles of Incorporation (the “Amendment”)
to change its name from Golden Fork to Staffing 360 Solutions, Inc. Upon filing of the Amendment, the Company
began its operations in the international staffing sector.



Edgar Filing: Staffing 360 Solutions, Inc. - Form 10-K

On April 13, 2012, the Company received approval from the Financial Industry Regulatory Authority (“FINRA”) to
effect its name change and to change its trading symbol from “GDNF” to “STAF”. Simultaneously therewith, the
Company received approval to conduct a forward split of its issued and outstanding shares of common stock at a ratio
of one for three (the “Forward Split”). Following the Forward Split, the Company’s issued and outstanding shares of
common stock increased from 2,540,000 to 7,620,000.

On July 31, 2012, the Company formed Staffing 360 Alliance, Inc. (“Staffing Alliance”), a wholly-owned subsidiary,
incorporated in the State of Nevada. For a short period of time, Staffing Alliance had operations in the staffing sector
and provided trained employees to clients who worked in word processing, data entry, administrative support staff and
other areas. Such operations have ceased.

On April 19, 2013, we formed Staffing 360 Group, Inc., a wholly-owned subsidiary of the Company, in the State of
Nevada (“Staffing Group”). Staffing Group was formed to be the principle acquisition vehicle for the Company.

On April 26, 2013, we completed our first acquisition when we purchased 100% of the issued and outstanding stock

of The Revolution Group, Ltd. (“TRG”) pursuant to a stock purchase agreement, dated March 21, 2013, entered into by
and among the Company, TRG and the shareholders of TRG (the “TRG Shareholders” and such agreement, the “TRG
Purchase Agreement”). As a result of the acquisition (the “TRG Acquisition”), TRG became a wholly-owned subsidiary
of the Company. The TRG Acquisition is described in detail below.

On June 28, 2013, we filed a Certificate of Amendment to our Articles of Incorporation with the State of Nevada (the
“2013 Amendment”), whereby increasing the number of shares of common stock that the Company is authorized to
issue from 75,000,000 to 200,000,000. The 2013 Amendment also allowed the Company to issue 20,000,000 shares of
blank check preferred stock, having such rights, designations, preferences and privileges as our board of directors (the
“Board”) determines from time to time in their sole discretion.

On November 4, 2013, we completed our second acquisition when we purchased 100% of the issued and outstanding
stock of Control Solutions International, Inc., a Florida corporation (“CSI”), pursuant to a stock purchase agreement,
dated August 14, 2013, entered into by and among the Company, NewCSI, Inc., a Delaware corporation (“NCSI”), the
sole shareholder of CSI and the shareholders of NCSI (the “NCSI Shareholders” and such agreement, the “CSI Purchase
Agreement”). As a result of the acquisition (the “CSI Acquisition”), CSI became a wholly-owned subsidiary of the
Company. The CSI Acquisition is described in detail below.

On January 3, 2014, we completed our third acquisition when we purchased 100% of the issued and outstanding stock
of Initio International Holdings Limited, a company organized under the laws of England and Wales (“Initio”) and its
respective subsidiaries, including but not limited to Monroe Staffing Services, LLC, a Delaware limited liability
company (“Monroe,” and together with all of Initio’s subsidiaries, the “Subsidiaries™). This acquisition was completed
pursuant to a share purchase agreement, dated October 30, 2013, as amended by Amendment No. 1 to the share
purchase agreement, dated December 10, 2013, by and among the Company and the shareholders of Initio (the “Initio
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Shareholders” and such agreement, as amended, the “Initio Purchase Agreement”). As a result of the acquisition (the
“Initio Acquisition”), Initio and its Subsidiaries became wholly-owned subsidiaries of the Company. On January 6,
2014, Initio changed its name to Staffing 360 Solutions Limited. The Initio Acquisition is described in detail below.
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On February 28, 2014, we completed our fourth acquisition (the “Poolia Acquisition””) when we purchased, through our
wholly-owned United Kingdom (“UK”) subsidiary Staffing 360 Solutions (UK) Limited, substantially all of the business
and assets of Poolia UK Ltd., including but not limited to all contracts, business information, records, book debts and
good will, pursuant to an asset purchase agreement, dated February 2, 2014. The Poolia Acquisition is described in
detail below.

On May 17, 2014, we completed our fifth acquisition when we purchased 100% of the issued and outstanding capital
stock of PeopleSERVE, Inc., a Massachusetts corporation (“PS”), and 49% of the issued and outstanding capital stock of
PeopleSERVE PRS, Inc., a Massachusetts corporation (“PRS”), pursuant to a definitive stock purchase agreement, dated
May 17, 2014, by and among the Company, PS, PRS and Linda Moraski, sole stockholder of PS and PRS (the
“PeopleSERVE Purchase Agreement”). As a result of the acquisition (the “PeopleSERVE Acquisition”), PS became a
wholly-owned subsidiary of the Company and PRS became a 49% owned subsidiary of the Company. The
PeopleSERVE Acquisition is described in detail below.

Business Model and Acquisitions

We are a public company in the international staffing sector engaged in the acquisition of domestic and international
staffing companies. As part of our consolidation model, we pursue a broad spectrum of staffing companies supporting
the IT, financial, accounting, engineering, administrative and light industrial sectors. Our standard acquisition model
is to pay consideration for companies as follows: (i) 33.3% of the total consideration in cash; (ii) 33.3% of the total
consideration in stock of the Company; and (iii) 33.3% of the consideration in a three (3) year note or earn-out,
although the final terms may differ substantially from this model. In accordance with and in furtherance of our
business model, on April 26, 2013, November 4, 2013, January 3, 2014, February 28, 2014 and May 17, 2014, we
consummated the TRG Acquisition, CSI Acquisition, Initio Acquisition, Poolia Acquisition and PeopleSERVE
Acquisition, respectively. Prior to and since the PeopleSERVE Acquisition we have continued to engage in
discussions of further acquisitions with a significant number of other suitable, mature operating staffing companies.

The Revolution Group, Ltd.

On April 26, 2013, the Company consummated the TRG Acquisition pursuant to the TRG Purchase Agreement, dated
March 21, 2013, entered into by and among the Company, TRG and the TRG Shareholders. The aggregate
consideration paid by the Company to the TRG Shareholders was $2,509,342 (the “TRG Purchase Price”), payable as
follows: at the closing of the TRG Acquisition (the “TRG Closing”), the Company made cash payments to the TRG
Shareholders in an aggregate of $907,287 and paid the remaining $410,055 of the TRG Purchase Price by issuing to

the TRG Shareholders 512,569 restricted shares of its common stock at a price of $0.80 per share. In addition to the
TRG Purchase Price, the Company will pay to the TRG Shareholders, from the date of the TRG Closing through the
end of the sixteenth quarter following the TRG Closing (the “TRG Earn Out Period”), performance based compensation
in an amount in cash equal to the following percentages of TRG’s Gross Profit (as defined in the TRG Purchase
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Agreement), not to exceed a total of $1,500,000: (i) 20% of the amount of TRG’s Gross Profit up to an aggregate of
$5,000,000 during the TRG Earn Out Period; plus (ii) 7% of the amount of TRG’s gross profit, if any, in excess of an
aggregate of $5,000,000 during the TRG Earn Out Period. The Company estimates that the performance based
compensation will total $1,192,000. The earn-out liability is calculated in accordance with the terms of the TRG
Purchase Agreement. The liability was valued by a third party financial advisory firm based on management's best
estimates of the projected financial results of TRG over the next four (4) years. The Company adjusts the earn-out
liability on a quarterly basis based on actual results. At May 31, 2014 the balance of the earn-out liability was
$929,145. As a result of the Acquisition, TRG became a wholly-owned subsidiary of the Company, and TRG
subsequently changed its name to Cyber 360 Solutions, Inc. (“Cyber 360”).

Cyber 360 is a staffing services and consulting company with competency in various information technology fields,
with a specialized focus on cyber security. Cyber 360 provides the following services to its customers: consulting
staffing (primarily IT), permanent placement (primarily IT), consulting to permanent placement (primarily IT) and
information security/cyber security services involving penetration testing, vulnerability testing and regulatory and
compliance support. Cyber 360 is one of the few cyber security consulting firms in the United States (“US”) solely
dedicated to identifying the top 10% of highly-trained cyber security professionals available for consulting
assignments.

Control Solutions International, Inc.

On November 4, 2013, the Company consummated the CSI Acquisition pursuant to the CSI Purchase Agreement,
dated August 14, 2013, by and among the Company, NCSI, and the NCSI Shareholders. The aggregate consideration
paid by the Company to the NCSI Shareholders was $3,530,454, which was paid at the closing: (i) cash payments to
the NCSI Shareholders in an aggregate of $1,311,454 and (ii) the remaining $119,000 of the aggregate consideration
through the issuance of 136,000 restricted shares of the Company’s common stock at a price of $0.875 per share to the
NCSI Shareholders. In addition to the aggregate consideration, the Company will pay to the NCSI shareholders
performance based compensation in an amount in cash equal to 20% of the amount of the consolidated gross profit of
NCSI and Canada Control Solutions International, Inc., a British Columbia corporation and wholly-owned subsidiary
of NCSI (“CCSI”), from the closing date of the CSI Acquisition through the end of the sixteenth (16th) quarter
following such closing date, not to exceed a total of $2,100,000. As a result of the CSI Acquisition, NCSI has become
a wholly-owned subsidiary of the Company.
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CSl is a professional services company specializing in a broad spectrum of risk management, financial, internal audit
and IT solutions. In particular, CSI provides consulting and risk advisory services in the U.S. and Canada and also has
a network of affiliated entities across a 33 additional countries.

Initio International Holdings Limited

On January 3, 2014, the Company consummated the Initio Acquisition pursuant to the Initio Purchase Agreement. The
aggregate consideration paid at the closing by the Company to the Initio Shareholders for the purchase of all the
shares of Initio and the Subsidiaries was as follows: (i) $12.79 million (the "Purchase Price") in cash, shares and
promissory notes of the Company; plus (i) $500,000 (the aggregate of (i) an (ii) together, the “Total Purchase Price”).
The Purchase Price was paid as follows: (i) at the closing of the Initio Acquisition, the Company paid to the Initio
Shareholders an aggregate of $6,440,000 in immediately available funds equal to 40% of the Purchase Price plus
$500,000; (ii) at the closing, the Company issued 3,296,702 shares of its common stock valued at $2,884,614,
representing 33.3% of the Purchase Price, to the Initio Shareholders, valued at a price of $0.875 per share, which such
shares are subject to piggy-back registration rights; and (iii) at the closing, the Company executed and delivered to the
Initio Shareholders a three year promissory note (subject to adjustment if certain post-closing results are not achieved)
in the aggregate principal amount of $3,964,949 equal to 26.7% of the Purchase Price, each promissory note bearing
interest at the rate of six (6%) percent per annum, amortized on a five year straight line basis.

Initio is a U.K. domiciled full service staffing company with established brands in the US, UK and Spain. Initio’s US
division, Monroe, was established in 1969 and is a full-service consulting and staffing agency serving companies
ranging from Fortune 100 companies to new startup organizations. Monroe has approximately 14 offices located in
the US, including offices in Connecticut, Massachusetts, Rhode Island, New Hampshire and North Carolina. Initio’s
U.K. division, consisting of four distinct entities (the “Longbridge Entities’), was established in 1989 and is an
international multi-sector recruitment company, catering to the sales and marketing, technology, legal and information
technology solutions sectors. Initio’s Spanish business was not acquired as part of the Initio Acquisition.

Poolia

On February 28, 2014, we, through our wholly-owned U.K. subsidiary Staffing 360 Solutions (UK) Limited (“Staffing
UK”), completed the acquisition of the business and certain assets of Poolia UK Ltd. (“Poolia”’). The Poolia Acquisition
was completed pursuant to that certain asset purchase agreement dated February 2, 2014, by and between Staffing UK,
and Poolia (“Poolia Purchase Agreement”). Pursuant to the Poolia Purchase Agreement, the Company purchased from
Poolia substantially all of Poolia’s business and assets, including but not limited to contracts, business information,
records, book debts and goodwill.

11
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The aggregate consideration paid by the Company to Poolia for the sale and purchase of the business and assets was
£500,000 (approximately $825,000 USD) (the “Fixed Consideration”), plus an amount equal to the net asset value at the
completion date of the acquisition (the “NAV Consideration,” together with the Fixed Consideration, collectively, the
“Purchase Price”). The Fixed Consideration and a sum of £250,000 (approximately $412,500 USD), being an advance
payment of the NAV Consideration, was paid in full in cash at Closing. The balance of the NAV Consideration was to
be paid by the Company to Poolia UK Ltd. by April 30, 2014 for total consideration of $1,626,266.

Poolia UK operates its professional staffing services from its office in London and focuses on providing temporary,
contract and permanent qualified professionals to various banking, financial and commercial clients across the United
Kingdom.

PeopleSERVE

On May 17, 2014, we consummated the acquisition of 100% of the issued and outstanding capital stock of
PeopleSERVE, Inc., and forty-nine percent (49%) of the issued and outstanding capital stock of PeopleSERVE PRS,
Inc., pursuant to the PeopleSERVE Purchase Agreement, dated May 17, 2014, by and among the Company, PS, PRS
and Linda Moraski, sole owner of all of the issued and outstanding capital stock of PS and PRS.

In connection with the PeopleSERVE Acquisition, we agreed to pay to Ms. Moraski an aggregate purchase price of
approximately $6,764,188 based upon a formula in the PeopleSERVE Purchase Agreement (the “PeopleSERVE
Purchase Price”).

At the closing of the PeopleSERVE Acquisition, the Company paid to Ms. Moraski the purchase price as follows: (i)
cash in the amount of $2,705,675; (ii) restricted shares of the Company’s Common Stock, based on the closing price of
$1.93 on the date of acquisition, May 17, 2014,or 1,127,365 shares of Common Stock for a total fair value of
$2,175,814; (iii) an unsecured promissory note (“the Promissory Note””) with an initial principal amount equal to
$2,367,466; (iv) pursuant to the terms of the PS Purchase Agreement, the PS Seller is entitled to receive from the
Acquired Companies all of the Net Working Capital as of the Closing Date (as defined in the PS Purchase agreement
filed in Form 8-K dated May 20, 2014) valued at $1,138,153, and the Company and the Acquired Companies shall
have no right to, or obligations with respect to, such Net Working Capital, except as otherwise set forth in the PS
Purchase Agreement.

Pursuant to the terms of the PeopleSERVE Purchase Agreement, Ms. Moraski is entitled to receive from PS and PRS
all of the Net Working Capital (as defined in the PS Purchase agreement filed in Form 8-K dated May 20, 2014) as of
the closing date, and the Company and PRS and PS shall have no right to, or obligations with respect to, such Net
Working Capital, except as otherwise set forth in the PeopleSERVE Purchase Agreement.

12
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The purchase price is subject to a post-closing purchase price adjustment, whereby within sixty (60) days of the
closing date, audited financial statements for each of PS and PRS will be provided to the Company. The parties have
agreed to defer the delivery date of the audited financial statements until after the filing of the Company’s Form 10-K.
Upon receipt of such audited financial statements, the Company will prepare and deliver to Ms. Moraski a certificate
that sets forth the Company’s determination of (i) the PeopleSERVE Purchase Price, including the calculation of the
Adjusted EBITDA (as defined in the PS Purchase agreement filed in Form 8-K dated May 20, 2014) of PS and PRS
for the audited period and (ii) the calculation of the Net Working Capital. Once the Company and the Ms. Moraski
have agreed on the final financial statements as disclosed above, the PeopleSERVE Purchase Price shall be adjusted
based on the purchase price adjustment amount, which means an amount equal to the final determined PeopleSERVE
Purchase Price as shown in the final financial statements minus the amount of the Estimated PeopleSERVE Purchase
Price. In the event the PeopleSERVE Purchase Price is adjusted, the difference will either be paid to Ms. Moraski or
returned to the Company, as the case may be, in the same percentages of cash, shares of common stock and the
PeopleSERVE Promissory Note as the purchase price paid at closing (with a one-time payment by the appropriate
party to catch-up on principal payments previously made under the PeopleSERVE Promissory Note). PeopleSERVE
provides IT staffing support to companies in the governmental, commercial and educational sectors principally in the
State of Massachusetts.

Operating History

The Company has demonstrated that it is able to expand its business through its acquisition model. Our business is
subject to risks inherent in growing an enterprise, including limited capital resources and possible rejection of our
business model and/or sales methods.

We cannot guarantee we will be successful in our business operations. Among other risks, our business is subject to
risks inherent in the establishment of a new business enterprise, including executing our roll-up strategy, limited
capital resources and possible cost overruns.

We are seeking additional debt and equity financing in order to obtain the capital required to implement our business
plan and continue operations. We have no assurance that future financing will be available to us on acceptable terms
or at all. If financing is not available to us on satisfactory terms, we may be unable to continue, develop or expand our
operations. Equity financing, if received, will result in additional dilution to our existing shareholders.

Industry Background

The staffing industry is divided into three major segments: temporary help services, professional employer
organizations and placement agencies. Temporary help services provide workers for limited periods, often to

14
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substitute for absent permanent workers or to help during periods of peak demand. These workers, who are employees
of the temporary help agency, will generally fill clerical, technical, or industrial positions. Professional employer
organizations (PEOs), sometimes referred to as employee leasing agencies, contract to provide workers to customers
for specific functions, often related to human resource management. In many cases, customers’ employees are hired by
a PEO and then contracted back to the customer. Placement agencies, sometimes referred to as executive recruiters or
headhunters, find workers to fill permanent positions at customer companies. These agencies may specialize in

placing senior managers, mid-level managers, technical workers, or clerical and other support workers.

The Company considers itself to be a temporary staffing company within the broader staffing industry. However, the
Company provides permanent placements at the request of existing clients and consulting services such as risk audits,
due diligence for mergers and acquisition targets, and internal audit assessments.

Staffing companies identify potential employees through online advertising and referrals, and interview, test and
counsel workers before sending them to the customer for approval. Pre-employment screening can include skills
assessment, drug tests and criminal background checks. The personnel staffing industry has been radically changed by
the internet. Many employers list available positions with one or several internet personnel sites like
www.monster.com or www.careerbuilder.com, and on their own site. Personnel agencies operate their own sites and
often still work as intermediaries by helping employers accurately describe job openings and by screening candidates
who submit applications.

Job growth drives demand for the personnel staffing industry. The profitability of individual companies depends on
good marketing and availability of qualified employees. Large companies enjoy economies of scale in marketing and
back-office operations. Small companies can compete successfully by specializing in an industry or a job function.

To a great extent, clients follow the seasonal retail cycles but precede them by 2-3 months. There are two distinct “peak”
seasons: August to October, preceding the Holiday season; April to June, preceding the summer season. Both provide
extended spikes to the baseline revenue average of companies in the staffing sector.

Major end-use customers include businesses from a wide range of industries. Marketing involves direct sales
presentations, referrals from existing clients and advertising. Agencies compete both for customers and workers.
Depending on market supply and demand at any given time, agencies may allocate more resources either to finding
potential employers or potential workers. Permanent placement agencies work either on a retainer or a contingency
basis. Clients may retain an agency for a specific job search or on contract for a specific period. Temporary help
services charge customers a fixed price per hour or a standard markup on prevailing hourly rates.

For many staffing companies, demand is lower late in the fourth calendar quarter and early in the first calendar
quarter, partly because of holidays, and higher during the rest of the year. Staffing companies may have high
receivables from customers. Temp agencies and PEOs must manage a high cash flow and may maintain high cash
balances because they funnel payroll payments from employers.
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Staffing companies are regulated by the U.S. Department of Labor (DOL) and the Equal Employment Opportunity
Commission (EEOC), and often by state authorities. At issue is the relationship between the agency and the temporary
employees, or employee candidates. Many federal anti-discrimination rules regulate the type of information that
employment firms can request from candidates or provide to customers about candidates. PEOs are often considered
co-employers along with the client, but the PEO is responsible for employee wages, taxes and benefits. State
regulation aims to ensure that PEOs provide the benefits they promise to workers.

We believe demand for personnel staffing services is strongest in areas with strong employment growth, and
geographic location can determine an agency's success in attracting employees and employers. Customers generally
prefer a staffing service that can provide workers for all of their office locations. Temporary employee candidates are
often unwilling to relocate for a position.

The revenue of personnel agencies depends on the number of jobs they fill, which in turn depends on economic
growth. During economic slowdowns, many client companies stop hiring altogether. Internet employment sites
expand a companies' ability to find workers without the help of traditional agencies. Personnel agencies often work as
intermediaries, helping employers accurately describe job openings and screen candidates. Increasing the use of
sophisticated, automated job description and candidate screening tools could make many traditional functions of
personnel agencies obsolete. Free social networking sites such as LinkedIn and Facebook are also becoming a
common way for recruiters and employees to connect without the assistance of a staffing agency.

To avoid large placement agency fees, big companies may use in-house personnel staff, current employee referrals, or
human resources consulting companies to find and hire new personnel. Because placement agencies typically charge a
fee based on a percentage of the first year's salary of a new worker, companies with many jobs to fill have a large
financial incentive to avoid agencies.

Many personnel agencies are small and may depend heavily on a few big customers for a large portion of revenue.
Large customers may lead to increased revenues, but also expose agencies to higher risks. When major accounts
experience financial hardships, and have less need for temporary employment services, agencies stand to lose large
portions of revenue.

The loss of a staff member who handles a large volume of business can result in a large loss of revenue for an agency.
Individual staff members, rather than the agency itself, usually develop strong relationships with customers. Staff
members who move to another agency are often able to move customers with them.

Some of the best opportunities for temporary employment are in industries traditionally active in seasonal cycles, such
as manufacturing, construction, wholesale and retail. However, seasonal demand for workers creates cash flow
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fluctuations throughout the year. Cash flow imbalances also occur because agencies must pay workers even though
they haven't been paid by customers.

Many personnel firms have been accused of employment discrimination based on age, race, religion, or sex. Age
discrimination is a rapidly growing type of employment charge filed with the US EEOC. Allegations of discrimination
by temporary workers results in high insurance costs for staffing agencies.

Because worker leasing and the large-scale use of temporary workers are relatively new phenomena, federal and state
labor laws do not directly address many of the issues these employer-employee relationships create. However, because
clients have used PEOs to evade labor laws in the past, regulations are being tightened. PEOs are regulated in an
increasing number of states, including Florida and Texas, where a significant number operate.

Trends in the Staffing Business

Startup costs for a personnel agency are very low. Individual offices can be profitable, but consolidation is driven
mainly by the opportunity for large agencies to develop national relationships with big customers. Some agencies
expand by starting new offices in promising markets, but most prefer to buy existing independent offices with proven
staff and an existing customer roster.

Temporary workers are becoming such a large factor at some companies that personnel agency staff sometimes work
at the customer's site to recruit, train, and manage. The Company has a number of on-sight relationships with its
customers. Agencies try to match the best qualified employees for the customer's needs, but often provide additional
training specific to that company, such as instruction in the use of proprietary software.

Some personnel consulting firms and human resource departments are increasingly using psychological tests to
evaluate potential job candidates. Psychological, or liability, testing has gained popularity due to fraud scandals. In
addition to stiffer background checks, headhunters check the credit of prospective employees.

We believe the trends of outsourcing entire departments and dependence on temporary and leased workers will expand
opportunities for personnel agencies. Taking advantage of their expertise in assessing worker capabilities, some
agencies manage clients’ entire human resource functions. Human resources outsourcing (HRO) may include
management of payroll, tax filings, and benefit administration services. HRO may also include recruitment process
outsourcing (RPO), where an agency manages all recruitment activities for a client.
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New online technology is improving staffing efficiency. For example, some online applications coordinate workflow
for staffing agencies, their clients and temporary workers, and allow agencies and customers to share work order
requests, submit and track candidates, approve timesheets and expenses, and run reports. Interaction between
candidates and potential employers is increasingly being handled online.

Initially viewed as rivals, some Internet job-search companies and traditional employment agencies are now
collaborating. While some Internet sites do not allow agencies to use their services to post jobs or look through
resumes, others find that agencies are their biggest customers, earning the sites a large percentage of their revenue.
Some staffing companies contract to help client employers find workers online.

Competition

The Company’s staffing divisions face competition in attracting clients as well as temporary candidates. The staffing
business is highly competitive, with a number of firms offering services similar to those provided by the Company, on
a national, regional or local basis. In many areas the local companies are the strongest competitors. The most
significant competitive factors in the staffing business are price and reliability of service. The Company believes its
competitive advantage is from its experience in niche markets, and commitment to the specialized employment
market, along with its growing global presence.

The staffing industry is characterized by a large number of competing companies in a fragmented sector. Major
competitors also exist across the sector, but as the industry affords low barriers to entry, new entrants are constantly
introduced to the marketplace.

The top layer of competitors are large corporate staffing and employment companies which have yearly revenues of
$75 million or more. The next (middle) layer of the competition consists of medium-sized entities with yearly
revenues of $10 million or more. The largest portion of the marketplace is the bottom rung of this competitive
landscape consisting of small individual-sized or family-run operations. As barriers to entry are low, sole proprietors,
partnerships and small entities routinely enter the industry.

Employees

We currently employ one hundred thirty-seven (137) full-time employees and five (5) part-time employees as part of
our internal operations. Three (3) of our employees are employed in general or administrative functions at our
headquarters in New York, New York. Twelve (12) of our employees, all of whom worked for TRG prior to the TRG
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Acquisition, are employed in our Massachusetts office. Five (5) of our employees, all of whom worked for CSI or
NCSI prior to the CSI Acquisition, are employed in our Massachusetts office. Additionally, one hundred eleven (111)
of our employees, all of whom worked for Initio or its Subsidiaries prior to the Initio Acquisition, are employed in the
following offices: Connecticut, Massachusetts, Rhode Island, New Hampshire, North Carolina and London. This does
not include persons that we place directly with clients, which currently totals more than 3,200 individuals across our
various staffing subsidiary operations.

ITEM 1A. RISK FACTORS.

Not required for smaller reporting companies

ITEM 1B. UNRESOLVED STAFF COMMENTS.

Not applicable.

ITEM 2. PROPERTIES.

The Company currently leases 20 facilities: Our New York properties are as follows: Our corporate headquarters is
located at 641 Lexington Avenue, Suite 1526, New York, NY 10022 - month to month basis. Our Massachusetts
properties are as follows: 607 North Ave, Wakefield, MA 01880 - tenancy at will; 187 Plymouth Avenue, Fall River,
MA 02722 — twenty-four (24) month term; 1985 Main Street, Springfield, MA 01103 — twenty-four (24) month term; 29
Mountain East Street, Worcester, MA — twenty-four (24) month term; 855 Worcester Road, Framingham, MA —
twenty-four (24) month term; 643 Veterans of Foreign Wars Pkwy, Chestnut Hill, MA 02467 — twelve (12) month

term; 500 West Cummings Park, Suite 2550 Woburn, MA 01801 — sixty (60) month term, Our Connecticut office
spaces are as follows: 35 Corporate Drive, Trumbull, CT 06611 — sixty-five (65) month term; 1800 Barnum Avenue,
Stratford CT 06614 — forty-five (45) month term; 20 North Plains Industrial Road, Wallington, CT 06492 — twelve (12)
month term; 887 Main Street, Manchester, CT 06040 — thirty-six (36) month term; 767 Wolcott Street, Waterbury, CT —
sixty (60) month term; 973 Orange Avenue, West Haven, CT 06516 — sixty (60) month term; Our Rhode Island
property is located at 400 Reservoir Avenue, 2J, Providence, RI 02907 — twenty-four (24) month term; Our New
Hampshire property are as follows: 814 Elm Street, Manchester, New Hampshire — thirty-six (36) month term; 60 Main
Street Nashua, NH — thirty-six (36) month term; Our North Carolina property is located at 718 Jake Alexander Blvd
West, Salisbury NC 28147 — twenty-four (24) month term. Our United Kingdom property is located at 18 King William
Street, London — twenty-four (24) month term.

These leases expire at various times from 2014 until 2017.
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ITEM 3. LEGAL PROCEEDINGS.

In May 2014, NewCSI Inc., (“NCSI”) the former owners of Control Solutions International, filed a complaint against the
Company, alleging that the Company breached the terms of the Stock Purchase Agreement dated August 14, 2013
between NCSI and the Company (the “SPA”) by failing to calculate and pay NCSI 50% of certain “Deferred Tax Assets”
defined in the SPA (the “Action”). In the Action, NCSI seeks to accelerate the earn out payment provided for in the SPA
in the amount of $1.4 million plus $154,433 representing a Deferred Tax Assets claim, together with other unspecified
damages and legal fees. The Company filed an Answer denying the material allegations in the plaintiff’s complaint and
interposing numerous affirmative defenses. The Action is currently pending in the U.S. District Court for the Western
District of Texas and is in the early stages of discovery and the Company intends to aggressively defend against

NCSTI’s claims which the Company believes are not meritorious.
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From time to time, the Company, including its subsidiaries, may enter into legal disputes in the ordinary course of
business. However, other than as described above, the Company believes there are no material legal or administrative
matter pending that are likely to have, individually or in the aggregate, a material adverse effect on its business or
results of operations.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.

10
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY.

Market Information

The Company's common stock is traded on the OTCBB tier of the over-the-counter securities market run by FINRA,

as well as OTCQB run by OTC Markets, under the symbol “STAF”. The Company’s common stock began trading on the
OTCBB on February 15, 2013, although there has not been a lot of trading volume to date. The following table sets

forth the high and low intraday price information for the period since the Company’s common stock began trading:

Fiscal Year 2013, Quarters Ended High Low
February 28, 2013 (as of February 15,2013) $1.50 $0.75
May 31, 2013 $2.25 $1.00

Fiscal Year 2014, Quarters Ended High Low

August 31, 2013 $1.80 $0.55
November 30, 2013 $2.05 $1.01
February 28, 2014 $2.10 $1.05
May 31, 2014 $2.19 $1.55

As of September 12, 2014, the Company’s common stock was trading at $1.54.

Holders of Common Stock

We have 401 record holders of our common stock as of September 1, 2014.

Dividends
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We have never paid any cash dividends on our common stock, and we do not anticipate paying any dividends with
respect to those securities in the foreseeable future. Our current business plan is to retain any future earnings to
finance the expansion and development of our business.

Recent Sales of Unregistered Securities

Other than those sales of unregistered securities that have been disclosed by the Company in quarterly reports on

Form 10-Q, current reports on Form 8-K, and as described in “Item 7 — Management’s Discussion and Analysis of
Financial Condition and Results of Operations” under the heading “Financings,” the Company has not recently sold any
unregistered securities.

ITEM 6. SELECTED FINANCIAL DATA.

Not required for smaller reporting companies.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.

The following discussion and analysis of our results of operations and financial condition should be read in
conjunction with our financial statements and related notes appearing elsewhere in this Annual Report. The
discussion should be read along with our financial statements and notes thereto. This section includes a number of
forward-looking statements that reflect our current views with respect to future events and financial performance.
Forward-looking statements are often identified by words like believe, expect, estimate, anticipate, intend, project and
similar expressions, or words which, by their nature, refer to future events. You should not place undue certainty on
these forward-looking statements. These forward-looking statements are subject to certain risks and uncertainties
that could cause actual results to differ materially from our predictions.

Overview

The Company was incorporated in the State of Nevada on December 22, 2009, with the name “Golden Fork
Corporation”. On March 16, 2013, the Company filed the Amendment to change its name from “Golden Fork
Corporation” to “Staffing 360 Solutions, Inc.”
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On July 31, 2012, the Company formed Staffing Alliance. In September 2012, Staffing Alliance commenced
operations and in October 2012, we began generating revenues. Staffing Alliance is a wholly-owned subsidiary of the
Company. The Company ceased operations in Staffing Alliance during 2014.

On April 26, 2013, the Company consummated the TRG Acquisition, pursuant to the TRG Purchase Agreement dated
March 21, 2013, entered into by and among the Company, TRG and the shareholders of TRG. As a result of the
Acquisition, TRG became a wholly-owned subsidiary of the Company and now operates under the name “Cyber 360
Solutions.” See Note 13 to the financial statements in this Annual Report on Form 10-K for a more complete
description of the acquisition of Cyber 360 Solutions.
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On November 4, 2013, the Company consummated the acquisition of 100% of the issued and outstanding stock of
CSI pursuant to a definitive stock purchase agreement dated August 14, 2013 by and among the Company, NCSI, and
the shareholders of NCSI. See Note 13 to the financial statements in this Annual Report on Form 10-K for a more
complete description of the acquisition of CSI.

On January 3, 2014, the company consummated and closed the acquisition of 100% of the issued and outstanding
stock of Staffing 360 Solutions (UK) Limited (formerly Initio International Holdings Limited) and its respective
Subsidiaries, including but not limited to Monroe The acquisition was completed pursuant to that certain share
purchase agreement, dated October 30, 2013, as amended by Amendment No. 1 to the share purchase agreement,
dated December 10, 2013, by and among the Company and the shareholders of Initio. See Note 13 to the financial
statements in this Annual Report on Form 10-K for a more complete description of the acquisition of Initio.

On February 28, 2014, the Company purchased from Poolia UK substantially all of Poolia UK’s business and assets,
including but not limited to contracts, business information, records, book debts and goodwill. The acquisition was
completed pursuant to that certain asset purchase agreement, dated February 28, 2014. See Note 13 to the financial
statements in this Annual Report on Form 10-K for a more complete description of the acquisition of Poolia UK.

On May 17, 2014, the Company consummated the acquisition of 100% of the issued and outstanding stock of
PeopleSERVE, Inc. pursuant to a definitive stock purchase agreement dated May 17, 2014 by and among the
Company and the shareholders of PeopleSERVE, Inc. See Note 13 to the financial statements in this Annual Report
on Form 10-K for a more complete description of the acquisition of PeopleSERVE, Inc.

On May 17, 2014, the Company consummated the acquisition of 49% of the issued and outstanding stock of
PeopleSERVE, PRS pursuant to a definitive stock purchase agreement dated May 17, 2014 by and among the
Company and the shareholders of PeopleSERVE, PRS. See Note 13 to the financial statements in this Annual Report
on Form 10-K for a more complete description of the acquisition of PeopleSERVE, PRS.

Operating History

We intend to acquire domestic and international staffing companies. To date, we have six operating divisions: Cyber
360, CSI, Staffing 360 Solutions (UK), Poolia (UK), PeopleSERVE, Inc., and PeopleSERVE, PRS Inc. We are
currently negotiating with other potential acquisitions. We began generating revenues in October 2012. As a result of
these current acquisitions, we generated in excess of $45 million in revenues in fiscal 2014. Our business plan is
subject to risks inherent in growing an enterprise, including limited capital resources and possible rejection of our
business model and/or sales methods and cost overruns.
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Prior Financings

Bridge Financing

From November 13, 2013 through December 6, 2013, the Company completed multiple closings of its “best efforts”
private placement offering (the “Bridge Offering”) of 12% Unsecured Convertible Promissory Notes (the “Convertible
Notes”) with certain accredited investors (the “Bridge Purchasers”).

Pursuant to the purchase agreements between the Company and the Bridge Purchasers in connection with the
Convertible Notes (the “Subscription Agreements”), we issued Convertible Notes for an aggregate amount of
$1,655,000 to 23 accredited investors. In addition to the Convertible Notes, each Bridge Purchaser received equity
consideration at a rate of 12,500 shares of common stock for each $50,000 investment. Accordingly, the Company
issued an aggregate of 413,750 shares of common stock to the Bridge Purchasers.

In connection with the Bridge Offering, the Company retained Accelerated Capital Group, Inc. (“Accelerated Capital”)
as the placement agent. For acting as placement agent, the Company agreed to pay Accelerated Capital: (i) a fee in
cash up to an amount equal to ten percent (10%) of the aggregate gross proceeds raised by such brokers in the Bridge
Offering, (ii) a non-accountable expense allowance of up to two percent (2%) of the aggregate gross proceeds raised
by such broker in the Bridge Offering, and (iii) shares of common stock of the Company equal to an amount of up to
ten percent (10%) of the aggregate number of shares of common stock of the Company issued in connection with
funds raised by the broker in the Bridge Offering. As of the final closing on December 6, 2013, the Company paid the
placement agent an aggregate consideration of $198,600 and issued an aggregate of 41,375 shares of common stock.

Subsequently, on the final closing of the private placement offering (the “PIPE Financing”), as described below, all of
the Bridge Purchasers elected to convert all of the respective Convertible Notes, plus accrued interest, into Units at the
same terms of the PIPE Financing. This resulted in the aggregate issuance of an additional 1,727,058 shares of
common stock to the Bridge Purchasers. Further, in connection with this conversion, the Company issued to
Accelerated Capital, as placement agent for the Bridge Offering, an additional 345,412 shares of common stock,
which is equal to 20% of the shares of common stock issued to the Bridge Purchasers upon such conversion.

12

27



Edgar Filing: Staffing 360 Solutions, Inc. - Form 10-K

PIPE Financing

From January 3, 2014 through March 13, 2014, the company completed multiple closings of its PIPE Financing up to
$10,000,000 consisting of up to 400 units (the “Units”) of the Company, each Unit consisting of (i) 25,000 shares of
Common Stock of the Company, priced at $1.00 per share (“PIPE Shares”) and (ii) warrants (the “PIPE Warrants”) to
purchase 12,500 shares of the Company’s common stock at an exercise price of $2.00 per share. As of the final closing
on March 13, 2014, the Company received an aggregate amount of $10,000,000 from a total of 137 accredited
investors and issued an aggregate of 400 Units, which consisted of a total of 10,000,000 shares of common stock and
5,000,000 Warrants.

In connection with the PIPE Financing, the Company retained Accelerated Capital as the placement agent. For acting
as placement agent, the Company agreed to pay Accelerated Capital: (i) a fee in cash up to an amount equal to ten
percent (10%) of the aggregate gross proceeds raised by such broker in the PIPE Financing, (ii) a non-accountable
expense allowance of up to two percent (2%) of the aggregate gross proceeds raised by such broker in the PIPE
Financing, and (iii) shares of common stock equal to an amount of up to ten percent (10%) of the aggregate number of
shares of common stock of the Company issued in connection with funds raised by the broker in the PIPE Financing.
As of the final closing, the Company paid Accelerated Capital an aggregate consideration of $1,105,380 and issued an
aggregate of 921,150 shares of common stock.

Bond Financing

From May 19, 2014 through July 29, 2014, the Company completed multiple closings of its best efforts private
offering (the “Bond Financing”) of 12% Convertible Bonds (the “Convertible Bonds”) with certain accredited investors
(the “Bond Purchasers”). Pursuant to purchase agreements with each of the Bond Purchasers (the “Bond Agreements”),
the Company issued Convertible Bonds for an aggregate of $4,058,500 to a total of 70 accredited investors. On or

prior to the maturity date of each of the Convertible Bonds, the Bond Purchasers must notify the Company whether

the payment for the Convertible Bond will be made in cash or as payment-in-kind in comparably valued common

stock of the Company. The Bond Purchasers may elect to convert the Convertible Bonds, including all accrued but
unpaid coupon payments, at any time prior to the maturity date, into restricted shares of common stock of the
Company, at a conversion price of $1.50 per share. The Convertible Bonds have a maturity date of October 15, 2014.

In addition to the Convertible Bonds, each Bond Purchaser received equity consideration at a rate of 5,000 shares of
the Company’s common stock for each $50,000 investment. Accordingly, the Company issued an aggregate of 405,850
shares of its common stock to the Bond Purchasers.
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In connection with the Bond Financing, the Company retained Accelerated Capital as the placement agent. For acting
as placement agent, the Company agreed to pay Accelerated Capital: (i) a cash fee up to an amount equal to ten
percent (10%) of the aggregate gross proceeds raised by Accelerated Capital in the Bond Financing, (ii) a
non-accountable expense allowance of up to two percent (2%) of the aggregate gross proceeds raised by Accelerated
Capital in the Bond Financing, and (iii) shares of common stock equal to an amount no greater than ten percent (10%)
of the Bond Financing. As of the final closing, the Company paid Accelerated Capital an aggregate consideration of $
487,020 and issued to Accelerated Capital an aggregate of 40,585 shares of common stock.

Short Term Financings

From April 21, 2014 through May 27, 2014, the Company also conducted a note offering, whereby the Company
raised approximately $950,000 from 2 accredited investor through the issuance of five (5) short-term 12% convertible
promissory notes (the “April Notes”). The purchaser of the April Notes received an aggregate of 150,000 shares of
restricted common stock. The April Notes are due and payable upon demand by the holder with advance written
notice fifteen (15) days prior to the desired payment date. Commencing on dates ranging from July 15, 2014 to August
1, 2014, the holder is entitled to receive shares ranging from an additional 2,500 to 5,000 shares of the Company’s
restricted common stock per $100,000 note payable in arrears per month that any principal amount or interest remains
outstanding under the note. The holder of the April Notes may convert, at its sole election, the principal amount and
any accrued but unpaid interest due under the April Notes into restricted shares of common stock at a price of $1.50
per share. The April Notes and shares of common stock issued in connection with the April Notes qualified for
exemption under Rule 506(b) promulgated under Section 4(a)(2) of the Securities Act since the issuance of these
securities by the Company was to an accredited investor and did not involve a “public offering.”

From May 14, 2014 through May 19, 2014, the Company conducted an additional note offering whereby the

Company raised approximately $600,000 from 5 accredited investors through the issuance of five (5) short-term 12%
convertible promissory notes (the “May Notes”). The May Notes were payable upon the earlier of (i) completion of the
Company’s convertible bond offering, (ii) completion of the Company’s senior debt facility or (iii) July 14, 2014. The
purchasers of the May Notes received an aggregate of 120,000 shares of restricted common stock. The holders of the
May Notes were entitled to convert, at their sole election, the principal amount and any accrued but unpaid interest

due under the May Notes into restricted shares of common stock at a price of $1.50 per share. The May Notes and
shares of common stock issued in connection with the May Notes qualified for exemption under Rule 506(b)
promulgated under Section 4(a)(2) of the Securities Act since the issuance of these securities by the Company were
only made to accredited investors and did not involve a “public offering.” On July 14, 2014, all five (5) of the holders of
the May Notes converted such May Notes into an aggregate of 407,915 shares of common stock.

On May 27, 2014, the Company conducted an additional note offering whereby the Company raised approximately
$50,000 from one accredited investor through the issuance of a short-term 12% convertible promissory note (the “May
27 Note”). The May 27 Note was payable upon the earlier of (i) completion of the Company’s convertible bond
offering, (ii) completion of the Company’s senior debt facility or (iii) July 12, 2014. The purchasers of the May 27
Note received an aggregate of 50,000 shares of restricted common stock. The holder of the May 27 Note was entitled
to convert, at his sole election, the principal amount and any accrued but unpaid interest due under the May 27 Note
into restricted shares of common stock at a price of $1.50 per share. The May 27 Note and shares of common stock
issued in connection with the May 27 Note qualified for exemption under Rule 506(b) promulgated under Section
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4(a)(2) of the Securities Act since the issuance of these securities by the Company were only made to accredited

investors and did not involve a “public offering.” On July 25, 2014, the Company repaid the May 27 Note, including all
accrued and unpaid interest.

13
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In connection with the May 27, 2014 Note, and pursuant to that certain placement agent agreement, dated January 23,
2014, between the Company and Corinthian Partners (“Corinthian”), the Company paid Corinthian, in connection with
the introduction of the investor to the Company, a cash fee of $5,000 and issued 1,000 shares of common stock.

On June 22, 2014, the Company conducted an additional note offering whereby the Company raised approximately
$100,000 from one accredited investor through the issuance of a short-term 12% convertible promissory note (the
“June Note”). The June Note is also payable upon the earlier of (i) completion of the Series A Bond Offering, (ii)
completion of the Company’s senior debt facility or (iii) eight (8) weeks from the original issuance date of the June
Note. The purchaser of the June Note received an aggregate of 20,000 shares of restricted common stock. The holder
of the June Note may convert, at his sole election, the principal amount and any accrued but unpaid interest due under
the June Note into restricted shares of Common Stock at a price of $1.50 per share. The June Note and shares of
common stock issued in connection with the June Note qualified for exemption under Rule 506(b) promulgated under
Section 4(a)(2) of the Securities Act since the issuance of these securities by the Company were only made to
accredited investors and did not involve a “public offering.” In August 2014, the Company repaid the June 22 Note,
including all accrued and unpaid interest.

In June 2014, the Company issued a promissory note for consideration totaling $100,000 to Robert Mayer, a director
and shareholder of the Company. The promissory note was non-interest bearing and due on demand. The Company
issued 5,000 shares to Mr. Mayer as additional consideration. This note was paid in full in June, 2014.

In July 2014, the Company issued three non-interest bearing promissory notes in the aggregate amount of $280,000 to
three related parties. The promissory notes were due upon demand. The first note was issued on July 16, 2014 to
Trilogy Capital Partners, which is owned by the Company’s President, Alfonso J. Cervantes, in the amount of $30,000.
This note was repaid in full on July 25, 2014. The second note was issued on July 17, 2014 to Jeff Mitchell, the
Company’s CFO, in the amount of $150,000. The Company issued 10,000 Common Stock shares to Mr. Mitchell as
additional consideration. This note was repaid in full on July 25, 2014. The third note was issued on July 8, 2014 to
Robert Mayer, a director and shareholder of the Company, in the amount of $100,000. The Company issued 7,000
shares to Mr. Mayer as additional consideration. This note was paid in full on July 29, 2014.

In August 2014, the Company issued a promissory note for consideration totaling $125,000 to Robert Mayer, a
director and shareholder of the Company. The promissory note was non-interest bearing and due on demand. The
Company issued 7,500 shares to Mr. Mayer as additional consideration. This note is still outstanding.

In July and August 2014, the Company issued promissory notes to Sterling National bank for consideration totaling
$625,000. The notes bear interest at 18% per annum and are due upon demand. As of the date of this filing, the
Company has repaid $488,992 in principal and $5,271 in interest. The balance outstanding as of the date of this filing
is $136,008.
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In August 2014, the Company issued a non-interest bearing promissory note in the amount of $150,000 to Barry
Cervantes, a brother of the Company’s President, Alfonso J. Cervantes. The promissory note is due upon demand. The
Company issued 7,500 shares to Barry Cervantes as additional consideration. This note remains outstanding.

Accounts Receivable Credit Facilities

In May 2013 and November 2013, respectively, Staffing 360 Group, Inc. d/b/a Cyber 360 Solutions and Control
Solutions International, Inc., both wholly owned subsidiaries of the Company, entered into financing services
agreements by which they assign accounts receivable to fund working capital with Sterling National Bank (“Sterling”).
Pursuant to these agreements, Sterling may advance up to 90% of the face value of eligible accounts receivable. The
borrowings carry interest at a rate of .025% per day, or 9% per annum, from the date of the advance until the date of
repayment. There is no ending date to the agreement, only a closing fee of $500 upon termination.

In February 2014, Staffing 360 Solutions (UK) Limited, a wholly owned subsidiary of the Company, entered into an
agreement with ABN AMRO Commercial Finance PLC under which it borrows money against open accounts
receivable. Under this agreement, the Borrower receives advances of up to 90% on temporary placements and 75% on
permanent placements of the face value of eligible receivables. The borrowings carry interest at a rate of 2.50% above
the Sterling Libor rate (3.90%). The maximum loan amount is 1,250,000 Pounds Sterling. The agreement terminates
on its second anniversary. Additionally, it entered a term loan with ABN-AMRO Commercial Finance PLC for
£200,000, to fund part of the Poolia Acquisition. This agreement is paid over a 24 month period starting in March
2014 and has a personal guarantee of the Executive Chairman, Brendan Flood.

Effective November 1, 2012, the Company’s subsidiary, Monroe Staffing, a subsidiary of Staffing (UK), entered into a
$14,000,000 line of credit (“Credit and Security Agreement”) with Wells Fargo Bank, NA. The Credit and Security
Agreement is subject to accounts receivable limitations and bears interest at Libor plus 5% (5.15% as of May 31,
2014) on the greater of $5,000,000 or the actual loan balance outstanding, and expires on October 31, 2015. The
Agreement is subject to an annual facility fee, certain covenants and is secured by all of the assets of Monroe Staffing.
The covenants are as follows:
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-The Company’s Working Capital Ratio shall at all times be not less than 1:1 measured on a quarterly basis.

-The Company’s Cash Flow shall at all times be positive, as measured on a quarterly cumulative basis.

The Company shall not make any loans, advances or transfers to any subsidiary or affiliate other than transactions in
"the ordinary course of business.

In March 2014, the Company obtained a one-time waiver relating to the above covenants, specifically as it relates to
the failure to maintain a working capital ratio of 1:1 and positive cash flow for the quarterly period ended December
2013.

Effective July 25, 2014, the Company joined with its subsidiaries, Monroe Staffing Services, LLC, PeopleSERVE,
Inc. and PeopleSERVE PRS, Inc., (collectively referred to as “Borrowers”) in an Amended and Restated Credit and
Security Agreement and a new Credit and Security Agreement (“Credit Facility”’) with Wells Fargo Bank, NA. This
Credit Facility increased the line of credit amount from $14,000,000 to $15,000,000 and modified the covenant to
permit, with certain limitations, the transfer of funds amongst the Borrowers. All of terms and conditions remain
unchanged. At May 31, 2014, $11,260,207 was recorded as a liability relating to the Line of Credit.

Going concern

Through August 2012, the Company was presented as a development stage company. Activities during the
development stage included organizing the business and raising capital. In September 2012, Staffing Alliance
commenced operations and the Company began to generate revenues in October 2012. In April 2013, Cyber 360
Solutions commenced operations and began generating revenues. In November 2013, NCSI commenced operations
and began generating revenues. In January 2014, Staffing UK commenced operations and began generating revenues.
In February 2014, Poolia UK commenced operations and began generating revenues. In May 2014, PeopleSERVE,
Inc. and PeopleSERVE, PRS commenced operations and began generating revenues. Since inception, the Company
has been able to operate under a going concern audit opinion and meet its financial obligations. Since the Company
has incurred losses and currently has negative working capital, these consolidated financial statements have been
prepared on a going concern basis, which implies the Company will continue to meet its obligations and continue its
operations for the next fiscal year. Realization value may be substantially different from carrying values as shown and
these consolidated financial statements do not include any adjustments to the recoverability and classification of
recorded asset amounts and classification of liabilities that might be necessary if the Company is unable to continue as
a going concern. As of May 31, 2014, the Company had a working capital deficiency of $7,158,462, and had an
accumulated deficit of $16,337,118 and for the year ended May 31, 2014 had net losses and net cash used in
operations of $12,657,739 and $4,287,975 respectively. The continuation of the Company as a going concern is
dependent upon the continued financial support from its major shareholders, the ability of the Company to obtain
necessary equity financing to continue operations, and through profitable operations from existing subsidiaries and the
acquisition of additional entities. These factors raise substantial doubt regarding the Company’s ability to continue as
a going concern and the outcome of these uncertainties cannot be predicted.
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Currently, we do not have sufficient working capital to fund the expansion of our operations and to provide working
capital necessary for our ongoing operations and obligations. We will need to raise significant additional capital to
fund our operating expenses, pay our obligations, and acquire additional entities. In order to continue as a going
concern and achieve a profitable level of operations, the Company will need, among other things, additional capital
resources. Management’s plan to continue as a going concern includes raising capital through increased sales and
conducting additional financings through debt and equity transactions in order to acquire additional entities. The
Company anticipates it will require $4.0 million over the next twelve (12) months for working capital. This amount
does not include capital needed to fund additional acquisitions. However, management cannot provide any assurances
that the Company will be successful in accomplishing any of its plans. The ability of the Company to continue as a
going concern is dependent upon the management’s ability to successfully implement the plans described above,
including securing additional sources of financing and attain profitable operations. Management also cannot provide
any assurance that unforeseen circumstances that could occur at any time within the next twelve months or thereafter
will not increase the need for the Company to raise additional capital on an immediate basis. These matters raise
substantial doubt about the Company’s ability to continue as a going concern. The accompanying consolidated
financial statements do not include any adjustments that might be necessary should the Company be unable to
continue as a going concern.
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From inception through May 31, 2014, the Company has raised capital by conducting financings through debt and
equity transactions. During the fiscal year ended May 31, 2014, the Company conducted various note offerings (See
Note 5 to the financial statements with this Annual Report), whereby the Company raised $3,255,000 for the issuance
of 12% convertible promissory notes. The notes have varying due dates and triggering events. However, they are all
short-term notes. The purchaser of the notes also received additional equity consideration in the form of restricted
Common Stock. The notes and shares of common stock issued in connection with the notes qualified for exemption
under Rule 506(b) promulgated under Section 4(a)(2) of the Securities Act since the issuance of these securities by the
Company was to an accredited investor and did not involve a “public offering.” In addition, the Company conducted
note offerings (see Note 6 to the financial statements with this Annual Report), whereby the Company raised $340,000
pursuant to 12% promissory note agreements dated September 27, 2013, October 18, 2013 and October 28, 2013, in
the amount of $40,000, $200,000 and $100,000, respectively. As additional consideration, the note holders received
additional equity consideration in the form of restricted Common Stock. On December 6, 2014, the Company raised
$1,655,000 in the form of 12% convertible promissory notes relating to its $1.75 million bridge financing. In April
2014, the Company converted the entire $1,655,000 of principal and $72,044 of interest and issued 1,727,044 shares
(1,655,000 relating to principal and 72,044 relating to accrued interest). On March 13, 2014, the Company
successfully completed its private placement offering of the maximum amount of $10,000,000 which consisted of
common stock and warrants. Each unit consisted of (i) 25,000 shares of common stock priced at $1.00 per share and
(ii) warrants to purchase 12,500 shares, at an exercise price of $2.00 per share. Since the issuance of these securities
by the Company did not involve a “public offering” and the Company only accepted investments from accredited
investors, the sale of the units qualified for exemption under Rule 506(b) promulgated under Section 4(a)(2) of the
Securities Act. For the aggregate amount of $10,000,000 and the 400 units through May 31, 2014, the Company
issued a total of 10,000,000 shares of common stock and 5,000,000 warrants.

In April, 2014, the Company commenced its best efforts private offering (the “Bond Offering”) of 12% Convertible
Bonds (the “Bonds”) with certain accredited investors (the “Purchasers™). As of May 31, 2014, the Company issued Bonds
for an aggregate of $2,998,500 (see Note 7 to the financial statements with this Annual Report). On July 29, 2014, the
Company completed the Bond Offering for an aggregate of $4,058,500. These Bonds mature on October 15, 2014,
unless voluntarily converted. In addition to the Bonds, each Purchaser of the Bonds received equity consideration at a
rate of 5,000 shares (the “Equity Consideration”) of Common Stock for each $50,000 investment for a total of 405,850
shares of common stock. From April 21, 2014 through May 27, 2014, the Company also conducted a note offering,
whereby the Company raised approximately $950,000 from 2 accredited investors through the issuance of five (5)
short-term 12% convertible promissory notes (the “April Notes™). The purchaser of the April Notes received an
aggregate of 150,000 shares of common stock. From May 14, 2014 through May 19, 2014, the Company conducted an
additional note offering whereby the Company raised approximately $600,000 from 5 accredited investors through the
issuance of five (5) short-term 12% convertible promissory notes (the “May Notes”). The purchasers of the May Notes
received an aggregate of 120,000 shares of restricted common stock. On May 27, 2014, the Company conducted an
additional note offering whereby the Company raised approximately $50,000 from one accredited investor through the
issuance of a short-term 12% convertible promissory note (the “May 27 Note”). The purchaser of the May 27 Note
received an aggregate of 10,000 shares of restricted common stock. In July 2014, the Company issued three
non-interest bearing promissory notes in the aggregate amount of $280,000 to three related parties. The promissory
notes were due upon demand. The first note was issued on July 16, 2014 to Trilogy Capital Partners, which is owned
by the Company’s President, Alfonso J. Cervantes, in the amount of $30,000. The second note was issued on July 17,
2014 to Jeff Mitchell, the Company’s CFO, in the amount of $150,000. The Company issued 10,000 shares of common
stock to Mr. Mitchell as additional consideration. The third note was issued on July 8, 2014 to Robert Mayer, a
director and shareholder of the Company, in the amount of $100,000. The Company issued 7,000 shares to Mr. Mayer
as additional consideration. In August 2014, the Company issued a non-interest bearing promissory note in the amount
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of $150,000 to Barry Cervantes, a brother of the Company’s President, Alfonso J. Cervantes. The promissory note is
due upon demand. The Company issued 7,500 shares to Barry Cervantes as additional consideration. In August 2014,
the Company issued a non-interest bearing promissory note in the amount of $125,000 to Robert Mayer, a director and
shareholder of the Company. The promissory note is due upon demand. The Company issued 7,500 shares to Mr.
Mayer as additional consideration. In July and August 2014, the Company issued promissory notes to Sterling
National bank for consideration totaling $625,000. These notes bear interest at 18% per annum and are due upon
demand.
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In total, for the fiscal year ended May 31, 2014, the Company raised an aggregate of $17,158,500 in capital by
conducting financings through debt and equity transactions. In addition, from June 1, 2014 through the date of this
filing, the Company raised an aggregate of $2,240,000. The Company intends to continue to conduct additional
short-term note financings to provide necessary working capital to the Company, as needed

Results of Operations

The Company is still in the early stages of its development and the acquisition of five (5) additional staffing
companies. As a consequence of this, and specifically the transaction costs of the acquisition program and the cost of
obtaining financing, the Company generated a loss of $12.6 million in the year-ended May 31, 2014. In addition,
during 2014, the Company recorded approximately $3.5 million of non-cash impairment charges against the first two
acquisitions. Additionally, the Company incurred approximately $1.1 million of non-cash amortization of intangibles.
While we accept that these two acquisitions have under-performed from a GAAP perspective, we view our M&A
program in its totality. Without the Cyber360 acquisition we could not have made the Control Solutions International
acquisition and without both, we would not have been able to consummate our transformative acquisition of Initio
International Holdings. The acquisition of Initio allowed us to complete both Poolia UK and PeopleSERVE. In the
medium to long-term we will view this impairment as a cost of getting our growth program in place.

From a revenue perspective, the Company delivered $45.8 million for the year, of which $25.6 million was in the final
quarter of the year. The fourth quarter revenue is consistent with what will be expected each quarter on a go forward
basis not taking into account any potential acquisitions. The Company believes the acquisitions consummated during
calendar year 2014 are performing as expected. We are confident that we can continue to grow these businesses and
that they will allow us to attract further acquisitions in line with our stated Strategic Plan of getting to $300 million of
annualized revenues.

The Company is vigilant in managing its operations and has developed a “Path to Profitability” program that is
monitored constantly. This Path to Profitability includes overhead control, operational reviews, cash management,
adequate capitalization, and our M&A program. Young, growing companies often confront struggles such as
integration, financing, etc. We have invested for our future in building a strong corporate team which allows stronger
financial reporting, compliance and commercial management. This investment has contributed to our losses in the
short-term but would not need material additions to it as we grow, both organically and through acquisition.

The following table sets forth the results of our operations for the years ended May 31, 2014 and 2013 indicated as a
percentage of net revenues:

Years Ended May 31,
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2014 2013
Service revenues $45,778,493 100% $647,731 100 %
Direct cost of services 36,694,123 80 % 448,507 609 %
Gross profit 9,084,370 20 % 199,224 31 %

Operating expenses 18,945,032 34 % 2,632,924 406 %
Loss from operations (9,860,662 ) (14)% (2,433,700) (367)%
Other expenses (2,727,109 ) (14)% (971,482 ) (150)%
Net loss $(12,657,739) (28 )% $(3,405,182) (526)%
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Service revenues

We began to generate revenues in October 2012. As of May 31, 2014, the Company had six entities — Cyber 360,
Control Solutions International (CSI), Staffing (UK), Poolia (UK), PeopleSERVE, Inc. and PeopleSERVE PRS.

Cyber 360 was acquired on April 26, 2013. Cyber 360 primarily provides IT and information security temporary
staffing services for an array of large institutions. They also provide permanent placement, consulting to permanent
placement and consulting. Contingent staffing and consulting revenues are recognized when the services are rendered
by the Company’s contingent employees and consultants. The Company pays all related costs of employment,
including workers’ compensation insurance, state and federal unemployment taxes, social security and certain fringe
benefits. For the year ended May 31, 2014, Cyber 360 had revenues of $4,580,331 compared to $475,506 for the year
ended May 31, 2013. The revenues for the year ended May 31, 2013 are from date of acquisition through the fiscal
year end (approximately one month period). Permanent placement staffing revenues are recognized when employment
candidates typically start their first day of work. The Company offers a 30/60/90 day guarantee. If the employee is
terminated or leaves voluntarily during this period, a pro-rated refund is provided. The Company has a substantial
history of estimating the effect of permanent placement candidates who do not remain with its client through the
guarantee period. Fees to clients are generally calculated as a percentage of the new employee’s annual compensation.

Control Solutions International (CSI) was acquired on November 4, 2013. It provides consulting and risk advisory
services principally in the U.S. and Canada but also has a network of affiliated entities across 33 countries through
which our services are provided. It recognizes revenue ratably over the period in which the service is provided. The
costs of the service provision are recognized as the cost and time is incurred. For the year ended May 31, 2014, CSI
added revenue to the Company of $3,564,249 compared to $0 for the year ended May 31, 2013.

Staffing UK (including its subsidiary Monroe) was acquired on January 3, 2014. It provides temporary staffing and
permanent placement services in the US and the UK. Revenues are derived from gross billings, which are based on (i)
the payroll cost of its worksite employees; and (ii) a markup computed as a percentage of the payroll cost. The gross
billings are invoiced concurrently with each periodic payroll of its worksite employees. For the year ended May 31,
2014, Staffing UK (including Monroe) added revenue to the Company of $35,234,255 compared to $0 for the year
ended May 31, 2013.

Poolia UK was acquired on February 28, 2014. Poolia UK operates its professional staffing services from its office in
London and focuses on providing temporary, contract and permanent qualified professionals to various banking,
financial and commercial clients across the United Kingdom. For the year ended May 31, 2014, Poolia UK added
revenue to the Company of $1,586,630 compared to $0 for the year ended May 31, 2013.
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PeopleSERVE, Inc. was acquired on May 17, 2014. It provides temporary staffing and permanent placement services
primarily in the IT sector. Revenues are derived from gross billings, which are based on (i) the payroll cost of its
worksite employees; and (ii) a markup computed as a percentage of the payroll cost. The gross billings are invoiced
concurrently with each periodic payroll of its worksite employees. For the year ended May 31, 2014, PeopleSERVE,
Inc. added revenue to the Company of $434,410 compared to $0 for the year ended May 31, 2013.

PeopleSERVE, PRS was acquired on May 17, 2014. It provides temporary staffing and payrolling services primarily
in the IT sector. Revenues are derived from gross billings, which are based on (i) the payroll cost of its worksite
employees; and (ii) a markup computed as a percentage of the payroll cost. The gross billings are invoiced
concurrently with each periodic payroll of its worksite employees. For the year ended May 31, 2014, PeopleSERVE,
PRS added revenue to the Company of $300,879 compared to $0 for the year ended May 31, 2013.

For the year ended May 31, 2014, we, on a consolidated basis, had net revenues of $45,778,493 compared to $647,731
for the year ended May 31, 2013. The dramatic increase in revenues is due to the full year impact of the five
acquisitions the Company has consummated.

Direct cost of services

Cost of revenues includes the cost of labor and other overhead costs (payroll wages, taxes and related insurance) as
they relate to employees (temporary and permanent) as well as sub-contractors and consultants. For the year ended
May 31, 2014 and 2013, cost of revenues was $36,694,123 and $448,507, respectively. The increase is related to the
cost of revenues of the Company’s five (5) acquisitions, which took place after the year ended May 31, 2013.

Gross profit and gross margin

Our gross profit for the year ended May 31, 2014 and 2013 was $9,084,370 and $199,224, respectively, representing
gross margin of 20% and 31% respectively. The decrease is related to the gross profit margin of the Company’s five
(5) acquisition, four (4) of which took place after the year ended May 31, 2013 as compared to the gross profit of its
lone subsidiary in 2013.

Operating expenses

For the year ended May 31, 2014, operating expenses amounted to $15,404,177 as compared to $2,632,924 for the
year ended May 31, 2013, an increase of $12,771,253. For the year ended May 31, 2014 and 2013, operating expenses
consisted of the following:
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Years Ended May 31,

2014 2013
General and administrative $2,827,094 $319,075
Compensation 7,620,509 368,547
Director and Consulting fees — related parties 458,968 476,129
Impairment of goodwill 2,700,255 -
Impairment of intangible assets 833,592 -
Depreciation and amortization 1,198,788 22,752
Professional fees 3,305,826 1,446,421
Total operating expenses $18,945,032 $2,632,924

For the year ended May 31, 2014, the increase in our operating expenses as compared to the year ended May 31, 2013
was primarily attributable to:

An increase of $2,508,019 in general and administrative expenses for the year ended May 31, 2014 as compared to
the year ended May 31, 2013. The increase is primarily attributable to the implementation of the Company’s business
“plan in relation to costs incurred for adding four acquisitions as well as office expenses related to the Company’s
subsidiaries, four of which did not exist prior to May 2013.

An increase in compensation of $7,251,962. The Company has increased its workforce due to the increase related to
the acquisitions made in November 2013 and January, February and May 2014. In 2013, the Company hired a
“president of the Company as well as two senior vice presidents. The increase in compensation primarily relates to the
compensation of the employees working for the Company’s acquired subsidiaries.

A decrease of $17,161 in director and consulting fees to related parties incurred for administrative overhead services
and business development services is primarily attributable to the Company hiring executive officers rather than
“hiring consultants in order to implement the Company’s business plan specifically researching potential target
acquisitions as well as implementing the Company’s plan relating to its existing subsidiaries.

During the year ended May 31, 2014 and 2013 the Company recognized amortization expense of $1,084,961 and
$20,828, respectively. Amortization expense relates to the amortization of the Company’s intangible assets. The
Company’s intangible assets are being amortized on a straight line basis over the estimated life of the asset of four
“years except for Trade Names which are being amortized over fifteen years. The intangible asset is related to the
acquisitions of Cyber 360 on April 26, 2013, Control Solutions International on November 4, 2013, Staffing UK on
January 3, 2014, Poolia on February 28, 2014 and PeopleSERVE, Inc. and PeopleSERVE, PRS on May 17, 2014.

_An increase of $113,827 in depreciation expense. The increase relates to the fixed assets of the Company’s
subsidiaries and the fixed assets the Company acquired.
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An increase of $1,859,405 in professional fees in the year ended May 31, 2014 as compared to the year ended May
31, 2013. The increase primarily relates to increases in accounting, consulting and legal fees relating to the
implementation of the Company’s business plan specifically due diligence (legal and accounting) of potential
acquisition targets, as well as, legal and auditing costs associated with the completion of the acquisitions. This is
expected to continue while we look to acquire new businesses. The increase also relates to the professional fees
relating to running public companies (accounting, auditing, legal, transfer agent, and filing fees).

For the year ended May 31, 2014, the Company recorded an impairment to its goodwill totaling $2,700,255. The
Company fully impaired its goodwill asset related to the acquisition of Cyber 360 Solutions, Inc. for a total of
$1,412,646 and impaired $1,287,609 related to the full impairment associated with the acquisition of Control
“Solutions, Inc. The Company periodically reviews its goodwill for impairment whenever events or changes in
circumstances indicate that the carrying amount of the assets may not be fully recoverable or annually if not done
earlier. The valuations provided were performed by an independent professional valuation services’ calculations.

For the year ended May 31, 2014, the Company recorded an impairment to its intangible assets totaling $833,592.
The Company fully impaired its intangible assets related to the acquisition of Cyber 360 Solutions, Inc. for a total of
$823,567 and impaired $10,025 related to the acquisition of Control Solutions, Inc. The Company periodically
‘reviews its intangible assets for impairment whenever events or changes in circumstances indicate that the carrying
amount of the assets may not be fully recoverable or annually if not done earlier. The valuations provided were
performed by an independent professional valuation services’ calculations.

Other Expenses

For the years ended May 31, 2014 and 2013, we incurred interest and financing expense of $2,272,109 and
$1,011,482, respectively, relating to interest from convertible notes payables, accounts receivable financing,
amortization of beneficial conversion feature, debt discount and amortization of deferred financing costs.
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Net Loss

As a result of the factors described above, our net losses for the years ended May 31, 2014 and 2013 were
$12,657,739 and $3,405,182, respectively, or a net loss per common share of $0.65 and $0.43 (basic and diluted),
respectively.

Liquidity and Capital Resources

Liquidity is the ability of a company to generate funds to support its current and future operations, satisfy its
obligations, and otherwise operate on an ongoing basis. We have been funding our operations through promissory
notes, the sale of the Company’s common stock through private offerings and from advances from our majority
shareholders/officers/directors.

Through August 2013, the Company was presented as a development stage company. Activities during the
development stage included organizing the business and raising capital. In September 2012, Staffing Alliance
commenced operations and the Company began to generate revenues. In April 2013, Cyber 360 Solutions commenced
operations and began generating revenues. In November 2013, NCSI commenced operations and began generating
revenues. In January 2014, Staffing UK commenced operations and began generating revenues. In February 2014,
Poolia UK commenced operations and began generating revenues. In May 2014, PeopleSERVE, Inc. and
PeopleSERVE, PRS commenced operations and began generating revenues. Since the Company has incurred losses
and currently has negative working capital, these consolidated financial statements have been prepared on a going
concern basis, which implies the Company will continue to meet its obligations and continue its operations for the
next fiscal year. Realization value may be substantially different from carrying values as shown and these
consolidated financial statements do not include any adjustments to the recoverability and classification of recorded
asset amounts and classification of liabilities that might be necessary if the Company is unable to continue as a going
concern. As of May 31, 2014, the Company had a working capital deficiency of $7,158,462, and had an accumulated
deficit of $16,337,118 and for the year ended May 31, 2014 has a net loss and net cash used in operations of
$12,657,739 and $4,287,975, respectively. The continuation of the Company as a going concern is dependent upon
the continued financial support from its major shareholders, the ability of the Company to obtain necessary equity
financing to continue operations, and through profitable operations from existing subsidiaries and the acquisition of
additional entities. These factors raise substantial doubt regarding the Company’s ability to continue as a going
concern and the outcome of these uncertainties cannot be predicted.

Our primary uses of cash have been for professional fees related to our operations and financial reporting requirement
and for the payment of compensation and benefits and consulting fees to related parties. All funds received have been
expended in growing the business, implementing our business plan and funding operations. The following trends are
reasonably likely to result in a material decrease in our liquidity over the near to long term:
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An increase in working capital requirements to finance targeted acquisitions,
. Addition of administrative and sales personnel as the business grows,
Increases in advertising, public relations and sales promotions for existing and new brands as we expand within
'existing markets or enters new markets,
The cost of being a public company, and
Capital expenditures to add technologies.

In October 2012, we began to generate revenues. At May 31, 2014, we had cash of $1,324,711. We have funded our
operations as follows:

‘On January 17, 2013, the Company signed a promissory note with a lender in the principal amount of $750,000. The
promissory note bears interest at a rate of 12% per annum.

_During the period from March 2013 through February 2014, the Company entered into promissory notes with various
parties in the aggregate principal amount of $425,000. The notes bear interest at the rate of 12% per annum.

During the year ended May 31, 2013, the Company entered into note agreements with various
-shareholders/directors/officers of the Company in the aggregate amount of $56,500. These notes are unsecured, bear
interest at 5.0% and are due one year from the respective note date.

During the year ended May 31, 2013, the Company entered into an agreement under which it borrows money under
an accounts receivable financing arrangement. The Company receives an advance of 90% of the face value of an
-eligible receivable. Upon collection of the receivable, the advance is repaid and the remaining funds are remitted to
the Company. The borrowings carry interest at a rate of .025% per day (9% per annum). At May 31, 2014,
$2,958,790 was recorded (including interest) to the accounts receivable financing liability.

During the year ended May 31, 2013, the Company completed a closing of a private offering for total gross proceeds
of $1,050,000. Pursuant to a subscription agreement, the Company issued to the purchasers units consisting of (i)
27,778 shares of common stock and (ii) a three year warrant to purchase 13,889 shares of common stock at an
exercise price of $1.80 per share, for a purchase price of $25,000 per unit. In total, the Company sold 42 units
totaling 1,166,676 common shares and 583,338 warrants.

In addition, on July 2, 2013 the Company completed a closing of a second private offering for total gross proceeds of
$565,000. The terms of the second offering mirror the first offering. In total, the Company sold 22.6 units totaling
627,783 common shares and 313,892 warrants.
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_On August 28, 2013, a related party loaned the Company $155,000 for short term obligations. This loan was
non-interest bearing and was repaid on September 3, 2013.

During the year ended May 31, 2014, the Company issued promissory notes to four investors for a total of $340,000.
-The loans bear interest at 12% per annum and were due at the earlier of the completion of the Company’s $1.75
million bridge financing or 90 days from the date of the note. These notes were repaid in fiscal 2014.

During the year ended May 31, 2014 the Company raised $1,655,000 in the form of convertible promissory notes
relating to its $1.75 million bridge financing. The loans bear interest at 12% per annum and are due within 10 days
-following the closing of a $10 million private placement financing or February 28, 2014 (the “Maturity Date”). In April
2014, the Company converted $1,655,000 of principal and $72,044 of interest and issued 1,727,044 shares (1,655,000
relating to principal and 72,044 relating to accrued interest).

Through February 28, 2014, in connection with the Company’s private placement offering of units for up to
$10,000,000 the Company raised $9,144,000 for a total of 365.76 units. Each unit consisting of (i) 25,000 shares of
common stock priced at $1.00 per share and (ii) warrants to purchase 12,500 shares, at an exercise price of $2.00 per
“share. In connection with such unit offering, as of May 31, 2014, the Company issued a total of 9,144,000 shares of
common stock and 4,572,000 warrants. On March 13, 2014, the Company successfully completed the sale of the
remaining unit offering of the maximum amount of $10,000,000.

From April 21, 2014 through May 27, 2014, the Company also conducted a note offering, whereby the
Company raised approximately $1,600,000 through the issuance of short-term 12% convertible promissory
notes. The purchasers of the short-term 12% convertible promissory notes received an aggregate of
320,000 shares of restricted common stock as additional consideration.

In April, 2014, the Company commenced its Bond Offering of 12% Convertible Bonds with certain accredited
investors. Through May 31, 2014, the Company issued Bonds for an aggregate of $2,998,500. The purchasers of the
"12% Convertible Bonds received an aggregate of 299,850 shares of restricted common stock as additional
consideration. On July 29, 2014, the company completed the Bond Offering for an aggregate of $4,058,500.

As a result of these financings and additional financings in the near future, we believe that we will be able to
implement our business plan and pursue the acquisition of a broad spectrum of staffing agencies in the IT, financial,
accounting, and banking industries and for working capital for the next twelve (12) months. This does not include
payments for closing certain acquisitions that we have entered into agreements and/or term sheets with, none of which
may ultimately close. Currently, we do not have sufficient working capital to fund the expansion of our operations and
to provide working capital necessary for our ongoing operations and obligations. We will need to raise significant
additional capital to fund our operating expenses, pay our obligations, and grow our company organically and through
further acquisitions. Therefore our future operations will be dependent on our ability to secure additional financing.
We estimate that based on current plans and assumptions, that our available cash will not be sufficient to satisfy our
cash requirements under our present operating expectations, without further financing, for to the next twelve (12)
months. Financing transactions may include the issuance of equity or debt securities, obtaining credit facilities, or
other financing mechanisms. However, the trading price of our common stock and a downturn in the U.S. equity and
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debt markets could make it more difficult to obtain financing through the issuance of equity or debt securities. Even if
we are able to raise the funds required, it is possible that we could incur unexpected costs and expenses, fail to collect
amounts owed to us, or experience unexpected cash requirements that would force us to seek alternative financing.
Furthermore, if we issue additional equity or debt securities, stockholders may experience additional dilution or the
new equity securities may have rights, preferences or privileges senior to those of existing holders of our common
stock. Currently, dilutive common share equivalents totaling 12,544,071 consist of shares issuable upon the
conversion of existing convertible notes and the exercise of stock options and warrants. The inability to obtain
additional capital will restrict our ability to grow and may reduce our ability to continue to conduct business
operations. If we are unable to obtain additional financing, we will likely be required to curtail our marketing and
development plans and possibly cease our operations.

We anticipate that depending on market conditions and our current state of operations, we will incur additional
operating losses in the foreseeable future. Therefore, our auditors have raised substantial doubt about our ability to
continue as a going concern.

Our liquidity may be negatively impacted by the significant costs associated with our public company reporting
requirements, costs associated with newly applicable corporate governance requirements, including requirements
under the Sarbanes-Oxley Act of 2002 and other rules implemented by the Securities and Exchange Commission. We
expect all of these applicable rules and regulations to significantly increase our legal and financial compliance costs
and to make some activities more time consuming and costly.

Operating activities

For the year ended May 31, 2014, net cash used in operations of $4,287,975 was primarily attributable to the net loss
of $12,657,739 offset by changes in operating assets and liabilities totaling $79,739, which primarily relates to
accounts receivable of $203,039, prepaid expenses of $18,321, deferred finance costs of $1,349,128, other assets of
$212,102, accounts payable and accrued expenses of $555,810, accounts payable and accrued expenses — related parties
of $124,676, accrued payroll and taxes of $785,820 and other current liabilities of $43,177, non-cash adjustments of
$3,364,000 of depreciation and amortization, impairment of intangibles and goodwill totaling $3,533,847 and share
based compensation totaling $1,551,656. Cash used in operations of $1,423,484 in 2013 was primarily attributable to
the net loss of $3,405,182 offset by changes in operating assets and liabilities totaling $608,717, which primarily
relates to accounts payable and accrued expenses of $1,119,262, prepaid expenses of $18,452 and accounts receivable
of $528,997, non-cash adjustments of $954,018 of depreciation and amortization, share based compensation of
$458,963 and gain on settlement of debt totaling $40,000.
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Investing activities

For the year ended May 31, 2014, net cash flows used in investing activities was $11,612,461 and was attributable to
the acquisition related cash acquired of $835,342, the purchase of fixed assets of $144,964, payments due to sellers of
Poolia and People Serve totaling $137,591 and the payments of $525,572 made for the earn-out agreement relating to
the acquisition of Cyber 360 on April 26, 2013 and CSI on November 3, 2013. The Company also made cash
payments totaling $11,639,676 towards the purchases of CSI, Staffing UK, Poolia UK, PeopleSERVE, Inc. and
PeopleSERVE, PRS. For the year ended May 31, 2013, the Company made cash payments totaling $907,287 towards
the purchase of Cyber 360 Solutions.

Financing activities

For the year ended May 31, 2014, net cash flows provided by financing activities totaled $16,962,325 and was
attributable to proceeds relating to accounts receivable financing of $1,602,780, proceeds of $3,255,000 from the
issuance of convertible promissory notes, proceeds of $340,000 from the issuance of promissory notes, proceeds of
$2,998,500 from the issuance of series A convertible bonds and $10,565,000 relating to proceeds from the sale of
Common Stock and warrants. In addition, the Company repaid $688,075 in convertible notes, and made payments to a
private placement agent totaling $1,110,880. For the year ended May 31, 2013, net cash flows provided by financing
activities totaled $2,574,726 and was attributable to proceeds from convertible notes payable of $925,000, cash
received from related parties notes of $56,500 offset by the repayment of related parties notes of $66,100, proceeds of
$259,326 relating to accounts receivable financing and $1,400,000 relating to proceeds from the sale of common
stock.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements.

Critical Accounting Policies and Estimates

Our significant accounting policies are fully described in Note 3 to our consolidated financial statements for the fiscal
year ended May 31, 2014 contained herein.
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Recent Accounting Pronouncements

In June 2014, the Financial Accounting Standards Board ("FASB") issued new authoritative guidance related to
share-based payments where performance targets can be achieved subsequent to the requisite service period. The
guidance, effective in fiscal year ended 2015, is not expected to have a material impact on its results of operations,
financial position or cash flows.

In May 2014, the FASB issued new authoritative guidance related to revenue recognition. This guidance will replace
all current U.S. GAAP guidance on this topic and eliminate all industry-specific guidance. The new revenue
recognition guidance provides a unified model 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 for which the entity expects to be entitled in exchange for those goods or
services. This guidance allows for two methods of adoption: (a) full retrospective adoption, meaning the guidance is
applied to all periods presented, or (b) modified retrospective adoption, meaning the cumulative effect of applying this
guidance is recognized as an adjustment to the Accumulated deficit balance. The Company is evaluating the two
adoption methods as well as the impact this new guidance will have on the consolidated financial statements and
related disclosures and will be effective in the Company’s fiscal year ended 2018.

In April 2014, the FASB issued authoritative guidance, which specifies that only disposals, such as a disposal of a
major line of business, representing a strategic shift in operations should be presented as discontinued operations. In
addition, the new guidance requires expanded disclosures about discontinued operations that will provide financial
statement users with more information about the assets, liabilities, income, and expenses of discontinued operations.
The Company does not anticipate the adoption of this guidance will have a material impact on its consolidated
financial statements, absent any disposition representing a strategic shift in the Company's operations.

In July 2013, the FASB issued authoritative guidance that requires an entity to present an unrecognized tax benefit, or
a portion of an unrecognized tax benefit, in the financial statements as a reduction to a deferred tax asset for a net
operating loss carryforward, a similar tax loss, or a tax credit carryforward, except as follows. To the extent a net
operating loss carryforward, a similar tax loss, or a tax credit carryforward is not available at the reporting date under
the tax law of the applicable jurisdiction to settle any additional income taxes that would result from the disallowance
of a tax position or the tax law of the applicable jurisdiction does not require the entity to use, and the entity does not
intend to use, the deferred tax asset for such purpose, the unrecognized tax benefit should be presented in the financial
statements as a liability and should not be combined with deferred tax assets. The Company does not anticipate the
adoption of this guidance will have a material impact on its consolidated financial statements.

In March 2013, FASB issued authoritative guidance that resolves the diversity in practice regarding the release into
net income of the cumulative translation adjustment upon derecognition of a subsidiary or group of assets within a
foreign entity. This guidance will be effective for the Company beginning in the first quarter of fiscal 2015. The
Company does not anticipate the adoption of this guidance will have a material impact on its consolidated financial
statements, absent any material transactions involving derecognition of subsidiaries or groups of assets within a
foreign entity.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

Not required for smaller reporting companies.
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805 Third Avenue
Suite 902

New York, NY 10022
212.838-5100
212.838.2676/ Fax

www.rbsmllp.com

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders

Staffing 360 Solutions, Inc.

We have audited the accompanying consolidated balance sheets of Staffing 360 Solutions, Inc. (the “Company”) as of
May 31, 2014 and 2013, and the related consolidated statements of operations, stockholders’ equity (deficit) and cash
flows for each of the two years ended May 31, 2014 and 2013. These consolidated financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an audit of the
Company’s internal control over financial reporting. Our audits included consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Staffing 360 Solutions, Inc. at May 31, 2014 and 2013, and the consolidated results
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of its operations and its cash flows for each of the two years ended May 31, 2014 and 2013, in conformity with U.S.
generally accepted accounting principles.

The accompanying consolidated financial statements have been prepared assuming that the Company will continue as
a going concern. As more fully described in Note 2 to the consolidated financial statements, the Company has
incurred recurring operating losses and has a working capital deficiency. These conditions among others raise
substantial doubt about the Company’s ability to continue as a going concern. Management’s plans in regard to these
matters also are described in Note 2. The 2014 consolidated financial statements do not include any adjustments to
reflect the possible future effects on the recoverability and classification of assets or the amounts and classification of
liabilities that may result from the outcome of this uncertainty.

New York, NY

September 15, 2014

F-1
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STAFFING 360 SOLUTIONS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

ASSETS

Current Assets:

Cash and equivalents

Accounts receivable, net

Deferred financing, net

Prepaid expenses and other current assets
Total Current Assets

Property and equipment, net of accumulated depreciation
Goodwill

Intangible assets, net

Other assets

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities:

Accounts payable and accrued expenses
Accounts payable and accrued expenses - related parties
Accrued payroll and taxes

Convertible notes payable, net
Promissory notes

Earnout liability

Accounts receivable financing

Bonds payable

Due to sellers

Other current liabilities

Total Current Liabilities

Earnout liability
Promissory notes - long term

Total Liabilities

Stockholders' Equity:

Preferred stock, $0.00001 par value, 20,000,000 shares authorized; O shares issued and
outstanding as of May 31, 2014 and May 31, 2013, respectively

May 31,
2014

$1,324,711
17,036,267
342,745
881,326
19,585,049

454,606
8,318,637
13,803,305
1,523,585
$43,685,182

$5,459,175
136,914
3,803,613
620,172
1,578,291
850,216
11,260,207
1,499,660
1,347,215
188,048
26,743,511

1,916,212

4,406,049
33,065,772

329

2013

$262,822

528,997

52,378
844,197

29,680
1,467,719
978,901

$3,320,497

$640,348

261,590
138,869
50,000

298,000
259,326

1,648,133
894,000

2,542,133

123
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Common stock, $0.00001 par value, 200,000,000 shares authorized; 32,950,537 and
12,288,138 shares issued and outstanding as of May 31, 2014 and 2013, respectively

Common stock to be issued - 527,789
Additional paid in capital 26,411,211 3,920,194
Accumulated other comprehensive loss (37,549 ) -
Accumulated deficit (16,337,118) (3,669,742)
Total Staffing 360 Solutions, Inc. Stockholders' Equity 10,036,873 778,364
Non-controlling interest 582,537 -

Total Equity 10,619,410 778,364
Total Liabilities and Stockholders' Equity $43,685,182 $3,320,497

The accompanying notes are an integral part of these consolidated financial statements
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STAFFING 360 SOLUTIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended May 31,

2014 2013
Net Sales $45,778,493 $647,731
Cost of Sales 36,694,123 448,507
Gross Profit 9,084,370 199,224
Operating Expenses:
Salaries and wages 7,620,509 368,547
Professional fees 3,305,826 1,446,421
Director and related party consulting 458,968 476,129
Goodwill impairment 2,700,255 -
Intangibles impairment 833,592 -
Depreciation and amortization 1,198,788 22,752
General and administrative expenses 2,827,094 319,075
Total Operating Expenses 18,945,032 2,632,924
Loss From Operations (9,860,662 ) (2,433,700 )
Other Income (Expenses):
Interest expense (481,072 ) (80,216 )
Amortization of deferred financing (1,006,383 ) -
Amortization of beneficial conversion feature (673,568 ) -
Amortization of debt discount (566,086 ) (931,266 )
Gain on debt settlement - 40,000
Loss Before Provision For Income Tax (12,587,771 ) (3,405,182 )
Income tax expense (69,968 ) -
Net Loss $(12,657,739 ) $(3,405,182 )
Net income attributable to non-controlling interest 9,637 -
Net Loss Attributable To Staffing 360 Solutions, Inc. $(12,667,376 ) $(3,405,182 )
Other Comprehensive Loss
Foreign exchange translation (37,549 ) -
Comprehensive Loss $(12,695,288 ) $(3,405,182 )
Earnings Per Share - Basic And Diluted $(0.65 ) $(0.43 )

Weighted Average Shares Outstanding - Basic And Diluted 19,471,886 7,835,453
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The accompanying notes are an integral part of these consolidated financial statements
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STAFFING 360 SOLUTIONS, INC. AND SUBSIDIARIES

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIT)

Accumulated

Preferre Common  Additional ) Total
Stock éommon Stock Stock Paid In Other Non—Controﬂmgmulated Stockholders'
Comprehensive
Par Par tobe . - Equity

Sha{?glusehares Value Tssued Capital Loss Interest  (Deficit) (Deficit)
];f‘laznoclezMay - $- 7620000 $76 S- $50404  §- - $(264,560 ) $(214,080 )
Common stock
issued pursuant 1,166,676 12 1,049,988 1,050,000
to subscription
agreement
Common stock
issued pursuant
to conversion 2,500,000 25 1,124,975 - 1,125,000

of convertible

notes payable

Common stock

issued for 160,759 2 72,340 72,342
accrued interest

Common stock

issued for 512,569 5 410,050 410,055
acquisition

Common stock

issued to

consultant 175,734 2 140,585 140,587
pursuant to

agreement

Common stock

issued to officer

pursuant to

agreement

Beneficial

conversion

feature

pursuant to 931,266 931,266
issuance of

convertible

notes payable

Common stock 527,789 - 527,789
to be issued

Net loss - - - - - - - - (3,405,182 ) (3,405,182 )

152,400 2 140,585 140,587
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Balance May
31,2013

Common stock
issued pursuant
to private
placements
Common stock
issued to
consultants
Common stock
issued pursuant
to conversion
of liabilities
Common stock
issued pursuant
to conversion
of financings
Shares issued in
connection with
financings
Shares issued to
board of
directors

Shares issued to
employees
Share issued to
acquisitions
Payment to
Private
Placement
Agent in
relation to
private
placements
Shares issued to
Private
Placement
Agent in
relation to
private
placements
Shares issued to
Private
Placement
Agent in
relation to
convertible
debt and bond
offerings
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12,288,138 123

10,627,783 106

831,055 8
196,950 2
1,766,111 18
1,118,600 11
132,912 1
90,000 1
4,560,067 46
921,150 9
417,772 4

3,920,194

10,564,894

1,025,370

177,314

1,704,982

1,288,277

132,977

113,499

5,179,383

(1,110,880 )

© )

786,204

198,974

(3,669,742 ) 778,364

10,215,000

888,089

177,316

1,705,000

1,288,288

110,478

95,500

5,179,429

(1,110,880 )

786,208

198,974
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Options issued
to employees
Warrants issued
in connection
with conversion 80,825 80,825

of promissory

notes

Beneficial

Conversion 2,349,207 2,349,207
Feature

Other

comprehensive (37,549) (37,549 )
income (loss)

Non-controlling

interest

attributable to

purchase of 572,900 572,900
49% of
PeopleSERVE
PRS, Inc.

Net income
(loss)

Balance May
31,2014

- - - - - - - 9,637 (12,667,376) (12,657,739)

- $- 32,950,537 $329 $- $26,411,211 $(37,549) $582,537 $(16,337,118) $10,619,410

The accompanying notes are an integral part of these consolidated financial statements
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STAFFING 360 SOLUTIONS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustments to reconcile net loss from operations to net cash used in operating

activities:

Depreciation

Amortization of intangible
Amortization of deferred financing costs

Amortization of debt discount and beneficial conversion feature

Impairment of goodwill

Impairment of intangible assets

Gain on settlement of debt

Stock based compensation

Changes in operating assets and liabilities:
Accounts receivable

Prepaid expenses

Deferred finance costs

Other assets

Accounts payable and accrued expenses

Accounts payable and accrued expenses - related parties
Accrued payroll and taxes

Other current liabilities

NET CASH USED IN OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisition-related cash acquired

Payment towards earnout

Acquisitions - payments due to sellers

Purchase of fixed assets

Cash paid for purchase of subsidiary

NET CASH USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES:

Proceeds from convertible notes payable
Proceeds from notes payable - related parties
Repayment of convertible notes payable
Proceeds from promissory notes payable
Proceeds from accounts receivable financing
Proceeds from pipe financing

113,827
1,084,961
1,006,383
1,239,654
2,700,255
833,592

1,470,831

203,039
18,321
(1,349,128
(212,102
555,810
(124,676
785,820
43,177
(4,287,975

835,342

(525,572
(137,591
(144,964

)
)

)

)

P N —

(11,639,676 )
(11,612,461 )

3,255,000

(688,075
340,000
1,602,780
10,565,000

)

2013

1,924
20,828

931,266

(40,000
458,963

(528,997
18,452

859,775
259,487

For the Years Ended May 31,
2014

$(12,657,739 ) $(3,405,182 )

)

)

(1,423,484 )

(907,287
(907,287

925,000
56,500
(66,100
259,326
1,400,000

)
)
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Payments to private placement agent (1,110,880 )
Proceeds from sale of convertible bonds 2,998,500
NET CASH PROVIDED BY FINANCING ACTIVITIES 16,962,325
NET INCREASE IN CASH 1,061,889
CASH - beginning of year 262,822
CASH - end of year $1,324,711
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:

Cash paid for:

Interest $86,518
Income taxes $-
SUPPLEMENTAL SCHEDULES OF NONCASH INVESTING AND FINANCING
ACTIVITIES:

Intangible asset $13,335,087
Goodwill $8,427,593
Common stock issued in connection with purchase of subsidiaries $5,179,429
Net assets acquired from purchase of subsidiary $1,392,509
Conversion of accounts payable to common stock $100,981
Conversion of a convertible note payable $1,705,000
Conversion of interest related to a convertible note payable $76,334
Warrants issued in connection with conversion of convertible notes $80,825
Equity consideration for issuance of debt $1,288,288
Earnout liability $2,100,000
Promissory notes issued in connection with acquisitions $6,332.415

The accompanying notes are an integral part of these consolidated financial statements
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2,574,726
243,955
18,867

$262,822

$4,530

$999,729
$1,467,719
$410,055
$41,896

$-

$ 1,125,000
$72,342

$-

$-
$1,192,000
$-

63



Edgar Filing: Staffing 360 Solutions, Inc. - Form 10-K

STAFFING 360 SOLUTIONS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - ORGANIZATION AND DESCRIPTION OF BUSINESS

EEINT3

Staffing 360 Solutions, Inc. (“we,” “us,
December 22, 2009, as Golden Fork Corporation (“Golden Fork™).

On February 17, 2012, TRIG Special Purpose 1, LLC, a Nevada Corporation, (“TRIG”) purchased 78.7%, or 2,000,000
shares of Common Stock with a par value of $0.00001 (the “Common Stock”), of Golden Fork Corporation for
$240,000 in a private cash transaction. As a result of the transaction, the Company became a 78.7% owned subsidiary
of TRIG. These shares were subsequently distributed to Trilogy Capital Partners, Inc., Grandview Capital Partners,
Inc., and Robert Y. Lee, who made distributions to other third parties in the aggregate of 600,000 shares. TRIG no
longer owns any shares.

On March 16, 2012, Golden Fork filed a Certificate of Amendment to its Articles of Incorporation (the “Amendment”)
to change its name from Golden Fork to Staffing 360 Solutions, Inc. Upon filing of the Amendment, the Company
began its operations in the international staffing sector.

On April 13, 2012, the Company received approval from the Financial Industry Regulatory Authority (“FINRA”) to
effect its name change and to change its trading symbol from “GDNF” to “STAF”. Simultaneously therewith, the
Company received approval to conduct a forward split of its issued and outstanding shares of Common Stock at a ratio
of one for three (the “Forward Split”). Following the Forward Split, the Company’s issued and outstanding shares of
Common Stock increased from 2,540,000 to 7,620,000.

On July 31, 2012, the Company formed Staffing 360 Alliance, Inc. (“Staffing Alliance”), a wholly-owned subsidiary,
incorporated in the State of Nevada. For a short period of time, Staffing Alliance had operations in the staffing sector
and provided trained employees to clients who worked in word processing, data entry, administrative support staff and
other areas. In February 2014, such operations had ceased.
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On April 26, 2013, the Company purchased 100% of the issued and outstanding stock of The Revolution Group, Ltd.
(“TRG”). The aggregate consideration paid by the Company to the TRG shareholders was $2,509,342 (the “TRG
Purchase Price”), payable as cash at closing, issuing Common Stock of the Company and a percentage of future gross
profits. As a result of the Acquisition, TRG became a wholly-owned subsidiary of the Company and now operates
under the name “Cyber 360 Solutions” (“Cyber Solutions”). (See Note 13).

On June 28, 2013, the Company filed a Certificate of Amendment to its Articles of Incorporation with the State of
Nevada (the “2013 Amendment”), whereby increasing the number of shares of Common Stock that the Company is
authorized to issue from 75,000,000 to 200,000,000. The 2013 Amendment also allowed the Company to issue
20,000,000 shares of blank check preferred stock, having such rights, designations, preferences and privileges as the
board of directors (the “Board”) determines from time to time in their sole discretion.

On November 4, 2013, the Company purchased 100% of the issued and outstanding Common Stock (the “CSI
Acquisition”) of Control Solutions International, Inc. (“CSI”), a Florida corporation and its wholly owned subsidiary,
Canada Control Solutions International, Inc., an Ontario, Canada corporation (“CCSI”) pursuant to a Stock Purchase
Agreement dated August 14, 2013 by and among the Company, NewCSI, Inc., a Delaware corporation (“NCSI”), and
the shareholders of NCSI. The aggregate consideration paid by the Company for the CSI Acquisition was $3,530,454,
payable as cash at closing, issuing Common Stock of the Company and a percentage of future gross profits. As a
result of the Acquisition, CSI became a wholly-owned subsidiary of the Company. (See Note 13).

F-6
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On January 3, 2014, the Company purchased 100% of the issued and outstanding Common Stock (the “Initio
Acquisition”) of Initio International Holdings Limited (“Initio”), a company organized under the laws of England and
Wales and its respective subsidiaries, including but not limited to Monroe Staffing Services, LLC, a Delaware limited
liability company (“Monroe,” and together with all of Initio’s subsidiaries, the “Subsidiaries”). The aggregate
consideration paid by the Company for the Initio Acquisition was $13.29 million, payable with cash at closing, issuing
Common Stock of the Company and promissory notes. As a result of the Acquisition, Initio and its Subsidiaries
became wholly-owned subsidiaries of the Company. Initio was renamed Staffing 360 Solutions (UK) Limited
(“Staffing UK”). (See Note 13).

Initio is a U.K. domiciled full-service staffing company with established brands in the United Kingdom and United
States. Initio’s U.K. division, Longbridge, was established in 1989 as an international multi-sector recruitment
company, with a long history of success catering to the sales and marketing, technology, legal and IT solutions
sectors. Initio’s U.S. division, Monroe Staffing, was established in 1969 as a full-service consulting and staffing
agency serving companies ranging from Fortune 100 to new start-up organizations. Monroe has 14 offices throughout
Connecticut, Massachusetts, Rhode Island, New Hampshire and North Carolina.

Upon closing of the Initio Acquisition, certain of the Initio Shareholders were appointed to the Company’s Board of
Directors and entered into employment agreements with the Company and/or one of its subsidiaries.

On February 28, 2014, the Company, through its wholly owned subsidiary, Staffing UK, purchased substantially all of
the business and certain assets, including but not limited to contracts, business information, records, book debt and
goodwill (the “Poolia Acquisition”) of Poolia UK Ltd. (“Poolia UK”). The aggregate consideration paid by the Company
was £500,000 (the “Fixed Consideration”), plus an amount equal to the net asset value at the completion date of the
acquisition (the “NAYV Consideration,” together with the Fixed Consideration, collectively, the “Poolia Purchase Price”).
The Fixed Consideration and a sum of £250,000, being an advance payment of the NAV Consideration, was paid in

cash at closing. The balance of the NAV Consideration was to be paid subsequently by the Company to Poolia UK

Ltd. for total consideration of $1,626,266. (See Note 13)

On May 17, 2014, the Company purchased 100% of the issued and outstanding Common Stock of PeopleSERVE,
Inc., a Massachusetts corporation (“PSI”), and 49% of the issued and outstanding Common Stock of PeopleSERVE
PRS, Inc., a Massachusetts corporation (“PRS”, together with PSI, collectively the “Acquired Companies” or “PS”),
pursuant to a Stock Purchase Agreement (the “PS Purchase Agreement”) dated May 17, 2014, by and among the
Company, the Acquired Companies and Linda Moraski (“PS Seller”), sole owner of all of the issued and outstanding
Common Stock of the Acquired Companies.

In connection with the purchase of the Acquired Companies, the Company agreed to pay to PS Seller an aggregate
purchase price (the “PS Purchase Price”) of approximately $8.4 million based upon a formula in the PS Purchase
Agreement. Immediately prior to the closing, the PS Seller provided the Company with a certificate setting forth the
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Seller’s good faith estimate of (i) the Purchase Price (the “Estimated Purchase Price”), including the calculation of the
Adjusted EBITDA of each Acquired Company for the twelve (12) fiscal months period ending April 26, 2014, and (ii)
the Net Working Capital.

At the PS closing, the Company paid to the PS Seller the PS Purchase Price as follows: (i) cash in the amount of
$2,705,675; (ii) restricted shares of the Company’s Common Stock, based on the closing price of $1.93 on the date of
acquisition, May 17, 2014, or 1,127,365 shares of Common Stock for a total fair value of $2,175,814; (iii) an
unsecured promissory note with an initial principal amount equal to $2,367,466; (iv) pursuant to the terms of the PS
Purchase Agreement, the PS Seller is entitled to receive from the Acquired Companies all of the Net Working Capital
as of the Closing Date valued at $1,138,153, and the Company and the Acquired Companies shall have no right to, or
obligations with respect to, such Net Working Capital, except as otherwise set forth in the PS Purchase Agreement.

The PS Purchase Price was subject to a Post-Closing Purchase Price Adjustment within sixty (60) days of the Closing
Date, based on audited financial statements for each of the Acquired Companies. Upon receipt of such audited
financial statements, the Company will prepare and deliver to Seller a certificate that sets forth the Company’s
determination of (i) the PS Purchase Price, including the calculation of the Adjusted EBITDA of each Acquired
Company for the audited period and (ii) the calculation of the Net Working Capital. Once the Company and the PS
Seller have agreed on the final financial statements as disclosed above, the PS Purchase Price shall be adjusted based
on the PS Purchase Price Adjustment Amount, which means an amount equal to the finally determined PS Purchase
Price as shown in the final financial statements minus the amount of the Estimated Purchase Price. In the event the PS
Purchase Price is adjusted, the difference will either be paid to the Seller or returned to the Company, as the case may
be, in the same percentages of cash, shares of Common Stock and Promissory Note as the PS Purchase Price paid on
the Closing with a one-time payment by the appropriate party to catch-up on principal payments previously made
under the Promissory Note.
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NOTE 2 - GOING CONCERN

The accompanying consolidated financial statements have been prepared on a going concern basis which implies the
Company will continue to meet its obligations and continue its operations for the next fiscal year. As of May 31,
2014, the Company had a working capital deficiency of $7,158,462 and had an accumulated deficit of $16,337,118,
and for the year ended May 31, 2014 had net loss and net cash used in operations of $12,657,739 and $4,287,975,
respectively. These factors raise substantial doubt regarding the Company’s ability to continue as a going concern and
the outcome of these uncertainties cannot be predicted.

Currently, the Company does not have sufficient working capital to fund the expansion of its operations and to
provide the working capital necessary for its ongoing operations and obligations. The Company will need to raise
significant additional capital to fund its operating expenses, pay its obligations, and acquire additional entities. In
order to continue as a going concern and achieve a profitable level of operations, the Company will need, among other
things, additional capital resources. Management’s plan to continue as a going concern includes raising capital through
increased gross margin by driving organic sales growth and well executed strategic acquisitions, managing and
reducing operating and overhead costs, and conducting additional financings through debt and equity transactions to
fund working capital and acquire additional entities. The Company anticipates it will require $4.0 million over the
next twelve months for working capital purposes; this amount does not include capital needed to fund additional
acquisitions. However, management cannot provide any assurances that the Company will be successful in
accomplishing any of its plans. The ability of the Company to continue as a going concern is dependent upon the
management’s ability to successfully secure additional sources of financing and attain profitable

operations. Management also cannot provide any assurance that unforeseen circumstances that could occur at any
time within the next twelve months or thereafter will not increase the need for the Company to raise additional capital
on an immediate basis. These matters raise substantial doubt about the Company’s ability to continue as a going
concern. The accompanying consolidated financial statements do not include any adjustments that might be necessary
should the Company be unable to continue as a going concern.

If management is unsuccessful in the execution of its aforementioned plans to address issues which create substantial
doubt about its ability to continue as a going concern, the Company may be forced to take one of the following
actions:

Liquidate its assets at distressed prices and/or
File for reorganization and/or
File for bankruptcy protection.

Any of the above scenarios will decrease stockholder value significantly and may result in the value of the Company’s
securities becoming worthless.
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NOTE 3 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Year End and Principles of Consolidation

These consolidated financial statements and related notes are presented in accordance with generally accepted
accounting principles (“GAAP”) in the United States, and are expressed in U.S. dollars. The Company’s consolidated
fiscal year-end is May 31. Some of the Company’s subsidiaries have varying year-ends.

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries. As
described below, the Company consolidates PRS, an entity of which it owns 49%, since the Company is deemed to be
the primary beneficiary of this entity. All significant inter-company transactions are eliminated.
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Variable Interest Entities

Current accounting guidance provides a framework for identifying a Variable Interest Entity (“VIE”) and determining
when a company should include the assets, liabilities, non-controlling interests, and results of activities of the VIE in
its consolidated financial statements. In general, a VIE is an entity or other legal structure used to conduct activities or
hold assets that either (1) has an insufficient amount of equity to carry out its principal activities without additional
subordinated financial support, (2) has a group of equity owners that are unable to make significant decisions about its
activities, or (3) has a group of equity owners that do not have the obligation to absorb losses or the right to receive
returns generated by its operations. Generally, a VIE should be consolidated if a party with an ownership, contractual,
or other financial interest in the VIE has the power to direct the VIE’s most significant activities and the obligation to
absorb losses or right to receive benefits of the VIE that could be significant to the VIE. A variable interest holder that
consolidates the VIE is called the primary beneficiary. Upon consolidation, the primary beneficiary generally must
initially record all of the VIE’s assets, liabilities, and non-controlling interest at fair value and subsequently account for
the VIE as if it were consolidated based on majority voting interest. On May 17, 2014, the Company purchased 49%
of the issued and outstanding Common Stock of PRS. Pursuant to ASC 810, PRS is deemed to be a variable interest
entity since the Company is the primary beneficiary of PRS. Accordingly, the Company consolidated the results of
PRS from May 17, 2014 through May 31, 2014. As of May 31, 2014 the total assets and liabilities of PRS which were
consolidated were $1,226,766 and $1,206,870, respectively. The total revenues and expenses consolidated since May
17, 2014 were $300,879 and $281,983, respectively.

Non-controlling Interests

Non-controlling interests in our subsidiaries are recorded in accordance with the provisions of ASC

810 “Consolidation”, and are reported as a component of equity, separate from the parent company’s equity. Purchase or
sale of equity interests that do not result in a change of control are accounted for as equity transactions. Results of
operations attributable to the non-controlling interests are included in our consolidated results of operations and, upon
loss of control, the interest sold, as well as interest retained, if any, will be reported at fair value with any gain or loss
recognized in earnings.

Use of Estimates

The preparation of consolidated financial statements in accordance with U.S. generally accepted accounting principles
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 net revenue and expenses in the reporting period. We
regularly evaluate our estimates and assumptions related to valuation, impairment testing, earn-out liabilities,
stock-based compensation and deferred income tax assets valuation allowances. We base our estimates and
assumptions on current facts, historical experience and various other factors that we believe to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets and
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liabilities and the accrual of costs and expenses that are not readily apparent from other sources. The actual results
experienced by us may differ materially and adversely from our estimates. To the extent there are material differences
between our estimates and the actual results, our future results of operations will be affected. Significant estimates for
the years ended May 31, 2014 and 2013, respectively, include the valuation of intangible assets, including goodwill,
liabilities associated with earn-out obligations and testing our long-lived assets for impairment.

In recording the purchase accounting for previous acquisitions we had estimated the fair value of identifiable
intangible assets and goodwill reflected in the Company’s previously issued interim financial statements. Upon
retaining the services of an independent valuation consultant, the allocations previously estimated by the Company
have been revised and the results of the independent valuation consultant have been retroactively reflected in the
Company’s consolidated financial statements for the fiscal year ended May 31, 2014. The Company originally
estimated its goodwill and intangibles to total $14,828,837 and $3,832,924, respectively. Based upon the results of the
independent valuation, the Company adjusted the goodwill and intangible totals to $6,229,013 and $12,482,121,
respectively. These amounts were subsequently tested for impairment which resulted in impairment of goodwill and
intangibles in the amounts of $2,700,255 and $833,592, respectively.

Cash and Cash Equivalents

The Company considers all highly liquid instruments with original maturities of three months or less when acquired,
to be cash equivalents. The Company had no cash equivalents at May 31, 2014 or May 31, 2013.
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Accounts Receivable

Accounts receivable are presented net of an allowance for doubtful accounts. The Company maintains allowances for
doubtful accounts for estimated losses. The Company reviews the accounts receivable on a periodic basis and makes
general and specific allowances when there is doubt as to the collectability of individual balances. In evaluating the
collectability of individual receivable balances, the Company considers many factors, including the age of the balance,
a customer’s historical payment history, its current credit-worthiness and current economic trends. Accounts are
written off after exhaustive efforts at collection. At May 31, 2014 and 2013, the Company had an allowance for
doubtful accounts of $561,311 and $0, respectively.

Income Taxes

The Company is governed by the Income Tax Law of the United States. The Company utilizes ASC Topic 740,
"Accounting for Income Taxes," which requires the recognition of deferred tax assets and liabilities for the expected
future tax consequences of events that have been included in the financial statements or tax returns. Under this
method, deferred income taxes are recognized for the tax consequences in future years of differences between the tax
bases of assets and liabilities and their financial reporting amounts at each period end based on enacted tax laws and
statutory tax rates applicable to the periods in which the differences are expected to affect taxable income. Valuation
allowances are established, when necessary, to reduce deferred tax assets to the amount expected to be realized.

The Company applied the provisions of ASC 740-10-50, “Accounting for Uncertainty in Income Taxes”, which
provides clarification related to the process associated with accounting for uncertain tax positions recognized in the
financial statements. Audit periods remain open for review until the statute of limitations has passed. The completion

of review or the expiration of the statute of limitations for a given audit period could result in an adjustment to the
Company’s liability for income taxes. Any such adjustment could be material to the Company’s results of operations for
any given quarterly or annual period based, in part, upon the results of operations for the given period. As of the date

of this filing, the Company is current on all corporate, federal and state tax returns.

The U.K. entities are domiciled in the U.K. and file their tax returns in those jurisdictions.

Foreign Currency Translation

Assets and liabilities of subsidiaries operating in foreign countries are translated into U.S. dollars using both the
exchange rate in effect at the balance sheet date or historical rate, as applicable. Results of operations are translated
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using the average exchange rates prevailing throughout the year. The effects of exchange rate fluctuations on
translating foreign currency assets and liabilities into U.S. dollars are included in a separate component of
stockholders’ equity (accumulated other comprehensive loss), while gains and losses resulting from foreign currency
transactions are included in operations.

Amortization of Deferred Financing Costs

Costs incurred in connection with obtaining financing are deferred and amortized on a straight-line basis over the term
of the related loan, which is not materially different than the effective interest method. As of May 31, 2014 and 2013,
accumulated amortization of deferred financing costs totaled $1,006,383 and $0, respectively.

Business Combinations

In accordance with Accounting Standards Codification 805, "Business Combinations" ("ASC 805") the Company
records acquisitions under the purchase method of accounting, under which the acquisition purchase price is allocated
to the assets acquired and liabilities assumed based upon their respective fair values. The Company utilizes
management estimates and, in some instances, may retain the services of an independent third-party valuation firm to
assist in determining the fair values of assets acquired, liabilities assumed and contingent consideration granted. Such
estimates and valuations require us to make significant assumptions, including projections of future events and
operating performance.
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Fair Value of Financial Instruments

In accordance with Accounting Standards Codification 820, “Fair Value Measurements and Disclosures” (“ASC 820”), the
Company measures and accounts for certain assets and liabilities at fair value on a recurring basis. ASC 820

establishes a common definition for fair value to be applied to existing generally accepted accounting principles that
require the use of fair value measurements, and establishes a framework for measuring fair value and standards for
disclosure about such fair value measurements.

ASC 820 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Additionally, ASC 820 requires the use of
valuation techniques that maximize the use of observable inputs and minimize the use of unobservable inputs. These
inputs are prioritized below:

Level . Lo . . . o
1- Observable inputs such as quoted market prices in active markets for identical assets or liabilities
Level . .

5. Observable market-based inputs or unobservable inputs that are corroborated by market data

Level Unobservable inputs for which there is little or no market data, which require the use of the reporting
3: entity’s own assumptions.

The Company did not have any Level 2 or Level 3 assets or liabilities as of May 31, 2014 or 2013, with the exception
of its notes payable (See Note 6), convertible notes payable (See Note 5), bonds payable (See Note 7) and its earn out
liabilities (See Note 13).

Cash is considered to be highly liquid and easily tradable as of May 31, 2014 and 2013 and therefore classified as
Level 1 within our fair value hierarchy.

Accounting Standards Codification 825-10-25, “Fair Value Option” (ASC 825-10-25) expands opportunities to use fair
value measurements in financial reporting and permits entities to choose to measure many financial instruments and
certain other items at fair value. The Company did not elect the fair value options for any of its qualifying financial
instruments.

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

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

The Company accounts for convertible instruments (when it has determined that the embedded conversion options
should not be bifurcated from their host instruments) in accordance with professional standards when “Accounting for
Convertible Securities with Beneficial Conversion Features,” as those professional standards pertain to “Certain
Convertible Instruments.” Accordingly, the Company records, when necessary, discounts to convertible notes for the
intrinsic value of conversion options embedded in debt instruments based upon the differences between the fair value
of the underlying Common Stock at the commitment date of the note transaction and the effective conversion price
embedded in the note. Debt discounts under these arrangements are amortized over the term of the related debt to their
earliest date of redemption. The Company also records when necessary deemed dividends for the intrinsic value of
conversion options embedded in preferred shares based upon the differences between the fair value of the underlying
Common Stock at the commitment date of the note transaction and the effective conversion price embedded in the
note.
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ASC 815-40 provides that, among other things, generally, if an event is not within the entity’s control could or require
net cash settlement, then the contract shall be classified as an asset or a liability.

Revenue Recognition

Cyber 360 Solutions: The Company derives its revenues from three segments: contingent staffing, permanent
placement staffing, and consulting. The Company recognizes revenue in accordance with ASC Topic 605-45 “Revenue
Recognition — Principal Agent Considerations.” The Company records revenue on a gross basis. The Company has
concluded that the gross reporting is appropriate because the Company (i) has the duty of identifying and hiring
qualified employees, (ii) uses its judgment to select the employees and establish their price, and (iii) bears the risk for
services that are not fully paid by the customers. Pursuant to the guidance of ASC 605, the Company recognizes
revenue when an arrangement exists, services have been rendered, the purchase price is fixed or determinable and
collectability is reasonable assured.

Contingent staffing and consulting: Contingent staffing and consulting revenues are recognized when the services are
rendered by the Company’s contingent employees and consultants. The Company pays all related costs of
“employment, including workers’ compensation insurance, state and federal unemployment taxes, social security and
certain fringe benefits.

Permanent placement staffing: Permanent placement staffing revenues are recognized when employment candidates
typically start their first day of work. The Company offers a 30/60/90 day guarantee. If the employee is terminated or
-leaves voluntarily during this period, a pro-rated refund is provided. The Company has a substantial history of
estimating the effect of permanent placement candidates who do not remain with its client through the guarantee
period. Fees to clients are generally calculated as a percentage of the new employee’s annual compensation.

Control Solutions International Inc.: The Company recognizes revenues primarily on a time and materials basis as the
services are performed and amounts are earned. The Company considers amounts to be earned once evidence of an
arrangement has been obtained, services are rendered, fees are fixed or determinable, and collectability is reasonably
assured.

Revenue earned in excess of billings are recorded as unbilled accounts receivable until billed. Billings in excess of
-revenues earned are recorded as advanced billings until revenue recognition criteria are met. Deposits and
prepayments from customers are carried as deferred revenue until the requirements for revenue recognition are met.

Reimbursements, including those relating to travel, other out-of-pocket expenses and third-party costs, are included
in revenues. The related reimbursable expenses are included in cost of revenue.
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Staffing 360 Solutions (UK) Limited: The Company follows paragraph 605-10-S99-1 of the FASB Accounting
Standards Codification for revenue recognition. The Company recognizes revenue when it is realized or realizable
and earned. The Company considers revenue realized or realizable and earned when all of the following criteria are
met: (i) persuasive evidence of an arrangement exists, (ii) the services have been rendered to the customer, (iii) the
sales price is fixed or determinable, and (iv) collectability is reasonably assured.

Poolia (UK) Limited: The Company follows paragraph 605-10-S99-1 of the FASB Accounting Standards Codification
for revenue recognition. The Company recognizes revenue when it is realized or realizable and earned. The
Company considers revenue realized or realizable and earned when all of the following criteria are met: (i) persuasive
evidence of an arrangement exists, (ii) the services have been rendered to the customer, (iii) the sales price is fixed or
determinable, and (iv) collectability is reasonably assured.

F-12

77



Edgar Filing: Staffing 360 Solutions, Inc. - Form 10-K

PeopleSERVE, Inc. and PeopleSERVE PRS, Inc.: The Company recognizes revenues from the sale of staffing services
as the services are performed, along with related labor costs and payroll taxes. The Company recognizes revenue for
permanent employee placements when contractual contingencies, generally the passage of time, are satisfied. The
Company’s revenue recognition policies comply with ASC 605, “Revenue Recognition.” The Company is the primary
obligor in its transactions, and has responsibility for fulfillment, including the acceptability of services ordered and
purchased by customers. In addition, the Company has all credit risk, retains substantially all risk and rewards of the
services rendered, has sole discretion in staffing engagements and sets the billing rates of its consultants. Accordingly,
the Company records all transactions at the gross revenue amount billed, consistent with the provisions of ASC 605.
Typically, contracts require clients to pay for out-of-pocket expenses, principally travel related expenses. Accordingly,
revenue includes amounts billed for these costs and the cost of revenue includes the corresponding actual costs. The
Company provides certain customers a 5.0% discount on certain contracts if paid within 30 days of the invoice date.
Accounts receivable result from services provided to clients. The Company carries its accounts receivable at net
realizable value. At the closing of the Company’s fiscal period, a portion of receivables may not be invoiced. These
unbilled receivables are typically billed within thirty days of the close of the fiscal period.

Stock-Based Compensation

The Company accounts for stock-based instruments issued to employees in accordance with ASC Topic 718. ASC
Topic 718 requires companies to recognize in the statement of operations the grant-date fair value of stock options and
other equity based compensation issued to employees. The Company accounts for non-employee share-based awards
in accordance with ASC Topic 505-50.

Earnings (Loss) per Common Share

The Company utilizes the guidance per FASB Codification “ASC 260 "Earnings per Share." Basic earnings per share
are calculated by dividing income available to stockholders by the weighted-average number of common shares
outstanding during each period. Diluted earnings per share are computed using the weighted average number of
common shares and dilutive common share equivalents outstanding during the period. Dilutive common share
equivalents consist of shares issuable upon the conversion of convertible notes and the exercise of stock options and
warrants (calculated using the modified-treasury stock method). Such securities, shown below, presented on a
common share equivalent basis and outstanding as of May 31, 2014 and 2013 have been excluded from the per share
computations, since its inclusion would be anti-dilutive:

For the Years Ended

May 31,

2014 2013
Convertible notes issued - 120,609

Convertible Bonds - Series A 2,021,779 -
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Convertible promissory notes 1,073,494 -

Warrants 6,760,809 583,338
Options 1,900,000 -
Total 11,756,082 703,947

Property and Equipment

Property and equipment are stated at cost. Depreciation is computed on the straight-line method. The depreciation and
amortization methods are designed to amortize the cost of the assets over their estimated useful lives, in years, of the
respective assets as follows:
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Computers 4 Years
Computer Equipment 4 Years
Network Equipment 3 Years
Software 3-8 Years
Office Equipment 7 Years
Furniture and Fixtures 7 Years

Leasehold Improvements 7 Years

Amortization of leasehold improvements is computed using the straight-line method over the shorter of the life of the
lease or the estimated useful life of the assets. Maintenance and repairs are charged to expense as incurred.
Improvements of a major nature are capitalized. At the time of retirement or other disposition of property and
equipment, the cost and accumulated depreciation are removed from the accounts and any gains or losses are reflected
in income.

Impairment of I.ong-Lived Assets

In accordance with ASC 360 “Property, Plant, and Equipment,” we periodically review our long-lived assets, including
goodwill and other intangible assets, for impairment whenever events or changes in circumstances indicate that the
carrying amount of the assets may not be fully recoverable. We recognize an impairment loss when the sum of
expected undiscounted future cash flows is less than the carrying amount of the asset. The amount of impairment is
measured as the difference between the estimated fair value and the book value of the underlying asset.

Goodwill

Goodwill represents the excess of the purchase price over the fair value of net assets acquired in business
combinations. ASC 350-30-35-4 requires that goodwill be tested for impairment at the reporting unit level (operating
segment or one level below an operating segment) on an annual basis and between annual tests when circumstances
indicate that the recoverability of the carrying amount of goodwill may be in doubt. Application of the goodwill
impairment test requires judgment, including the identification of reporting units, assigning assets and liabilities to
reporting units, assigning goodwill to reporting units, and determining the fair value. Significant judgments required
to estimate the fair value of reporting units include estimating future cash flows, determining appropriate discount
rates and other assumptions. Changes in these estimates and assumptions could materially affect the determination of
fair value and/or goodwill impairment for each reporting unit. During fiscal years 2014 and 2013, the Company
impaired $2,700,255 and $0, respectively, of goodwill associated with the Cyber 360 and Control Solutions, Inc.
acquisitions.

Intangible Assets
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In connection with the acquisition of TRG (See Note 13), the Company identified and recognized an intangible asset
of $1,054,801 representing trade name, customer relationships and employment agreements/non-competes. The assets
are being amortized on the straight line basis over their estimated life of four (4) years, other than the trade name
which is amortized over fifteen (15) years. TRG customer relationships were valued based on the discounted cash
flow method applied to projected future cash flows as estimated by Company management. This method results in the
sum of the future net cash flows discounted to its present day value. The valuation provided for the trade name,
customer relationships and employment agreements/non-competes is based on independent professional valuation
services’ calculations. The intangible asset balance, net of accumulated amortization, at May 31, 2014 was $823,567.
An impairment was necessary as of May 31, 2014. The Company fully impaired trade name, customer relationships
and employment agreements/non-competes valued at $823,567, resulting in a net intangible asset balance of $0 at
May 31, 2014.

In connection with the acquisition of CSI (See Note 13), the Company identified and recognized an intangible asset of
$912,000 representing trade name, customer relationships and employment agreements/non-competes. The assets are
being amortized on the straight line basis over their estimated life of four (4) years, other than the trade name which is
amortized over fifteen (15) years. CSI customer relationships were valued based on the discounted cash flow method.
This method results in the sum of the future net cash flows discounted to its present day value. The valuation provided
for the trade name, customer relationships and employment agreements/non-competes is based on independent
professional valuation services’ calculations. The intangible asset balance, net of accumulated amortization, at May 31,
2014 was $804,346. An impairment was necessary as of May 31, 2014. The Company impaired trade name, customer
relationships and employment agreements/non-competes valued at $10,025. At May 31, 2014, the intangible asset
balance, net of accumulated amortization and after impairment of $10,025, is $794,321.
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In connection with the acquisition of Staffing 360 Solutions (UK) (See Note 13), the Company identified and
recognized an intangible asset of $10,050,000 representing trade name, customer relationships and employment
agreements/non-competes. The assets are being amortized on the straight line basis over their estimated life of four (4)
years, other than the trade name which is amortized over fifteen (15) years. Staffing UK customer relationships were
valued based on an estimate of the discounted cash flow method applied to projected future cash flows. This method
results in the sum of the future net cash flows discounted to its present day value. The valuation provided for the trade
name, customer relationships and employment agreements/non-competes is based on independent professional
valuation services’ calculations. The intangible asset balance, net of accumulated amortization, at May 31, 2014 is
$9,337,785. In addition, the Company recognized intangible assets of $261,465 upon acquisition of Staffing 360
Solutions (UK). In total the intangible assets balance, net of accumulated amortization, at May 31, 2014 is $9,599,250.

In connection with the acquisition of Poolia UK (See Note 13), the Company identified and recognized an intangible
asset of $465,321 representing customer relationships and employment agreements/non-competes. The assets are
being amortized on a straight line basis over the estimated life of four years. Poolia UK customer relationships were
valued based on an estimate of the discounted cash flow method. This method results in the sum of the future net cash
flows discounted to its present day value. The valuation provided for the trade name, customer relationships and
employment agreements/non-competes is based on independent professional valuation services’ calculations. The
intangible asset balance, net of accumulated amortization, at May 31, 2014 is $436,238.

In connection with the acquisition of PeopleSERVE, Inc. and PeopleSERVE PRS, Inc. (See Note 13), the Company
identified and recognized an intangible asset of $2,999,100 representing trade name, customer relationships and
employment agreements/non-competes. The assets are being amortized on the straight line basis over their estimated
life of four (4) years, other than the trade name which is amortized over fifteen (15) years. PS customer relationships
were valued using the discounted replacement cost approach. This method is based on acquisition costs invested to
attract each customer and relied on actual selling costs incurred and allocated to new customer generation over the
preceding four years. The valuation provided for the trade name, customer relationships and employment
agreements/non-competes is based on independent professional valuation services’ calculations. The intangible asset
balance, net of accumulated amortization, at May 31, 2014 is $2,973,497.

Reclassifications

Certain reclassifications have been made to conform the prior period data to the current presentations. These
reclassifications had no effect on the reported results.

Forward Stock Split
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The Company effected a one-for-three forward stock split on April 13, 2013. Following the forward split, the
Company’s issued and outstanding shares of Common Stock increased from 2,540,000 to 7,620,000. All share and per
share information has been retroactively adjusted to reflect this forward stock split.

Recent Accounting Pronouncements

In June 2014, the Financial Accounting Standards Board ("FASB") issued new authoritative guidance related to
share-based payments where performance targets can be achieved subsequent to the requisite service period. The
guidance, effective in fiscal year ended 2015, is not expected to have a material impact on its results of operations,
financial position or cash flows.
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In May 2014, the FASB issued new authoritative guidance related to revenue recognition. This guidance will replace
all current U.S. GAAP guidance on this topic and eliminate all industry-specific guidance. The new revenue
recognition guidance provides a unified model 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 for which the entity expects to be entitled in exchange for those goods or
services. This guidance allows for two methods of adoption: (a) full retrospective adoption, meaning the guidance is
applied to all periods presented, or (b) modified retrospective adoption, meaning the cumulative effect of applying this
guidance is recognized as an adjustment to the accumulated deficit balance. The Company is evaluating the two (2)
adoption methods as well as the impact this new guidance will have on the consolidated financial statements and
related disclosures and will be effective in the Company’s fiscal year ended 2018.

In April 2014, the FASB issued authoritative guidance, which specifies that only disposals, such as a disposal of a
major line of business, representing a strategic shift in operations should be presented as discontinued operations. In
addition, the new guidance requires expanded disclosures about discontinued operations that will provide financial
statement users with more information about the assets, liabilities, income, and expenses of discontinued operations.
The Company does not anticipate the adoption of this guidance will have a material impact on its consolidated
financial statements, absent any disposition representing a strategic shift in the Company's operations.

In July 2013, the FASB issued authoritative guidance that requires an entity to present an unrecognized tax benefit, or
a portion of an unrecognized tax benefit, in the financial statements as a reduction to a deferred tax asset for a net
operating loss carryforward, a similar tax loss, or a tax credit carryforward, except as follows. To the extent a net
operating loss carryforward, a similar tax loss, or a tax credit carryforward is not available at the reporting date under
the tax law of the applicable jurisdiction to settle any additional income taxes that would result from the disallowance
of a tax position or the tax law of the applicable jurisdiction does not require the entity to use, and the entity does not
intend to use, the deferred tax asset for such purpose, the unrecognized tax benefit should be presented in the financial
statements as a liability and should not be combined with deferred tax assets. The Company does not anticipate the
adoption of this guidance will have a material impact on its consolidated financial statements.

In March 2013, FASB issued authoritative guidance that resolves the diversity in practice regarding the release into
net income of the cumulative translation adjustment upon derecognition of a subsidiary or group of assets within a
foreign entity. This guidance will be effective for the Company beginning in the first quarter of fiscal 2015. The
Company does not anticipate the adoption of this guidance will have a material impact on its consolidated financial
statements, absent any material transactions involving derecognition of subsidiaries or groups of assets within a
foreign entity.

NOTE 4 - PROPERTY AND EQUIPMENT

Property and equipment consists of the following:
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May 31,

2014 2013
Computer software $113,615 $5,075
Office equipment 38,098 9,146
Computer Equipment 216,581 -
Furniture and fixtures 105,637 11,937
Website 32,117 -
Leasehold improvements 28,093 5,446
Total Cost 534,141 31,604
Accumulated depreciation (79,535) (1,924)
Total $454,606 $29,680

Depreciation and amortization expense for the years ended May 31, 2014 and 2013 was $113,827 and $1,924,
respectively.
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NOTE 5 - CONVERTIBLE NOTES PAYABLE

Convertible notes consist of the following as of:

May 31,
2014 2013

Convertible promissory notes (unsecured): On March 5, 2012, May 4, 2012, August 13, 2012,
August 20, 2012, September 14, 2012, October 4, 2012 and January 17, 2013, the Company
issued Notes in the principal amounts of $50,000, $200,000 and $70,000, $30,000, $50,000
and $25,000 (the “Notes”), respectively, totaling $425,000. The Notes bear interest at the rate of
12% per annum and were due on February 20, 2013. Note holders totaling $375,000 extended
their maturity dates to July 20, 2013 and one note holder totaling $50,000 extended the
maturity date to June 15, 2013. Interest accrued and was payable on the last day of every fiscal
quarter commencing on the first calendar quarter subsequent to the respective Note date and
ending on the maturity date. The Company did not have the right to pre-pay these notes. On
May 31, 2013, Notes totaling $375,000 and accrued interest of $39,054 were converted to
Common Stock at a price equal to 50% of the securities sold in the private offering dated April
19, 2013. The unit price of the securities sold in the private offering totaled $0.90. In addition,
on October 30, 2013, Notes totaling $50,000 and accrued interest of $4,274 were converted to
Common Stock at a price equal to 50% of the securities sold in the private offering dated April
19, 2013 and as a result issued 920,120 shares of Common Stock. The unit price of the
securities sold in the private offering totaled $0.90. During the year ended May 31, 2014, the
Company issued a total of 120,609 shares (111,111 for $50,000 principal portion and 9,498
shares for $4,274 of accrued interest.)

Beginning balance $ 50,000 $425,000
Fair value of shares issued for conversion of convertible notes payable (50,000) (375,000)
Ending balance $ - $50,000

Convertible promissory note (unsecured): On January 17, 2013, the Company issued a Note to
a shareholder in the principal amount of $750,000 (the “Convertible Note”). The Note bears
interest at the rate of 12% per annum and was due on July 20, 2013. If the payment occurred
prior to July 20, 2013, the note was subject to a mandatory conversion into shares of the
Company’s Common Stock, on the later of the date on which the Company: (i) acquired an
operating company in the staffing industry, or (ii) closed the issuance and sale of equity
securities in connection with the target acquisition. The shares of Common Stock issuable
upon conversion of the Convertible Note equaled: (i) the principal amount of the Convertible
Note and the accrued interest thereon divided by (ii) 50% of the per share price at which shares
were sold in the private offering which closed on April 19, 2013. On May 31, 2013, the
Company converted the $750,000 of principal and $33,288 of accrued interest to 1,666,667
and 73,972 shares, respectively of Common Stock of the Company at a price equal to 50% of
the securities sold in the private offering which closed on April 19, 2013. The unit price of the
securities sold in the private offering totaled $0.90.
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Beginning balance
Fair value of shares issued for conversion of convertible notes payable
Ending balance

F-17

$ -

$750,000
(750,000)
$ -
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Convertible promissory notes (unsecured): On November 7, 2013, November 13, 2013, November
22,2013 and December 6, 2013, the Company issued Notes in the principal amounts of $1,025,000,
$350,000, $130,000 and $150,000 (the “2013 Notes”) respectively, totaling $1,655,000. The 2013
Notes bear interest at the rate of 12% per annum and mature on the earlier of: (i) within 10 days
following the closing of a $10 million private placement financing, or (ii) February 28, 2014, the
maturity date, unless voluntarily converted prior to such date. The 2013 Notes are subject to a
voluntary conversion by the holders upon the earlier of: (i) the final closing of a private placement
offering (“PIPE Financing”), or (ii) the consummation of the acquisition as described in the 2013
Notes. The holders may elect to convert the principal amount of the 2013 Notes, including all
accrued and unpaid interest, into units of the Company consisting of shares of Common Stock and
warrants to purchase shares of Common Stock (the “Warrants”), at the same price as any units are sold
in a PIPE Financing, whereas each holder will receive 25,000 Common Stock shares and 12,500
Warrants at an exercise price of $2.00 for each $25,000 investment. In the event there is no PIPE
Financing, upon notice from the Company, the holders may elect to convert the notes at a
conversion price equal to $0.90 and receive 12,500 Warrants for each $25,000 of principal
converted. The Warrants will have an exercise price of $2.00 per share. In addition to the 2013
Notes, each holder receives 12,500 shares of Common Stock for each $50,000 investment. In total,
the Company issued 413,750 shares of Common Stock. As a result of the share issuance, the
Company recorded a debt discount of $297,009 and amortization of $297,009. The Company also
recorded a beneficial conversion of $89,884 and amortization of $89,884. In April 2014, the
Company fully converted $1,655,000 of principal and $72,044 of interest by issuing 1,727,044
common shares at $1 per share (1,655,000 common shares for principal and 72,044 common shares
for accrued interest). Additionally, the Company issued 863,535 Warrants valued at $80,825 and
recorded this as interest expense.

The Company agreed to pay the placement agent, Accelerated Capital Group, Inc., the Company
agreed to pay: (i) a cash fee up to ten percent (10%) of the aggregate gross proceeds raised, (ii) a
non-accountable expense allowance of up to two percent (2%) of the aggregate gross proceeds
raised, and (iii) shares of Common Stock up to ten percent (10%) of the aggregate number of shares
of Common Stock issued in connection with funds. The Company paid the placement agent an
aggregate consideration of $198,600 and issued an aggregate of 41,375 shares of Common Stock
valued at $36,203. Further, the Company recorded deferred finance costs (including escrow agent
fees of $4,500) of $239,303 and accumulated amortization of $239,303.

Beginning balance $1,655,000 $-
Beneficial conversion feature 90,176 ) -
Debt discount — restricted stock (297,051 ) -
Accumulated amortization 387,227 -
Fair value of shares issued for conversion of convertible notes payable (1,655,000) -
Ending balance $- $-

From April 21, 2014 through May 27, 2014, the Company also conducted a note offering, whereby
the Company raised approximately $950,000 from 2 accredited investor through the issuance of five
(5) short-term 12% convertible promissory notes (the “April Notes”). The purchaser of the April
Notes received an aggregate of 190,000 shares of restricted Common Stock. The April Notes are
due and payable upon demand by the holder with advance written notice fifteen (15) days prior to
the desired payment date. Commencing on dates ranging from July 15, 2014 to August 1, 2014, the
holder is entitled to receive shares ranging from an additional 2,500 to 5,000 shares of the
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Company’s restricted common stock per $100,000 note payable in arrears per month that any
principal amount or interest remains outstanding under the note. The holder of the April Notes may
convert, at its sole election, the principal amount and any accrued but unpaid interest due under the
April Notes into restricted shares of Common Stock at a price of $1.50 per share.
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From May 14, 2014 through May 19, 2014, the Company conducted an additional note offering
whereby the Company raised approximately $600,000 from five (5) accredited investors through the
issuance of five (5) short-term twelve percent (12%) convertible promissory notes (the “May Notes”).
The May Notes were payable upon the earlier of (i) completion of the Company’s convertible bond
offering, (ii) completion of the Company’s senior debt facility, or (iii) July 14, 2014. The purchasers
of the May Notes received an aggregate of 120,000 shares of restricted Common Stock. The holders
of the May Notes were entitled to convert, at their sole election, the principal amount and any
accrued but unpaid interest due under the May Notes into restricted shares of Common Stock at a
price of $1.50 per share. On July 14, 2014, all five (5) of the holders of the May Notes converted
such May Notes into an aggregate of 407,915 shares of Common Stock.

On May 27, 2014, the Company conducted an additional note offering whereby the Company raised
approximately $50,000 from one accredited investor through the issuance of a short-term twelve
percent (12%) convertible promissory note (the “May 27 Note”). The May 27 Note was payable upon
the earlier of (i) completion of the Company’s convertible bond offering, (ii) completion of the
Company’s senior debt facility or (iii) July 12, 2014. The purchasers of the May 27 Note received an
aggregate of 10,000 shares of restricted Common Stock. The holder of the May 27 Note was

entitled to convert, at his sole election, the principal amount and any accrued but unpaid interest due
under the May 27 Note into restricted shares of Common Stock at a price of $1.50 per share. On

July 25, 2014, the Company repaid the May 27 Note, including all accrued and unpaid interest.

In connection with the May 27, 2014 Note, and pursuant to that certain placement agent agreement,
dated January 23, 2014, between the Company and Corinthian Partners (“Corinthian’), the Company
paid Corinthian, in connection with the introduction of the investor to the Company, a cash fee of
$5,000 and issued 1,000 shares of Common Stock.

As a result of the 320,000 restricted shares issued in relation to the April Notes, May Notes and
May 27 Notes, the Company recorded a debt discount of $442,035 and amortization of $116,289.
The Company also recorded a beneficial conversion feature of $879,035 and related amortization of
$224,952. As of May 31, 2014, $1,600,000 in principal remained outstanding net of the remaining
debt discount of $979,825, for a net loan balance of $620,172.

Beginning balance $ 1,600,000 $-
Debt discount — restricted stock (442,035 ) -
Beneficial conversion feature (879,035 ) -
Accumulated amortization 341,241 -
Ending balance $ 620,172  $-
F-19
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NOTE 6 - PROMISSORY NOTES

Promissory notes — short-term consisted of the following:

May 31,
2014 2013
Short-term promissory notes $340,000 $ -
Promissory notes — Staffing 360 Solutions (UK) 1,137,211 -
Promissory note — PeopleSERVE 789,155 -
Payment of short-term notes (340,000 ) -
Payment of promissory notes — Staffing (UK) (348,075 ) -
Debt discount — restricted shares (short-term notes) 61,026 -
Accumulated amortization — debt discount (short-term notes) (61,026 ) -
$1,578291 $ -
Promissory notes —long-term consisted of the following:
May 31,
2014 2013
Promissory notes — Staffing 360 Solutions (UK) $2,827,738 §$ -
Promissory note — PeopleSERVE 1,578,311 -
$4,406,049 $ -

Short-term promissory notes: Pursuant to the promissory note agreements dated September 27, 2013, October 18,
2013 and October 28, 2013, the Company issued notes in the amount of $40,000, $200,000 and $100,000,
respectively. The promissory notes bear interest at the rate of twelve percent (12%) per annum and were due at the
earlier of the completion of the Company’s $1.5 million bridge financing or 90 days from the date of the note. As
additional consideration, the note holders received an aggregate of 25,000 shares of Common Stock for each $100,000
invested or a prorated portion thereof. The Company issued 85,000 common shares. As a result of the share issuance,
the Company recorded a debt discount of $61,026 and amortization of $61,026. On November 12, 2013 and
November 19, 2013, the Company re-paid $300,000 in principal and $3,189 in interest. On March 21, 2014, the
Company repaid $40,000 in principal and $1,933 in interest. As of May 31, 2014, all principal and interest has been
paid. For the years ended May 31, 2014 and 2013, interest expense related to the promissory notes amounted to
$5,122 and $0, respectively.
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Promissory notes - Staffing 360 Solutions (UK): Pursuant to the purchase of Staffing 360 Solutions (UK), the
Company executed and delivered to the Staffing 360 Solutions (UK) shareholders a three (3) year promissory note

(the “Initio Promissory Notes”) in the aggregate principal amount of $3,964,949 to the shareholders of Staffing 360
Solutions (UK). Each Initio Promissory Note bears interest at the rate of six (6%) percent per annum and is amortizes
over a five (5) year, straight line basis. As of May 31, 2014, the Company has repaid $348,106 in principal. The
remaining principal balance outstanding is $3,616,843. At May 31, 2014, the current portion of the outstanding
balance is $789,136 with the remaining $2,827,738 recorded as promissory notes - long-term. For the years ended
May 31, 2016 and 2017, the Company’s future payments towards the long-term portion of the promissory note consists
of $789,136 and $2,038,602 respectively. During the year ended May 31, 2014, the Company recorded $91,645 of
interest expense of which $83,329 has been paid.

Brendan Flood, the Company’s Executive Chairman was a shareholder of Staffing 360 Solutions (UK), and was issued
a three (3) year promissory note. Mr. Flood’s portion of the $3,964,949 aggregate principal amount totaled $2,064,880.
Mr. Flood has been paid $172,073 in principal and $43,466 in interest through May 31, 2014. As of May 31, 2014, the
balance due to Mr. Flood amounted to $1,892,807 and $4,978 in principal and interest, respectively.

In addition, Matt Briand, the Company’s Chief Executive Officer was a shareholder of Staffing 360 Solutions (UK),
was issued a three (3) year promissory note. Mr. Briand’s portion of the $3,964,949 aggregate principal amount totaled
$1,115,144. Mr. Briand has been paid $92,929 in principal and $23,474 in interest through May 31, 2014. As of May
31, 2014, the balance due to Mr. Briand amounted to $1,022,215 and $2,688 in principal and interest, respectively.

Promissory note - PeopleSERVE: Pursuant to the purchase of PeopleSERVE, the Company executed and delivered to
the PeopleSERVE shareholder a three (3) year promissory note (the “PS Promissory Note”) in the aggregate principal
amount of $2,367,466 to the shareholder of PeopleSERVE, Linda Moraski. Ms. Moraski is current serving as
President and Chief Executive of PeopleSERVE. The PS Promissory Note bears interest at the rate of six (6%) percent
per annum and is amortized over a five year straight line basis. As of May 31, 2014, the Company has repaid $0 in
principal and interest. The remaining principal balance outstanding is $2,367,466. At May 31, 2014, the current
portion of the outstanding balance is $789,155 with the remaining $1,578,311 recorded as promissory notes -
long-term. For the years ended May 31, 2016 and 2017, the Company’s future payments towards the long-term portion
of the promissory note consists of $789,155 and $789,155 respectively.

For the years ended May 31, 2014 and 2013, the Company’s interest expense for long-term notes amounted to $97,093
(391,645 from the Initio Promissory Notes and $5,448 from the PS Promissory Note) and $0, respectively. As of May
31,2014 and 2013, accrued and unpaid interest under the long-term notes amounted to $13,764 ($8,316 from the
Initio Promissory Notes and $5,448 from PS Promissory Note) and $0, respectively, and are included in accrued
expenses on the accompanying consolidated balance sheets.
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NOTE 7 - BONDS - SERIES A

Bonds — Series A consisted of the following:

May 31,
2014 2013
Bonds — Series A $2,998,500 $ -

Beneficial Conversion Feature (1,379,997) -
Debt discount — Restricted Stock (488,176 )
Accumulated amortization 369,334
Bonds — Series A, net $1,499,660 $

From April 17, 2014 through May 31, 2014, the Company completed multiple closings of its best efforts private
offering (the “Bond Financing”) of twelve percent (12%) Convertible Bonds (the “Convertible Bonds”) with certain
accredited investors (the “Bond Purchasers”). Pursuant to purchase agreements with each of the Bond Purchasers (the
“Bond Agreements”), the Company issued Convertible Bonds for an aggregate of $2,998,500. On or prior to the
maturity date, October 15, 2014, of each of the Convertible Bonds, the Bond Purchasers must notify the Company
whether the payment for the Convertible Bond will be made in cash or as payment-in-kind in comparably valued
Common Stock of the Company. The Bond Purchasers may elect to convert the Convertible Bonds, including all
unpaid coupon payments, at any time prior to the maturity date, into restricted shares of Common Stock of the
Company, at a conversion price of $1.50 per share.

Each Bond Purchaser received equity consideration at a rate of 5,000 restricted shares of the Company’s Common
Stock for each $50,000 investment. Accordingly, the Company issued an aggregate of 299,850 shares of its Common
Stock to the Bond Purchasers. As a result of the 299,850 restricted shares issued, the Company recorded a debt
discount of $488,176 and amortization of $97,364. The Company also recorded a beneficial conversion of $1,379,997
and amortization of $271,970. At May 31, 2014, the principal amount outstanding remains $2,998,500. Net of the
remaining debt discount and beneficial conversion of $369,334, the remaining loan balance is $1,499,660.

For the years ended May 31, 2014 and 2013, interest expense related to the Bond Financing amounted to $33,980 and
$0, respectively. As of May 31, 2014 and 2013, accrued interest under the Bond Financing amounted to $33,980 and
$0, respectively, and are included in accrued expenses on the accompanying consolidated balance sheets.

As the retained placement agent, Accelerated Capital Group, Inc., the Company agreed to pay: (i) a fee in cash up to
an amount equal to ten percent (10%) of the aggregate gross proceeds raised by such brokers, (ii) a non-accountable
expense allowance of up to two percent (2%) of the aggregate gross proceeds raised by such broke, and (iii) shares of
Common Stock equal to an amount up to ten percent (10%) of the aggregate number of shares of Common Stock
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issued in connection with funds raised by the broker. As of the final closing, the Company paid the placement agent
an aggregate cash amount of $142,825 and issued an aggregate of 29,985 shares of Common Stock valued at $57,271.
As aresult, the Company recorded deferred finance cost totaling $200,096 and accumulated amortization totaling
$16,115.

NOTE 8 - RELATED PARTY TRANSACTIONS

Director and Related Parties Consulting Fees

During the years ended May 31, 2014 and 2013, the Company incurred $60,000 and $90,895, respectively in
consulting fees to Trilogy Capital Partners, Inc., which has been included in director and related parties consulting
fees on the accompanying consolidated statements of operations. The Company’s Vice Chairman and President,
Alfonso J. Cervantes, is the majority owner of Trilogy. At May 31, 2014, the Company has $7,500 recorded on the
balance sheet in the Accounts Payable and Accrued Expenses — Related Parties account.
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During the years ended May 31, 2014 and 2013, the Company incurred $105,000 and $121,000, respectively in
consulting fees to Robert Y. Lee, which has been included in director and related parties consulting fees on the
accompanying consolidated statements of operations. This contract was mutually discontinued on December 31, 2013.

During the years ended May 31, 2014 and 2013, the Company incurred $155,000 and $113,750, respectively in
consulting fees to Grandview Capital Partners, Inc., which has been included in director and related parties consulting
fees on the accompanying consolidated statements of operations. At May 31, 2014, the Company has $50,000
recorded on the balance sheet in the Accounts Payable and Accrued Expenses — Related Parties account.

During the years ended May 31, 2014 and 2013, the Company incurred $0 and $38,750, respectively in accounting
fees to Chord Advisors, Inc. David Horin, the former Chief Financial Officer of Staffing 360 Solutions, Inc., is the
President of Chord Advisors, LLC. Additionally, on December 2, 2013, the Company converted an accounts payable
balance of $27,500 balance into 27,500 shares of Common Stock, valued at $24,063, as full satisfaction of the
outstanding fees. Mr. Horin resigned as Chief Financial Officer on April 15, 2013.

During the years ended May 31, 2014 and 2013, the Company incurred $0 and $50,000, respectively in consulting
fees to Richard M. Cohen. Mr. Cohen is the Chairman of Chord Advisors, LLC. Additionally, on November 14, 2013,
the Company converted an existing $60,000 payable balance into 60,000 shares of Common Stock, valued at $52,500,
as full satisfaction of the outstanding fees.

For the years ended May 31, 2014 and 2013, the Company incurred $30,000 and $22,500, respectively in Board of
Director fees to Dimitri Villard. Additionally, the Company paid $10,000 in advisory fees to Mr. Villard from January
1, 2014 through April 30, 2014. In May 2014, Mr. Villard was named the Chairman of the Corporate Governance and
Nominating Committee. Through May 31, 2014, the Company incurred $1,667 in fees associated with Mr. Villard’s
role as Chairman of the Corporate Governance and Nominating Committee. All such fees have been included in
director and related parties consulting fees on the accompanying consolidated statements of operations. At May 31,
2014, the Company has $14,167 recorded on the balance sheet in the Accounts Payable and Accrued Expenses —
Related Parties account.

For the years ended May 31, 2014 and 2013, the Company incurred $30,000 and $0, respectively in Board of Director
fees to Robert Mayer. Additionally, the Company paid $10,000 in advisory fees to Mr. Mayer from January 1, 2014
through April 30, 2014. All such fees have been included in director and related parties consulting fees on the
accompanying consolidated statements of operations. At May 31, 2014, the Company has recorded an overpayment of
$10,000 in accounts payable — related parties. The overpayment will be applied against future director fees.
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For the years ended May 31, 2014 and 2013, the Company incurred $10,000 and $0, respectively in Board of Director
fees to Jeff Grout. In February 2014, Mr. Grout was named the Chairman of the Compensation Committee. Through
May 31, 2014, the Company incurred $6,667 in fees associated with Mr. Grout’s role as Chairman of the
Compensation Committee. All such fees have been included in director and related parties consulting fees on the
accompanying consolidated statements of operations.

For the years ended May 31, 2014 and 2013, the Company incurred $1,250 and $0, respectively in Board of Director
fees to Nick Florio. In May 2014, Mr. Florio was named the Chairman of the Audit Committee. Through May 31,
2014, the Company incurred $833 in fees associated with Mr. Florio’s role as Chairman of the Audit Committee. All
such fees have been included in director and related parties consulting fees on the accompanying consolidated
statements of operations. At May 31, 2014, the Company has recorded $2,083 on the balance sheet in the Accounts
Payable and Accrued Expenses — Related Parties account.

From time to time, TRIG Special Purpose 1, LLC, which is beneficially owned by the Company’s Vice Chairman and
President Alfonso J. Cervantes, the Company’s former principal financial officer and director, Peter Goldstein, and
Robert Y. Lee, a shareholder of the Company provided working capital advances to the Company. During the years
ended May 31, 2014 and 2013, TRIG Special Purpose 1, LLC advanced the Company $12,000 and $33,000,
respectively for working capital purposes. As of May 31, 2014, the Company recorded a current liability of $27,279
on the accompanying consolidated balance sheets. These advances are short-term in nature and non-interest bearing.
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NOTE 9 - ACCOUNTS RECEIVABLE FINANCING

In May 2013 and November 2013, respectively, Staffing 360 Group, Inc. d/b/a Cyber 360 Solutions and Control
Solutions International, Inc., both wholly owned subsidiaries of the Company, entered into financing services
agreements by which they assign accounts receivable to fund working capital with Sterling National Bank (“Sterling”).
Pursuant to these agreements, Sterling may advance up to 90% of the face value of eligible accounts receivable. The
borrowings carry interest at a rate of .025% per day, or 9% per annum, from the date of the advance until the date of
repayment. There is no ending date to the agreement, only a closing fee of $500 upon termination.

In February 2014, Staffing 360 Solutions (UK) Limited, a wholly owned subsidiary of the Company, entered into an
agreement with ABN AMRO Commercial Finance PLC under which it borrows money against open accounts
receivable. Under this agreement, the Borrower receives advances of up to 90% on temporary placements and 75% on
permanent placements of the face value of eligible receivables. The borrowings carry interest at a rate of 2.50% above
the Sterling Libor rate (3.90%). The maximum loan amount is 200,000 Pounds Sterling with an Aggregate Limit of
1,250,000 Pounds Sterling. The agreement terminates on its second anniversary.

Effective November 1, 2012, the Company’s subsidiary, Monroe Staffing, a subsidiary of Staffing (UK), entered into a
$14,000,000 line of credit (“Credit and Security Agreement”) with Wells Fargo Bank, NA. The Credit and Security
Agreement is subject to accounts receivable limitations and bears interest at Libor plus 5% (5.15% as of May 31,
2014) on the greater of $5,000,000 or the actual loan balance outstanding, and expires on October 31, 2015. The
Credit and Security Agreement is subject to an annual facility fee, certain covenants and is secured by all of the assets
of Monroe Staffing. The covenants are as follows:

-The Company’s Working Capital Ratio shall at all times be not less than 1:1 measured on a quarterly basis.

-The Company’s Cash Flow shall at all times be positive, as measured on a quarterly cumulative basis.

The Company shall not make any loans, advances or transfers to any subsidiary or affiliate other than transactions in
"the ordinary course of business.

In March 2014, the Company obtained a one-time waiver relating to the above covenants, specifically as it relates to
the failure to maintain a working capital ratio of 1:1 and positive cash flow for the quarterly period ended December
2013.

Effective July 25, 2014, the Company joined with its subsidiaries, Monroe Staffing Services, LLC, PeopleSERVE,
Inc. and PeopleSERVE PRS, Inc., (collectively referred to as “Borrowers”) in an Amended and Restated Credit and
Security Agreement and a new Credit and Security Agreement (“Credit Facility”’) with Wells Fargo Bank, NA. This
Credit Facility increased the line of credit amount from $14,000,000 to $15,000,000 and modified the covenant to
permit, with certain limitations, the transfer of funds amongst the Borrowers. All of terms and conditions remain
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unchanged.

At May 31, 2014, $11,260,207 was recorded as a liability relating to the Accounts Receivable Financing account.

NOTE 10 - STOCKHOLDERS’ EQUITY

Common Stock

On May 7, 2013, the Company increased the number of shares of Common Stock from 75,000,000 shares to
200,000,000 shares and authorized the creation of 20,000,000 shares of blank check preferred stock, par value
$0.00001 per share with such designations, rights and preferences as may be determined from time to time by the
Board.

As of May 31, 2014 and 2013, the Company has issued and outstanding 32,950,537 and 12,288,138 shares of
Common Stock, respectively.
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The issuance of Common Stock during the year ended May 31, 2013 is summarized in the table below:

Shares issued pursuant to 2013 private placement offering
Shares issued to consultants
Shares issued for conversion of convertible notes payable

Shares issued in connection with accrued interest related to convertible

notes
Shares issued to officer
Shares issued pursuant to Acquisition

The issuance of Common Stock during the year ended May 31, 2014 is summarized in the table below:

Shares issued pursuant to 2013 private placement offering
Shares issued pursuant to 2014 private placement offering
Shares issued to consultants

Shares issued for conversion of accounts payable

Shares issued for conversion of convertible notes payable
Shares issued in connection with convertible notes

Shares issued in connection with accrued interest related to
convertible notes

Shares issued in connection with promissory notes

Shares issued to board of directors

Shares issued to audit committee

Shares issued to compensation Committee

Shares issued to corporate governance and nominating Committee
Shares issued to employees

Shares issued pursuant to Acquisitions

Shares issued to private placement Agents

Shares issued in connection with convertible bonds

Shares issued in connection with bridge loans

Shares issued for conversion of convertible promissory notes
Shares issued for conversion of accrued interest related to convertible
promissory notes
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Number of
Shares of
Common Stock

1,166,676
175,734
2,500,000

160,759

152,400
512,569

Number of
Shares of
Common Stock

627,783
10,000,000
831,055
115,408
111,111
413,750

9,498

85,000
121,250
2,083
4,998
4,582
90,000
4,560,067
1,338,922
299,850
320,000
1,655,000

72,044

Fair Value at
Issuance

$ 1,050,000

140,587
1,125,000

72,342

140,587
410,055

Fair Value at
Issuance

$565,000

10,000,000
1,025,379
100,982
50,000
297,047

4,275

61,026
111,612
4,098
9,075
8,193
113,500
5,179,429
786,208
488,177
442,034
1,655,000

72,044

Fair Value

at

Issuance

(per share)

$ 0.90
0.80
0.45

0.45

0.80
0.80

Fair Value at
Issuance
(per share)
$0.90
1.00
0.875-2.06
0.875
0.45
0.72

0.45

0.72
0.45-2.04
1.92-1.98
0.875-2.04
0.875-2.04
0.875-1.97
0.875-1.93
0.875-2.00
1.63

1.38

1.00

1.00
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Warrants

The following table summarizes the changes in warrants outstanding and related prices for the shares of the Company’s
Common Stock issued to shareholders at May 31, 2013:

Warrants Outstanding Weichted Warrants Exercisable
Exercise Number Weighted Average £ Number Weighted
. . . Average .
Price Outstanding Remaining Contractual ; . Exercisable Average
. Exercise price . .
Life (years) Exercise Price
$ 1.80 583,338 291 $ 1.80 583,338 $ 1.80

The following table summarizes the changes in warrants outstanding and related prices for the shares of the Company’s
Common Stock issued to shareholders at May 31, 2014:

Warrants Outstanding Weichted Warrants Exercisable
Exercise =~ Number Weighted Average g Number Weighted
. . . Average .
Price Outstanding Remaining Contractual ; . Exercisable Average
. Exercise price . .
Life (years) Exercise Price
$1.80-2.00 6,760,765 2.56 $ 197 6,760,765 $  1.97

Transactions involving the Company’s warrant issuance are summarized as follows:

Number of Weighted
Shares AYerage
Price Per Share

Outstanding at May 31, 2012 - $ -
Issued 583,338 1.80
Exercised - -
Expired - -
Outstanding at May 31, 2013 583,338 $ 1.80
Issued 6,177,427 1.82
Exercised - -
Expired

Outstanding at May 31, 2014 6,760,765 $ 1.97
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Stock Options

2014 Equity Plan - On April 30, 2014, the Board adopted the 2014 Equity Plan (the “Plan”). Under the plan, the
Company may grant options to employees, directors, senior management of the Company and, under certain
circumstances, consultants. The purpose of the 2014 Equity Plan is to retain the services of the group of persons
eligible to receive option awards, to secure and retain the services of new members of this group and to provide
incentives for such persons to exert maximum efforts for the success of the Company and its affiliates. Through May
31, 2014, a maximum of 1,500,000 shares of Common Stock has been reserved for issuance under this plan. In July
2014, the Company increased the number of options to be issued from 1,500,000 to 2,500,000. The Plan expires on
January 28, 2024. The Board will administer the plan unless and until the Board delegates administration to a
committee, consisting of one or more members, that has been appointed by the Board, except that once our Common
Stock begins trading publicly, the committee will consist solely of two or more outside directors as defined in the
Treasury Regulations promulgated under Section 162(m) of the Internal Revenue Code of 1986, as amended. On April
30, 2014, the Board delegated the authority to administer the Plan to the Company’s compensation committee. The
compensation committee will have the power to determine which persons eligible under the Plan will be granted
option awards, when and how each option award will be granted, and the provisions and terms of each option award.
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During the year ended May 31, 2014, the Company recorded share-based payment expenses amounting to $198,974,
in connection with all options outstanding. The amortization of share-based payment was recorded in general and
administrative expenses during 2014.

The Company granted 1,900,000 options in 2014, as follows: (i) 1,150,000 options with an exercise price of $2.00 per
share with 20% of the granted options vesting immediately; and (ii) 750,000 non-qualified options with an exercise
price of $2.00 per share with 100% of the non-qualified granted options vesting immediately. Each of the options are
exercisable for a term of 5 years.

The fair value of Stock options granted was estimated at the date of grant using the Black-Scholes options pricing
model. The Company used the following assumptions for determining the fair value of options granted under the
Black-Scholes option pricing model:

Exercise price: $2.00

Market price at date of grant: $0.875 - 1.50
Volatility: 48.49% - 51.12%
Expected dividend rate: 0

Expected terms (years): 5

Risk-free interest rate: 1.58% - 1.73%

A summary of the activity during fiscal 2014 of the Company’s Stock Plan is presented below:

Weighted Aggregate
Options Average Intrinsic
Exercise Price  Value

Outstanding at June 1,2013 - $ - $ -
Granted 1,900,000 2.00 -
Exercised - - -
Expired or cancelled - - -
Outstanding at May 31, 2014 1,900,000 $ 2.00 $ -

The total compensation cost related to options not yet recognized is approximately $233,263 at May 31, 2014. The
Company will recognize this charge over the next 48 months.
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NOTE 11 - COMMITMENTS AND CONTINGENCIES

Employment Agreements

On December 15, 2011, TRIG Capital Group, LLC entered into an employment agreement (the “Hartley Employment
Agreement”) with Allan Hartley to become its Chief Executive Officer and a Director. On February 21, 2013 (the
“Grant Date”), TRIG assigned the Employment Agreement to the Company and Mr. Hartley became the Company’s
chief executive officer (the “CEQO”). Pursuant to the Employment Agreement, the CEO was paid $7,500 per month on
part time basis. Upon completion of the initial acquisition of a target company, Mr. Hartley was to receive an annual
salary of $180,000 on a full time basis. Additionally, the Company shall grant to CEO a number of shares (the “CEO
Shares”) of the Company’s Common Stock that represents 5% of the outstanding as of the date of the share acquisition
agreement dated February 19, 2013. The CEO Shares shall vest at the following milestones: of the five percent (5%)
total shares transferred to the CEO, two percent (2%) will vest simultaneous with the completion of the Company’s
first acquisition and one percent (1%) will vest as the completion of the Company’s second, third and fourth
acquisitions, respectively. On April 26, 2013, the first milestone was triggered when the Company acquired TRG. Mr.
Hartley was issued 152,400 shares, valued at $140,587, based on the terms of his agreement. In December 2013, the
Company amended the Hartley Employment Agreement which went effective on January 1, 2014. Pursuant to the
amended Hartley Employment Agreement, Mr. Hartley was to serve as Co-Chief Executive Officer of the Company.
Mr. Hartley was to be paid a salary of $250,000 per annum, plus other benefits including reimbursement for
reasonable expenses and paid vacation. Mr. Hartley was also entitled to certain performance bonuses based upon the
Company achieving certain milestones. Mr. Hartley was paid $25,000 as a performance bonus related to the Staffing
(UK) acquisition. The Hartley Employment Agreement had a term through December 31, 2016. On February 26,
2014, Allan Hartley submitted his resignation to the Company whereby he resigned from his positions as Co-Chief
Executive Officer and as a director of the Company, effective immediately.

Effective January 1, 2014, the Company entered into an employment agreement with Alfonso J. Cervantes (the
“Cervantes Employment Agreement”), to serve as the President of the Company. In addition, the parties agreed that Mr.
Cervantes shall not engage or participate in any business that is in competition in any manner whatsoever with the
business of the Company, or any business which the Company contemplates conducting or intends to conduct.
Pursuant to the terms of the Cervantes Employment Agreement, the Company will pay Mr. Cervantes $120,000
annually. In addition, Mr. Cervantes will receive reimbursement for all reasonable expenses which Mr. Cervantes
incurs during the course of performance under the Cervantes Employment Agreement. Mr. Cervantes can terminate
the Employment Agreement after four months with 30-days’ notice. The Company can terminate the Cervantes
Employment Agreement upon notice to Mr. Cervantes. On January 3, 2014, Amendment No. 1 to the Employment
Agreement (the “Amended Employment Agreement”) of Alfonso J. Cervantes, the President and Director, became
effective. The Amended Employment Agreement amends the original Cervantes Employment Agreement by (i)
extending the term of employment through December 31, 2016, (ii) increasing the salary to $250,000 per annum, and
(iii) providing for certain performance bonuses relating to certain milestones of the Company. Mr. Cervantes was paid
a $100,000 as a performance bonus related to Staffing (UK) acquisition. In addition, Mr. Cervantes has been
appointed Vice Chairman of the Board.
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On February 24, 2013, the Company entered into an employment agreement with Darren Minton (the “Minton
Employment Agreement”), to serve as a Senior Vice President of the Company. In addition, the parties agreed that Mr.
Minton shall not engage or participate in any business that is in competition in any manner whatsoever with the
business of the Company, or any business which the Company contemplates conducting or intends to conduct.
Pursuant to the terms of the Minton Employment Agreement, the Company will pay Mr. Minton $48,000 annually.

Mr. Minton is also entitled to receive as additional compensation 20,000 shares of the Company’s Common Stock. In
addition, Mr. Minton will receive reimbursement for all reasonable expenses which Mr. Minton incurs during the
course of performance under the Minton Employment Agreement. Mr. Minton can terminate the Employment
Agreement after four (4) months with 30-days’ notice. The Company can terminate the Minton Employment
Agreement upon notice to Mr. Minton. On February 24, 2014, the Company entered into a new employment
agreement with Mr. Minton to serve as Executive Vice President of the Company. Pursuant to the terms of the Minton
Employment Agreement, the Company agreed to pay Mr. Minton $180,000 annually. Mr. Minton is also entitled to
receive as additional compensation 20,000 shares of the Company’s Common Stock. The employment agreement has a
term of eighteen months. In addition, the Company can terminate the Employment Agreement after four (4) months
with 30-days’ notice.

On March 21, 2013, the Company entered into a four (4) year employment agreement with Mark P. Aiello (the “Aiello
Employment Agreement”), to serve as a Senior Vice President of the Company and as President of Cyber 360
Solutions, the Company’s cyber security division. In addition, the parties agreed that Mr. Aiello shall not engage or
participate in any business that is in competition in any manner whatsoever with the business of the Company, or any
business which the Company contemplates conducting or intends to conduct. Pursuant to the terms of the Aiello
Employment Agreement, the Company will pay Mr. Aiello $150,000 annually. Mr. Aiello is also entitled to an annual
base commission equal to 3% of the gross profit of Cyber 360 Solutions. In addition, Mr. Aiello will receive
reimbursement for all reasonable expenses which Mr. Aiello incurs during the course of performance under the Aiello
Employment Agreement. Mr. Aiello or the Company can terminate the Aiello Employment Agreement one hundred
eighty (180) days prior to the end of the term of the agreement otherwise the agreement will automatically extend for
one (1) additional year.
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On November 4, 2013, the Company entered into a four (4) year employment agreement with Charlie Cooper (the
“Cooper Employment Agreement”), to serve as Vice President of the Company and as Chief Operating Officer of CSI,
the Company’s professional services and consulting division. Pursuant to the Cooper Employment Agreement, the
parties agreed that Mr. Cooper will not engage or participate in any business that is in competition in any manner
whatsoever with the business of the Company, or any business which the Company contemplates conducting or
intends to conduct. Mr. Cooper will receive a salary of $200,000 annually, plus reasonable expenses. Mr. Cooper is
also entitled to an annual base commission equal to two percent (2%) of the gross profit of professional services and
consulting division. In addition, Mr. Cooper will receive an additional monthly commission, not to exceed one and
three quarters’ percent (1.75%), if the CSI gross profit exceeds $2,200,000. The Cooper Employment Agreement will
automatically renew for successive one year terms following the completion of the initial four year term of the
agreement unless terminated by the Company or Mr. Cooper ninety (90) days prior to the end of such term.

On November 4, 2013, the Company entered into a four (4) year employment agreement with Margaret Gesualdi (the
“Gesualdi Employment Agreement”), to serve as Vice President of the Company and as Mid-Atlantic Region Managing
Partner of CSI, the Company’s professional services and consulting division. Pursuant to the Gesualdi Employment
Agreement, the parties agreed that Ms. Gesualdi will not engage or participate in any business that is in competition in
any manner whatsoever with the business of the Company, or any business which the Company contemplates
conducting or intends to conduct. Ms. Gesualdi will receive a salary of $190,000 annually, plus reasonable expenses.
Ms. Gesualdi is also entitled to an annual base commission equal to two percent (2%) of the “employee attributable
gross profit” of the professional services and consulting division. In addition, Ms. Gesualdi will receive an additional
monthly commission, not to exceed one and three quarters’ percent (1.75%), if the employee attributable gross profit
exceeds $750,000. The Gesualdi Employment Agreement will automatically renew for successive one (1) year terms
following the completion of the initial four year term of the agreement unless terminated by the Company or Ms.
Gesualdi ninety (90) days prior to the end of such term.

On November 4, 2013, the Company entered into a four (4) year employment agreement with Simon Dealy (the “Dealy
Employment Agreement”), to serve as Sr. Vice President of the Company and as Chief Executive Officer of CSI, the
Company’s professional services and consulting division. Pursuant to the terms of the Dealy Employment Agreement,
the parties agreed that Mr. Dealy will not engage or participate in any business that is in competition in any manner
whatsoever with the business of the Company, or any business which the Company contemplates conducting or
intends to conduct. Mr. Dealy will receive a salary of $200,000 annually, plus reasonable expenses. Mr. Dealy is also
entitled to an annual base commission equal to two percent (2%) of the gross profit of professional services and
consulting division. In addition, Mr. Dealy will receive an additional monthly commission, not to exceed one and
three quarters’ percent (1.75%), if the CSI gross profit exceeds $2,200,000. The Dealy Employment Agreement will
automatically renew for successive one (1) year terms following the completion of the initial four year term of the
agreement unless terminated by the Company or Mr. Dealy ninety (90) days prior to the end of such term.

On January 3, 2014, the Company entered into an employment agreement with Matt Briand (the “Briand Employment
Agreement”). Pursuant to the Briand Employment Agreement, Mr. Briand will serve as Co-Chief Executive Officer of
the Company, as well as, Chief Executive Officer of Monroe. Mr. Briand will be paid a salary of $300,000 per annum,
plus other benefits including reimbursement for reasonable expenses, paid vacation and insurance coverage for his
roles with both Staffing 360 Solutions, Inc. and Monroe Staffing LLC, a division of Staffing 360 Solutions (UK)
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Limited. Mr. Briand will also be entitled to an annual bonus of up to 50% of his annual base salary based on reaching
certain financial milestones. The Briand Employment Agreement has a term of five (5) years and will automatically
renew thereafter unless twelve (12) months written notice is provided by either party. This employment agreement
includes customary non-compete/solicitation language for a period of twelve (12) months after termination of
employment. On February 26, 2014, following the resignation of Mr. Hartley, Mr. Briand became the sole Chief
Executive Officer.
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On January 3, 2014, the Company entered into an employment agreement with Brendan Flood (the “Flood
Employment Agreement”). Pursuant to the Flood Employment Agreement, Mr. Flood will serve as Executive
Chairman of the Board, as well as, Chief Executive Officer of Initio. Mr. Flood will be paid a salary of £192,000
(approximately $315,000) per annum, less statutory deductions, plus other benefits including reimbursement for
reasonable expenses, paid vacation and insurance coverage for his roles with both Staffing 360 Solutions, Inc. and
Staffing 360 Solutions (UK) Limited. Mr. Flood’s salary will be adjusted (but not decreased) annually based upon the
Consumer Price Index in U.K. for All Urban Consumers. Mr. Flood will also be entitled to an annual bonus of up to
50% of his annual base salary based reaching certain financial milestones. The Flood Employment Agreement has a
term of five (5) years and will automatically renew thereafter unless twelve (12) months written notice is provided by
either party. This employment agreement includes customary non-compete/solicitation language for a period of twelve
(12) months after termination of employment.

On February 11, 2014 a term sheet was agreed to for annual compensation of $120,000 with Nicholas Koutsivitis for
his role as Controller and Vice President. In addition, Mr. Koutsivitis will be entitled to a 25% bonus at calendar year
end based on certain performance milestones as mutually agreed. The Company will be required to provide a ninety
(90) day notice in the event of termination.

On February 17, 2014 a term sheet was agreed to for annual compensation of $180,000 with Wade Pearson for his
role as Senior Vice President of Finance. In addition, Mr. Pearson will be entitled to a 50% bonus at calendar year end
based on certain performance milestones as mutually agreed. The Company will be required to provide a ninety (90)
day notice in the event of termination.

On March 17, 2014, the Company entered into an employment agreement with Jeff R. Mitchell (the “Mitchell
Employment Agreement”). Pursuant to the Mitchell Employment Agreement, Mr. Mitchell will serve as Executive
Vice President and Chief Financial Officer. Mr. Mitchell will receive an annual base salary $250,000, plus other
benefits including reimbursement for reasonable expenses, paid vacation and insurance coverage for his role with
Staffing 360 Solutions, Inc. Mr. Mitchell will also be entitled to an annual bonus of up to 50% of his annual base
salary based on reaching certain milestones. Mr. Mitchell will also receive a grant of 125,000 restricted shares of the
Company’s Common Stock, issuable as follows: (i) 50,000 shares on March 17, 2014, and (ii) 25,000 shares on each
one (1) year anniversary of his employment. In addition, Mr. Mitchell will be entitled to 150,000 stock options to
purchase Common Stock to be issued under the Company’s Stock Option Plan, which such stock options shall vest as
follows: (i) 30,000 on March 17, 2014, and (ii) 30,000 on each one year anniversary of his employment. The stock
options have an exercise price of $2.00 per share, and are exercisable for a period of five years from the date of grant.
The Mitchell Employment Agreement has a term of three (3) years. This employment agreement includes customary
non-compete/solicitation language for a period of 12 months after termination of employment.

On May 17, 2014, the Company entered into an employment agreement with Linda Moraski (the “Moraski PSI
Employment Agreement”). Pursuant to the Moraski PSI Employment Agreement, Ms. Moraski will serve as President
and Chief Executive Officer of PSI for a term of three (3) years, provided however such term shall automatically
renew for one (1) year terms unless notice of non-renewal is provided at least one hundred eighty (180) days prior to
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such renewal. Ms. Moraski shall receive a base salary of $112,500 per year, which such base salary is subject to
increase based on the Consumer Price Index (“CPI’’). Further, Ms. Moraski will be entitled to receive an annual
commission equal to the sum of (i) three percent (3%) of the Gross Profit of PSI for such fiscal year; plus (ii) two and
one-half percent (2.5%) of the amount that Gross Profit of PSI for such fiscal year exceeds the Closing Gross Profit as
defined in the Agreement. In addition, Ms. Moraski shall also be entitled to an annual bonus, certain benefits, and
eligibility to participate in the Company’s stock incentive plan and certain expense reimbursements.

In addition, on May 17, 2014, the Company entered into an employment agreement with Linda Moraski (the ‘“Moraski
PRS Employment Agreement”). The terms of the Moraski PRS Employment Agreement are substantially similar to the
Moraski PSI Employment Agreement, provided, however, under the Moraski PRS Employment Agreement, Ms.
Moraski’s base salary is $37,500, subject to increase based on CPI. Ms. Moraski is not entitled to any commissions or
bonuses pursuant to the Moraski PRS Employment Agreement.
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Consulting Agreements

On May 1, 2012, the Company entered into a one-year advisory agreement for business advisory services with Mr.
Richard M. Cohen. The Company shall pay M. Cohen $120,000 during the term of the contract in a combination of
cash and stock on the following basis:

Stock compensation of $60,000. The number of shares shall be based on a value equal to the per share price that
“shares sell in the private placement financing for the Company's initial acquisition;

Cash compensation of $60,000. Mr. Cohen shall receive $5,000 per month commencing May 1, 2012. The monthly
-amount shall be accrued and will be paid in full from the proceeds of the financing at the closing of the Company's
initial acquisition. Subsequent payments following the closing will be due on the first of each month.

This agreement expired on April 30, 2013 and was not renewed. The $60,000 owed to this advisor has been converted
into 60,000 shares of Common Stock in November 2013 and is regarded as paid in full.

On July 19, 2012, the Company entered into a one (1) year consulting agreement for business development, business
modeling and support services with River Star Professional Group (“RSPG”) which was amended to a two year
agreement effective July 17, 2013. The parties agreed that the consultant will be paid cash $5,000 monthly; plus
$2,500 per month in the form of Common Stock of the Company based upon the closing share value as of the last day
of each month, for up to forty (40) man hours of service time with additional hours above forty (40) hours billed at an
agreed upon hourly rate plus pre-approved related expenses incurred in performing such services. In November 2013,
the Company engaged RSPG to provide compliance support services for an initial $30,000 retainer fee. On January
30, 2014, the Company entered into a termination and settlement agreement with RSPG. As full and final settlement
of the agreement, RSPG received a cash payment of $153,750 and 36,388 shares of common stock. On March 1,
2014, this agreement was amended to reflect a rate of $250 per hour and a term of twelve (12) months.

On February 15, 2013, the Company entered into an advisory agreement (the “Chord Agreement”) with Chord Advisors,
LLC (“Chord”). Pursuant to the Chord Agreement, Chord will provide the Company with comprehensive outsourced
accounting solutions. The Company will pay Chord $6,250 for CFO services per month and $5,000 for

Controller/back office services per month for a period of twelve (12) months. The Company’s former Chief Financial
Officer, David Horin, is the President of Chord. On April 15, 2013, David Horin resigned as Chief Financial Officer.

On February 15, 2013, the Company entered into an advisory agreement (the “Grandview Advisory Agreement”) with
Grandview Capital Partners, Inc. (“Grandview”). Pursuant to the Grandview Advisory Agreement, Grandview will
provide the Company with assistance and advice in seeking out a potential merger or acquisition partner/target. The
Company will pay Grandview $10,000 per month for a period of eighteen (18) months and will increase to $15,000
per month on the completion of the first acquisition of a temporary staffing company by the Company and
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contemporaneous financing. The Company will further compensate Grandview as its exclusive buy side advisor to
locate and facilitate qualified businesses or companies that may desire to have the Company provide financing, (debt
or equity) or fund the acquisition of certain of the stock or assets of such business transactions. Grandview will
receive a fee between one (1%) and ten (10%) percent of the total transaction, depending on the transaction value, as
defined in the Grandview Advisory Agreement. The Company’s former Chairman of the Board, Principal Financial
Officer, and Treasurer, Peter Goldstein, is the majority shareholder of Grandview Capital Partners, Inc. Mr. Goldstein
resigned from the Board and all officer positions as of January 3, 2014. This agreement was amended in January 2014
and will continue until September 30, 2014 at a rate of $10,000 per month.

On February 15, 2013, the Company entered into an agreement (the “Trilogy Agreement”) with Trilogy Capital
Partners, Inc. (“Trilogy”). Pursuant to the Trilogy Agreement, Trilogy will provide the Company with the development
and implementation of an investor awareness program designed to create financial market and investor awareness for
the Company. The Company will pay Trilogy $5,000 per month for a period of eighteen (18) months. The Company’s
President, Alfonso J. Cervantes is the majority owner of Trilogy.
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On February 14, 2013, the Company entered into a corporate services agreement (the “Pylon Agreement”) with Pylon
Management, Inc. (“Pylon”). Pursuant to the Pylon Agreement, Pylon will provide the Company with assistance and
advice in identifying potential merger or acquisition targets and integrating such acquired business into the Company
for a period of eighteen (18) months. Pursuant to the Pylon Agreement, for any merger and acquisition transaction,
Pylon will receive a fee between three (3%) and five (5%) percent of the transaction value. Pylon shall also receive
equity compensation in the amount of two percent (2%) of the outstanding shares of the Company’s Common Stock on
the date of the first acquisition, and one percent (1%) of the outstanding shares of the Company’s Common Stock on
the date of the second transaction. All shares of the Company Common Stock issued under the Pylon Agreement shall
have “piggyback” registration rights at the Company’s election and shall be included in any registration statement filed
by the Company with the Securities and Exchange Commission. Upon the closing of the first transaction, the
Company will pay a monthly retainer of $5,000 per month. The Company will also pay Pylon 2% of the net sales of
the Company for administrative services rendered, which may be reduced pursuant to the Pylon Agreement. The

Pylon Agreement may be terminated by either party upon ninety (90) days written notice. On April 26, 2013, the
Company acquired TRG. As such, Pylon was issued 175,734 shares based on the terms of the agreement. In February
2014, the Company issued Pylon 150,000 shares of Common Stock as full settlement and termination of the Pylon
Agreement. On March 1, 2014, the Company entered into a new twelve (12) month advisory agreement with Pylon.
The Company will pay Pylon $5,000 per month as well as performance-based fees.

On February 15, 2013, the Company entered into an advisory agreement (the “Joshua Capital Agreement”) with Joshua
Capital, LLC (“Joshua Capital’’). Pursuant to the Joshua Capital Agreement, Joshua Capital will provide the Company
with advisory and consulting services in connection with the Company’s business operations. The Company will pay
Joshua Capital $10,000 per month for a period of 18 months and will increase to $15,000 per month on the completion
of the first acquisition of a temporary staffing company and contemporaneous financing. The agreement may be
terminated by the Company for cause, as defined in the agreement. Robbie Lee, a shareholder of the Company is the
majority shareholder of Joshua Capital, LLC. The Company and Joshua Capital terminated the agreement effective
December 31, 2013.

On August 22, 2013, the Company entered into an agreement with Rempel Ventures, LLC. The term of the agreement
is for twelve (12) months. Rempel Ventures will receive $3,000 and 5,000 Common Stock shares per month and will
provide advisory services. Specifically, they will provide support for business activities related to the Company’s
consolidation model in the staffing industry. In addition, Rempel Ventures will provide business and financial advice
and services. On January 1, 2014, the Company and Rempel Ventures, LLC amended the agreement increasing the
advisory fee to $13,000 per month. In addition, the agreement was transferred from Rempel Ventures, LLC to
Alternative Advisory Group LLC. No other terms of the agreement were altered. On April 1, 2014, the Company
further modified the Alternative Advisory Group agreement by extending the term of the agreement to April 1, 2015
and discontinued the monthly equity consideration of 5,000 shares which was replaced with a one-time issuance of
200,000 shares of Common Stock.

Directors Agreements
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On July 15, 2012, the Company entered into an advisory agreement with Dimitri Villard. From July 1, 2012 to June
30, 2013, Mr. Villard served as a member of the board of directors and as an advisory for the Company. The Company
agreed to pay Mr. Villard $45,000, consisting of: (i) $22,500 of Common Stock shares based on the value equal to
50% of the per share price of the Common Stock sold in the private placement financing, and (ii) $22,500 of cash to
be paid in monthly payments of $1,875. This agreement expired on June 30, 2013, but was continued by the Company
on a month to month basis. Effective July 1, 2013, Mr. Villard entered into a new agreement with the Company, to
serve as a member of the board of directors for $30,000 annually, payable $2,500 per month. Additionally, Mr. Villard
was awarded 2,500 shares of restricted Common Stock per month. In addition, effective January 1, 2014, Mr. Villard
entered into a separate advisory agreement (the “Villard Advisory Agreement”) for a term of one year for $30,000 per
year, payable $2,500 per month, and 30,000 shares of restricted Common Stock, issued at 2,500 shares per month. In
April 2014, the Villard Advisory Agreement was terminated. For his services as an advisor, Mr. Villard was paid
$10,000 and was awarded 10,000 shares of restricted Common Stock. In May, 2014, Mr. Villard was named the
Chairman of the Corporate Governance and Nominating Committee. For his service as Chairman of the Corporate
Governance and Nominating Committee, Mr. Villard will receive an annual payment of $20,000, payable $1,667 per
month. In addition, Mr. Villard will receive 833 shares of restricted Common Stock per month (10,000 shares
annually), par value $.00001 per share. In May 2014, Mr. Villard was named as a member of the Audit Committee
and the Compensation Committee. For his service as a member of the Audit Committee and Compensation
Committee, Mr. Villard will receive 833 shares of restricted Common Stock per month (10,000 shares annually) for
each committee.

F-31

113



Edgar Filing: Staffing 360 Solutions, Inc. - Form 10-K

Effective July 1, 2013, the Company entered into an agreement with Robert Mayer, to serve as a member of the board
of directors for an annual payment of $30,000, payable $2,500 per month. In addition, for his service as a member of
the board of directors, Mr. Mayer will receive 2,500 shares of restricted Common Stock per month. In addition,
effective January 1, 2014, Mr. Mayer entered into a separate agreement to serve as an advisor to the Company (the
“Mayer Advisory Agreement”) for a term of one (1) year for $30,000 per year, payable $2,500 per month and 30,000
shares of restricted Common Stock, issued at 2,500 shares per month. In April 2014, the Mayer Advisory Agreement
was terminated. For his services as an advisor, Mr. Mayer was paid $10,000 and was awarded 10,000 shares of
restricted Common Stock. In May, 2014, Mr. Mayer was named as a member of the Audit Committee and the
Compensation Committee. For his service as a member of the Audit Committee and Compensation Committee, Mr.
Mayer will receive 833 shares of restricted Common Stock per month (10,000 shares annually) for each committee.

In February 2014, the Company entered into an agreement with Jeff Grout to serve as a member of the board of
directors for an annual payment of $30,000, payable $2,500 per month. In addition, for his service as a member of the
board of directors, Mr. Grout will receive 2,500 shares of restricted Common Stock per month. In addition, in
February, 2014, Mr. Grout was named the Chairman of the Compensation Committee. For his service as Chairman of
the Compensation Committee, Mr. Grout will receive an annual payment of $20,000, payable $1,667 per month. Mr.
Grout will also receive 833 shares of restricted Common Stock per month (10,000 shares annually). Mr. Grout was
also named as a member of the Corporate Governance and Nominating Committee. For his service as a member of the
Corporate Governance and Nominating Committee, Mr. Grout will receive 833 shares of restricted Common Stock
per month (10,000 shares annually).

In May 2014, the Company entered into an agreement with Nick Florio to serve as a member of the board of directors
for an annual payment of $30,000, payable $2,500 per month. In addition, for his service as a member of the board of
directors, Mr. Florio will receive 2,500 shares of restricted Common Stock per month. In addition, in May, 2014, Mr.
Florio was named the Chairman of the Audit Committee. For his service as Chairman of the Audit Committee, Mr.
Florio will receive an annual payment of $20,000, payable $1,667 per month. Mr. Florio will also receive 833 shares
of restricted Common Stock per month (10,000 shares annually). Mr. Florio was also named as a member of the
Corporate Governance and Nominating Committee. For his service as a member of the Corporate Governance and
Nominating Committee, Mr. Florio will receive 833 shares of restricted Common Stock per month (10,000 shares
annually).

Lease Obligations

The Company entered into multiple lease agreements for office space. The agreements require monthly rental
payments through March 31, 2017. Total minimum lease obligation approximate $552,000, $466,220 and $132,339
for the years ended May 31, 2015, 2016 and 2017, respectively. For the year ended May 31, 2014, rent expense
amounted to $599,000.
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Legal Matters

On May 22, 2014, NewCSI, Inc., (“NCSI”), the former sole shareholder of CSI, filed a claim in the U.S. District Court
for the Western District of Texas, Austin Division, against the Company alleging a breach of the CSI Purchase
Agreement. NCSI claims that the Company breached a provision of the CSI Purchase Agreement which required the
Company to determine the value of CSI’s “Deferred Tax Assets” (as defined in the CSI Purchase Agreement) within 90
days after December 31, 2013. Per the claim, NCSI seeks acceleration of the earn out payment provided in the CSI
Purchase Agreement in the amount of $1.4 million less the amount of any earn out previously paid to NCSI, together
with 50% of the Deferred Tax Assets or $154,433 and legal fees.

While the Company vigorously opposes these claims and has asserted various affirmative defenses in its response, the
Company is attempting to resolve the dispute amicably and has made an offer to settle the dispute. The Company is
awaiting a response to its settlement offer. Nevertheless, there can be no assurance that the outcome of this litigation
will be favorable to the Company.

From time to time, the Company and its subsidiaries enter into legal disputes in the ordinary course of business.
However, other than as described above, the Company believes there are no material legal or administrative matter
pending that are likely to have, individually or in the aggregate, a material adverse effect on its business or results of
operations.
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NOTE 12 - GEOGRAPHICAL SEGMENTS

For the years ended May 31, 2014 and 2013, the Company generated revenues in the U.S., Canada and the U.K. as
follows:

Years ended May 31,
2014 2013

Revenue generated in the U.S.  $43,723,329 $647,731
Revenue generated in Canada 89,475 -
Revenue generated in the U.K. 1,965,689 -
Total revenue $45,778,493 $647,731

As of May 31, 2014 and 2013, the Company has assets in the U.S., Canada and the U.K.:

May 31,
2014 2013

Total assets in the U.S. $40,685,600 $3,320,497
Total Assets in Canada 102,351 -
Total assets in the UK. 2,897,231 -
Total assets $43,685,182 $3,320,497

As of May 31, 2014 and 2013, the Company has liabilities in the U.S., Canada and the U.K.:

May 31,
2014 2013

Total liabilities in the U.S. $30,419,809 $2,542,133
Total liabilities in Canada 6,994 -

Total liabilities in the U.K. 2,638,969 -
Total liabilities $33,065,772 $2,542,133

NOTE 13 - ACQUISITIONS
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On April 26, 2013, the Company purchased 100% of the issued and outstanding stock of The Revolution Group, Ltd.
(“TRG”). The aggregate consideration paid by the Company to the TRG shareholders was $2,509,342 (the “TRG
Purchase Price”), paid as follows: (i) at the closing the Company paid the TRG shareholders cash in the amount of
$907,287; and (ii) the Company paid $410,055 by issuing to the TRG shareholders 512,569 restricted shares of the
Company’s Common Stock valued at a price of $0.80 per share. In addition, the Company agreed to pay the TRG
shareholders performance-based compensation in cash an amount equal to the following percentages of TRG’s gross
profit from the date of closing through the end of the sixteenth (16th) quarter following the date of closing (the “TRG
Earn Out Period”), not to exceed $1,500,000: (i) twenty percent (20%) of the amount of TRG’s gross profit up to and
including an aggregate of $5,000,000 during the Earn Out Period; plus (ii) seven percent (7%) of the amount of TRG’s
gross profit, if any, in excess of an aggregate of $5,000,000 during the Earn-Out Period. At the time of the
Acquisition, the Company estimated the performance-based compensation was $1,192,000. As of May 31, 2014, the
Company’s calculated estimate of the performance-based compensation did not change. During the year ended May
31, 2014, the Company paid $262,856 towards the earn-out liability. At May 31, 2014 the balance of the earn-out
liability was $929,145. This transaction was accounted for under the purchase method in accordance with ASC 805.
As a result of the Acquisition, TRG became a wholly-owned subsidiary of the Company and now operates under the
name “Cyber 360 Solutions” (“Cyber Solutions”).

In connection with the acquisition of TRG, the Company identified and recognized an intangible asset of $1,054,801
representing trade name, customer relationships and employment agreements/non-competes. The valuation provided
for the trade name, customer relationships and employment agreements/non-competes is based on independent
professional valuation services’ calculations. The assets are being amortized on the straight line basis over their
estimated life of four (4) years, other than the trade name which is amortized over fifteen (15) years. During the years
ended May 31, 2014 and 2013 the Company recognized amortization expense of $210,406 and $20,828, respectively.
An impairment was necessary as of May 31, 2014. The Company impaired the trade name, customer relationships and
employment agreements/non-competes valued at $823,566. The Intangible Asset balance at May 31, 2014 is $0.
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The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the date of
acquisition:

ASSETS:

Current assets $47,881
Intangible assets 1,054,801

Goodwill 1,412,646
Total $2,515,328
LIABILITIES:

Current liabilities $5,986

Net purchase price $2,509,342

On November 4, 2013, the Company acquired 100% of the issued and outstanding Common Stock (the “CSI
Acquisition”) of Control Solutions International, Inc. (“CSI”), a Florida corporation and its wholly owned subsidiary,
Canada Control Solutions International, Inc., an Ontario, Canada corporation (“CCSI”) pursuant to a Stock Purchase
Agreement dated August 14, 2013 by and among the Company, NewCSI, Inc., a Delaware corporation (“NCSI”), and
the shareholders of NCSI. The aggregate consideration paid by the Company for the CSI Acquisition was $3,530,454,
payable as follows: (i) at closing the Company paid cash to the NCSI shareholders and their designee the amount of
$1,311,454; and (ii) the Company paid $119,000 by issuing to the NCSI shareholders 136,000 restricted shares of the
Company’s Common Stock valued at a price of $0.875 per share. In addition, the Company agreed to pay the NCSI
shareholders performance-based compensation in cash an amount equal to 20% of CSI’s and CCSI’s consolidated gross
profit from the date of closing through the end of the sixteenth (16th) quarter following the date of closing (the “CSI
Earn Out Period”) not to exceed a total of $2,100,000. As of May 31, 2014, the Company’s calculated estimate of the
performance-based compensation did not change. During the year ended May 31, 2014, the Company paid $262,716
towards the earn-out liability. At May 31, 2014 the balance of the earn-out liability was $1,837,284. The Company
estimated the performance-based compensation was $2,100,000. As a result of the Acquisition, CSI became a
wholly-owned subsidiary of the Company.

In connection with the acquisition of CSI, the Company identified and recognized an intangible asset of $912,000
representing trade name, customer relationships and employment agreements/non-competes. The assets are being
amortized on the straight line basis over their estimated life of four (4) years, other than the trade name which is
amortized over fifteen (15) years. This method results in the sum of the future net cash flows discounted to its present
day value. The valuation provided for the trade name, customer relationships and employment
agreements/non-competes is based on independent professional valuation services’ calculations. During the years
ended May 31, 2014 and 2013 the Company recognized amortization expense of $107,654 and $0, respectively. The
Company will recognize amortization expense of $182,198 in the fiscal year ended 2015, $182,198 in the fiscal year
ended 2016, $182,198 in the fiscal year ended 2017, $85,027 in the fiscal year ended 2018, $15,619 each year in the
fiscal years 2019 through 2028 and $6,508 in the fiscal year ended 2029. An impairment was necessary as of May 31,
2014. The Company impaired trade name, customer relationships and employment agreements/non-competes valued
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at $10,025. At May 31, 2014, the intangible asset balance, net of accumulated amortization and after impairment of

$10,025, is $794,321.

The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the date of

acquisition:
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ASSETS:
Current assets $1,475,716
Intangible assets 912,000

Goodwill 1,287,609
Total $3,675,325
LIABILITIES:

Current liabilities $144,871

Net purchase price $3,530,454
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On January 3, 2014, the Company purchased 100% of the issued and outstanding Common Stock (the “Initio
Acquisition”) of Initio International Holdings Limited (“Initio”), a company organized under the laws of England and
Wales and its respective subsidiaries, including but not limited to Monroe Staffing Services, LLC, a Delaware limited
liability company (“Monroe,” and together with all of Initio’s subsidiaries, the “Subsidiaries™). The transaction
contemplated by a Share Purchase Agreement, dated October 30, 2013, as amended by Amendment No. 1 to the Share
Purchase Agreement, dated December 10, 2013 (the “SPA”), by and among the Company and the shareholders of Initio.
The aggregate consideration paid by the Company for the Initio Acquisition was $13.29 million, payable as follows:

(1) at closing the Company paid the Initio shareholders cash in the amount of $6,440,000; and (ii) the Company paid
$2,884,614 by issuing to the Initio shareholders 3,296,702 restricted shares of the Company’s Common Stock valued at
a price of $0.875 per share; and (iii) the Company issued three (3) year promissory notes (subject to adjustment if
certain post-closing results are not achieved) to the Initio shareholders totaling $3,964,949, each promissory note
bearing an interest rate of six percent (6%) per annum, amortized on a five (5) year straight line basis. Upon closing of
the Initio Acquisition, certain of the Initio Shareholders were appointed to the Company’s Board of Directors and
entered into employment agreements with the Company or one of its subsidiaries. As a result of the Acquisition, Initio
and its Subsidiaries became wholly-owned subsidiaries of the Company. Initio was renamed Staffing 360 Solutions
(UK) Limited (“Staffing UK”).

In connection with the 