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PART I

CAUTIONARY NOTE REGARDING FORWARD LOOKING STATEMENTS

In addition to historical information, this Quarterly Report on Form 10-Q (this “Quarterly Report”) contains
forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934, as amended.
Forward-looking statements are those that predict or describe future events or trends and that do not relate solely to
historical matters. You can generally identify forward-looking statements as statements containing the words “believe,”
“expect,” “will,” “anticipate,” “intend,” “estimate,” “project,” “assume” or other similar expressions, although not all forward-looking
statements contain these identifying words. All statements in this Quarterly Report regarding our future strategy,
future operations, projected financial position, estimated future revenue, projected costs, future prospects, and results
that might be obtained by pursuing management’s current plans and objectives are forward-looking statements. You
should not place undue reliance on our forward-looking statements because the matters they describe are subject to
known and unknown risks, uncertainties and other unpredictable factors, many of which are beyond our control.
Important risks that might cause our actual results to differ materially from the results contemplated by the
forward-looking statements are contained in “Part I, Item 2. Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and “Part II, Item 1A. Risk Factors” of this Quarterly Report and in our subsequent
filings with the Securities and Exchange Commission (“SEC”). Our forward-looking statements are based on the
information currently available to us and speak only as of the date on which this Quarterly Report was filed with the
SEC. We expressly disclaim any obligation to issue any updates or revisions to our forward-looking statements, even
if subsequent events cause our expectations to change regarding the matters discussed in those statements. Over time,
our actual results, performance or achievements will likely differ from the anticipated results, performance or
achievements that are expressed or implied by our forward-looking statements, and such difference might be
significant and materially adverse to our stockholders.

As used in this report:

•"Function(x)" refers to Function(x) Inc., a Delaware corporation formerly known as DraftDay Fantasy Sports Inc. and
Viggle Inc. (also herein referred to as "the Company")

•"App" refers to the free Viggle application (also herein referred to as the "Viggle App")

•"We", "us" and "our" refer to Function(x) and its subsidiaries, individually, or in any combination

•"SFX" refers to SFX Entertainment Inc., a company affiliated with Robert F.X. Sillerman, the Company's Executive
Chairman, Chief Executive Officer, and a Director (hereinafter, "Mr. Sillerman")

•"SIC" refers to Sillerman Investment Company, LLC, a company affiliated with Mr. Sillerman

•"SIC II" refers to Sillerman Investment Company II, LLC, a company affiliated with Mr. Sillerman

•"SIC III" refers to Sillerman Investment Company III, LLC, a company affiliated with Mr. Sillerman

•"SIC IV" refers to Sillerman Investment Company IV, LLC, a company affiliated with Mr. Sillerman

•"SIC VI" refers to Sillerman Investment Company VI, LLC, a company affiliated with Mr. Sillerman
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ITEM 1.  FINANCIAL STATEMENTS
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Function(x) Inc.
CONSOLIDATED BALANCE SHEETS
(amounts in thousands, except share data)

December
31, 2016
(Unaudited)

June 30,
2016

Assets
Current assets:
   Cash and cash equivalents $ 122 $537
   Marketable securities — 2,495
   Accounts receivable (net of allowance for doubtful accounts of $20 at December 31, 2016 and
June 30, 2016) 742 307

   Prepaid expenses 72 226
   Other receivables 50 114
   Other current assets 179 110
   Current assets of discontinued operations 20 39
   Total current assets 1,185 3,828
Restricted cash 498 440
Property & equipment, net 1,260 1,414
Intangible assets, net 9,573 5,339
Goodwill 18,859 11,270
Other assets 432 748
   Total assets $ 31,807 $23,039

Liabilities, convertible redeemable preferred stock and stockholders' equity/(deficit)
Current liabilities:
   Accounts payable and accrued expenses $ 8,901 $11,625
   Deferred revenue 682 637
   Current portion of loans payable and conversion feature, net 10,794 8,996
   Current liabilities of discontinued operations 2,703 2,851
   Total current liabilities 23,080 24,109
Loans payable, less current portion — 19,716
Deferred revenue 3,446 3,429
Deferred tax liability 102 —
Common stock warrant liability 420 10
Other long-term liabilities 901 951
   Total liabilities 27,949 48,215

Series A Convertible Redeemable Preferred Stock, $1,000 stated value, authorized 100,000
shares, issued and outstanding -0- shares as of December 31, 2016 and June 30, 2016 — —

Commitments and contingencies

Stockholders' equity/(deficit):
Series B Convertible Preferred Stock, $1,000 stated value, authorized 50,000 shares, issued and
outstanding -0- shares as of December 31, 2016 and June 30, 2016 — —

Series C Convertible Redeemable Preferred Stock, $1,000 stated value, authorized 100,000
shares, issued and outstanding of 33,175 and 3,000 shares as of December 31, 2016 and June 30,

34,907 4,940
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2016, respectively
Series D Preferred Stock, $1,000 stated value, authorized 150 shares, issued and outstanding -0-
shares as of December 31, 2016 and June 30, 2016 — —

Series E Convertible Preferred Stock, $1,000 stated value, authorized 10,000 shares, issued and
outstanding 4,435 and -0- shares as of December 31, 2016 and June 30, 2016, respectively 7,600 —

Common stock, $0.001 par value: authorized 300,000,000 shares, issued and
outstanding 3,244,275 and 3,023,753 shares as of December 31, 2016 and June 30, 2016,
respectively

3 3

3
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Function(x) Inc.
CONSOLIDATED BALANCE SHEETS
(amounts in thousands, except share data)

December
31, 2016
(Unaudited)

June 30,
2016

Additional paid-in-capital 411,075 409,765
Treasury stock, 10,758 shares at December 31, 2016 and June 30, 2016 (11,916 ) (11,916 )
Accumulated deficit (438,280 ) (428,380)
Accumulated other comprehensive income — (361 )
Non-controlling interest 469 773
Total stockholders' equity/(deficit) 3,858 (25,176 )
Total liabilities and stockholders' equity/(deficit) $ 31,807 $23,039

See accompanying Notes to Consolidated Financial Statements 
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Function(x) Inc.
CONSOLIDATED STATEMENTS OF OPERATIONS
(amounts in thousands, except share and per share data)
(Unaudited)

Three Months
Ended December
31,

Six Months Ended
December 31,

2016 2015 2016 2015
Revenues $1,215 $1,782 $1,875 $3,255
Selling, general and administrative expenses (3,574 ) (10,025 ) (7,614 ) (19,409 )
Impairment loss (see Note 3) — (30,402 ) — (30,402 )
Operating loss (2,359 ) (38,645 ) (5,739 ) (46,556 )

Other expense:
Other (expense)/income, net 2,161 1 (326 ) 3
Interest expense, net (2,471 ) (926 ) (4,121 ) (1,783 )
Total other expense (310 ) (925 ) (4,447 ) (1,780 )

Net loss before provision for income taxes (2,669 ) (39,570 ) (10,186 ) (48,336 )

Income tax expense (102 ) — (102 ) —

Net loss from continuing operations $(2,771) $(39,570) $(10,288) $(48,336)

Net loss from discontinued operations — (5,124 ) (36 ) (9,773 )

Net loss (2,771 ) (44,694 ) (10,324 ) (58,109 )

Accretion of Convertible Redeemable Preferred Stock 22 74 44 148

Undeclared Series C Convertible Redeemable Preferred Stock Dividend (1,017 ) (306 ) (1,511 ) (613 )

Add: Net loss attributable to non-controlling interest 141 522 424 689

Net loss attributable to Function(x) Inc. common stockholders $(3,625) $(44,404) $(11,367) $(57,885)

Net loss per common share - basic and diluted:
Continuing operations $(1.13 ) $(28.25 ) $(3.64 ) $(37.21 )
Discontinued operations $— $(3.69 ) $(0.01 ) $(7.56 )
Net loss per share attributable to Function(x) Inc. common stockholders -
basic and diluted $(1.13 ) $(31.94 ) $(3.65 ) $(44.77 )

Weighted average common shares outstanding - basic and diluted 3,196,1361,390,204 3,113,010 1,292,838

See accompanying Notes to Consolidated Financial Statements
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Function(x) Inc.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(amounts in thousands)
(Unaudited)

Three Months
Ended December
31,

Six Months Ended
December 31,

2016 2015 2016 2015
Net loss $(2,771) $(44,694) $(10,324) $(58,109)
Other comprehensive income, net of tax:
Unrealized loss on available for sale securities — — (289 ) —
Reclass of available for sale securities to Consolidated Statements of
Operations — — 650 —

Other comprehensive income — — 361 —
Comprehensive loss $(2,771) $(44,694) $(9,963 ) $(58,109)

See accompanying Notes to Consolidated Financial Statements

6
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Function(x) Inc.
CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY/(DEFICIT)
(amounts in thousands)
(Unaudited)

Common
Stock

Series C
Preferred
Stock

Series E
Preferred
Stock

Additional
Paid-In
Capital

Treasury
Stock

Accumulated
Other
Comprehensive
Loss

Accumulated
Deficit

Non-controlling
Interest Total

Balance at June 30, 2016 $ 3 $4,940 $ — $409,765 $(11,916)$ (361 ) $ (428,380 )$ 773 $(25,176)
Net loss (9,900 ) (424 ) (10,324 )
Unrealized loss on
marketable securities (289 ) (289 )

Sale of Perk shares 650 650
Conversion of debt to
common stock 885 885

Termination of Sportech
MSA 120 120

Write-off of Shareholder
notes 56 56

Issuance of Series C shares 28,500 1,675 30,175
Issuance of Series E shares 7,600 7,600
Accretion of Series C
Convertible Redeemable
Preferred Stock

(44 ) 44 —

Undeclared Series C
Preferred Stock Dividend 1,511 (1,511 ) —

Restricted stock - share
based compensation 133 133

Employee stock options -
share based compensation 28 28

Balance December 31,
2016 (unaudited) $ 3 $34,907 $ 7,600 $411,075 $(11,916)$ — $ (438,280 )$ 469 $3,858

See accompanying Notes to Consolidated Financial Statements
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Function(x) Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(amounts in thousands)
(Unaudited)

Six months ended
December 31,
2016 2015

Operating activities:
Net loss $(10,324) $(58,109)
Adjustments to reconcile net loss to net cash used in operating activities:
Restricted stock - share based compensation 133 9,981
Employee stock options - share based compensation 28 346
Accretion of debt issuance costs and discount 1,866 100
Loss on sale of Perk shares and warrants 2,195 —
Impairment loss — 30,402
Depreciation and amortization 1,420 2,435
Deferred income taxes 102 —
Change in fair value of conversion features and warrants (1,790 ) —
Gain on settlement of debt (315 ) —
Changes in operating assets and liabilities:
Accounts receivable, net (435 ) 2,036
Other receivables 64 621
Restricted cash (58 ) 255
Prepaid expenses 154 596
Other assets 246 (5 )
Deferred revenue 62 (283 )
Accounts payable and accrued expenses 72 6,406
Reward points liability — 140
Other liabilities (50 ) (59 )
Other — 94
Net cash used in operating activities (6,630 ) (5,044 )

Investing activities:
Acquisitions, net of cash acquired — 535
Sale of Perk shares and warrants 1,300 —
Net cash provided by investing activities 1,300 535

Financing activities:
Proceeds from loans 6,880 7,100
Repayments on loans (1,545 ) (3,000 )
Debt issuance costs (420 ) —
Payments related to contingent consideration — (3,076 )
Net cash provided by financing activities 4,915 1,024

Net decrease in cash (415 ) (3,485 )
Cash at beginning of period 537 4,217
Cash at end of period $122 $732

Supplemental cash flow information:
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Cash paid during the period for interest $30 $—
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See accompanying Notes to Consolidated Financial Statements

Function(x) Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(amounts in thousands)
(Unaudited)

Six months ended December 31,
2016 2015

Non-Cash investing
and financing
activities:
Series C conversion
with SIC III, SIC
IV, and SIC VI
notes

$ 30,175 $ —

Series E issuance in
connection with the
Rant acquisition
(Note 6)

7,600 —

Rant Note issuance
in connection with
the Rant acquisition
(Note 6)

3,500 —

Rant assumed
liabilities 1,990 —

Warrants issued in
connection with
Debentures

1,500 —

Common stock and
warrants issued for
DraftDay
acquisition

— 1,757

Common stock and
warrants issued for
management
service contracts

— 3,475

Loans converted to
common stock 885 4,112

See accompanying Notes to Consolidated Financial Statements

9
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Function(x) Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1.  Basis of Presentation and Consolidation

Overview

On January 27, 2016, Function(x) Inc. ("Company", "Function(x)" and "we") changed its name from Viggle Inc. to
DraftDay Fantasy Sports, Inc. ("DraftDay"), and changed its ticker symbol from VGGL to DDAY. On June 10, 2016,
the Company changed its name from DraftDay Fantasy Sports, Inc. to Function(x) Inc., and changed its ticker symbol
from DDAY to FNCX. It now conducts business under the name Function(x) Inc.

The Consolidated Financial Statements include the accounts of the Company, its wholly-owned subsidiaries, and
DraftDay Gaming Group, Inc. ("DDGG").  The Company has nine wholly-owned subsidiaries, Function(x) Inc.,
Project Oda, Inc., Sports Hero Inc., Loyalize Inc., Viggle Media Inc., VX Acquisition Corp., Nextguide Inc.,
Wetpaint.com, Inc. ("Wetpaint"), and Choose Digital, Inc. ("Choose Digital"), each a Delaware corporation. DraftDay
owns approximately 60% of the issued and outstanding common stock of DDGG, and also appoints a majority of the
members of its Board of Directors.

On September 8, 2015, the Company and its newly created subsidiary DraftDay Gaming Group, Inc. (“DDGG”) entered
into an Asset Purchase Agreement (the “Asset Purchase Agreement”) with MGT Capital Investments, Inc. (“MGT
Capital”) and MGT Sports, Inc. (“MGT Sports”), pursuant to which the Company acquired all of the assets of the
DraftDay.com business (the “DraftDay Business” or "DraftDay.com") from MGT Capital and MGT Sports.

In December 2015, as a result of the sale of certain assets to Perk and acquisition of the DraftDay Business, we
reorganized the organizational management and oversight of the Company into three segments (see Note 4,
Segments). Accordingly, prior period financial information has been recast to confirm to the current period
presentation. These changes impacted Note 4: Segments and Note 3: Summary of Significant Accounting Policies,
with no impact on consolidated net loss or cash flows in any period.

On February 8, 2016, the Company completed the sale of assets related to the Company’s rewards business, including
the Viggle App, in accordance with the Asset Purchase Agreement (the "Perk Agreement") with Perk.com, Inc.
("Perk") entered into on December 13, 2015. Management entered into this binding sales agreement following a
strategic decision to divest the operations related to the Viggle App and place greater focus on its remaining
businesses. The assets, liabilities and operations related to Loyalize Inc., and Nextguide Inc. (as well as the portion of
the assets relating to our discontinued rewards business within the Company) have been classified as discontinued
operations on the accompanying consolidated financial statements for all periods presented. In accordance with
Accounting Standards Codification ("ASC") No. 205, Presentation of Financial Statements, the inter-segment
revenues and expenses related to services provided by Choose Digital to the Viggle rewards business (discontinued
operations) are presented at cost in the Consolidated Statements of Operations.  

On July 12, 2016, the Company and RACX Inc., a Delaware corporation and wholly-owned subsidiary of the
Company (“RACX”), completed an acquisition pursuant to an Asset Purchase Agreement (the “Asset Purchase
Agreement”) with Rant, Inc., a Delaware corporation, pursuant to which RACX has acquired the assets of Rant (the
“Asset Purchase”) used in the operation of Rant’s Rant.com independent media network and related businesses (the “Rant
Assets”). The Company acquired assets of Rant for approximately $1,990,000 in assumed liabilities, a $3,000,000 note,
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and 4,435 shares of Series E Convertible Preferred stock which, upon satisfaction of certain conditions including
shareholder approval, will be convertible into shares of our common stock equal to 22% of the fully diluted shares
outstanding, in a move to become a market leader in social publishing.

On September 16, 2016, the Company amended its Certificate of Incorporation to effect a reverse stock split of all
issued and outstanding shares of common stock at a ratio of 1 for 20 (the "Reverse Stock Split"). Owners of fractional
shares outstanding after the Reverse Stock Split will be paid cash for such fractional interests. The effective date of
the Reverse Stock Split is September 16, 2016. All common stock share amounts disclosed in these financial
statements have been adjusted to reflect the Reverse Stock Split.

Going Concern

These financial statements have been prepared on a going concern basis which assumes the Company's ability to
continue to realize its assets and discharge its liabilities in the normal course of business. The Company is unlikely to
generate significant revenue

10
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or earnings in the immediate or foreseeable future. The continuation of the Company as a going concern is dependent
upon the continued financial support from its stockholders, the ability of the Company to obtain necessary equity or
debt financing to continue development of its business and to generate revenue. Management intends to raise
additional funds through equity and/or debt offerings until sustainable revenues are developed. There is no assurance
such equity and/or debt offerings will be successful and therefore there is substantial doubt about the Company’s
ability to continue as a going concern within one year after the financial statements are issued. The accompanying
financial statements do not include any adjustments that might result from the outcome of these uncertainties.

11
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2.  Lines of Business

The Company conducts business through three operating segments: Wetpaint, Choose Digital, and DDGG. These
operating segments are described below.
Through Wetpaint, the Company reports original news stories and publishes information content covering top
television shows, music, celebrities, entertainment news and fashion. Wetpaint publishes more than 55 new articles,
videos and galleries each day. The Company generates revenues through wetpaint.com by displaying advertisements
to wetpaint.com users as they view its content.  

To enhance our digital publishing business, the Company recently acquired assets of Rant Inc. ("Rant'), a leading
digital publisher that publishes original content in 13 different verticals, most notably in sports, entertainment, pets,
cars, and food. The combined Wetpaint and Rant properties currently have approximately 13.1 million fans on their
Facebook pages and generate an average of 16.2 million visits per month.
Over the six months ended December 31, 2016, the Company focused its efforts on growing Wetpaint user
engagement and monetization. The Company anticipates applying the same focus and methodology in the near future
to the Rant sites to continue to grow and strengthen its publishing business.

Choose Digital is a white-label digital marketplace featuring a recent and wide range of digital content, including
music, movies, TV shows, eBooks and audiobooks. The content is sourced from the world’s leading record companies
and book publishers and an aggregator of movie and TV content. Choose Digital generates revenues when participants
in Choose Digital's clients' loyalty programs redeem loyalty credits for digital content provided by Choose Digital. For
example, if a participant in a loyalty program redeems credits for a song download provided by Choose Digital, the
client loyalty program pays Choose Digital for the download.

The Company's wholly owned subsidiary, DDGG, made a recent investment in the DraftDay.com platform. Through
DraftDay.com, users can draft a fantasy sports team within a salary cap, follow game action and reap
rewards.  DraftDay.com will continue to offer high-quality entertainment to consumers as well as to businesses
desiring turnkey solutions to new revenue streams. See Note 6, Acquisitions, for further details on this acquisition.

3.  Summary of Significant Accounting Policies

The accompanying unaudited consolidated financial statements have been prepared in accordance with generally
accepted accounting principles for interim financial information and the instructions to Form 10-Q and Rule 10-01 of
Regulation S-X. Accordingly, they do not include all of the information and notes required by generally accepted
accounting principles for complete financial statements. In the opinion of management, all adjustments (consisting of
normal, recurring adjustments) considered necessary for a fair presentation have been included. Operating results for
the six months ended December 31, 2016 are not necessarily indicative of the results that may be expected for the year
ending June 30, 2017.

Cash and Cash Equivalents and Restricted Cash

The Company considers all highly liquid securities purchased with original maturities of 90 days or less to be cash
equivalents.  Cash equivalents are stated at cost which approximates market value and primarily consists of money
market funds that are readily convertible into cash.  Restricted cash comprises amounts held in deposit that were
required as collateral under leases of office space.

Marketable Securities
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In February 2016, the Company received 1,370,000 shares of Perk's stock, which is publicly traded on the Toronto
Stock Exchange, as part of the consideration in the sale of assets described in the Perk Agreement. These securities are
short-term marketable securities, and have been classified as “available-for-sale” securities. Pursuant to Accounting
Standards Codification ("ASC") 320-10, “Investments - Debt and Equity Securities” the Company's marketable
securities are marked to market on a quarterly basis, with unrealized gains and losses recorded in equity as Other
Comprehensive Income/Loss. On September 30, 2016, the Company sold to Perk the remaining shares (1,013,068) of
Perk common stock, the warrants for additional shares, and the right to the Earn-Out Shares received from Perk on the
sale of the Viggle rewards business on February 8, 2016. The Company received $1,300,000 from Perk as
consideration therefor. The execution of the Securities Purchase Agreement and closing were simultaneous. In
connection with the sale of the Perk shares, the warrants for additional shares and the right to the Earn-Out Shares, the
Company recorded a loss of $2,195,000 in the Other Expense line item of the Consolidated Statements of Operations
for the six months ended December 31, 2016.

Accounts Receivable

12
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Accounts receivable are recorded net of an allowance for doubtful accounts. The Company's allowance for doubtful
accounts is based upon historical loss patterns, the number of days that the billings are past due and an evaluation of
the potential risk associated with delinquent accounts. The Company also considers any changes to the financial
condition of its customers and any other external market factors that could impact the collectability of its receivables
in the determination of its allowance for doubtful accounts. The Company's allowance for doubtful accounts as of
December 31, 2016 and June 30, 2016 was approximately $20,000.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash
and cash equivalents and trade accounts receivable. The Company maintains cash and cash equivalents with domestic
financial institutions of high credit quality. The Company performs periodic evaluations of the relative credit standing
of all of such institutions.
The Company performs ongoing credit evaluations of customers to assess the probability of accounts receivable
collection based on a number of factors, including past transaction experience with the customer, evaluation of their
credit history, and review of the invoicing terms of the contract. The Company generally does not require collateral.
The Company maintains reserves for potential credit losses on customer accounts when deemed necessary. Actual
credit losses during the three months ended December 31, 2016 and December 31, 2015 were $0.

Fair Value of Financial Instruments

The carrying amounts reported in the consolidated balance sheets for cash and cash equivalents, accounts and other
receivables, accounts payable and accrued liabilities approximate fair value because of the immediate or short-term
maturity of these financial instruments. The carrying amount of Perk marketable securities held is marked-to-market
on a quarterly basis using the closing day share price of the last business day of the quarter. The changes to fair value
are recorded in Other Comprehensive Income/Loss.  The carrying amount of Perk warrants held is marked-to-market
on a quarterly basis using the Monte Carlo valuation model. The changes to fair value are recorded in the
Consolidated Statement of Operations. The carrying amount of loans payable approximates fair value as current
borrowing rates for the same, or similar issues, are the same as those that were given to the Company at the issuance
of these loans.

The carrying amounts of the Debenture Conversion feature, Rant Note Conversion feature and warrants is
marked-to-market on a quarterly basis using a Monte Carlo simulation. The changes to fair value are recorded as other
(expense)/income in the Consolidated Statement of Operations

Property and Equipment

Property and equipment (consisting primarily of computers, software, furniture and fixtures, and leasehold
improvements) is recorded at historical cost and is depreciated using the straight-line method over their estimated
useful lives.  The useful life and depreciation method are reviewed periodically to ensure that they are consistent with
the anticipated pattern of future economic benefits.  Expenditures for maintenance and repairs are charged to
operations as incurred, while betterments are capitalized. Gains and losses on disposals are included in the results of
operations.  The estimated useful lives of the Company's property and equipment is as follows: computer equipment
and software: 3 years; furniture and fixtures: 4 years; and leasehold improvements: the lesser of the lease term or life
of the asset.

Business Combinations and Goodwill
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Business combinations are accounted for using the acquisition method of accounting. The Company allocates the
purchase price of acquired companies to the identifiable assets acquired, liabilities assumed and any non-controlling
interest based on their acquisition date estimated fair values. Goodwill as of the acquisition date is measured as the
excess of consideration transferred and the net of the acquisition date fair values of the identifiable assets acquired and
liabilities assumed.  Any contingent consideration to be transferred to the acquiree is recognized at fair value at the
acquisition date.

Determining the fair value of assets acquired and liabilities assumed requires the Company to make significant
estimates and assumptions, including assumptions related to future cash flows, discount rates, asset lives and the
probability of future cash pay-outs related to contingent consideration. The estimates of fair value are based upon
assumptions believed to be reasonable by management, but are inherently uncertain and unpredictable and, therefore,
actual results may differ from estimates. As a result, during the measurement period, which may be up to one year
from the acquisition date, the Company may record adjustments to the fair value of assets acquired and liabilities
assumed, with the corresponding offset to goodwill. Upon the conclusion of the measurement period or final
determination of the fair value of assets acquired or liabilities assumed, whichever comes first, any subsequent
adjustments are recorded to the Consolidated Statements of Operations.

13
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For the purpose of impairment testing, goodwill acquired in a business combination is, from the acquisition date,
allocated to each of the Company's reporting units that are expected to benefit from the combination, irrespective of
whether other assets or liabilities of the acquiree are assigned to those units.Where goodwill has been allocated to a
reporting unit and part of the operation within that unit is disposed of, the goodwill associated with the disposed
operation is included in the carrying amount of the operation when determining the gain or loss on disposal. Goodwill
disposed in these circumstances is measured based on the relative fair values of the disposed operation and the portion
of the reporting units retained.

As required by ASC 350, "Goodwill and Other Intangible Assets", the Company tests goodwill for impairment during
the fourth quarter of its fiscal year. Goodwill is not amortized, but instead tested for impairment at the reporting unit
level at least annually and more frequently upon occurrence of certain events. As noted above, the Company has three
reporting units. The annual goodwill impairment test is a two step process. First, the Company determines if the
carrying value of its reporting unit exceeds fair value, which would indicate that goodwill may be impaired. If the
Company then determines that goodwill may be impaired, it compares the implied fair value of the goodwill to its
carry amount to determine if there is an impairment loss.

Historically, the Company had one reporting unit. However, in connection with the sale of a significant portion of the
Company's assets (see Note 1, Basis of Presentation and Consolidation), the remaining operations were divided into
three reporting units (see Note 4, Segments). The Company engaged a third-party valuation firm to test the Choose
Digital and Wetpaint reporting units for goodwill impairment. The DDGG reporting unit was not tested for
impairment at December 31, 2015 as the acquisition of this entity occurred in September 2015. The Company
determined that the fair value of both of the Wetpaint and Choose Digital reporting units were significantly below
their respective carrying values, indicating that goodwill related to these reporting units may be impaired. The
Company determined the fair value of all long-lived assets other than goodwill related to each reporting unit and
calculated the residual goodwill value for each. Upon comparing the residual goodwill values to the respective
carrying values, the Company determined that there was an impairment loss on both the Choose Digital and Wetpaint
reporting units.

The Company recorded an impairment loss of $4,335,000 related to the Choose Digital reporting unit and
$10,708,000 related to the Wetpaint reporting unit during the three months ended December 31, 2015. Upon the
finalization of the December 31, 2015 Choose Digital and Wetpaint goodwill impairment analysis, the consolidated
goodwill ending balances as of March 31, 2016 were adjusted by $3,350,000 at June 30, 2016. The Company also
recorded an additional goodwill impairment loss of $1,672,000 in the Selling, general and administrative expense line
and reduced the gain on the sale of the Viggle Business by $1,672,000 in the Consolidated Statements of Operations
during the nine months ended March 31, 2016 as a result of the finalization of the December 2015 Choose Digital and
Wetpaint impairment analysis. There were no impairments recorded during the three and six months ended
December 31, 2016.

At June 30, 2016, the Company determined that the fair value of the DDGG reporting unit was significantly below its
carrying value, indicating that goodwill may be impaired. The Company determined the fair value of all long-lived
assets other than goodwill and calculated the residual goodwill for the reporting unit. The residual goodwill was
higher than the carrying value of goodwill related to the DDGG reporting unit, therefore the Company did not record
an impairment loss for DDGG goodwill during the the year ended June 30, 2016. There were no impairments recorded
during the three and six months ended December 31, 2016.

Other Long-Lived Assets
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The Company accounts for the impairment of long-lived assets other than goodwill in accordance with ASC 360,
“Property, Plant, and Equipment” ("ASC 360"), which addresses financial accounting and reporting for the impairment
or disposal of long-lived assets.  ASC 360 requires impairment losses to be recorded on long-lived assets used in
operations when indicators of impairment are present and the undiscounted cash flows estimated to be generated by
those assets (fair value) are less than the assets' carrying amounts.  In that event, a loss is recognized based on the
amount by which the carrying amount exceeds the fair value of the long-lived assets.  Loss on long-lived assets to be
disposed of is determined in a similar manner, except that fair values are reduced for the cost of disposal.  

At December 31, 2015, as described above, the Company determined that the fair value of the Choose Digital and
Wetpaint reporting units tested was significantly below the respective carrying values and assessed the fair values of
the long-lived assets other than goodwill for each reporting unit. Upon comparing the fair values of the long-lived
assets to their respective carrying values, the Company recorded a loss of $1,331,000 on intangible assets related to
Choose Digital's software and licenses, and a loss of $11,418,000 on intangible assets related to Wetpaint's
technology, trademark, customer relationships and non-competition agreements, during the three months ended
December 31, 2015. No impairments were recorded during the three and six months ended December 31, 2016.
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At June 30, 2016, the Company determined that certain intangible assets related to the acquisition of Draftday.com
were impaired. At June 30, 2016, DDGG's Management Services Agreement By and Between DraftDay Gaming
Group, Inc. and Sportech Racing, LLC ("Sportech MSA") terminated, which led to a significantly lower revenues
forecast for the reporting unit. As a result, the Company determined that the intangible assets related to internally
developed software, trade name and non-compete agreements were impaired. The Company recorded a loss of
$749,000 on intangible assets related to DDGG during the year ended June 30, 2016.

No impairments were recorded during the three and six months ended December 31, 2016.

Capitalized Software

The Company records amortization of acquired software on a straight-line basis over the estimated useful life of the
software.  

In addition, the Company records and capitalizes internally generated computer software and, appropriately, certain
internal costs have been capitalized in the amount of $1,498,000 as of December 31, 2016 and June 30, 2016, in
accordance with ASC 350-40 "Internal-use Software".  At the time software is placed into service, the Company
records amortization on a straight-line basis over the estimated useful life of the software. The change in capitalized
software is due to impairment of long-term assets related to the Choose Digital and Wetpaint businesses described
earlier, as well as the abandonment of certain technology as of January 1, 2016, and internal development costs.

DDGG Player Deposits

The Company maintains a separate bank account to hold player deposits in accordance with current industry
regulations. The player deposits bank account represents money reserved for player withdrawals and winnings.
Accordingly, the Company records an offsetting liability at the time of receipt of player deposits.

Deferred Rent

The Company leases its corporate office, and as part of the lease agreement the landlord provided a rent abatement for
the first 10 months of the lease. In 2014, the Company entered into two lease agreements for its satellite offices which
provided for tenant improvement work sponsored by the landlords. The abatement and landlord sponsored
improvements have been accounted for as a reduction of rental expense over the life of the lease. The Company
accounts for rental expense on a straight-line basis over the entire term of the lease. Deferred rent is equal to the
cumulative timing difference between actual rent payments and recognized rental expense. The satellite office leases
were terminated in Fiscal 2016. The Company wrote-off residual leasehold improvement and deferred rent balances
related to landlord sponsored tenant improvement work, and recorded a write-off of approximately $83,000 in the
Consolidated Statements of Operations for the year ended June 30, 2016.

Revenue Recognition

The Company recognizes revenue when: (1) persuasive evidence exists of an arrangement with the customer
reflecting the terms and conditions under which products or services will be provided; (2) delivery has occurred or
services have been provided; (3) the fee is fixed or determinable; and (4) collection is reasonably assured. For all
revenue transactions, the Company considers a signed agreement, a binding insertion order or other similar
documentation to be persuasive evidence of an arrangement.

Advertising Revenue: the Company generates advertising revenue primarily from third-party advertising via real-time
bidding, which is typically sold on a per impression basis. 

Edgar Filing: Function(x) Inc. - Form 10-Q

25



Deferred Revenue:  deferred revenue consists principally of prepaid but unrecognized revenue.  Deferred revenue is
recognized as revenue when the services are provided and all other revenue recognition criteria have been met.

Barter Revenue: barter transactions represent the exchange of advertising or programming for advertising,
merchandise or services. Barter transactions which exchange advertising for advertising are accounted for in
accordance with Emerging Issues Task Force Issue No. 99-17 "Accounting for Advertising Barter Transactions" (ASC
Topic 605-20-25). Such transactions are recorded at the fair value of the advertising provided based on the Company's
own historical practice of receiving cash for similar advertising from buyers unrelated to the counter party in the barter
transactions. Barter transactions which exchange advertising or programming for merchandise or services are recorded
at the monetary value of the revenue expected to be realized from the ultimate disposition of merchandise or services.

15
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The Company recognized barter revenue and barter expense in the amount of $0 and $217,000 for the three months
ended December 31, 2016 and December 31, 2015, respectively. The Company recognized barter revenue and barter
expense in the amount of $0 and $424,000 for the six months ended December 31, 2016 and December 31, 2015,
respectively.

Stock-Based Compensation

The Company accounts for stock-based compensation in accordance with ASC 718, "Compensation - Stock
Compensation" ("ASC 718").  Under the fair value recognition provisions of ASC 718, stock-based compensation cost
is measured at the grant date based on the fair value of the award and is recognized as expense ratably over the
requisite service period.  The Company uses the Black-Scholes option pricing model to determine the fair value of
stock options and warrants issued.  Stock-based awards issued to date are comprised of both restricted stock awards
(RSUs) and employee stock options.

Marketing

Marketing costs are expensed as incurred.  Marketing expense for the Company for the three months ended
December 31, 2016 and December 31, 2015 was approximately $82,000 and $239,000 respectively. Marketing
expense for the six months ended December 31, 2016 and December 31, 2015 was approximately $113,000 and
$480,000, respectively.

Income Taxes

The Company uses the liability method of accounting for income taxes as set forth in ASC 740, "Income Taxes"
("ASC 740").  Under the liability method, deferred taxes are determined based on the temporary differences between
the financial statement and tax basis of assets and liabilities using tax rates expected to be in effect during the years in
which the basis differences reverse.  A valuation allowance is recorded when it is unlikely that the deferred tax assets
will not be realized.  The Company assesses its income tax positions and record tax benefits for all years subject to
examination based upon the Company's evaluation of the facts, circumstances and information available at the
reporting date.  In accordance with ASC 740-10, for those tax positions where there is a greater than 50% likelihood
that a tax benefit will be sustained, the Company's policy will be to record the largest amount of tax benefit that is
more likely than not to be realized upon ultimate settlement with a taxing authority that has full knowledge of all
relevant information.  For those income tax positions where there is less than 50% likelihood that a tax benefit will be
sustained, no tax benefit will be recognized in the financial statements.

Comprehensive Loss

In accordance with ASC 220, "Comprehensive Income", the Company reports by major components and as a single
total, the change in its net assets during the period from non-owner sources. Comprehensive income consists of net
income (loss), accumulated other comprehensive income (loss), which includes certain changes in equity that are
excluded from net income (loss). The Company’s comprehensive loss for all periods presented is related to the effect
of unrealized gain on available for sale marketable securities.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of expenses during the reporting period.  These estimates include, among others, fair value of financial assets
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and liabilities, net realizable values on long-lived assets, certain accrued expense accounts, and estimates related to
stock-based compensation.  Actual results could differ from those estimates.

During the three months ended September 30, 2016, there have been no significant changes related to the Company's
critical accounting policies and estimates as disclosed in "Item 7. Management's Discussion and Analysis of Financial
Condition and Results of Operations" set forth in the Company's Annual Report on Form 10-K for the fiscal year
ended June 30, 2016.

Recently Issued Accounting Pronouncements

In January 2017, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update 2017-04,
"Simplifying the Test for Goodwill Impairment" ("ASU 2017-04"). The update requires an entity to perform its
annual, or interim, goodwill impairment test by comparing the fair value of a reporting unit with its carrying amount.
An entity should recognize an impairment charge for the amount by which the carrying amount exceeds the reporting
unit’s fair value but the loss recognized should not exceed the total amount of goodwill allocated to that reporting unit.
This guidance is effective for
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annual periods beginning after December 15, 2019, including interim periods within those periods. The Company
does not expect the update to have a material impact on its consolidated financial statements.

In January 2017, the FASB issued Accounting Standards Update 2017-01, "Business Combinations (Topic 805):
Clarifying the Definition of a Business" ("ASU 2017-01"). The update provides a criteria for determining when an
integrated set of assets and activities is not a business. The criteria requires that when substantially all of the fair value
of gross assets are acquired in concentrated into a single identifiable asset or a group of similar identifiable assets, the
integrated sets of assets and activities is not a business. Even if this criteria is not met, this update requires that the set
of assets and activities must include an input and substantive processes that together significantly contribute to
creating an output, at a minimum, and removes the evaluation of whether a market participant could replace the
missing elements. This guidance is effective for annual periods beginning after December 15, 2017, including interim
periods within those periods. The Company does not expect the update to have a material impact on its consolidated
financial statements.

In November 2016, the FASB issued Accounting Standards Update 2016-18, "Statement of Cash Flows (Topic 230):
Restricted Cash (a consensus of the FASB Emerging Issues Task Force)" ("ASU 2016-18"). This update requires
entities to show the changes in the total of cash, cash equivalents, restricted cash and restricted cash equivalents in the
statement of cash flows. As a result, entities will no longer present transfers between cash and cash equivalents and
restricted cash and restricted cash equivalents in the statement of cash flows. This guidance is effective for fiscal years
beginning after December 15, 2017, and interim periods for those years. The Company does not expect the standard to
have a material impact on its consolidated financial statements.

In October 2016, the FASB issued Accounting Standards Update 2016-16, “Accounting for Income Taxes: Intra-Entity
Asset Transfers of Assets Other than Inventory” (ASU 2016-16”). This update eliminates the exception for all
intra-entity sales of assets other than inventory. As a result, a reporting entity would recognize the tax expense from
the sale of the asset in the seller’s tax jurisdiction when the transfer occurs, even though the pre-tax effects of that
transaction are eliminated in consolidation. Any deferred tax asset that arises in the buyer’s jurisdiction would also be
recognized at the time of the transfer. ASU 2016-16 is effective for financial statements issued for annual periods
beginning after December 15, 2017. The Company does not expect the standard to have a material impact on its
consolidated financial statements.

In May 2016, FASB issued Accounting Standards Update 2016-12, "Revenue from Contracts with Customers (Topic
606): Narrow-Scope Improvements and Practical Expedients" ("ASU 2016-12"). The amendments in this update
affect the guidance in Accounting Standards Update 2014-09, Revenue from Contracts with Customers (Topic 606)
("ASU 2014-09"), which is not yet effective. This update focuses on improving several aspects of ASU 2014-09, such
as assessing the collectability criterion in paragraph 606-10-25-1(e) and accounting for contracts that do not meet the
criteria for step 1; presentation of sales taxes and other similar taxes collected from customers; non-cash
consideration; contract modifications at transition; and completed contracts at transition. ASU 2016-12 is effective for
financial statements issued for annual periods beginning after December 15, 2017. The Company does not expect the
standard to have a material impact on its consolidated financial statements.

In April 2016, the FASB issued Accounting Standards Update 2016-10, "Revenue from Contracts with Customers
(Topic 606): Identifying Performance Obligations and Licensing" ("ASU 2016-10"). The amendments in this update
affect the guidance in ASU 2014-09, which is not yet effective. This update focuses on clarifying the following two
aspects of ASU 2014-09: identifying performance obligations and the licensing implementation guidance, while
retaining the related principles for those areas. ASU 2016-10 is effective for financial statements issued for annual
periods beginning after December 15, 2017. The Company does not expect the standard to have a material impact on
its consolidated financial statements.
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In March 2016, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update No.
2016-09,
Compensation —Stock Compensation (Topic 718): Improvements to Employee Share-Based Payment Accounting"
("ASU
2016-09"). This update is intended to improve the accounting for employee share-based payments and affects all
organizations
that issue share-based payment awards to their employees. Several aspects of the accounting for share-based payment
award
transactions are simplified, including:(a)income tax consequences;(b)classification of awards as either equity or
liabilities; and(c) classification on the statement of cash flows. ASU 2016-09 is effective for financial statements
issued for annual periods beginning after December 15, 2016. The Company is currently in the process of evaluating
the impact of adoption of ASU 2016-09 on its consolidated financial statements.

In February 2016, FASB issued Accounting Standards Update No. 2016-02, "Leases" ("ASU 2016-02"). ASU
2016-02
requires lessees to recognize the following for all leases (with the exception of short-term leases) at the
commencement date: a
lease liability, which is a lessee‘s obligation to make lease payments arising from a lease, measured on a discounted
basis; and a
right-of-use asset, which is an asset that represents the lessee’s right to use, or control the use of, a specified asset for
the lease
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term. Under the new guidance, lessor accounting is largely unchanged. Certain targeted improvements were made to
align, where necessary, lessor accounting with the lessee accounting model and Topic 606, Revenue from Contracts
with Customers. The new lease guidance also simplified the accounting for sale and leaseback transactions primarily
because lessees must recognize lease assets and lease liabilities. Lessees will no longer be provided with a source of
off-balance sheet financing. Lessees (for capital and operating leases) and lessors (for sales-type, direct financing, and
operating leases) must apply a modified retrospective transition approach for leases existing at, or entered into after,
the beginning of the earliest comparative period presented in the financial statements. The modified retrospective
approach would not require any transition accounting for leases that expired before the earliest comparative period
presented. Lessees and lessors may not apply a full retrospective transition approach. ASU 2016-02 is effective for
financial statements issued for annual periods beginning after December 15, 2018. The Company is currently in the
process of evaluating the impact of adoption of ASU 2016-02 on its consolidated financial statements.

In January 2016, FASB issued Accounting Standards Update No. 2016-01, “Financial Instruments- Overall:
Recognition
and Measurement of Financial Assets and Financial Liabilities” (“ASU 2016-01”). ASU 2016-01 requires all equity
investments to be measured at fair value with changes in the fair value recognized through net income (other than
those accounted for under equity method of accounting or those that result in consolidation of the investee).
Additionally, it requires an entity to present separately in other comprehensive income the portion of the total change
in the fair value of a liability resulting from a change in the instrument-specific credit risk when the entity has elected
to measure the liability at fair value in accordance with the fair value option for financial instruments. Lastly, the
standard eliminates the requirement to disclose the method(s) and significant assumptions used to estimate the fair
value that is required to be disclosed for financial instruments measured at amortized cost on the balance sheet. ASU
2016-01 is effective for financial statements issued for annual periods beginning after December 15, 2017, and interim
periods within those annual periods. The Company does not expect the standard to have a material impact on its
consolidated financial statements.

In November 2015, FASB issued Accounting Standards Update No. 2015-17, “Income taxes: Balance Sheet
Classification
of Deferred Taxes Business” (“ASU 2015-17”). Topic 740, Income Taxes, requires an entity to separate deferred income
tax
liabilities and assets into current and noncurrent amounts in a classified statement of financial position. Deferred tax
liabilities
and assets are classified as current or noncurrent based on the classification of the related asset or liability for financial
reporting. Deferred tax liabilities and assets that are not related to an asset or liability for financial reporting are
classified according to the expected reversal date of the temporary difference. To simplify the presentation of deferred
income taxes, ASU 2015-17 requires that deferred income tax liabilities and assets be classified as noncurrent in a
classified statement of financial position. ASU 2015-17 is effective for for financial statements issued for annual
periods beginning after December 15, 2016, and interim periods within those annual periods. The Company does not
expect the standard to have a material impact on its consolidated financial statements.

In September 2015, the FASB issued Accounting Standard Update No. 2015-16, Business Combinations - Simplifying
the Accounting for Measurement-Period Adjustments ("ASU 2015-16"). This standard requires that an acquirer
retrospectively adjust provisional amounts recognized in a business combination, during the measurement period. To
simplify the accounting for adjustments made to provisional amounts, the amendments in the ASU 2015-16 require
that the acquirer recognize adjustments to provisional amounts that are identified during the measurement period in
the reporting period in which the adjustment amount is determined. The acquirer is required to also record, in the same
period’s financial statements, the effect on earnings of changes in depreciation, amortization, or other income effects, if
any, as a result of the change to the provisional amounts, calculated as if the accounting had been completed at the
acquisition date.  In addition an entity is required to present separately on the face of the income statement or disclose
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in the notes to the financial statements the portion of the amount recorded in current-period earnings by line item that
would have been recorded in previous reporting periods if the adjustment to the provisional amounts had been
recognized as of the acquisition date. ASU 2015-16 is effective for fiscal years beginning after December 15, 2016,
and interim periods within fiscal years beginning after December 15, 2017 (July 1, 2017 for the Company). The
Company does not believe that the adoption of ASU 2015-16 will have a material impact on its consolidated financial
statements.

4. Segments

Historically, the Company had one operating segment. However, in connection with the sale of the Viggle rewards
business (discontinued operations) to Perk in February 2016, which represented a significant portion of the Company's
assets and revenues, the Company's remaining operations were divided into three operating segments. These segments
offer different products and services and are currently presented separately in internal management reports, and
managed separately.

•Wetpaint: a media channel reporting original news stories and publishing information content covering top television
shows, music, celebrities, entertainment news and fashion.
•Choose Digital: a business-to-business platform for delivering digital content.
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•DDGG: a business-to-business operator of daily fantasy sports.

The accounting policies followed by the segments are described in Note 3, Summary of Significant Accounting
Policies. The operating segments of the Company include the assets, liabilities, revenues and expenses that
management has determined are specifically or primarily identifiable to each segment, as well as direct and indirect
costs that are attributable to the operations of each segment. Direct costs are the operational costs that are administered
by the Company following the shared services concept. Indirect costs are the costs of support functions that are
provided on a centralized or geographic basis by the Company, which include, but are not limited to, finance, human
resources, benefits administration, procurement support, information technology, legal, corporate strategy, corporate
governance and other professional services and general commercial support functions.
Central support costs have been allocated to each operating segment based on a specific identification basis or, when
specific identification is not practicable, a proportional cost allocation method (primarily based on net sales or direct
payroll costs), depending on the nature of the services received. Management considers that such allocations have
been made on a reasonable basis, but may not necessarily be indicative of the costs that would have been incurred if
the operating segments had been operated on a stand-alone basis for the periods presented.
Information regarding the results of each reportable segment is included below. Performance is measured based on
unit profit after tax, as included in the internal management reports that are reviewed by the chief operating decision
maker, who is the Company's Chief Executive Officer. Business unit profit is used to measure performance as
management believes that such information is the most relevant in evaluating the success of each business and
determining the going forward strategy for the Company as a whole.
Information about reportable segments (amounts in thousands):

Three Months Ended December 31,

Wetpaint Choose
Digital DDGG Total

2016 2015 20162015 2016 2015 2016 2015
External revenues $834 $ 530 $—$217 $256 $243 $1,090 $ 990
Inter-segment revenues (1) — — 668 — — — 668

Net loss, net of income taxes (2) (1,585)(28,478) (47)(3,645) (715 )(1,533) (2,347 )(33,656)

Notes:
(1) The Choose Digital business provides digital content to the Viggle business. These
inter-segment revenues are presented at Choose Digital's cost in this schedule and in the
consolidated statements of operations.
(2) The net loss figures presented exclude certain corporate expenses detailed in the
reconciliation to the consolidated net loss below.

Six Months Ended December 31,

Wetpaint Choose
Digital DDGG Total

2016 2015 20162015 2016 2015 2016 2015
External revenues $1,206 $1,046 $58 $415 $361 $326 $1,625 $1,787
Inter-segment revenues (1) — — — 1,219 — — — 1,219

Net loss, net of income taxes (2) (3,662 )(30,338) (448)(4,120) (1,467)(1,507) (5,577 )(35,965)

Notes:
(1) The Choose Digital business provides digital content to the Viggle business. These
inter-segment revenues are presented at Choose Digital's cost in this schedule and in the
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consolidated statements of operations.
(2) The net loss figures presented exclude certain corporate expenses detailed in the
reconciliation to the consolidated net loss below.
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Reconciliation of revenues attributable to reportable segments to consolidated revenues from continuing operations
(amounts in thousands):

Three Months
Ended
December 31,

Six Months
Ended
December 31,

2016 2015 2016 2015
Revenues
attributable
to
reportable
segments

$1,090 $990 $1,625 $1,787

Licensing
revenues
related
to
SFX
licensing
agreement

125 125 250 250

Other
revenues— 667 — 1,218

Revenues
per
Consolidated
Statements
of
Operations

$1,215 $1,782 $1,875 $3,255

Reconciliation of net loss for reportable segments, net of income taxes to consolidated net loss from continuing
operations, net of income taxes (amounts in thousands):

Three Months
Ended December
31,

Six Months Ended
December 31,

2016 2015 2016 2015
Net loss for reportable segments, net of income taxes $(2,347) $(33,656) $(5,577 ) $(35,965)
Other net gain (loss) 2,184 (88 ) (429 ) (297 )

(163 ) (33,744 ) (6,006 ) (36,262 )

Stock compensation related to corporate financing activities (1) (137 ) (4,250 ) (161 ) (8,500 )
Corporate expenses allocated to discontinued operations (2) — (650 ) — (1,791 )
Interest expense (3) (2,471 ) (926 ) (4,121 ) (1,783 )
Consolidated net loss from continuing operations, net of income taxes $(2,771) $(39,570) $(10,288) $(48,336)

Notes:
(1) Stock compensation expense related to RSUs, options and warrants issues in connection with financing
activities. Expenses related to financing activities are considered to be corporate expenses and are not allocated to
reportable segments.
(2) Certain corporate expenses were allocated to the Viggle segment, however such expenses are not classified as
discontinued operations because they are fixed and are not affected by the sales transaction.
(3) Interest expense related to corporate debt instruments is not allocated to reportable segments.
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Total assets for reportable segments (amounts in thousands):
December
31, 2016

June 30,
2016

Wetpaint $ 21,234 $8,495
Choose Digital 5,226 5,416
DDGG 3,713 3,740
Total assets for reportable segments $ 30,173 $17,651

Reconciliation of assets attributable to reportable segments to consolidated assets of continuing operations (amounts
in thousands):

December
31, 2016

June 30,
2016

Total
assets
for
reportable
segments

$ 30,173 $17,104

Other
assets
(1)

1,614 5,896

Total
consolidated
assets,
net of
current
and
non-current
assets
of
discontinued
operations

$ 31,787 $23,000

Notes:
(1) Corporate assets that
are not specifically related
to any of the reporting
units.
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The Company continues to support the cash needs and operations of DDGG. As of December 31, 2016 the Company
has transferred $1,096,000 to the DDGG subsidiary. A portion of these transfers, or $500,000, was funded as part of
the purchase price commitment. The remaining transfers are part of the subscription agreement entered into with
DDGG on May 12, 2016.

On July 12, 2016, to enhance the Company's digital publishing business, the Company acquired assets of Rant. Rant is
a leading digital publisher that publishes original content in 13 different verticals, most notably in sports,
entertainment, pets, cars, and food. Rant results of operations are included in the Company's digital publishing
segment, Wetpaint.

5. Discontinued Operations

On February 8, 2016, the Company completed the sale of assets related to the Company’s rewards business, including
the Viggle App, in accordance with the Perk Agreement entered into on December 13, 2015. Management entered into
this binding sales agreement following a strategic decision to divest the operations related to the Viggle App and place
greater focus on its remaining businesses. The Company has classified the Viggle assets, liabilities and operations as
discontinued operations in the accompanying Consolidated Financial Statements for all periods presented. In
accordance with ASC No. 205, Presentation of Financial Statements, the inter-segment revenues and expenses related
to services provided by Choose Digital to the Viggle rewards business (discontinued operations) are presented at cost
in the Consolidated Statements of Operations.  

On December 13, 2015, the Parent entered into the Perk Agreement. Perk’s shares are currently traded on the Toronto
Stock Exchange. On February 8, 2016, pursuant to the Perk Agreement, the Company completed the sale of the assets
related to the Company’s rewards business, including Viggle’s application, to Perk. The total consideration received net
of transaction fees was approximately $5,110,000, and consisted of the following:

•1,370,000 shares of Perk common stock, a portion of which was placed in escrow to satisfy any potential
indemnification claims;

•2,000,000 shares of Perk common stock if Perk’s total revenues exceed USD $130,000,000 for the year ended
December 31, 2016 or December 31, 2017;

•
a warrant entitling the Company to purchase 1,000,000 shares of Perk common stock at a strike price of CDN $6.25
per share in the event the volume weighted average price (“VWAP”) of shares of Perk common stock is greater than or
equal to CDN $12.50 for 20 consecutive trading days in the two year period following the closing of the transaction;

•
a warrant entitling the Company to purchase 1,000,000 shares of Perk common stock at a strike price of CDN $6.25
per share in the event that the VWAP of Perk common stock is greater than or equal to CDN $18.75 for 20
consecutive trading days in the two year period following the closing of the transaction, and

•Perk assumed certain liabilities of the Company, consisting of the Viggle points liability.

At the time the Company entered into the Perk Agreement, Perk provided the Company with a $1,000,000 secured
line of credit, which the Company fully drew down. The Company had the option of repaying amounts outstanding
under that line of credit by reducing the number of Initial Perk Shares by130,000. The Company exercised this option
and received 1,370,000 shares of Perk common stock at closing, and the amounts outstanding under the Line of Credit
were deemed paid in full.
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At the closing, 37.5% (562,600) of the Initial Perk Shares were issued and delivered to an escrow agent to be used
exclusively for the purpose of securing the Company's indemnification obligations under the Perk Agreement.

Additionally, after the closing, the Company delivered 357,032  of the Initial Perk Shares to Gracenote, Inc. and
Tribune Media Services, Inc., former providers of technology services of the Company, as per the Settlement and
Transfer Agreement dated February 5, 2016, to satisfy an obligation. The Company recognized a gain of $593,000 in
the Consolidated Statements of Operations for the year ended June 30, 2016.

On September 30, 2016, the Company sold to Perk the remaining shares (1,013,068) of Perk common stock, the
warrants for additional shares, and the right to the Earn-Out Shares received from Perk on the sale of the Viggle
rewards business on February 8, 2016. The Company received $1,300,000 from Perk as consideration therefor. The
execution of the Securities Purchase Agreement and closing were simultaneous. The escrowed shares were released as
part of this transaction.
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The Company recognized a gain of approximately $1,060,000 on this transaction, net of transaction fees associated
with the sale of the Viggle rewards business.

Results of operations classified as discontinued operations (amounts in thousands):
Three
Months
Ended
December
31,

Six Months
Ended
December 31,

20162015 2016 2015
Revenues $—$2,330 $— $5,909
Cost of watchpoints and engagement points —(1,209 ) — (3,231 )
Selling, general and administrative expenses —(6,224 ) (36 ) (12,408 )
Loss before income taxes —(5,103 ) (36 ) (9,730 )

Income taxes (see Note 13, Income Taxes) —(21 ) — (43 )
Net loss $—$(5,124) $(36) $(9,773
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