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AMENDMENT NO. 1

TO

FORM S-1

REGISTRATION STATEMENT UNDER THE SECURITIES ACT OF 1933
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4041-T Hadley Road

S. Plainfield, New Jersey 07080

Telephone: (732) 225-8910

(Address, including zip code, and telephone number, including area code, of registrant’s principal executive offices)

Denver Lough

Chief Executive Officer

PolarityTE, Inc.

4041-T Hadley Road

S. Plainfield, New Jersey 07080

Telephone: (732) 225-8910

(Name, address, including zip code, and telephone number, including area code, of agent for service)

With a copy to:

Harvey Kesner, Esq.

Sichenzia Ross Ference Kesner LLP

61 Broadway, 32nd Floor

New York, NY 10006

(212) 930-9700

Approximate date of commencement of proposed sale to the public:

As soon as practicable after this Registration Statement is declared effective.

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, check the following box: [X]
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If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering.[  ]

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.[  ]

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.[  ]

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

Large accelerated filer [  ] Accelerated filer [  ]
Non-accelerated filer [  ]  (Do not check if a smaller reporting company) Smaller reporting company [X]
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CALCULATION OF REGISTRATION FEE

Title of Each Class of

Securities to be Registered

Amount to
be

Registered(1)

Proposed

Maximum

Offering
Price

per
Share(2)

Proposed
Maximum

Aggregate
Offering
Price

Amount of

Registration
Fee

Shares of Common Stock, par value $0.001 per share 759,333 $ 3.67 $2,786,753 $ 322.98 *

(1)
Pursuant to Rule 416 under the Securities Act of 1933, as amended, the shares being registered hereunder include
such indeterminate number of shares of common stock, as may be issuable with respect to the shares being
registered hereunder as a result of stock splits, stock dividends or similar transactions.

(2)
Estimated solely for purposes of calculating the registration fee pursuant to Rule 457(c) under the Securities Act of
1933, as amended, using the average of the high and low prices as reported on The NASDAQ Capital Market on
January 27, 2017, which was $3.67 per share.

* Previously paid.

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay
its effective date until the Registrant shall file a further amendment which specifically states that this
Registration Statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of
1933, as amended, or until the Registration Statement shall become effective on such date as the Securities and
Exchange Commission, acting pursuant to Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. These securities may not be sold until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer
to sell and is not soliciting an offer to buy these securities in any jurisdiction where the offer or sale is not permitted.

PRELIMINARY PROSPECTUS SUBJECT TO COMPLETION DATED MARCH 28 , 2017

759,333 Shares of Common Stock

We are registering an aggregate of 759,333 shares (the “Resale Shares”) of common stock, $0.001 par value per share
(the “Common Stock”) of PolarityTE, Inc. (referred to herein as “we”, “us”, “our”, “Polarity”, “Registrant”, or the “Company”) for
resale by certain of our stockholders identified in this prospectus (the “Selling Stockholders”). Please see “Selling
Stockholders” beginning at page 52 .

The Resale Shares may be sold by the Selling Stockholders to or through underwriters or dealers, directly to
purchasers or through agents designated from time to time. For additional information regarding the methods of sale
you should refer to the section entitled “Plan of Distribution” in this Prospectus.

Our Common Stock is presently quoted on The NASDAQ Capital Market (“NASDAQ”) under the symbol “COOL”. On
March 22 , 2017, the last reported sale price of our Common Stock as reported on NASDAQ was $8.22 per share.

Our business and an investment in our securities involve a high degree of risk. See “Risk Factors” beginning on
page 8 of this prospectus for a discussion of information that you should consider before investing in our
securities.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus is truthful or complete. Any representation to
the contrary is a criminal offense.

The date of this prospectus is                       , 2017
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You should rely only on the information contained in this prospectus or in any free writing prospectus that we may
specifically authorize to be delivered or made available to you. We have not authorized anyone to provide you with
any information other than that contained in this prospectus or in any free writing prospectus we may authorize to be
delivered or made available to you. We take no responsibility for, and can provide no assurance as to the reliability of,
any other information that others may give you. This prospectus may only be used where it is legal to offer and sell
our securities. The information in this prospectus is accurate only as of the date of this prospectus, regardless of the
time of delivery of this prospectus or any sale of our securities. Our business, financial condition, results of operations
and prospects may have changed since that date. We are not making an offer of these securities in any jurisdiction
where the offer is not permitted.
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PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus and does not contain all of the
information that you should consider in making your investment decision. Before investing in our Common Stock, you
should carefully read this entire prospectus, including our financial statements and the related notes and the
information set forth under the headings “Risk Factors” and “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” in each case included elsewhere in this prospectus.

Unless the context otherwise requires, references to “we,” “our,” “us,” “Polarity” or the “Company” in this
prospectus mean PolarityTE, Inc., f/k/a Majesco Entertainment Company, a Delaware corporation, on a consolidated
basis with its wholly-owned subsidiaries, as applicable.

POLARITYTE, INC.

Corporate Background

The Company was incorporated in 2004 in the state of Delaware. Effective January 11, 2017, the Company changed
its name to PolarityTE, Inc. from “Majesco Entertainment Company.”

Our principal executive offices are located at 4041-T Hadley Road, South Plainfield, NJ 07080 and our telephone
number is (732) 225-8910. Our web site address is www. Polarityte.com .
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Overview

We are a technology company which has developed, marketed, published and distributed software through online
platforms. We develop applications for gaming on computers, handheld devices and game consoles. We have had
commercial successes (Zumba Fitness) which have not been replicated and in furtherance of seeking to diversify, on
December 1, 2016 we entered into an Agreement and Plan of Reorganization to acquire the patents, know-how and
trade secrets of PolarityTE , Inc. (“PolarityTE NV”) . PolarityTE NV is the owner of patent applications and know-how
related to regenerative medicine and tissue engineering, as well as software applications used in diagnosis and
treatment related to regenerative medicine developed by our Chief Executive Officer, Chief Technology Officer and
Chairman of our Board of Directors, Dr. Denver Lough . PolarityTE NV seeks to develop and obtain regulatory
approval for technology that will utilize a patient’s own tissue substrates for the regeneration of skin, bone, muscle,
cartilage, fat, blood vessels and nerves.

With the foregoing goals and operational strategy in mind, we have directed resources towards building the
operational base of the regenerative medicine business following the execution of the Agreement. The Company
leased office and research and development space in Salt Lake City, Utah and acquired equipment necessary to
perform high end tissue engineering development research, including single and multiphoton microscopes and tissue
culture  and base equipment together with obtaining certification for the use of all laboratory equipment. The
Company is also building a research and development team suitable for pursuing its regenerative medicine and tissue
engineering goals.

Agreement and Plan of Reorganization

On December 1, 2016 we entered into the Agreement and Plan of Reorganization, as amended on December 16, 2016
(collectively, the “Agreement”), with Majesco Acquisition Corp., our wholly-owned subsidiary, PolarityTE NV and Dr.
Denver Lough, the owner of 100% of the issued and outstanding shares of capital stock of PolarityTE NV (the “Seller”)
pursuant to which, upon the effective time, we will acquire certain intellectual property rights owned by the Seller (the
“Intellectual Property”) through the merger of Merger Sub with and into PolarityTE NV (the “Merger”) with PolarityTE
NV surviving as our wholly-owned subsidiary.

Upon closing of the transactions contemplated under the Agreement, as a result of the Merger, among other effects,
100% of the issued and outstanding shares of capital stock of PolarityTE NV, or 10,000 shares of common stock,
owned by the Seller will be cancelled and exchanged for 7,050 shares of our newly designated Series E Preferred
Stock convertible into an aggregate of 7,050,000 shares of our Common Stock (the “Merger Consideration”). So long as
the Series E Preferred Stock is outstanding, each share is entitled to two votes for every one share of Common Stock
into which such shares of Series E Preferred Stock are convertible). Based on 4,978,406 shares of Common Stock
expected to be outstanding at closing, Dr. Lough will beneficially own approximately 59% of the issued and
outstanding Common Stock (or 50% of the outstanding Common Stock on a fully diluted basis assuming full
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conversion of shares of outstanding Preferred Stock) and will own approximately 66.43% of the outstanding voting
power (without regard to any ownership limitations with regards to holders of outstanding shares of Series A, B and C
Convertible Preferred Stock). The Intellectual Property acquisition is subject to the satisfaction of certain closing
conditions, including approval of the stockholders of the Company in accordance the Delaware General Corporation
Law and NASDAQ Listing Rules and a minimum cash balance available to the Company.
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Summary of the Offering

Resale Shares

759,333 shares of Common Stock, all of which were issued in a private placement on
December 16, 2016 (the “Resale Shares”)

Common Stock Outstanding
Before and After this Offering

4,978,406 (1) and 4,978,406 (2)

Risk factors
See “Risk Factors” beginning on page 8 of this prospectus and the other information
included in this prospectus for a discussion of factors you should carefully consider
before investing in our securities.

NASDAQ trading symbol COOL

(1)The number of outstanding shares before the offering is based upon 4,978,406 shares outstanding as of March 22 ,
2017, and excludes:

● 
2,142,744 shares of our Common Stock issuable upon conversion of outstanding shares of our Series A Convertible
Preferred Stock, Series B Convertible Preferred Stock, Series C Convertible Preferred Stock and Series D
Convertible Preferred Stock;

●

710,108 shares of our Common Stock issuable upon exercise of outstanding vested options at a weighted average
exercise price of $4.74 per share as of March 22, 2017 and 2,336,417 shares of our Common Stock issuable upon
exercise of outstanding unvested options at a weighted average exercise price of $3.23 per share as of March 22,
2017 ; and

●208,583 shares of our Common Stock issuable upon vesting of restricted stock units issued and outstanding as of
March 22, 2017 .

(2)The number of outstanding shares after the offering includes the 759,333 shares of the Resale Shares already issued
and outstanding.

December Private Placement

On December 16, 2016, we completed a private placement (the “Private Placement”) of securities pursuant to which we
sold the Resale Shares to the Selling Stockholders at a price of $3.00 per share for total gross proceeds to us of
$2,278,001.
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In connection with the Private Placement, we entered into a Registration Rights Agreement with the Selling
Stockholders pursuant to which we have agreed to file a registration statement on Form S-1 with the Securities and
Exchange Commission (the “SEC”) covering the Resale Shares no later than 45 calendar days from the date of the final
closing of the Private Placement. We have agreed to use commercially reasonable efforts to ensure that such
registration statement is declared effective within 120 calendar days after the final closing of the Private Placement.

Throughout this Prospectus, when we refer to the shares of our Common Stock, the offer and sale of which are being
registered on behalf of the Selling Stockholders, we are referring to the Resale Shares that we agreed to register
pursuant to the Registration Rights Agreement. When we refer to the Selling Stockholders in this Prospectus, we are
referring to the holders of the Resale Shares and, as applicable, any donees, pledgees, transferees or other
successors-in-interest selling shares received after the date of this Prospectus from the holders of the Resale Securities
as a gift or other transfer for no consideration.
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RISK FACTORS

Any investment in our Common Stock involves a high degree of risk. Investors should carefully consider the risks
described below and all of the information contained in this prospectus before deciding whether to purchase our
Common Stock. Our business, financial condition and results of operations could be materially adversely affected by
these risks if any of them actually occur. This prospectus also contains forward-looking statements that involve risks
and uncertainties. Our actual results could differ materially from those anticipated in these forward-looking
statements as a result of certain factors, including the risks we face as described below and elsewhere in this
prospectus.

Risk Related to Our Business

Risks Related to Our Gaming Business

Our financial resources are limited and we will need to raise additional capital in the future to continue our
business.

We do not expect to generate the level of revenues going forward that we have achieved in prior years from our video
game business. This significantly reduced revenue will impact our needs for future capital. We cannot ensure that
additional funding will be available or, if it is available, that it can be obtained on terms and conditions we will deem
acceptable. Any additional funding derived from the sale of equity securities is likely to result in significant dilution to
our existing stockholders. These matters involve risks and uncertainties that may prevent us from raising additional
capital or may cause the terms upon which we raise additional capital, if additional capital is available, to be less
favorable to us than would otherwise be the case. If we reach a point where we are unable to raise needed additional
funds to continue as a going concern, we will be forced to cease our business activities and dissolve the Company. In
such an event, we will need to satisfy various severances, contract termination, and other dissolution-related
obligations.

We have experienced recent net losses and we may incur future net losses, which may cause a decrease in our stock
price.

We incurred net losses of $4.6 million in fiscal 2016 and $3.8 million in fiscal 2015. We may not be able to generate
revenues sufficient to offset our costs and may sustain net losses in future periods. Any such losses may have an
adverse effect on our future operating prospects, liquidity and stock price.
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A decrease in the popularity of our licensed brands and, correspondingly, the video games we publish based on
those brands could negatively impact our revenues and financial position.

Certain games released in 2014 and 2015 were based upon popular licensed brands. A decrease in the popularity of
our licensed properties would negatively impact our ability to sell games based upon such licenses and could lead to
lower net sales, profitability, and/or an impairment of our licenses, which would negatively impact our profitability.

A weak global economic environment could result in increased volatility in our stock price.

Current uncertainty in global economic conditions poses a risk to the overall economy as consumers and retailers may
defer or choose not to make purchases in response to tighter credit and negative financial news, which could
negatively affect demand for our products. Additionally, due to the weak economic conditions and tightened credit
environment, some of our retailers and customers may not have the same purchasing power, leading to lower
purchases of our games for placement into distribution channels. Reduced consumer demand for our products could
materially impact our operating results.

Termination or modification of our agreements with platform hardware manufacturers may adversely affect our
business.

We are required to obtain a license in order to develop and distribute software for each of the manufacturers of video
game hardware. We currently have licenses from: (i) Sony to develop products for PlayStation, PlayStation 2,
PlayStation 3 and PlayStation 4; (ii) from Nintendo to develop products for the DS, DSi, 3DS, Wii and WiiU; and (iii)
from Microsoft to develop products for the Xbox, Xbox 360 and Xbox One. These licenses must be periodically
renewed, and if they are not, or if any of our licenses are terminated or adversely modified, we may not be able to
distribute any of our games on that platform or we may be required to do so on less attractive terms.
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Our platform licensors control the fee structures for online distribution of our games on their platforms.

Pursuant to the terms of certain publisher license agreements, platform licensors retain sole discretion to determine the
fees to be charged for both base level and premium online services available via their online platforms. Each licensor’s
ability to set royalty rates makes it challenging for us to predict our costs, and increased costs may negatively impact
our operating margins. As a result of such varying fee structures, we may be unable to distribute our games in a
cost-effective manner through such distribution channels.

Intellectual property claims may increase our costs or require us to cease selling affected products, which could
adversely affect our financial condition and results of operations.

Development of original content, including publication and distribution, sometimes results in claims of intellectual
property infringement. Although we make efforts to ensure our products do not violate the intellectual property rights
of others, it is possible that third parties may still allege infringement. These claims and any litigation resulting from
these claims may result in damage awards payable by us; could prevent us from selling the affected product; or require
us to redesign the affected product to avoid infringement or obtain a license for future sales of the affected product.

Any of the foregoing could have an adverse effect on our financial condition and results of operations. Any litigation
resulting from these claims could require us to incur substantial costs.

A reduced workforce presents additional risk to the effectiveness of our internal controls.

We have significantly reduced our workforce. A smaller workforce impacts our ability to continue to undertake our
historic business which could have an impact on our ability to maintain internal controls including over financial
reporting, and can affect the adequacy of our controls. We cannot be certain that our internal controls over financial
reporting are or will remain effective. If we cannot adequately maintain the effectiveness of our internal controls over
financial reporting, we may be subject to liability and/or sanctions or investigation by regulatory authorities, such as
the SEC. Any such action could adversely affect our financial results and the market price of Common Stock.

Our reputation with consumers is critical to our success. Negative consumer perceptions about our brands, games,
services and/or business practices may damage our business and any costs incurred in addressing consumer
concerns may increase our operating expenses.
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Individual consumers form our ultimate customer base, and consumer expectations regarding the quality, performance
and integrity of our products and services are high. Consumers may be critical of our brands, games, services and/or
business practices for a wide variety of reasons. These negative consumer reactions may not be foreseeable or within
our control to manage effectively. Actions we take to address consumer concerns may be costly and, in any case, may
not be successful. In addition, negative consumer sentiment about our business practices may result in inquiries or
investigations from regulatory agencies and consumer groups, as well as litigation, which, regardless of their outcome,
may be damaging to our reputation. Any of these may have a negative impact on our business.

If our games and services do not function as consumers expect, it may have a negative impact on our business.

If our games and services do not function as consumers expect, whether because they fail to function as advertised or
otherwise, our sales may suffer. If our games and services do not function as consumers expect, it may negatively
impact our business.
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If we are unable to sustain traditional pricing levels for our titles, our business, financial condition, results of
operations, profitability, cash flows or liquidity could suffer materially.

If we are unable to sustain traditional pricing levels for our titles, whether due to competitive pressure, because
retailers elect to price these products at a lower price or otherwise, it could have a negative impact on our business.
Further, we make provisions for retail inventory price protection based upon certain assumed lowest prices and if
competitive pressures force us to lower our prices below those levels, it could similarly have a negative impact on our
business.

Our industry is subject to rapid technological change, and if we do not adapt to, and appropriately allocate our new
resources among, emerging technologies and business models, our business may be negatively impacted.

Technology changes rapidly in the interactive entertainment industry. We must continually anticipate and adapt our
products to emerging technologies, delivery platforms and business models in order to stay competitive. When we
choose to incorporate a new technology into a product or to develop a product for a new platform, operating system or
media format, we often are required to make a substantial investment prior to the introduction of the product. If we
invest in the development of interactive entertainment products incorporating a new technology or for a new platform
that does not achieve significant commercial success, our revenues from those products likely will be lower than we
anticipated and may not cover our development costs. Further, our competitors may adapt to an emerging technology
or business model more quickly or effectively than we do, creating products that are technologically superior to ours,
more appealing to consumers, or both. If, on the other hand, we elect not to pursue the development of products
incorporating a new technology or for new platforms, or otherwise elect not to pursue a new business model, that
achieves significant commercial success, it may have adverse consequences. It may take significant time and
resources to shift product development resources to that technology, platform or business model, as the case may be,
and may be more difficult to compete against existing products incorporating that technology or for that platform or
against companies using that business model. Any failure to successfully adapt to, and appropriately allocate resources
among, emerging technologies could negatively impact our business.

Competition within, and to, the interactive entertainment industry is intense, and competitors may succeed in
reducing our sales.

Within the interactive entertainment industry, we compete with other publishers of interactive entertainment software
developed for use on the PC, video game consoles and handheld, mobile and tablet devices or social networking sites,
both within the United States and, increasingly, in international jurisdictions. Our competitors include very large
corporations with significantly greater financial, marketing and product development resources than we have. A
relatively small number of titles account for a significant portion of net revenues, and an even greater portion of net
profit, in the interactive entertainment industry, and the availability of significant financial resources is a major
competitive factor in the production of high-quality products and in the marketing of products that are ultimately
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well-received. Our larger competitors may be able to leverage their greater financial, technical, personnel and other
resources to finance larger budgets for development and marketing and make higher offers to licensors and developers
for commercially desirable properties as well as adopt more aggressive pricing policies to develop more commercially
successful products for the PC or video game platforms than we do. In addition, competitors with large product lines
and popular titles typically have greater leverage with retailers, distributors and other customers, who may be willing
to promote titles with less consumer appeal in return for access to those competitors’ more popular titles.

Increased consumer acceptance and availability of interactive entertainment developed for use by consumers on
handheld, mobile and tablet devices or social networking sites or other online games, consumer acceptance and
availability of technology which allows users to play games on televisions without consoles, or technological
advances in online game software or the Internet could result in a decline in sales of our platform-based software.

Additionally, we compete with other forms of entertainment and leisure activities. For example, the overall growth in
the use of the Internet and online services such as social networking sites by consumers may pose a competitive threat
if consumers and potential consumers spend less of their available time using interactive entertainment software and
more using the Internet, including those online services. Further, it is difficult to predict and prepare for rapid changes
in consumer demand that could materially alter public preferences for different forms of entertainment and leisure
activities. Failure to adequately identify and adapt to the competitive pressures described herein could negatively
impact our business.
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We may be involved in legal proceedings that may result in material adverse outcomes.

From time to time, we may be involved in claims, suits, government investigations, audits and proceedings arising
from the ordinary course of our business, including actions with respect to intellectual property, competition and
antitrust matters, privacy matters, tax matters, labor and employment matters, unclaimed property matters, compliance
and commercial claims. Such claims, suits, government investigations, audits and proceedings are inherently uncertain
and their results cannot be predicted with certainty. Regardless of the outcome, such legal proceedings can have an
adverse impact on us because of legal costs, diversion of management resources and other factors. In addition, it is
possible that a resolution of one or more such proceedings could result in substantial fines and penalties, criminal
sanctions, consent decrees or orders preventing us from offering certain features, functionalities, products or services,
requiring us to change our development process or other business practices.

Our products are subject to ratings by the Entertainment Software Rating Board in the U.S. and similar agencies
in international jurisdictions. Our failure to obtain our target ratings for our products could negatively impact our
business.

The Entertainment Software Rating Board (the “ESRB”) is a self-regulatory body based in the United States that
provides consumers of interactive entertainment software with ratings information, including information on the
content in such software, such as violence, nudity or sexual content contained in software titles. The ESRB rating
categories are “Early Childhood” (i.e., content is intended for young children), “Everyone” (i.e., content is generally
suitable for all ages), “Everyone 10+” (i.e., content is generally suitable for ages 10 and up), “Teen” (i.e., content is
generally suitable for ages 13 and up), “Mature” (i.e., content is generally suitable for ages 17 and up) and “Adults Only”
(i.e., content is suitable for adults ages 18 and up). Certain countries other than the United States have also established
content rating systems as prerequisites for product sales in those countries. In some countries, a company may be
required to modify its products to comply with the requirements of the rating systems, which could delay or disrupt
the release of any given product, or may prevent its sale altogether in certain territories. Further, if an agency re-rates
one of our games for any reason, retailers could refuse to sell it and demand that we accept the return of any unsold or
returned copies or consumers could demand a refund for copies purchased. If we are unable to obtain the ratings we
have targeted for our products as a result of changes in a content rating organization’s ratings standards or for other
reasons, it could have a negative impact on our business.

Our business, products, and distribution are subject to increasing regulation of content in key territories. If we do
not successfully respond to these regulations, our business, financial condition, results of operations, profitability,
cash flows or liquidity could be materially adversely affected.

Legislation is continually being introduced, and litigation and regulatory enforcement actions are taking place, that
may affect the way in which we, and other industry participants, may offer content and features, and distribute and
advertise our products. For example, privacy laws and regulatory guidance in many countries impose various
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restrictions on online and mobile advertising, as well as the collection, storage and use of personally identifiable
information. We may be required to modify certain of our product development processes or alter our marketing
strategies to comply with such regulations, which could be costly or delay the release of our products. In addition,
many foreign countries, such as China and Germany, have laws that permit governmental entities to restrict the
content and/or advertising of interactive entertainment software or prohibit certain types of content. Further,
legislation which attempts to restrict marketing or distribution of such products because of the content therein has
been introduced at one time or another at the federal and state levels in the United States. There is on-going risk of
enhanced regulation of interactive entertainment marketing, content or sales. These laws and regulations vary by
territory and may be inconsistent with one another, imposing conflicting or uncertain restrictions. The adoption and
enforcement of legislation which restricts the marketing, content or sales of our products in countries in which we do
business may harm the sales of our products, as the products we are able to offer to our customers and the size of the
potential market for our products may be limited. Failure to comply with any applicable legislation may also result in
government-imposed fines or other penalties. Moreover, the increased public dialogue concerning interactive
entertainment may have an adverse impact on our reputation and consumers’ willingness to purchase our products.
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Risks Relating to Our Regenerative Medicine Business

Rapid technological change could cause our regenerative medicine platform to become obsolete.

The technologies underlying our regenerative medicine platform are subject to rapid and profound technological
change. Competition intensifies as technical advances in each field are made and become more widely known. We can
give no assurance that others will not develop processes with significant advantages over the processes that we offer
or are seeking to develop. Any such occurrence could have a material and adverse effect on our business, results of
operations and financial condition.

Our revenues from our regenerative medicine business will depend upon adequate reimbursement from public and
private insurers and health systems.

Our success will depend on the extent to which reimbursement for the costs of its treatments will be available from
third party payers, such as public and private insurers and health systems. Government and other third party payers
attempt to contain healthcare costs by limiting both coverage and the level of reimbursement of new treatments.
Therefore, significant uncertainty usually exists as to the reimbursement status of new healthcare treatments. If we are
not successful in obtaining adequate reimbursement for our treatment from these third party payers, the market’s
acceptance of our treatment could be adversely affected. Inadequate reimbursement levels also likely would create
downward price pressure on our treatment. Even if we succeed in obtaining widespread reimbursement for our
treatment, future changes in reimbursement policies could have a negative impact on our business, financial condition
and results of operations.

To be commercially successful, we must convince physicians that our treatments are safe and effective alternatives
to existing treatments and that our treatments should be used.

We believe physicians will only adopt our treatment if they determine, based on experience, clinical data and
published peer reviewed journal articles, that the use of our treatment is a favorable alternative to conventional
methods, including skin grafting. Physicians may be slow to change their medical treatment practices for the
following reasons, among others:

● Lack of evidence supporting additional patient benefits and our treatments over conventional
methods;
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● Perceived liability risks generally associated with the use of new procedures; and

● Limited availability of reimbursement from third party payers.

In addition, we believe that recommendations for and support of our treatments by influential physicians are essential
for market acceptance and adoption. If we do not receive this support or are unable to demonstrate favorable
long-term clinical data, physicians and hospitals may not use our treatment, which would significantly reduce our
ability to achieve revenue and would prevent us from sustaining profitability.

Our ability to protect our intellectual property and proprietary technology through patents and other means is
uncertain and may be inadequate, which could have a material and adverse effect on us.

Our success depends significantly on our ability to protect our proprietary rights to the technologies used in our
treatment. We rely on patent protection, as well as a combination of copyright, trade secret and trademark laws and
nondisclosure, confidentiality and other contractual restrictions to protect our proprietary technology. These legal
means afford only limited protection and may not adequately protect our rights or permit us to gain or keep any
competitive advantage. In addition, the pending patent applications we intend to acquire from the Seller pursuant to
the Agreement include claims to material aspects of the Seller’s procedures that are not currently protected by issued
patents. The patent application process can be time consuming and expensive. We cannot ensure that any of the
pending patent applications we acquire will result in issued patents. Competitors may be able to design around our
patents or develop procedures that provide outcomes that are comparable or even superior to ours. Furthermore, the
laws of foreign countries may not protect our intellectual property rights to the same extent as do the laws of the
United States.

The failure to obtain and maintain patents and/or protect our intellectual property rights could have a material and
adverse effect on our business, results of operations, and financial condition. Whether a patent is valid is a complex
matter of science and law, and therefore we cannot be certain that, if challenged, our patents or the ones we acquire
from the Seller would be upheld. If one or more of those patents are invalidated, that could reduce or eliminate any
competitive advantage we might otherwise have had.

In the event a competitor infringes upon the pending patent we intend to acquire or other intellectual property rights,
enforcing those rights may be costly, uncertain, difficult and time consuming. Even if successful, litigation to enforce
or defend our intellectual property rights could be expensive and time consuming and could divert our management’s
attention. Further, bringing litigation to enforce our patents subjects us to the potential for counterclaims. In the event
that one or more of our patents are challenged, a court or the United States Patent and Trademark Office (“USPTO”)
may invalidate the patent(s) or determine that the patent(s) is not enforceable, which could harm our competitive
position. If the USPTO ultimately cancels or narrows the claim in any of our patents through these proceedings, it
could prevent or hinder us from being able to enforce them against competitors. Such adverse decisions could
negatively affect our future, expected revenue.
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We may become subject to claims of infringement of the intellectual property rights of others, which could prohibit
us from developing our treatment, require us to obtain licenses from third parties or to develop non-infringing
alternatives, and subject us to substantial monetary damages.

Third parties could assert that our procedures infringe their patents or other intellectual property rights. Whether a
product infringes a patent or other intellectual property involves complex legal and factual issues, the determination of
which is often uncertain. Therefore, we cannot be certain that we have not infringed the intellectual property rights of
others. Because patent applications may take years to issue, there also may be applications now pending of which we
are unaware that may later result in issued patents that our procedure or processes infringe. There also may be existing
patents or pending patent applications of which we are unaware that our procedures or processes may inadvertently
infringe.

Any infringement claim could cause us to incur significant costs, place significant strain on our financial resources,
divert management’s attention from our business and harm our reputation. If the relevant patents in such claim were
upheld as valid and enforceable and we were found to infringe, we could be prohibited from utilizing any procedure
that is found to infringe, obtains licenses to use the technology covered by the patent or other intellectual property or
design around the patent or other intellectual property. We may be unable to obtain such a license on terms acceptable
to it, if at all, and we may not be able to redesign its processes to avoid infringement. A court could also order us to
pay compensatory damages for such infringement, plus prejudgment interest and could, in addition, treble the
compensatory damages and award attorney fees. These damages could be substantial and could harm our reputation,
business, financial condition and operating results.

Our business is subject to continuing regulatory compliance by the U.S. Food and Drug Administration (the “FDA”)
and other authorities, which is costly and our failure to comply could result in negative effects on our business.

The FDA has specific regulations governing tissue-based products, or HCT/Ps. The FDA has broad post-market and
regulatory and enforcement powers. The FDA’s regulation of HCT/Ps includes requirements for registration and listing
of products, donor screening and testing, processing and distribution (“Current Good Tissue Practices”), labeling, record
keeping and adverse-reaction reporting, and inspection and enforcement.

Even if pre-market clearance or approval is obtained, the approval or clearance may place substantial restrictions on
the indications for which the product may be marketed or to whom it may be marketed, may require warnings to
accompany the product or impose additional restrictions on the sale and/or use of the product. In addition, regulatory
approval is subject to continuing compliance with regulatory standards, including the FDA’s quality system
regulations.
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If we fail to comply with the FDA regulations regarding our tissue regeneration processes, the FDA could take
enforcement action, including, without limitation, any of the following sanctions:

●Untitled letters, warning letters, fines, injunctions, and civil penalties;
●Operating restrictions, partial suspension or total shutdown of procedure;
●Refusing requests for clearance or approval of new procedures;
●Withdrawing or suspending current applications for approval or approvals already granted; and
●Criminal prosecution.

It is likely that the FDA’s regulation of HCT/Ps will continue to evolve in the future. Complying with any such new
regulatory requirements may entail significant time delays and expense, which could have a material adverse effect on
our business.

We face significant uncertainty in the industry due to government healthcare reform.

There have been and continue to be proposals by the Federal Government, State Governments, regulators and third
party payers to control healthcare costs, and generally, to reform the healthcare system in the United States. There are
many programs and requirements for which the details have not yet been fully established or the consequences are not
fully understood. These proposals may affect aspects of our business. We also cannot predict what further reform
proposals, if any, will be adopted, when they will be adopted, or what impact they may have on us.

Oversight in the industry might affect the manner in which we may compete in the marketplace.

There are laws and regulations that govern the means by which companies in the healthcare industry may market their
treatments to healthcare professionals and may compete by discounting the prices of their treatments, including for
example, the federal Anti-Kickback Statute, the federal False Claims Act, the federal Health Insurance Portability and
Accountability Act of 1996, state law equivalents to these federal laws that are meant to protect against fraud and
abuse and analogous laws in foreign countries. Violations of these laws are punishable by criminal and civil sanctions,
including, but not limited to, in some instances civil and criminal penalties, damages, fines, exclusion from
participation in federal and state healthcare programs, including Medicare and Medicaid. In addition, federal and state
laws are also sometimes open to interpretation, and from time to time we may find ourselves at a competitive
disadvantage if our interpretation differs from that of our competitors.

We may have significant liability exposure and our insurance may not cover all potential claims.
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We are exposed to liability and other claims in the event that our treatment is alleged to have caused harm. We may
not be able to obtain insurance for the potential liability on acceptable terms with adequate coverage or at reasonable
costs. Any potential product liability claims could exceed the amount of our insurance coverage or may be excluded
from coverage under the terms of the policy. Our insurance may not be renewed at a cost and level of coverage
comparable to that then in effect.
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Risks Related to our Common Stock

Our Restated Certificate of Incorporation, our Restated Bylaws and Delaware law could deter a change of our
management which could discourage or delay offers to acquire us.

Certain provisions of Delaware law and of our Restated Certificate of Incorporation, as amended, and Restated
by-laws, could discourage or make it more difficult to accomplish a proxy contest or other change in our management
or the acquisition of control by a holder of a substantial amount of our voting stock. It is possible that these provisions
could make it more difficult to accomplish, or could deter, transactions that stockholders may otherwise consider to be
in their best interests or in our best interests. These provisions include:

●establishing a classified Board requiring that members of the Board be elected in different years, which lengthens
the time needed to elect a new majority of the Board;

●authorizing the issuance of “blank check” preferred stock that could be issued by our Board to increase the number of
outstanding shares or change the balance of voting control and thwart a takeover attempt;

●prohibiting cumulative voting in the election of directors, which would otherwise allow for less than a majority of
stockholders to elect director candidates; and

●prohibiting stockholder action by written consent and requiring all stockholder actions to be taken at a meeting of
our stockholders.

We have experienced volatility in the price of our stock and are subject to volatility in the future.

The price of our Common Stock has experienced significant volatility. The high and low bid quotations for our
Common Stock, as reported by The NASDAQ Capital Market, ranged between a high of $14.22 and a low of $2.61
during the past 24 months. The historic market price of our Common Stock may be higher or lower than the price paid
for our shares and may not be indicative of future market prices, depending on many factors, some of which are
beyond our control. In addition, as we have significantly reduced our video game operations, and are seeking strategic
alternatives, we cannot predict the performance of our stock. The price of our stock may change dramatically in
response to our success or failure to consummate a strategic transaction.

Substantial future sales of our Common Stock by us or by our existing stockholders could cause our stock price to
fall.

Edgar Filing: POLARITYTE, INC. - Form S-1/A

27



Additional equity financings or other share issuances by us, including shares issued in connection with strategic
alliances and corporate partnering transactions, could adversely affect the market price of our common stock. Sales by
existing stockholders of a large number of shares of our Common Stock in the public market or the perception that
additional sales could occur could cause the market price of our Common Stock to drop.

We may not be able to maintain our listing on The NASDAQ Capital Market.

Our Common Stock currently trades on The NASDAQ Capital Market. This market has continued listing
requirements that we must continue to maintain to avoid delisting. The standards include, among others, a minimum
bid price requirement of $1.00 per share and any of: (i) a minimum stockholders’ equity of $2.5 million; (ii) a market
value of listed securities of $35 million; or (iii) net income from continuing operations of $500,000 in the most
recently completed fiscal year or in the two of the last three fiscal years. Our results of operations and our fluctuating
stock price directly impact our ability to satisfy these listing standards. In the event we are unable to maintain these
listing standards, we may be subject to delisting.

A delisting from NASDAQ would result in our Common Stock being eligible for quotation on the Over-The-Counter
market which is generally considered to be a less efficient system than listing on markets such as NASDAQ or other
national exchanges because of lower trading volumes, transaction delays and reduced security analyst and news media
coverage. These factors could contribute to lower prices and larger spreads in the bid and ask prices for our Common
Stock. Additionally, trading of our Common Stock on the OTCBB may make us less desirable to institutional
investors and may, therefore, limit our future equity funding options and could negatively affect the liquidity of our
stock.
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The rights of our common stockholders are limited by and subordinate to the rights of the holders of Series A
Convertible Preferred Stock, Series B Convertible Preferred Stock, Series C Convertible Preferred Stock and Series
D Convertible Preferred Stock; these rights may have a negative effect on the value of shares of our Common
Stock.

The holders of our outstanding shares of Series A Preferred Stock, Series B Preferred Stock, Series C Preferred Stock
and Series D Preferred Stock have rights and preferences generally superior to those of the holders of Common Stock.
The existence of these superior rights and preferences may have a negative effect on the value of shares of our
Common Stock. These rights are more fully set forth in the certificates of designations governing these instruments,
and include, but are not limited to:

●the right to receive a liquidation preference, prior to any distribution of our assets to the holders of our Common
Stock; and

●the right to convert into shares of our Common Stock at the conversion price set forth in the certificates of
designations governing the respective preferred stock, which may be adjusted as set forth therein.

The number of shares of issued and outstanding Common Stock represents approximately 69.91 % of our fully
diluted shares of Common Stock. Additional issuances of shares of Common Stock upon conversion and/or
exercise of preferred stock, options to purchase Common Stock and warrants to purchase Common Stock will
cause substantial dilution to existing stockholders.

At March 22 , 2017, we had 4,978,406 shares of Common Stock issued and outstanding. Up to an additional
2,142,744 shares may be issued upon conversion of our Series A, Series B, Series C and Series D Convertible
Preferred Stock; 710,108 shares upon exercise of all outstanding vested options to purchase our Common Stock at an
weighted average price of $4.74 ; 2,336,417 shares upon exercise of all outstanding unvested options to purchase our
Common Stock at an weighted average price of $3.23 ; and 208,583 shares issuable upon vesting of restricted stock
units granted, which amounts includes all reserves, resulting in a total of up to 10,376,258 shares that may be issued
and outstanding, assuming conversion of all outstanding convertible preferred stock, and exercise of all outstanding
option and warrants to purchase our Common Stock. The issuance of any and all of the 5,397,852 shares issuable
upon exercise or conversion of our outstanding convertible securities will cause substantial dilution to existing
stockholders and may depress the market price of our Common Stock.

You will experience future dilution as a result of future equity offerings

We may in the future offer additional shares of our Common Stock or other securities convertible into or
exchangeable for our Common Stock. Although no assurances can be given that we will consummate a financing, in
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the event we do, or in the event we sell shares of Common Stock or other securities convertible into shares of our
Common Stock in the future, additional and substantial dilution will occur. In addition, investors purchasing shares or
other securities in the future could have rights superior to investors in this offering.

The issuance of the Merger Consideration will result in a change of control of the Company, and the Company will
be required to submit a new application under NASDAQ’s original listing standard. If such application is not
approved, the Company’s Common Stock may be delisted from NASDAQ.

In connection with the Intellectual Property acquisition, the Company will issue 7,050 shares of Series E Preferred
Stock convertible into an aggregate of 7,050,000 shares of the Company’s Common Stock. NASDAQ Rule 5110(a)
provides that a Company must apply for initial listing in connection with a transaction whereby a company combines
with a non-NASDAQ entity, resulting in a change of control of such company and potentially allowing the
non-NASDAQ entity to effectively obtain NASDAQ listing. In determining whether a change of control has occurred,
NASDAQ considers all relevant factors including, changes in management, board of directors, voting power,
ownership and financial structure of the Company. The issuance of the Merger Consideration will result in a change of
control and the Company will need to submit an original listing application to NASDAQ. If the original listing
application is not approved by NASDAQ, the Company’s Common Stock could be delisted from The NASDAQ
Capital Market.
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS AND INDUSTRY DATA

This prospectus contains forward-looking statements. Such forward-looking statements include those that express
plans, anticipation, intent, contingency, goals, targets or future development and/or otherwise are not statements of
historical fact. These forward-looking statements are based on our current expectations and projections about future
events and they are subject to risks and uncertainties known and unknown that could cause actual results and
developments to differ materially from those expressed or implied in such statements.

In some cases, you can identify forward-looking statements by terminology, such as “expects”, “anticipates”, “intends”,
“estimates”, “plans”, “potential”, “possible”, “probable”, “believes”, “seeks”, “may”, “will”, “should”, “could” or the negative of such terms
or other similar expressions. Accordingly, these statements involve estimates, assumptions and uncertainties that
could cause actual results to differ materially from those expressed in them. Any forward-looking statements are
qualified in their entirety by reference to the factors discussed throughout this prospectus.

You should read this prospectus and the documents that we reference herein and therein and have filed as exhibits to
the registration statement, of which this prospectus is part, completely and with the understanding that our actual
future results may be materially different from what we expect. You should assume that the information appearing in
this prospectus is accurate as of the date on the front cover of this prospectus only. Because the risk factors referred to
above could cause actual results or outcomes to differ materially from those expressed in any forward-looking
statements made by us or on our behalf, you should not place undue reliance on any forward-looking statements.
These risks and uncertainties, along with others, are described above under the heading “Risk Factors” beginning on
page 8 of this prospectus. Further, any forward-looking statement speaks only as of the date on which it is made, and
we undertake no obligation to update any forward-looking statement to reflect events or circumstances after the date
on which the statement is made or to reflect the occurrence of unanticipated events. New factors emerge from time to
time, and it is not possible for us to predict which factors will arise. In addition, we cannot assess the impact of each
factor on our business or the extent to which any factor, or combination of factors, may cause actual results to differ
materially from those contained in any forward-looking statements. We qualify all of the information presented in this
prospectus, and particularly our forward-looking statements, by these cautionary statements.

This prospectus also includes estimates of market size and industry data that we obtained from industry publications
and surveys and internal company sources. The industry publications and surveys used by management to determine
market size and industry data contained in this prospectus have been obtained from sources believed to be reliable.
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PRICE RANGE OF COMMON STOCK

Our common stock trades on The NASDAQ Capital Market under the symbol “COOL”. The following table sets forth
the high and low sales prices for our Common Stock for each quarterly period within the two most recent fiscal years.
All stock prices included in the following table are retroactively adjusted for the 1 for 6 reverse stock split effective as
of the open of business on August 1, 2016.

2017 High Low
Second quarter (through March 22, 2017) $ 8.98 $ 3.16
First quarter 6.22 $ 2.61

2016 High Low
Fourth quarter $4.50 $3.03
Third quarter 6.30 3.66
Second quarter 5.94 4.20
First quarter 13.68 3.66

2015 High Low
Fourth quarter $11.52 $6.48
Third quarter 10.38 6.54
Second quarter 14.22 5.64
First quarter 9.54 3.30

As of March 22 , 2017, there were 138 stockholders of record of our Common Stock, one of which is Cede & Co., a
nominee for Depository Trust Company, or DTC. Shares of Common Stock that are held by financial institutions as
nominees for beneficial owners are deposited into participant accounts at DTC, and are considered to be held of record
by Cede & Co. as one stockholder.

DIVIDEND POLICY

Prior to October 31, 2015, we had never declared or paid any dividends on our Common Stock.

On January 4, 2016, we declared a special cash dividend of an aggregate of $10,000,000 to be paid to holders of
record on January 14, 2016 of our outstanding shares of: (i) Common Stock (ii) Series A Convertible Preferred Stock;
(iii) Series B Convertible Preferred Stock; (iv) Series C Convertible Preferred Stock and (v) Series D Convertible
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Preferred Stock. The holders of record of our outstanding preferred stock participated in receiving their pro rata
portion of the dividend on an “as converted” basis. The dividend was paid January 15, 2016.

We do not anticipate paying future dividends at the present time. We currently intend to retain earnings, if any, for use
in our business.

SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLANS

The following table provides certain information with respect to all of the Company’s equity compensation plans in
effect as of October 31, 2016.

(a) (b) (c)

Plan Category

Number of
Securities to
be Issued
Upon
Exercise of
Outstanding
Options,
Warrants
and Rights

Weighted-average
Exercise Price of
Outstanding
Options,
Warrants and
Rights

Number of
Securities
Remaining
Available for
Future
Issuance
Under Equity
Compensation
Plans
(Excluding
Securities
Reflected in
Column (a)

Equity compensation plans approved by security holders 390,525 (1) $ 6.02 0
Equity compensation plans not approved by security holders 0 0 0
Total 390,525 (1) $ 6.02 0

(1)18,947 securities are pursuant to the 2004 Plan, 11,490 securities are pursuant to the 2014 Plan, 30,924 securities
are issued pursuant to the 2015 Plan and 329,164 securities are issued pursuant to the 2016 Plan.

2017 Equity Incentive Plan

On December 1, 2016, the Board of Directors (the “Board”) approved our 2017 Equity Incentive Plan (the “2017 Plan”)
and on March 10, 2017, stockholders approved the 2017 Plan . The purpose of the 2017 Plan is to promote the success
of the Company and to increase stockholder value by providing an additional means through the grant of awards to
attract, motivate, retain and reward selected employees, consultants and other eligible persons. The 2017 Plan
provides for the grant of incentive stock options, nonqualified stock options, restricted stock, restricted stock units,

Edgar Filing: POLARITYTE, INC. - Form S-1/A

33



stock appreciation rights and other types of stock-based awards to the our employees, officers, directors and
consultants. The 2017 Plan will be administered by the Board or by one or more committees of directors appointed by
the Board or another committee, including determining which eligible participants will receive awards, the number of
shares of common stock subject to the awards and the terms and conditions of such awards. Up to 3,450,000 shares of
Common Stock are issuable pursuant to awards under the 2017 Plan. Unless earlier terminated by the Board, the 2017
Plan shall terminate at the close of business on December 1, 2026.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of financial condition and results of operations should be read together with
our financial statements and accompanying notes appearing elsewhere in this Prospectus. This Management’s
Discussion and Analysis contains forward-looking statements that involve risks and uncertainties. Please see
“Forward-Looking Statements” set forth in the beginning of this Prospectus, and see “Risk Factors” beginning on
page 8 for a discussion of certain risk factors applicable to our business, financial condition, and results of
operations. Operating results are not necessarily indicative of results that may occur in future periods.

Overview

We are a technology company which has developed, marketed, published and distributed software through online
platforms. We develop applications for gaming on computers, handheld devices and game consoles. We have had
commercial successes (Zumba Fitness) which have not been replicated and in furtherance of seeking to diversify, on
December 1, 2016 we entered into an Agreement and Plan of Reorganization to acquire the patents, know-how and
trade secrets of PolarityTE, Inc. (“PolarityTE NV”). PolarityTE NV is the owner of patent applications and know-how
related to regenerative medicine and tissue engineering, as well as software applications used in diagnosis and
treatment related to regenerative medicine developed by our Chief Executive Officer, Chief Technology Officer and
Chairman of our Board of Directors, Dr. Denver Lough. PolarityTE NV seeks to develop and obtain regulatory
approval for technology that will utilize a patient’s own tissue substrates for the regeneration of skin, bone, muscle,
cartilage, fat, blood vessels and nerves.

With the foregoing goals and operational strategy in mind, we have directed resources towards building the
operational base of the regenerative medicine business following the execution of the Agreement (defined below). The
Company leased office and research and development space in Salt Lake City, Utah and acquired equipment
necessary to perform high end tissue engineering development research, including single and multiphoton
microscopes and tissue culture  and base equipment together with obtaining certification for the use of all laboratory
equipment. The Company is also building a research and development team suitable for pursuing its regenerative
medicine and tissue engineering goals.

On December 1, 2016, we entered into an Agreement and Plan of Reorganization (the “Agreement”) with Majesco
Acquisition Corp., our wholly-owned subsidiary, PolarityTE NV and Dr. Denver Lough, the owner of 100% of the
issued and outstanding shares of capital stock of PolarityTE NV (the “Seller”) pursuant to which we will acquire certain
intellectual property rights owned by the Seller (the “Intellectual Property”) through the merger of Merger Sub with and
into PolarityTE NV with PolarityTE NV surviving as our wholly-owned subsidiary. The Intellectual Property
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acquisition is subject to various closing conditions.

Video Game Products

Net Revenues. Our revenues are principally derived from sales of our video games.

Cost of Sales. Cost of sales includes amortization and impairment of capitalized software development costs and
license fees. Commencing upon the related product’s release, capitalized software development and intellectual
property license costs are amortized to cost of sales.

Gross Profit. Gross profit is the excess of net revenues over product costs and amortization and impairment of
software development and license fees. Development and license fees incurred to produce video games are generally
incurred up front and amortized to cost of sales. The recovery of these costs and total gross profit is dependent upon
achieving a certain sales volume, which varies by title.

Product Research and Development Expenses. Ongoing research and development activities have been substantially
reduced since fiscal 2014.

Selling and Marketing Expenses. Since July 2015, these activities are now limited to online and in social media.

General and Administrative Expenses. General and administrative expenses primarily represent employee related
costs, including stock compensation, for corporate executive and support staff, general office expenses, professional
fees and various other overhead charges. Professional fees, including legal and accounting expenses, typically
represent one of the largest components of our general and administrative expenses. These fees are partially
attributable to our required activities as a publicly traded company, such as SEC filings, and corporate- and
business-development initiatives.

Interest and Financing Costs. Interest and financing costs were directly attributable to our factoring and our
purchase-order financing arrangements. Such costs included commitment fees and fees based upon the value of
customer invoices factored.
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Income Taxes. Income taxes consist of our provisions for income taxes, as affected by our net operating loss
carryforwards. Future utilization of our net operating loss, or NOL, carryforwards may be subject to a substantial
annual limitation due to the “change in ownership” provisions of the Internal Revenue Code. The annual limitation may
result in the expiration of NOL carryforwards before utilization. Due to our history of losses, a valuation allowance
sufficient to fully offset our NOL and other deferred tax assets has been established under current accounting
pronouncements, and this valuation allowance will be maintained unless sufficient positive evidence develops to
support its reversal.

Critical Accounting Estimates

Our discussion and analysis of the financial condition and results of operations is based upon our consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States of America, or GAAP.

The preparation of these consolidated financial statements requires us to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues, and expenses, and related disclosure of contingent assets and
liabilities. We base our estimates on historical experience and on various other assumptions that are believed to be
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities that are not readily apparent from other sources. Actual results could differ materially
from these estimates under different assumptions or conditions.

We have identified the policies below as critical to our business operations and to the understanding of our financial
results. The impact and any associated risks related to these policies on our business operations is discussed
throughout management’s discussion and analysis of financial condition and results of operations when such policies
affect our reported and expected financial results.

Revenue Recognition. Our software products are sold exclusively as downloads of digital content for which the
consumer takes possession of the digital content for a fee. Revenue from product downloads is generally recognized
when the download is made available (assuming all other recognition criteria are met).

When we enter into license or distribution agreements that provide for multiple copies of games in exchange for
guaranteed amounts, revenue is recognized in accordance with the terms of the agreements, generally upon delivery of
a master copy, assuming our performance obligations are complete and all other recognition criteria are met, or as
per-copy royalties are earned on sales of games.
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Accounting for Stock-Based Compensation. Stock-based compensation expense is measured at the grant date based on
the fair value of the award and is recognized as expense over the vesting period. Determining the fair value of
stock-based awards at the grant date requires judgment, including, in the case of stock option awards, estimating
expected stock volatility. In addition, judgment is also required in estimating the amount of stock-based awards that
are expected to be forfeited. If actual results differ significantly from these estimates, stock-based compensation
expense and our results of operations could be materially impacted.

Accounting for Preferred Stock and Warrant transactions. We issued units consisting of preferred shares and warrants
and common stock and warrants and subsequently remeasured certain of those warrants. Determining the fair value of
the securities in these transactions requires significant judgment, including adjustments to quoted share prices and
expected stock volatility. Such estimates may significantly impact our results of operations and losses applicable to
common stockholders.

Commitments and Contingencies. We record a liability for commitments and contingencies when the amount is both
probable and reasonably estimable. We record associated legal fees as incurred. We accrued contingent liabilities for
certain potential licensor and customer liabilities and claims that were transferred to Zift but may not be extinguished
by such transaction.

Results of Operations

Year ended October 31, 2016 versus the year ended October 31, 2015

Net Revenues. Net revenues for the year ended October 31, 2016 decreased 77% to approximately $1.5 million from
$6.7 million for the year ended October 31, 2015. The decrease was due to lower sales of Zumba titles. Additionally,
there were no retail sales due to the transfer of the retail distribution channel to Zift in July 2015.

Gross Profit. Gross profit for the year ended October 30, 2016 decreased 62% to approximately $1.3 million
compared to a gross profit of approximately $3.3 million for the year ended October 31, 2015. The decrease in gross
profit reflects lower Zumba and other sales as discussed above, as well as the Company’s withdrawal from the
packaged software business. Gross profit as a percentage of net revenues was 81% for the year ended October 31,
2016, compared to 49% for the year ended October 31, 2015. The increase in gross profit is due to the dramatically
lower cost of sales associated with a digitally sold product.
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Product Research and Development Expenses. Product research and development expenses for the year ended
October 31, 2016 was approximately $90,000 compared to $174,000 for the year ended October 31, 2015. The
decrease reflects the general reduction in this activity.

Selling and Marketing Expenses. Total selling and marketing expenses for the year ended October 31, 2016 decreased
98% to approximately $14,000 compared to approximately $771,000 for the year ended October 31, 2015. The
decrease is primarily due to lower personnel costs and other marketing and distribution activities related to our switch
to digital.

General and Administrative Expenses. For the year ended October 31, 2016, general and administrative expenses
increased 13% to approximately $6.0 million compared to $5.4 million for the year ended October 31, 2015. The
increase reflects a $1.7 million increase in stock based compensation partially offset by lower non-stock based
compensation costs, consulting and professional fees and related support expenses. Stock based compensation
increased, because during the third quarter of fiscal 2016, a total of 356,666 restricted shares and 347,010 stock
options were granted, of which 177,084 restricted stock shares were granted with immediate vesting.

Workforce Reduction. For the year ended October 31, 2015, we incurred workforce reduction costs of $0.8 million
pertaining to severance costs, including primarily severance costs for finance and legal executives and other
personnel.

Operating loss. Operating loss for the year ended October 31, 2016 increased 26% to approximately $4.9 million,
compared to an operating loss of approximately $3.9 million for the year ended October 31, 2015, primarily reflecting
a greater decrease in net revenues and gross profit than the expense reductions in development and marketing
activities plus an increase in stock based compensation.

Extinguishment of liabilities. During the year ended October 31, 2015, we recognized a gain on extinguishment of
liabilities of approximately $1.5 million. We determined that certain accounts payable balances and claims for license
fees and services would never be paid because they were no longer being pursued for payment and had passed the
statute of limitations.

Net gains on asset sales and other nonoperating gains. During the year ended October 31, 2015, we recognized
approximately $198,000 in net gain from the sale of certain game rights and from the sale of office furniture and
equipment upon the move to a smaller office. Additionally, we recognized $50,000 from the transfer of retail
distribution activities to Zift, a company owned by our former chief executive officer.
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Change in fair value of warrant liability. In our December 2014 private placement of units consisting of preferred
stock and warrants, we issued warrants containing certain contingent settlement terms not indexed to our own stock.
We accounted for the warrants as derivative liabilities and measured their fair value on a quarterly basis and
recognized on a current basis any gains or losses. In the year ended October 31, 2015, we recognized a loss of
approximately $1.5 million reflecting an increase in our stock price from the previous measurement date. In our April
19, 2016, equity offering, we issued warrants. We accounted for the warrants as derivative liabilities and measure their
fair value on a quarterly basis and recognize on a current basis any gains or losses. In the year ended October 31,
2016, we recognized a gain of approximately $248,000 reflecting a decrease in our stock price from the previous
measurement date.

Income Taxes. In the year ended October 31, 2016, our income tax expense was not significant, representing primarily
minimum state income taxes.

Three months ended January 31, 2017 versus three months ended January 31, 2016

In July 2015, the Company transferred to Zift Interactive LLC (“Zift”), a newly-formed subsidiary, certain rights under
certain of its publishing licenses related to developing, publishing and distributing video game products through retail
distribution for a term of one year. The Company transferred Zift to its former chief executive officer, Jesse Sutton. In
exchange, the Company received Mr. Sutton’s resignation from the position of chief executive officer of the Company,
including waiver of any severance payments and the execution of a separation agreement, together with his agreement
to serve as a consultant to the Company. In addition, Zift will pay the Company a specified percent of its net revenue
from retail sales on a quarterly basis.  Approximately $133,000 was paid to Zift during the quarter ended January 31,
2016 for consideration under the conveyance agreement with Zift.
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Net Revenues. Net revenues for the three months ended January 31, 2017 decreased 74% to approximately $156,000
from $591,000 in the comparable quarter last year. The decrease was due to lower sales of Zumba and other titles.

Gross Profit. Gross profit for the three months ended January 31, 2017 decreased 71% to approximately $156,000
compared to a gross profit of approximately $533,000 in the same period last year. The decrease in gross profit
reflects lower Zumba and other sales as discussed above. Gross profit as a percentage of net sales was 100% for the
three months ended January 31, 2017, compared to 90% for the three months ended January 31, 2016.  The increase in
gross profit percentage is due to the lower cost of sales associated with a digitally sold product.

Product Research and Development Expenses. Product research and development expenses for the three months
ended January 31, 2017 decreased 43% to approximately $20,000 compared to $35,000 in the same period last
year.  The decrease reflects the continued reduction in this activity.

Selling and Marketing Expenses. Total selling and marketing expenses for the three months ended January 31, 2017
increased 35% to approximately $31,000 compared to approximately $23,000 for the three months ended January 31,
2016. The increase is due to increase of public relations expense.

General and Administrative Expenses. For the three-month period ended January 31, 2017, general and administrative
expenses increased 406% to approximately $5.7 million compared to $1.1 million for the three months ended January
31, 2016. The increase is primarily due to increased stock-based compensation of $3.9 million and increased
headcount related to the Company’s new medical activities.

Operating loss. Operating loss for the three months ended January 31, 2017 increased 765% to approximately $5.7
million, compared to an operating loss of approximately $654,000 in the comparable period in 2016, primarily
reflecting both lower revenues and higher stock-based compensation expenses.

Other income. In the three months ended January 31, 2017 and 2016, our other income was not significant.

Income Taxes. In the three months ended January 31, 2017 and 2016, our income tax expense was not significant,
representing primarily minimum state income taxes.

Liquidity and Capital Resources
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As of January 31, 2017, our cash and cash equivalents balance was $6.9 million and our working capital was
approximately $5.0 million, compared to cash and equivalents of $6.5 million and working capital of $5.4 million at
October 31, 2016.

From fiscal 2013 through the present, we have experienced net cash outflows from operations, generally to fund
operating losses due to declining revenues which we attribute to three factors: 1) the introduction of competing
“freemium” games on competing handheld devices such as the Apple iPhone or iTouch, and Android powered devices;
2) a shift in game distribution from retail to digital downloads; and 3) a decline in the popularity of motion based
fitness games including games we publish under the Zumba fitness brand. As a result of these factors we have reduced
our operating expenses, including the reduction of game production and marketing personnel, and have eliminated
substantially all of our new game development activities. In 2015, we transferred our retail distribution activities to
Zift and transferred related assets and liabilities, including accounts receivable, inventory, customer credits and certain
other liabilities.

On December 1, 2016, we entered into an Agreement and Plan of Reorganization (the “Agreement”) with Majesco
Acquisition Corp., a Nevada corporation and wholly-owned subsidiary of the Company, PolarityTE, Inc., a Nevada
corporation (“Polarity NV”) and Dr. Denver Lough, the owner of 100% of the issued and outstanding shares of capital
stock of Polarity NV (the “Seller”). The c
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