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PART I – FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS.
CYNERGISTEK, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance for doubtful accounts
Unbilled services
Prepaid and other current assets
Income taxes receivable
Total current assets
Property and equipment, net
Deposits
Deferred income taxes
Intangible assets, net
Goodwill
Total assets
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable and accrued expenses
Accrued compensation and benefits
Deferred revenue
Current portion of promissory note to related parties
Current portion of operating lease liability
Total current liabilities
Long-term liabilities:
Earnout liability
Promissory note to related party, less current portion
Paycheck Protection Program loan
Operating lease liability, less current portion
Total long-term liabilities
Commitments and contingencies
Stockholders’ equity:
Common stock, par value at $0.001, 33,333,333 shares authorized,
12,120,698 shares issued and outstanding at March 31, 2021 and
12,024,967 shares issued and outstanding at December 31, 2020
Additional paid-in capital
Accumulated deficit
Total stockholders’ equity
Total liabilities and stockholders’ equity

March 31, 2021
(unaudited)
$

$
$

4,443,140
1,949,858
557,487
1,806,340
1,952,532
10,709,357
380,843
64,586
4,995,830
5,723,089
8,394,483
30,268,188
930,937
531,524
1,208,074
562,500
129,233
3,362,268

December 31,
2020
$

$
$

5,613,654
2,063,136
566,713
2,032,420
1,680,866
11,956,789
541,525
64,586
4,959,125
6,063,617
8,394,483
31,980,125
1,326,919
814,830
1,265,864
562,500
252,398
4,222,511

1,300,000
2,825,500
15,002
4,140,502

1,300,000
140,625
2,825,500
40,031
4,306,156

12,120
38,792,861
(16,039,563)
22,765,418
$ 30,268,188

12,024
38,564,520
(15,125,086)
23,451,458
$ 31,980,125

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CYNERGISTEK, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)
Three Months Ended March 31,
2021
2020
Net revenues
Cost of revenues
Gross profit

$

Operating expenses:
Sales and marketing expenses
General and administrative expenses
Depreciation
Amortization of acquisition-related intangibles
Total operating expenses
Loss from operations

4,173,520
2,090,834
2,082,686

$

5,115,827
3,423,532
1,692,295

1,212,379
1,676,658
47,696
340,528
3,277,261
(1,194,575)

1,487,347
2,104,844
47,600
416,191
4,055,982
(2,363,687)

(20,001)
(20,001)

6,068
(24,288)
(18,220)

Loss before income tax benefit
Income tax benefit
Net loss
Deemed dividends from warrant anti-dilution provisions
Net loss attributable to common shareholders

(1,214,576)
300,099
(914,477)
(5,834)
$
(920,311)

$

(2,381,907)
531,284
(1,850,623)
(1,850,623)

Net loss per share:
Basic
Diluted

$
$

$
$

(0.18)
(0.18)

Other (expense) income:
Interest income
Interest expense
Total other expense

Number of weighted average shares outstanding:
Basic
Diluted

(0.08)
(0.08)
12,041,074
12,041,074

10,374,497
10,374,497

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CYNERGISTEK, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
THREE MONTHS ENDED MARCH 31, 2021 and 2020
(UNAUDITED)

Balance at December 31, 2020
Stock compensation expense for equity
awards granted to employees and directors
Restricted stock units exercised
Deemed dividend
Net income
Balance at March 31, 2021

Balance at December 31, 2019
Stock compensation expense for equity
awards granted to employees and directors
Restricted stock units exercised
Net income
Balance at March 31, 2020

Common Stock
Shares
Amount
12,024,967
$
12,024

Additional
Paid-in
Capital
$ 38,564,520

Total
Accumulated Stockholders’
Deficit
Equity
$ (15,125,086) $ 23,451,458

95,731
12,120,698

96
12,120

228,437
(96)
$ 38,792,861

228,437
(914,477)
(914,477)
$ (16,039,563) $ 22,765,418

Common Stock
Shares
Amount
10,359,164
$
10,359

Additional
Paid-in
Capital
$ 34,821,863

Retained
Earnings
$ 3,343,402

Total
Stockholders’
Equity
$ 38,175,624

20,000
10,379,164

411,007
(20)
$ 35,232,850

(1,850,623)
$ 1,492,779

411,007
(1,850,623)
$ 36,736,008

$

$

20
10,379

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CYNERGISTEK, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used for operating
activities:
Depreciation
Amortization of intangible assets
Change in net deferred tax assets
Bad debt expense
Stock compensation for equity awards granted to employees and
directors
Other
Changes in operating assets and liabilities:
Accounts receivable
Unbilled services
Prepaid and other current assets
Income taxes receivable
Accounts payable and accrued expenses
Accrued compensation and benefits
Deferred revenue
Income taxes payable
Net cash used for operating activities
Cash flows from investing activities:
Purchases of property and equipment
Net cash used for investing activities
Cash flows from financing activities:
Payments on promissory note to related parties
Payments on capital leases
Net cash used for financing activities
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Three Months Ended March 31,
2021
2020
$

$

(914,477)

$

(1,850,623)

47,696
340,528
(36,705)
-

47,600
416,191
(21,806)
30,000

228,437
(15,500)

411,007
(12,149)

113,278
9,226
226,080
(271,666)
(395,982)
(283,306)
(57,790)
(1,010,181)

(151,100)
(77,651)
(447,636)
(456,128)
36,950
(613,183)
650,047
(31,976)
(2,070,457)

(19,708)
(19,708)

(51,912)
(51,912)

(140,625)
(140,625)
(1,170,514)
5,613,654
4,443,140

(140,625)
(4)
(140,629)
(2,262,998)
5,328,726
3,065,728

$

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CYNERGISTEK, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
(UNAUDITED)
Three Months Ended March 31,
2021
2020

Supplemental disclosure of cash flow information:
Interest paid
Income taxes paid
Non-cash investing and financing activities:
Capitalized right-to-use asset resulting from an extension of an
operating lease commitment
Capitalized operating lease liability resulting from an extension of
an operating lease commitment

$
$

12,914
8,272

$
$

84,606
209,834

$

-

$

185,454

$

-

$

185,454

The accompanying notes are an integral part of these condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
THREE MONTHS ENDED MARCH 31, 2021 AND 2020
(UNAUDITED)
1.

BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements of CynergisTek, Inc. and its subsidiaries
(the “Company,” “we,” “us,” or “CynergisTek”) have been prepared in accordance with generally accepted
accounting principles of the United States of America (“GAAP”) for interim financial statements pursuant to the
rules and regulations of the Securities and Exchange Commission. Accordingly, these financial statements do not
include all of the information and notes required by GAAP for complete financial statements. These unaudited
condensed consolidated financial statements should be read in conjunction with the audited consolidated financial
statements and notes thereto included in our Annual Report on Form 10-K for the fiscal year ended December 31,
2020, as filed with the Securities and Exchange Commission (“SEC”) on March 25, 2021.
The unaudited condensed consolidated financial statements included herein reflect all adjustments (which include
only normal, recurring adjustments) that are, in the opinion of management, necessary to state fairly our financial
position and results of operations as of and for the periods presented. The results for such periods are not
necessarily indicative of the results to be expected for the full year.
The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. As a result, actual results could differ from those estimates.
The accompanying unaudited condensed consolidated financial statements include the accounts of CynergisTek and
its wholly owned subsidiaries. All intercompany balances and transactions have been eliminated.
Based on our integration strategies, and an analysis of how our Chief Operating Decision Makers review, manage
and are compensated, we have determined that the Company operates as one segment. For the periods presented, all
revenues were derived from domestic operations.
We have performed an evaluation of subsequent events through the date of filing these unaudited condensed
consolidated financial statements with the SEC.
Liquidity and Capital Resources
As of March 31, 2021, our cash balance was $4.4 million, current assets minus current liabilities was positive $7.3
million and our non-current debt and lease obligations, excluding contingent earnout liability of $1.3 million, totaled
$2.8 million. This $2.8 million of debt is related to the U.S. Small Business Administration (“SBA”) Paycheck
Protection Program loan (the “PPP Loan”), received pursuant to the Coronavirus Aid, Relief and Economic Security
Act (the “CARES Act”), that we anticipate will be fully forgiven as described in Note 9. The level of additional cash
needed to fund operations and our ability to conduct business for the next twelve months will be influenced
primarily by the following factors:
•

our ability to manage our operating expenses and maintain gross margins while attracting, recruiting
and retaining cybersecurity privacy professionals;

•

demand for our services from healthcare providers; the near-term impact of the COVID-19 on our
customers allocation of time and resources to security and privacy, and their ability to pay for existing
services as well as enter into new contractual arrangements during a period of crisis;

•

general economic conditions and changes in healthcare reimbursement and regulatory environment,
including effects of the COVID-19 epidemic; and
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•

our ability to collect accounts receivable from health care customers whose operations and cash flow
have been significantly impacted by COVID-19 pandemic.

We have historically funded our operating costs, acquisition activities, working capital requirements and capital
expenditures with cash from operations, proceeds from the issuances of our common stock and other financing
arrangements. We are currently operating in a cash flow negative position while we seek to maintain and grow our
cybersecurity business and cover our public company expenses during this uncertain time. In connection with our
most recent results for the three months ended March 31, 2021, we reported a loss from operations of $1.2 million.
After excluding $0.6 million of non-cash items for depreciation, amortization of intangibles and stock-based
compensation, our adjusted loss from operations was $0.6 million. Cash used in operating activities was $1.0 million
for the three months ended March 31, 2021.
In late 2019, a novel strain of coronavirus (COVID-19) was first detected in Wuhan, China. Following the outbreak
of this virus, governments throughout the world, including in the United States of America, have quarantined certain
affected regions, restricted travel and imposed significant limitations on other economic activities. Our customer
base is heavily concentrated in the healthcare provider space. This part of the healthcare industry has indicated that
they are seeing significant financial losses, have furloughed employees and are expressing uncertainty as to the short
and long-term financial stability of their businesses. Our operations team is closely monitoring the impact to the
Company’s business, including its cash flows, customers and employees. We have heard and are working with a
number of our active customers since the outbreak began providing relief in the form of extended payment terms
and other contractual restructurings. If the situation continues to impact our customers cash flow or resources
available for cybersecurity and privacy projects, our cash flows, financial position and operating results for fiscal
year 2021 and beyond will be negatively impacted.
We did experience a negative financial impact from March 2020 through March 2021 that management anticipates
will continue to impact revenue and earnings for the foreseeable future due to COVID-19, primarily because many
of the initial economic effects of the early stages of the COVID-19 pandemic resulting from the various shelter-inplace and other social distancing orders occurred towards the end of our first quarter of 2020. The severity and
duration of the COVID-19 pandemic is uncertain, and such uncertainty will likely continue in the near term. We will
continue to actively monitor the situation taking into account the impact to our employees, customers and partners.
At the end of 2019 and through the first quarter of 2021, we reduced staffing levels to reduce expenses that included
permanent and temporary cost reductions, the precise extent of which will depend on the duration of the COVID-19
disruptions to our customers and our short-term financial performance. In addition, we received a $2.8 million PPP
loan pursuant to the CARES Act, which we anticipate will be fully forgiven and we anticipate having approximately
$0.7 million in quarterly employee retention tax credits in the first and second quarters of 2021. With the proceeds
from the PPP Loan and the employee retention tax credits, we have tried to minimize staff reductions in the areas of
Sales and Delivery, our primary customer facing roles, to lessen the impact to our customers during this time of
heightened security risks for the healthcare industry. If necessary, we could further reduce personnel and other
variable and semi-variable costs to conserve cash and operate as a going concern. However, those actions if
required, could negatively impact the long-term outlook of the business.
On November 12, 2020, we entered into the Equity Distribution Agreement with Craig-Hallum Capital Group LLC
(the “Agent”), under which we may offer and sell, from time to time at our sole discretion, shares of our common
stock having an aggregate offering price of up to $5.0 million in an “at-the-market” or ATM offering, to or through
the Agent. The Company agreed to pay the Agent a commission of three percent (3.0%) of the gross sales price per
share of any common stock sold through the Agent under the Equity Distribution Agreement.
During November and December of 2020, the Company received gross proceeds under the Equity Distribution
agreement of $2,027,000 from the issuance of 1,315,000 shares of our common stock and paid an aggregate of
$61,000 to the Agent in commissions and $123,000 in other offering-related expenses, yielding net proceeds of
$1,843,000.
We believe that our existing sources of liquidity, including cash and cash equivalents, the proceeds from the PPP
loan and employee retention tax credits, the ability to raise equity under our shelf registration (including via the
Equity Distribution Agreement) and future operating cash flows, and other assets will be sufficient to meet our
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projected capital needs for at least the next twelve months. As we execute our plans over the next twelve months, we
intend to carefully monitor the impact on our operating expenses, working capital needs and cash balances relative
to the availability of cost-effective debt and equity financing. In the event that capital is not available, we may then
have to scale back operations, reduce expenses, and/or curtail future plans to manage our liquidity and capital
resources. However, we cannot provide assurance that we will be able to raise additional capital. The COVID-19
pandemic will likely continue to create uncertainty and volatility in the financial markets which may impact our
operations and our ability to access capital and/or the terms under which we can do so.
The impact of the COVID-19 pandemic on the economy and our operations is fluid and constantly evolving; we will
continue to assess a variety of measures to improve our financial performance and liquidity.
The accompanying consolidated financial statements do not include any adjustments relating to the recoverability
and classification of recorded asset amounts and classification of liabilities that might be necessary should the
Company be unable to continue as a going concern.
2.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

Recently Issued Accounting Pronouncements Adopted
In January 2020, the Financial Accounting Standards Board (the “FASB”) issued an amendment clarifying the
interaction between accounting standards related to equity securities, equity method investments and certain
derivatives. The guidance was effective for fiscal years beginning after December 15, 2020. The adoption of this
guidance did not have a material impact on our consolidated financial statements.
In December 2019, the FASB issued an amendment to the guidance on income taxes which is intended to simplify
the accounting for income taxes. The amendment eliminates certain exceptions related to the approach for intraperiod tax allocation, the methodology for calculating income taxes in an interim period, and the recognition of the
deferred tax liabilities for outside basis differences. The amendment also clarifies existing guidance related to the
recognition of franchise tax, the evaluation of a step up in the tax basis of goodwill, and the effects of enacted
changes in tax laws or rates in the effective tax rate computation, among other clarifications. The guidance was
effective for fiscal years, and interim periods within those fiscal years, beginning after December 15, 2020. The
adoption of this guidance did not have a material impact on our consolidated financial statements.
Recently Issued Accounting Pronouncements Not Yet Adopted
In June 2016, the FASB issued an amendment to the guidance on the measurement of credit losses on financial
instruments. The amendment updates the guidance for measuring and recording credit losses on financial assets
measured and amortized cost by replacing the “incurred loss” model with an “expected loss” model. Accordingly,
these financial assets will be presented at the net amount expected to be collected. The amendment also requires that
credit losses related to available-for-sale debt securities be recorded as an allowance through net income rather than
reducing the carrying amount under the current, other-than-temporary-impairment model. The guidance is effective
for smaller reporting companies for fiscal years beginning after December 15, 2022, including interim periods
within those fiscal years. Early adoption is permitted for annual periods after December 15, 2018. Management
does not expect the impact from this guidance will have a material impact on our consolidated financial statements.
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3.

ACCOUNTS RECEIVABLE

A summary of accounts receivable is as follows:
March 31,
2021
$ 1,970,483
(20,625)
$ 1,949,858

Trade receivables
Allowance for doubtful accounts
Total accounts receivable, net
4.

December 31,
2020
$ 2,083,761
(20,625)
$ 2,063,136

DEFERRED COMMISSIONS

Our incremental costs of obtaining a contract, which consist of sales commissions, are deferred and amortized over
the period of contract performance. Deferred commissions are included in prepaid and other current assets in our
consolidated balance sheets. We had $708,000 and $758,000 of unamortized deferred commissions as of March 31,
2021 and 2020, respectively. We had $183,000 and $165,000 of commissions expense for the three months ended
March 31, 2021 and 2020, respectively.
5.

PROPERTY AND EQUIPMENT

A summary of property and equipment follows:

March 31,
2021
$
235,245
797,932
1,499,394
2,532,571
(2,151,728)
$
380,843

Furniture and fixtures
Computers and office equipment
Right of use assets
Property and equipment at cost
Less accumulated depreciation and amortization
6.

December 31,
2020
$
235,245
792,181
1,843,818
2,871,244
(2,329,719)
$
541,525

LEASES

We previously leased approximately 9,600 square feet of office space in Austin, Texas. In March 2020, we amended
this lease reducing the office space to 5,000 square feet and extended the lease term to May 31, 2022. We lease
approximately 3,700 square feet of office space in Minneapolis, Minnesota. This lease terminates on July 31, 2021,
and we expect to renew on a month-to-month or other short-term basis under one year. We leased approximately
18,000 square feet of office space in Mission Viejo, California. This lease terminated in April 2021. During the first
quarter of 2019, we subleased this space to two subtenants. The terms of these subleases ended concurrently with the
end of our lease obligation in April 2021.
We used a discount rate of 5.5% in determining our operating lease liabilities which represented our incremental
borrowing rate. Short-term leases with initial terms of twelve months or less are not capitalized.
Right-of-use assets and liabilities are recognized based on the present value of future minimum lease payments over
the expected lease term at commencement date. Certain lease agreements contain extension options; however, we
have not included such options as part of right-of-use assets and lease liabilities because we originally did not expect
to extend the leases. We measure and record a right-of-use asset and lease liability based on the discount rate
implicit in the lease, if known. In cases where the discount rate implicit in the lease is not known, we measure the
right-of-use assets and lease liabilities using a discount rate equal to our estimated incremental borrowing rate for
loans with similar collateral and duration.
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Operating lease expense was comprised of the following:
Three Months Ended March 31,
2021
2020
$
183,795
$
205,452
(128,537)
(115,949)
$
55,258
$
89,503

Operating lease cost
Sublet income
Net operating lease cost
Maturities of lease liabilities are as follows:

2021 (remaining fiscal year)
2022
Total lease payments
Less imputed interest
Total lease liabilities
Less current portion of lease liabilities
Long-term lease liabilities
7.

Operating
Leases
$
108,280
41,690
149,970
(5,735)
144,235
(129,233)
$
15,002

INTANGIBLE ASSETS

Intangible assets are amortized over expected useful lives ranging from 1.5 to 10 years and consist of the following:

Carrying
Amount

March 31, 2021
Accumulated
Amortization
and Impairment

Net Book
Value

December 31, 2020
Accumulated
Carrying
Amortization
Amount
and Impairment

Net Book
Value

Acquired technology
$ 10,100,000 $ (5,154,662) $ 4,945,338 $ 10,100,000 $ (4,934,720) $ 5,165,280
Customer relationships
4,650,000
(4,463,088)
186,912
4,650,000
(4,445,000)
205,000
Trademarks
2,300,000
(1,709,161)
590,839
2,300,000
(1,606,663)
693,337
Total
$ 17,050,000 $ (11,326,911) $ 5,723,089 $ 17,050,000 $ (10,986,383) $ 6,063,617
8.

DEFERRED REVENUE

We record deferred revenues when amounts are billed to customers, or cash is received from customers, in advance
of our performance. During the three months ended March 31, 2021 and 2020, $738,000 and $884,000, respectively,
of managed services revenues were recognized, that were included in deferred revenue at the beginning of the
respective periods. During the three months ended March 31, 2021 and 2020, $225,000 and $142,000, respectively,
of consulting and professional services revenues were recognized, that were included in deferred revenue at the
beginning of the respective periods.
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9.

PAYCHECK PROTECTION PROGRAM LOAN

On April 20, 2020, we received $2,825,500 in loan funding from the Small Business Administration (“SBA”)
Paycheck Protection Program (“PPP”), established pursuant to the Coronavirus Aid, Relief and Economic Security
Act (the “CARES Act”). The unsecured loan (the “PPP Loan”) is evidenced by a promissory note issued by the
Company (the “Note”) in favor of BMO Harris Bank N.A.
The Company used the PPP Loan proceeds to cover payroll costs, rent and utilities in accordance with the relevant
terms and conditions of the CARES Act.
Under the terms of the Note and the PPP Loan, interest accrues on the outstanding principal at the rate of 1.0% per
annum. The term of the Note is two years, unless sooner provided in connection with an event of default under the
Note. To the extent the Loan amount is not forgiven under the PPP, the Company is obligated to make equal
monthly payments of principal and interest, beginning seven months from the date of the Note, until the maturity
date. The Company has not started making interest payments as it awaits the forgiveness decision from the SBA.
Details regarding the Note can be found in our 8-K filed on April 20, 2020.
The Company recognized interest charges associated with the PPP Loan of approximately $7,000 for the three
months ended March 31, 2021. To the extent the principal balance is forgiven, the related interest would be forgiven
as well. Management anticipates that the loan will be fully forgiven.
10.

PROMISSORY NOTES

In connection with the acquisition of CTEK Security, Inc. (formerly CynergisTek, Inc.), we issued a promissory
note totaling $4.5 million to Michael McMillan (“Seller Note,”).In March, 2018, the Company repaid $2,250,000
plus accrued interest on the Seller Note and agreed to amend and restate the Seller Note in the remaining principal
amount of $2,250,000. The Seller Note bears interest at a rate of 8% per annum, provides for quarterly payments of
principal and interest and matures on March 31, 2022. As of March 31, 2021, and December 31, 2020, the
outstanding principal balance due under the Seller Note was $562,500 and $703,125, respectively.
Interest charges associated with the Seller Note totaled approximately $13,000 and $24,000, for the three months
ended March 31, 2021 and 2020, respectively.
11.

REVENUES

Below is a summary of our revenues disaggregated by revenue source.
Three Months Ended March 31,
2021
2020
$ 2,424,609 $ 3,001,012
1,748,911
2,114,815
$ 4,173,520 $ 5,115,827

Managed services
Consulting and professional services
Net revenues
12.

WARRANTS, OPTIONS AND RESTRICTED STOCK UNITS

Warrant Issued for Securities Purchase Agreement
On April 3, 2020, we entered into a Securities Purchase Agreement with Horton Capital Management, LLC
(“Horton”) which provided that Horton was committed to purchase up to an aggregate of $2,500,000 of shares of the
Company’s common stock over the term of the agreement, at the election of the Company, which terminated on
March 31, 2021. Additionally, if and when the Company sold shares to Horton under the commitment, the Company
agreed to grant to Horton a warrant, with the same number of shares of common stock purchased by Horton in the
particular funding, with an exercise price equal to 125% of the purchase price of the shares of common stock sold in
such funding, with a 10-year term. No purchases were made under the Securities Purchase Agreement.
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Upon signing the agreement, the Company issued Horton a warrant (the “Horton Warrant”) to purchase up to
500,000 shares of common stock in consideration of Horton’s obligation to purchase the shares, at an exercise price
of $2.50 per share, subject to certain anti-dilution adjustments as set forth in the warrant. The fair value of this
warrant of $390,000 was determined using the Black-Scholes option-pricing model and was expensed during the
second quarter of 2020.
At the end of 2020 the Company issued common stock under an equity distribution agreement receiving net
proceeds of $1,843,000 from the issuance of 1,315,000 shares of our common stock that resulted in a Q1 2021 antidilution adjustment increasing the number of shares under the Horton Warrant to 518,915 and reducing the exercise
price to $2.41. The resulting difference in fair value of the Horton Warrant with the new exercise price was $6,000
and determined using the Black-Scholes option-pricing model and recorded as a deemed dividend in our
consolidated statements of stockholders’ equity. As the Company has an accumulated deficit, the deemed dividend
was recorded within additional paid-in capital.
The detailed terms and conditions of the Horton Securities Purchase Agreement and the Horton Warrant can be
found in the documents themselves, which were filed with the SEC on April 7, 2020.
Below is a summary of warrant activities during the three-month period ended March 31, 2021:

Warrants
Outstanding at December 31, 2020
Granted
Exercised
Cancelled
Outstanding at March 31, 2021
Exercisable at March 31, 2021

Shares
577,779
18,915
596,694
596,694

Weighted
Average
Exercise Price
$
$

$
$

Weighted
Average
Remaining Term
in Years

2.57
2.41
2.49
2.49

Aggregate
Intrinsic Value

8.29
9.00

$
$

-

8.07
8.07

$
$

-

2020 Equity Incentive Plan
The 2020 Equity Incentive Plan provides for a total number of shares available for issuance of 3,745,621 shares of
our common stock, and it provides for the granting of stock options, stock appreciation rights, and restricted stock to
our employees, members of the Board of Directors and service providers.
Below is a summary of stock option activities during the three-month period ended March 31, 2021:

Options
Outstanding at December 31, 2020
Granted
Exercised
Cancelled
Outstanding at March 31, 2021
Exercisable at March 31, 2021

Number of
Shares
1,040,839
100,000
(12,833)
1,128,006
304,673

Weighted
Average
Exercise Price
$
$

$
$

3.27
2.75
1.77
3.25
3.95

Weighted Average
Remaining Term
in Years

Aggregate
Intrinsic Value

9.66

$

46,750

8.15
5.79

$
$

-

During the three months ended March 31, 2021, we granted 100,000 options to an employee to purchase shares of
our common stock at an exercise price of $2.75 per share. The exercise price equals the fair value of our stock on the
grant date. The options have graded vesting annually over three years. The fair value of the options of
approximately $135,000 was determined using the Black-Scholes option-pricing model.
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Below is a summary of restricted stock unit activity during the three-month period ended March 31, 2021:

Restricted Stock Units
Non-vested at December 31, 2020
Granted
Vested
Cancelled and forfeited
Non-vested at March 31, 2021

Shares
555,350
285,000
(30,000)
(42,500)
767,850

Weighted Average
Grant Date Fair
Value per Share
$

$

Weighted Average
Vesting Period in
Years

3.38
2.37
3.01
3.35
3.02

1.24

1.05

There are 100,000 shares of restricted stock units which have vested but had not yet been issued as of March 31,
2021.
For the three months ended March 31, 2021 and 2020, stock-based compensation and other equity instrument related
expenses recognized in the consolidated statements of operations were as follows:

Cost of revenues
Sales and marketing
General and administrative expense
Total stock-based compensation expense
13.

Three Months
Ended March 31,
2021
2020
$
(42,193)
$
79,282
28,981
77,293
241,649
254,432
$
228,437
$
411,007

BASIC AND DILUTED NET LOSS PER SHARE

Basic net loss per share is calculated using the weighted average number of shares of our common stock issued and
outstanding during a certain period and is calculated by dividing net loss by the weighted average number of shares
of our common stock issued and outstanding during such period. Diluted net loss per share is calculated using the
weighted average number of common and potentially dilutive common shares outstanding during the period, using
the as-if-converted method for secured convertible notes, and the treasury stock method for options and warrants.
Diluted net loss per share does not include potentially dilutive securities because such inclusion in the computation
would be anti-dilutive.
For the three months ended March 31, 2021, potentially dilutive securities consisted of options and warrants to
purchase 1,724,700 shares of common stock at prices ranging from $1.08 to $4.86 per share. Of these potentially
dilutive securities, none of the shares to purchase common stock from the options and warrants are included in the
computation of diluted earnings per share, because the effect of including the remaining instruments would be antidilutive. Also excluded from potentially dilutive securities are 767,850 shares of non-vested restricted stock units
and 100,000 shares of restricted stock units which vested but had not been issued as of March 31, 2021.
For the three months ended March 31, 2020, potentially dilutive securities consisted of options and warrants to
purchase 797,325 shares of common stock at prices ranging from $2.28 to $4.86 per share. Of these potentially
dilutive securities, none of the shares to purchase common stock from the options and warrants are included in the
computation of diluted earnings per share because the effect of including these instruments would be anti-dilutive.
Also excluded from potentially dilutive securities are 1,088,000 shares of non-vested restricted stock units and
60,000 shares of restricted stock units which vested but had not been issued as of March 31, 2020.
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Three Months Ended March 31,
2021
2020

Numerators:
Net loss attributable to common shareholders

$

(920,311)

$

(1,850,623)

Denominator:
Denominator for basic calculation weighted average shares

12,041,074

10,374,497

Dilutive common stock equivalents:
Options and warrants
Restricted stock units vested but not issued
Denominator for diluted calculation weighted average shares

12,041,074

10,374,497

Net loss per share:
Basic net loss per share
Diluted net loss per share
14.

$
$

(0.08)
(0.08)

$
$

(0.18)
(0.18)

REMAINING PERFORMANCE OBLIGATIONS

We had remaining performance obligations of approximately $17.4 million as of March 31, 2021. Our remaining
performance obligations represent the amount of transaction price for which work has not been performed and
revenue has not been recognized. When applying Accounting Standards Codification (“ASC”) Topic 606, with only
the non-cancelable portion of these contracts included in our performance obligations we had approximately $15.1
million as of March 31, 2021. We expect to recognize revenue on approximately 81% of the remaining noncancelable portion of these performance obligations over the next 24 months, with the balance thereafter.
15.

CONCENTRATIONS

Cash Concentrations
At times, cash balances held in financial institutions are in excess of federally insured limits. Management performs
periodic evaluations of the relative credit standing of financial institutions and limits the amount of risk by selecting
financial institutions with a strong credit standing.
Major Customers
Our largest customer accounted for approximately 13% and 12% of our revenues for the three months ended March
31, 2021 and 2020, respectively. Our largest customer had accounts receivable totaling approximately $195,000 and
$74,000 as of March 31, 2021, and December 31, 2020, respectively.
16.

EARNOUT LIABILITY – BACKBONE ENTERPRISES

In 2019, we entered into a Stock Purchase Agreement (the “Backbone Purchase Agreement”) with Backbone
Enterprises Inc., a Minnesota corporation (“Backbone”), and its stockholders, (the “Stockholders”), pursuant to
which we acquired 100% of the issued and outstanding shares of common stock (the “Shares”) of Backbone from
the Stockholders. Pursuant to the Backbone Purchase Agreement, the aggregate purchase price for the Shares
included an earn-out, pursuant to which the Stockholders may be entitled to an additional $4,000,000 based upon the
post-closing financial performance of Backbone, to be calculated based upon revenue generated by the Backbone
business during the three-year earn-out period. There was no earnout earned for the first year of the agreement. As
of March 31, 2021, the estimated fair value of the earnout is $1,300,000 for the remaining 2 years of the agreement.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.
The following discussion of the financial condition and results of operations of the Company should be read in
conjunction with the condensed consolidated financial statements and the related notes thereto included elsewhere in
this Quarterly Report on Form 10-Q. This Quarterly Report on Form 10-Q contains forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995, Section 21E of the Securities Exchange
Act of 1934, as amended (the “Exchange Act”), and Section 27A of the Securities Act, and is subject to the safe
harbors created by those sections. Words such as “anticipates,” “expects,” “intends,” “plans,” “believes,” “seeks,”
“estimates,” “may,” “will” and variations of these words or similar expressions are intended to identify forwardlooking statements. In addition, any statements that refer to expectations, projections or other characterizations of
future events or circumstances, including any underlying assumptions, are forward-looking statements. These
statements are not guarantees of future performance and are subject to risks, uncertainties and assumptions that are
difficult to predict. Therefore, our actual results could differ materially and adversely from those expressed in any
forward-looking statements as a result of various factors. We undertake no obligation to revise or publicly release
the results of any revisions to these forward-looking statements.
Due to possible uncertainties and risks, readers are cautioned not to place undue reliance on the forward-looking
statements contained in this Quarterly Report, which speak only as of the date of this Quarterly Report, or to make
predictions about future performance based solely on historical financial performance. We disclaim any obligation
to update forward-looking statements contained in this Quarterly Report.
Readers should carefully review the risk factors described in other documents we file from time to time with the
SEC, including our Form 10-K for the fiscal year ended December 31, 2020. You should interpret many of the risks
identified in these reports as being heightened as a result of the ongoing and numerous adverse impacts of the
COVID-19 pandemic. Our filings with the SEC, including our Annual Reports on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and amendments to those filings, pursuant to Sections 13(a) and 15(d) of
the Exchange Act, are available free of charge at www.CynergisTek.com, when such reports are available via the
EDGAR system maintained by the SEC at www.sec.gov.
OVERVIEW
We are engaged in the business of helping U.S. based companies in highly regulated industries, including
healthcare, be prepared to handle unforeseen cyber threats, comply with regulations, and gain the confidence that
their efforts are strengthening their security posture and building resilience. This is achieved through our
cybersecurity, privacy and compliance services.
CynergisTek was born in healthcare and is one of the few consulting and advisory companies focused on converging
security and privacy with a methodology to validate the rigor and effectiveness of their programs. We believe that
our years of experience of understanding our clients’ unique challenges allows us to provide our customers with
services designed around industry best practices to improve security controls, policies and procedures and to protect
sensitive information. Our team of subject matter experts and consultants are comprised of knowledgeable
professionals who have learned their craft both in the classroom and through years of practical on-the-job
experience, including as policy makers, attorneys and leaders in cybersecurity, privacy and compliance.
Our services are categorized into four service groups, which are: assess, build, manage, and validate. These services
are designed to meet the client where they are in their security journey as recurring managed services under longterm contracts structured to provide a sustainable and growing program, or under shorter duration consulting or
professional services engagements.
•
•

Assess – identify, measure, and test security and privacy risk of an organization’s readiness and verify and
validate their programs meet compliance and business objectives through IT audits, technical testing, and
risk and program assessments.
Build – develop policies and procedures and playbooks to help build out a fully comprehensive risk
management program and provide resources to help organizations prioritize, implement and execute
initiatives to strengthen their security and privacy programs.
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•
•

Manage - provide on-going management and oversight of specific components of an organization’s
security and privacy programs to address or give alerts when an issue arises and to offer our expertise that
they need to accelerate the effectiveness of their programs.
Validate – verify the processes, people, and technology are working effectively and provide insight to the
ROI of an organization’s security investment through advanced services requiring highly experienced
resources and/or technology to deliver.

For sophisticated organizations our Managed Security Validation® program encompasses a bundle of services from
the assess, build, manage, and validate categories to deliver clarity and guidance as a consistent partner helping
maintain and grow their security infrastructure.
Impact of COVID-19 Pandemic
In December 2019, a novel strain of the coronavirus (COVID-19) surfaced, which spread globally and was declared
a pandemic by the World Health Organization in March 2020. The challenges posed by the COVID-19 pandemic on
the global economy increased significantly in the first several months of 2020. In response to COVID-19, national
and local governments around the world instituted certain measures, including travel bans, prohibitions on group
events and gatherings, shutdowns of certain businesses, curfews, shelter-in-place orders and recommendations to
practice social distancing.
In planning for the possible disruption of our business, we have taken steps to reduce expenses throughout the
Company. This included substantially reducing Company travel for a period of time, as well as our participation in
trade shows and other business meetings and decreasing expenditures. We also implemented workforce reductions
during 2020 and the beginning of 2021, decreasing employment and related expenses. Continued progression of the
pandemic could result in a decline in customer orders, as our customers could shift purchases to lower-priced or
other perceived value offerings or reduce their purchases of our services due to decreased budgets, reduced access to
credit or various other factors, which could have a material adverse impact on our results of operations and cash
flow. While the current impacts of COVID-19 are reflected in our results of operations, we cannot at this time
separate the direct COVID-19 impacts from other factors that cause our performance to vary from year to year. The
ultimate duration and impact of the COVID-19 pandemic on our business, results of operations, financial condition
and cash flows is dependent on future developments, including the duration and severity of the pandemic, and the
related length of its impact on the global economy, which are uncertain and, given the daily evolution of the
COVID-19 pandemic and the global responses to curb its spread, cannot be predicted at this time. Even after the
COVID-19 pandemic has subsided, we may continue to experience an adverse impact to our business as a result of
its national and, to some extent, global economic impact, including any recession that has occurred or may occur in
the future. Furthermore, the extent to which our mitigation efforts are successful, if at all, is not presently
ascertainable. However, we anticipate that our results of operations in future periods may continue to be adversely
impacted by the COVID-19 pandemic and its negative effects on global economic conditions.
Our common stock currently trades on the NYSE American exchange under the stock symbol “CTEK”.
Where appropriate, references to “CynergisTek,” the “Company,” “Redspin,” “we,” “us,” or “our” include
CynergisTek, Inc., a Delaware corporation and its wholly-owned subsidiaries, CTEK Solutions, Inc., a California
corporation, CTEK Security, Inc., a Texas corporation, Delphiis, Inc., a California corporation and, Backbone
Enterprises, Inc., a Minnesota corporation.
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RESULTS OF OPERATIONS
For the Three Months Ended March 31, 2021, Compared to the Three Months Ended March 31, 2020
Revenue
Revenue decreased $0.9 million to $4.2 million for the three months ended March 31, 2021, as compared to the
same period in 2020. Managed Services revenue decreased $0.6 million due to the impact of some customers
canceling contracts, delaying renewals and a slowdown in net new customers due to COVID-19 and customers
holding off on purchasing or trying to reduce budgets. Consulting and professional services decreased $0.3 million
due to lower revenue from two customers who completed contract work in the first half of 2020 and less business as
a result of COVID-19 and our customers minimizing spend with third-party contractors.
Cost of Revenue
Cost of revenue consists primarily of salaries and related expenses of direct labor and indirect support staff. Cost of
revenue was $2.1 million for the three months ended March 31, 2021, as compared to $3.4 million for the same
period in 2020. We reduced salary and related costs associated with our reduction in force by approximately $0.9
million due to the lower revenue from COVID-19 and $0.4 million benefit from the employee retention credit
provided under the CARES Act.
Gross margin was 50% of revenue for the three months ended March 31, 2021. After adjusting for the benefit from
the employee retention tax credit, gross margin was 39%, compared to 33% for the same period in 2020. Margins
improved as a result of targeted expense reductions we made over the last few quarters in reaction to the lower
revenue due to COVID-19.
Sales and Marketing
Sales and marketing expenses include salaries, commissions and expenses for sales and marketing personnel, travel
and entertainment, and other selling and marketing costs. Sales and marketing expenses decreased to $1.2 million
for the three months ended March 31, 2021, as compared to $1.5 million for the same period in 2020. This decrease
was due to $0.2 million in lower marketing and sales support payroll and benefit costs from the headcount
reductions due to COVID-19, $0.1 million less travel costs due to COVID-19 related travel restrictions and $0.1
million of employee retention tax credits provided under the CARES Act offset by $0.1 million in recruiting costs to
bring on a new sales leader and additional direct sales leads.
General and Administrative
General and administrative expenses include personnel costs for finance, administration, information systems,
general management, facilities expenses, professional fees, legal expenses and other administrative costs including
those required to be a publicly traded company. General and administrative expenses decreased $0.4 million to $1.7
million for the three months ended March 31, 2021, compared to $2.1 million for the three months ended March 31,
2020. The decrease is due to $0.1 million in lower payroll and benefit related costs due to the expense reduction
efforts taken in reaction to the lower revenue from COVID-19, $0.1 million less travel costs due to COVID-19
related travel restrictions, $0.1 million less in professional fees due to 2020 being higher due to strategic advisory
and recruiting costs, and $0.1 million of employee retention tax credits provided under the CARES Act.
Depreciation
Depreciation expense was consistent at $48,000 for the three months ended March 31, 2021 and 2020.
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Amortization of Acquisition-Related Intangibles
Amortization of acquisition-related intangibles was $0.3 million for the three months ended March 31, 2021,
compared to $0.4 million for the three months ended March 31, 2020. Amortization expense decreased over the
comparable periods as a portion of the intangible assets became fully amortized and an impairment loss of $0.9
million that was recognized at the end of 2020.
Net Interest Expense
Net interest expense for the three months ended March 31, 2021 was $20,000, compared to net interest expense of
$18,000 for the same period in 2020. The increase was due to lower interest income from a lower outstanding cash
balance and lower interest rate earned on cash on hand partially offset by lower interest expense due to the lower
outstanding debt balance from the paydown of the promissory note.
Income Tax Benefit
Income tax benefit for the three months ended March 31, 2021 was $0.3 million, compared to $0.5 million for the
same period in 2020. These amounts were based on estimated annual income tax rates we anticipate for the year.
Liquidity and Capital Resources
As of March 31, 2021, our cash balance was $4.4 million, current assets minus current liabilities was positive $7.3
million and our non-current debt and lease obligations, excluding contingent earnout liability of $1.3 million, totaled
$2.8 million. This $2.8 million of debt is related to the U.S. Small Business Administration (“SBA”) Paycheck
Protection Program loan (the “PPP Loan”), received pursuant to the Coronavirus Aid, Relief and Economic Security
Act (the “CARES Act”), that we anticipate will be fully forgiven as described in Note 9. The level of additional cash
needed to fund operations and our ability to conduct business for the next twelve months will be influenced
primarily by the following factors:
•

our ability to manage our operating expenses and maintain gross margins while attracting, recruiting
and retaining cybersecurity privacy professionals;

•

demand for our services from healthcare providers; the near-term impact of the COVID-19 on our
customers allocation of time and resources to security and privacy, and their ability to pay for existing
services as well as enter into new contractual arrangements during a period of crisis;

•

general economic conditions and changes in healthcare reimbursement and regulatory environment,
including effects of the COVID-19 epidemic; and

•

our ability to collect accounts receivable from health care customers whose operations and cash flow
have been significantly impacted by COVID-19 pandemic.

We have historically funded our operating costs, acquisition activities, working capital requirements and capital
expenditures with cash from operations, proceeds from the issuances of our common stock and other financing
arrangements. We are currently operating in a cash flow negative position while we seek to maintain and grow our
cybersecurity business and cover our public company expenses during this uncertain time. In connection with our
most recent results for the most three months ended March 31, 2021, we reported a loss from operations of $1.2
million. After excluding $0.6 million of non-cash items for depreciation, amortization of intangibles and stockbased compensation, our adjusted loss from operations was $0.6 million. Cash used in operating activities was $1.0
million for the three months ended March 31, 2021.
In late 2019, a novel strain of coronavirus (COVID-19) was first detected in Wuhan, China. Following the outbreak
of this virus, governments throughout the world, including in the United States of America, have quarantined certain
affected regions, restricted travel and imposed significant limitations on other economic activities. Our customer
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base is heavily concentrated in the healthcare provider space. This part of the healthcare industry has indicated that
they are seeing significant financial losses, have furloughed employees and are expressing uncertainty as to the short
and long-term financial stability of their businesses. Our operations team is closely monitoring the impact to the
Company’s business, including its cash flows, customers and employees. We have heard and are working with a
number of our active customers since the outbreak began providing relief in the form of extended payment terms
and other contractual restructurings. If the situation continues to impact our customers cash flow or resources
available for cybersecurity and privacy projects, our cash flows, financial position and operating results for fiscal
year 2021 and beyond will be negatively impacted.
We did experience a negative financial impact from March 2020 through March 2021 that management anticipates
will continue to impact revenue and earnings for the foreseeable future due to COVID-19, primarily because many
of the initial economic effects of the early stages of the COVID-19 pandemic resulting from the various shelter-inplace and other social distancing orders occurred towards the end of our first quarter of 2020. The severity and
duration of the COVID-19 pandemic is uncertain, and such uncertainty will likely continue in the near term. We will
continue to actively monitor the situation taking into account the impact to our employees, customers and partners.
At the end of 2019 and through the first quarter of 2021, we reduced staffing levels to reduce expenses that included
permanent and temporary cost reductions, the precise extent of which will depend on the duration of the COVID-19
disruptions to our customers and our short-term financial performance. In addition, we received a $2.8 million PPP
loan pursuant to the CARES Act, which we anticipate will be fully forgiven and we anticipate having approximately
$0.7 million in quarterly employee retention tax credits in the first and second quarters of 2021. With the proceeds
from the PPP Loan and the employee retention tax credits, we have tried to minimize staff reductions in the areas of
Sales and Delivery, our primary customer facing roles, to lessen the impact to our customers during this time of
heightened security risks for the healthcare industry. If necessary, we could further reduce personnel and other
variable and semi-variable costs to conserve cash and operate as a going concern. However, those actions if
required, could negatively impact the long-term outlook of the business.
On November 12, 2020, we entered into the Equity Distribution Agreement with Craig-Hallum Capital Group LLC
(the “Agent”), under which we may offer and sell, from time to time at our sole discretion, shares of our common
stock having an aggregate offering price of up to $5.0 million in an “at-the-market” or ATM offering, to or through
the Agent. The Company agreed to pay the Agent a commission of three percent (3.0%) of the gross sales price per
share of any common stock sold through the Agent under the Equity Distribution Agreement.
During November and December of 2020, the Company received gross proceeds under the Equity Distribution
agreement of $2,027,000 from the issuance of 1,315,000 shares of our common stock and paid an aggregate of
$61,000 to the Agent in commissions and $123,000 in other offering-related expenses, yielding net proceeds of
$1,843,000.
We believe that our existing sources of liquidity, including cash and cash equivalents, the proceeds from the PPP
loan and employee retention tax credits, the ability to raise equity under our shelf registration (including via the
Equity Distribution Agreement) and future operating cash flows, and other assets will be sufficient to meet our
projected capital needs for at least the next twelve months. As we execute our plans over the next twelve months, we
intend to carefully monitor the impact on our operating expenses, working capital needs and cash balances relative
to the availability of cost-effective debt and equity financing. In the event that capital is not available, we may then
have to scale back operations, reduce expenses, and/or curtail future plans to manage our liquidity and capital
resources. However, we cannot provide assurance that we will be able to raise additional capital. The COVID-19
pandemic will likely continue to create uncertainty and volatility in the financial markets which may impact our
operations and our ability to access capital and/or the terms under which we can do so.
The impact of the COVID-19 pandemic on the economy and our operations is fluid and constantly evolving; we will
continue to assess a variety of measures to improve our financial performance and liquidity.
Application of Critical Accounting Policies
The SEC defines critical accounting policies as those that are, in management’s view, most important to the
portrayal of our financial condition and results of operations and most demanding of our judgment. The discussion
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and analysis of our financial condition and results of operations are based upon our financial statements, which were
prepared in accordance with accounting principles generally accepted in the U.S., which is referred to as “GAAP.”
The preparation of these financial statements requires us to make estimates and judgments that affect the reported
amounts of assets, liabilities, revenues and expenses, and related disclosures of contingent assets and liabilities. On
an on-going basis, we evaluate these estimates, including those related to stock-based compensation, customer
programs and incentives, bad debts, intangible assets, income taxes, contingencies and litigation. 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 may differ from these estimates under
different assumptions or conditions.
We consider the following accounting policies to be those most important to the portrayal of our financial condition
and those that require the most subjective judgment:
Revenue Recognition and Deferred Revenue
We operate under a consolidated strategy and management structure, deriving revenue from the following sources:
• Managed services
• Consulting and professional services
Revenue is recognized pursuant to ASC Topic 606, “Revenue from Contracts with Customers”.
Accordingly, revenue is recognized at an amount that reflects the consideration to which we expect to be
entitled in exchange for transferring goods or services to a customer. This principle is applied using the
following 5-step process:
1.

Identify the contract with the customer - A contract with a customer exists when (i) we enter
into an enforceable contract with a customer that defines each party’s rights regarding the services
to be transferred and identifies the payment terms related to these services, (ii) the contract has
commercial substance and the parties are committed to perform, and (iii) we determine that
collection of substantially all consideration to which it will be entitled in exchange for services
that will be transferred is probable based on the customer’s intent and ability to pay the promised
consideration.

2.

Identify the performance obligations in the contract - Performance obligations promised in a
contract are identified based on the services that will be transferred to the customer that are both
capable of being distinct, whereby the customer can benefit from the service either on its own or
together with other resources that are readily available from third parties or from us, and are
distinct in the context of the contract, whereby the transfer of the services is separately identifiable
from other promises in the contract. To the extent a contract includes multiple promised services,
we apply judgment to determine whether promised services are capable of being distinct and
distinct in the context of the contract. If these criteria are not met the promised services are
accounted for as a combined performance obligation.

3.

Determine the transaction price - The transaction price is determined based on the consideration
to which we will be entitled in exchange for transferring services to the customer.

4.

Allocate the transaction price to the performance obligations in the contract - If the contract
contains a single performance obligation, the entire transaction price is allocated to the single
performance obligation. Contracts that contain multiple performance obligations require an
allocation of the transaction price to each performance obligation based on a relative standalone
selling price (“SSP“) basis. Determination of SSP requires judgment. We determine standalone
selling price taking into account available information such as historical selling prices of the
performance obligation, overall strategic pricing objective, market conditions and internally
approved pricing guidelines related to the performance obligations.
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5.

Recognize revenue when (or as) each performance obligation is satisfied - We satisfy
performance obligations over time. Revenue is recognized over the time the related performance
obligation is satisfied by transferring a promised service to a customer.

Managed Services
Managed services contracts are typically long-term contracts lasting three years. Revenue is earned monthly during
the term of the contract, as services are provided at a fixed fee and is recognized ratably over the contract term
beginning on the commencement date of the contract. Revenue related to managed services provided is recognized
based on the customer utilization of such resources, which management estimates to occur ratably over the customer
contract term.
Consulting and Professional Services
Consulting and professional services contracts are typically short-term, project-based services rendered on either a
fixed fee or a time and materials basis. These contracts are normally for a duration of less than one year. For fixed
fee arrangements, revenue is normally recognized ratably over the term of the project. For time and materials
arrangements, revenues are recognized as the services are rendered.
Deferred and Unbilled Revenue
We receive payments from customers based on billing schedules established in our contracts. Deferred revenue
primarily consists of billings or payments received in advance of the amount of revenue recognized and such
amounts are recognized as the revenue recognition criteria are met. Unbilled revenue reflects our conditional right
to receive payment from customers for our completed performance under contracts.
Accounts Receivable Valuation and Related Reserves
We estimate the losses that may result from that portion of our accounts receivable that may not be collectible as a
result of the inability of our customers to make required payments. Management specifically analyzes customer
concentration, customer creditworthiness, current economic trends, COVID-19 developments and changes in
customer payment terms when evaluating the adequacy of the allowance for doubtful accounts. We review past due
accounts on a monthly basis and record an allowance for doubtful accounts where we deem appropriate.
Impairment Review of Goodwill and Intangible Assets
We periodically evaluate our intangible assets and goodwill relating to acquisitions for impairment. Goodwill is not
amortized but is evaluated at least annually at year end for any impairment in the carrying value. We review our
intangible assets for impairment whenever events or changes in circumstances indicate that the carrying value of
such assets may not be recoverable. Factors we consider important which could trigger an impairment review
include, but are not limited to, the following: significant underperformance relative to expected historical or
projected future operating results; significant changes in the manner of our use of the acquired assets or the strategy
for our overall business; and a significant negative industry or economic trend for a sustained period. Goodwill and
intangible asset impairment assessments are generally determined based on fair value techniques, including
determining the estimated future discounted and undiscounted cash flows over the remaining useful life of the asset.
Those models require estimates of future revenue, profits, capital expenditures and working capital for each
reporting unit. We estimate these amounts by evaluating historical trends, the current state of the Company’s
industries and the economy, current budgets, and operating plans. Determining the fair value of reporting units and
goodwill includes significant judgment by management and different judgments could yield different results. Any
resulting impairment loss could have a material impact on our financial condition and results of operations.
Stock-Based Compensation
Under the fair value recognition provisions of the authoritative guidance, stock-based compensation cost granted to
employees is measured at the grant date based on the fair value of the award and is recognized as expense over the
requisite service or performance period, which is the vesting period. Stock options and warrants issued to
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consultants and other non-employees as compensation for services to be provided to us are accounted for based upon
the fair value of the services provided or the estimated fair value of the option or warrant, whichever can be more
clearly determined. We currently use the Black-Scholes option pricing model to determine the fair value of stock
options and warrants. The determination of the fair value of stock-based payment awards on the date of grant using
an option-pricing model is affected by our stock price as well as assumptions regarding a number of complex and
subjective variables. These variables include our expected stock price volatility over the term of the awards, the
expected term of the award, the risk-free interest rate and any expected dividends. Compensation cost associated
with grants of restricted stock units are also measured at fair value on the date of the grant. We evaluate the
assumptions used to value restricted stock units on a quarterly basis. When factors change, including the market
price of the stock, stock-based compensation expense may differ significantly from what has been recorded in the
past. If there are any modifications or cancellations of the underlying unvested securities, we may be required to
accelerate, increase or cancel any remaining unearned stock-based compensation expense.
Income Taxes
Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between
the financial reporting requirements and those imposed under federal and state tax laws. Deferred taxes are
provided for timing differences in the recognition of revenue and expenses for income tax and financial reporting
purposes and are measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in income in the period that includes the enactment date. Deferred income tax
expense represents the change during the period in the deferred tax assets and liabilities. Realization of the deferred
tax asset is largely dependent on generating sufficient taxable income in future years. Deferred tax assets are
reduced by a valuation allowance when, in the opinion of management, it is more likely than not that some portion
or all the deferred tax assets will not be realized. Use of our net operating loss deferred assets may be limited by
changes in our ownership.
Reference is made to our Annual Report on Form 10-K for the fiscal year ended December 31, 2020, filed with the
SEC on March 25, 2021, for additional discussion of our critical accounting policies.
OFF-BALANCE SHEET ARRANGEMENTS
As of March 31, 2021, we did not have any other relationships with unconsolidated entities or financial partners,
such as entities often referred to as structured finance or special purpose entities, which would have been established
for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.
CONTRACTUAL OBLIGATIONS AND CONTINGENT LIABILITIES AND COMMITMENTS
As of March 31, 2021, expected future cash payments related to contractual obligations and commercial
commitments were as follows:

Promissory notes
Paycheck Protection Program loan
Operating leases
Total

Total
590,733
2,870,121
149,970
$ 3,610,824
$

Payments Due by Period
Less than
More than 5
1 year
1-3 years
3-5 years
years
$
590,733 $
- $
- $
2,634,559
235,562
133,294
16,676
$ 3,358,586 $
252,238 $
- $
-

Management anticipates full forgiveness of the debt related to the Paycheck Protection Program loan as described in
Note 9.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
As a “smaller reporting company” as defined by Rule 229.10(f)(1), we are not required to provide the information
required by this Item 3.
ITEM 4. CONTROLS AND PROCEDURES.
We maintain disclosure controls and procedures (as defined in Rules 13a-15(c) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended (the “Exchange Act”)) that are designed to ensure that information required to
be disclosed in our reports under the Exchange Act, is recorded, processed, summarized and reported within the time
periods specified in the SEC’s rules and forms, and that such information is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely
decisions regarding required disclosure.
We carried out an evaluation, under the supervision and with the participation of our management, including our
Chief Executive Officer (principal executive officer) and Chief Financial Officer (principal financial officer), of the
effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the
Exchange Act), as of the end of the period covered by this Quarterly Report. Based upon that evaluation, our Chief
Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures were effective
as of the end of the period covered by this Quarterly Report to ensure that information required to be disclosed by us
in the reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within
the time periods specified in the Securities Exchange Commission’s rules and forms, and that such information is
accumulated and communicated to our management, including each of such officers as appropriate to allow timely
decisions regarding required disclosure.
No change in our internal control over financial reporting that occurred during our last fiscal quarter that has
materially affected or is reasonably likely to materially affect our internal control over financial reporting.
PART II - OTHER INFORMATION
ITEM 1A. RISK FACTORS.
As of the date of this filing, except as set forth herein, there have been no material changes to the Risk Factors
included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2020, filed with the
Commission on March 25, 2021 (the “2020 Form 10-K”). The Risk Factors set forth in the 2020 Form 10-K should
be read carefully in connection with evaluating our business and in connection with the forward-looking statements
contained in this Quarterly Report on Form 10-Q. Any of the risks described in the 2020 Form 10-K, could
materially adversely affect our business, financial condition or future results and the actual outcome of matters as to
which forward-looking statements are made. These are not the only risks we face. Additional risks and
uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely
affect our business, financial condition and/or operating results.
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ITEM 6. EXHIBITS.
No.
31.1
31.2
32.1
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE
†
+

*

Item
Certification of the Chief Executive Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities
Exchange Act of 1934, as amended. †
Certification of the Chief Financial Officer pursuant to Rule 13a-14(a) and Rule 15d-14(a) of the Securities
Exchange Act of 1934, as amended. †
Certification of the CEO and CFO pursuant to Rule 13a-14(b) and Rule 15d-14(b) of the Securities
Exchange Act of 1934 and 18 U.S.C. Section 1350. +
XBRL Instance Document*
XBRL Taxonomy Extension Schema Document*
XBRL Taxonomy Extension Calculation Linkbase Document*
XBRL Taxonomy Extension Definition Linkbase Document*
XBRL Taxonomy Extension Label Linkbase Document*
XBRL Taxonomy Extension Presentation Linkbase Document*

Filed herewith.
Furnished herewith. In accordance with Item 601(b)(32)(ii) of Regulation S-K, this exhibit shall not be deemed
“filed” for the purposes of Section 18 of the Securities and Exchange Act of 1934 or otherwise subject to the
liability of that section, nor shall it be deemed incorporated by reference in any filing under the Securities Act of
1933 or the Securities Exchange Act of 1934.
Pursuant to Rule 406T of Regulation S-T, this XBRL information will not be deemed “filed” for the purpose of
Section 18 of the Securities Exchange Act of 1934 or otherwise subject to the liability of that section, nor will it
be deemed filed or made a part of a registration statement or prospectus for purposes of Sections 11 and 12 of
the Securities Act of 1933, or otherwise subject to liability under those sections.
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SIGNATURES
In accordance with the requirements of the Securities Exchange Act of 1934, the registrant caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.
CYNERGISTEK, INC.
Date: May 13, 2021

By: /s/ Caleb Barlow
Caleb Barlow
President and Chief Executive Officer
(Principal Executive Officer)

Date: May 13, 2021

By: /s/ Paul T. Anthony
Paul T. Anthony
Chief Financial Officer
(Principal Accounting Officer)
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