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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q
 

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

For the quarterly period ended March 31, 2018
 

☐  TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
 

Commission file number 333-202071
 

DATASEA INC.
(Exact name of registrant as specified in its charter)

 
Nevada  45-2019013

(State or other jurisdiction of  (I.R.S. Employer
incorporation or organization)  Identification No.)

 
1 Xinghuo Rd. Changning Building, Suite 11D2E

  

Fengtai District, Beijing, P.R. China  100070
(Address of principal executive offices)  (Zip Code)

 
(86)10-58401996

(Registrant’s telephone number, including area code)
 

N/A
(Former name, former address and former fiscal year, if changed since last report)

 
Indicate by check mark whether the issuer (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange
Act of 1934 during the past 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days. Yes ☒   No ☐
 
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every
Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the
preceding 12 months (or for such shorter period that the registrant was required to submit and post such files). Yes ☒   No ☐
 
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. (Check one):
 
Large accelerated filer ☐ Accelerated filer ☐
Non-accelerated filer ☐ Smaller reporting company ☒
(Do not check if a smaller reporting company)  Emerging growth company ☒
 
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for
complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. ☐
 
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ☐ No ☒
 
As of March 11, 2018, 19,170,827 shares of common stock, $0.001 par value per share, were outstanding.
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PART I – FINANCIAL INFORMATION
 

DATASEA INC.
 

CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
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DATASEA INC.

CONSOLIDATED BALANCE SHEETS
 

  March 31,   June 30,  
  2018   2017  
  (Unaudited)     
ASSETS         
Current Assets         

Cash  $ 1,548,728  $ 1,174,950 
Accounts receivable   -   221 
Inventory   85,424   101,300 
Prepaid expenses and other current assets   169,995   94,439 

Total Current Assets   1,804,147   1,370,910 
         

Deferred registration costs   76,865   - 
Property and equipment, net   56,574   59,286 
Intangible assets, net   13,551   13,783 

Total Assets  $ 1,951,137  $ 1,443,979 
         
LIABILITIES AND STOCKHOLDERS’ EQUITY         
         
Current Liabilities         

Accounts payable  $ 14,310  $ 13,261 
Accrued expenses and other payables   74,516   66,975 
Advance for sale of common stock   -   675,235 
Loan payable-shareholder   113,067   129,874 

Total Current Liabilities   201,893   885,345 
         
Stockholders’ Equity         

Common stock, $0.001 par value, 125,000,000 shares authorized, 19,170,827 and 18,870,327
shares issued and outstanding at March 31, 2018 and June 30, 2017, respectively   19,171   18,870 
Additional paid-in capital   5,121,102   3,002,878 
Accumulated comprehensive income   368,712   57,692 
Deficit   (3,759,741)   (2,520,806)

Total Stockholders’ Equity   1,749,244   558,634 
         
Total Liabilities and Stockholders’ Equity  $ 1,951,137  $ 1,443,979 
 

See accompanying notes to the unaudited consolidated financial statements
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DATASEA INC.

CONSOLIDATED STATEMENTS OF OPERATION AND COMPREHENSIVE LOSS
(UNAUDITED)

 
  Three Months Ended   Nine Months Ended  
  March 31, 2018  March 31, 2017  March 31, 2018  March 31, 2017 
             
Revenues  $ 6,468  $ 2,052  $ 15,502  $ 135,016 
Cost of goods sold   70   2,029   91   141,047 
Gross profit(loss)   6,398   23   15,411   (6,031)
                 
Operating expenses:                 

Selling expnses   82,946   30,620   148,607   85,712 
General and administrative expenses   368,427   247,688   1,143,217   680,406 

Total operating expenses:   451,373   278,308   1,291,824   766,118 
                 
Loss from operations   (444,975)   (278,285)   (1,276,413)   (772,149)
                 
Other income :                 

Other (expense)income, net   6,038   11,679   37,478   25,933 
Interest income   -   315   -   518 

Total other income(expense)   6,038   11,994   37,478   26,451 
                 
Net loss   (438,937)   (266,291)   (1,238,935)   (745,698)
Other comprehensive loss                 
Foreign currency translation adjustment   55,862   56,806   311,020   47,655 
Total comprehensive loss  $ (383,075)  $ (209,485)  $ (927,915)  $ (698,043)
                 
Net loss per share                 
Basic and diluted  $ (0.02)  $ (0.01)  $ (0.06)  $ (0.04)
                 
Weighted average shares outstanding                 
Basic and dulited   19,170,827   18,701,297   19,116,571   18,596,678 
 

See accompanying notes to the unaudited consolidated financial statements
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DATASEA INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

 
  Nine Months Ended  
  March 31, 2018  March 31, 2017 
       
Cash flows from operating activities:         

Net loss  $ (1,238,935)  $ (745,698)
Adjustments to reconcile net loss to net cash used in operating activities:         

Depreciation and amortization   22,655   48,211 
Changes in current assets and current liabilities:         

Accounts receivable   229   (3,120)
Project in progress   -   205,342 
Inventory   22,910   - 
Prepaid expenses and other current assets   (65,303)   (19,185)
Accounts payable   -   (149,808)
Accrued expenses and other payables   2,233   56,405 

Net cash used in operating activities   (1,256,211)   (607,853)
         
Cash flows from investing activities:         

Acquisition of office equipment   (14,288)   (11,593)
Net cash used in investing activities   (14,288)   (11,593)
         
Cash flows from financing activities:         

Proceeds(payment) of related party loan, net   (25,972)   (102,282)
Net proceeds from issuance of common stock   1,419,686   1,059,150 
Deferred registration costs   (73,721)   - 

Net cash provided by financing activities   1,319,993   956,868 
         
Effect of exchange rate changes on cash   324,284   (5,092)
         
Net increase in cash   373,778   332,330 
         
Cash – beginning of period   1,174,950   11,802 
         
Cash – ending of period  $ 1,548,728  $ 344,132 
         
Supplemental disclosures of cash flow information:         
Cash paid for interest  $ -  $ - 
Cash paid for income tax  $ -  $ - 
 

See accompanying notes to the unaudited consolidated financial statements
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NOTE 1 – ORGANIZATION AND DESCRIPTION OF BUSINESS
 
Datasea Inc. (the “Company”) was incorporated in the State of Nevada on September 26, 2014 under the name Rose Rock Inc. and
changed its name to Datasea Inc. on May 27, 2015 by amending its articles of incorporation. On May 26, 2015, the Company’s
founder, Xingzhong Sun, sold 20,000,000 shares of common stock of the Company (the “Common Stock”) to Zhixin Liu, one of the
owners of Shuhai Skill (HK) as defined below. On October 27, 2016, Mr. Sun sold his remaining 5,000,000 shares of Common Stock
of the Company to Ms. Liu.
 
On October 29, 2015, the Company entered into a share exchange agreement (the “Exchange Agreement”) with the shareholders (the
“Shareholders”) of Shuhai Information Skill (HK) Limited (“Shuhai Skill (HK)”), a limited liability company incorporated on May 15,
2015 under the laws of the Hong Kong Special Administrative Region of the People’s Republic of China (the “PRC”). Pursuant to the
terms of the Exchange Agreement, the Shareholders, who together own 100% of the ownership rights in Shuhai Skill (HK), transferred
all of the issued and outstanding ordinary shares of Shuhai Skill (HK) to the Company in exchange for the issuance of an aggregate of
20,000,000 shares of Common Stock, thereby causing Shuhai Skill (HK) and its wholly owned subsidiaries, Tianjin Information Sea
Information Technology Co., Ltd. (“Tianjin Information”), a limited liability company incorporated under the laws of the PRC, and
Harbin Information Sea Information Technology Co., Ltd., a limited liability company incorporated under the laws of the PRC, to
become wholly-owned subsidiaries of the Company, and Shuhai Information Technology Co., Ltd., also a limited liability company
incorporated under the laws of the PRC (“Shuhai Beijing”), to become a variable interest entity (“VIE”) of the Company through a
series of contractual agreements between Shuhai Beijing and Tianjin Information. The transaction was accounted for as a reverse
merger, with Shuhai Skill (HK) and its subsidiaries being the accounting survivor. Accordingly, the historical financial statements
presented are those of Shuhai Skill (HK) and its consolidated subsidiaries.
 
Following the Share Exchange, the Shareholders, being Zhixin Liu and her father, Fu Liu, owned approximately 81.82% of the
outstanding shares of Common Stock. As of October 29, 2015, there were 55,000,000 shares of Common Stock issued and outstanding,
45,000,000 of which were beneficially owned by Zhixin Liu and Fu Liu.
 
After the Share Exchange, the Company, through its consolidated subsidiaries and VIE is engaged in the business of providing Internet
security products, new media advertising, micro-marketing, and data analysis services in the PRC.
 
NOTE 2 – GOING CONCERN
 
The accompanying unaudited condensed consolidated financial statements have been prepared assuming that the Company will
continue as a going concern. As shown in the accompanying unaudited condensed consolidated financial statements, the Company has
generated revenues of $6,468 and $15,502 during three and nine months ended March 31, 2018, has a deficit of approximately
$3,755,000 at March 31, 2018, and continues to incur significant losses since inception. These circumstances, among others, raise
substantial doubt about the Company’s ability to continue as a going concern. The condensed consolidated financial statements do not
include any adjustments that might result from the outcome of this uncertainty.
 
The Company’s management recognizes that the Company must generate sales and additional resources to enable it to continue to
develop its operations. Based on increased demand for internet services in China, including internet security and big data integration,
the Company’s management team expects healthy growth in its business. The Company’s management intends to raise additional
financing through debt and/or equity financing or through other means that it deems necessary, with a view to moving forward and
sustaining prolonged growth in its initial phases. However, no assurance can be given that the Company will be successful in raising
additional capital or obtaining financing and ultimately achieving profitable operations to sustain the Company.
 
NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 
BASIS OF PRESENTATION AND CONSOLIDATION
 
The accompanying unaudited condensed consolidated financial statements include the financial statements of the Company and its
100% owned subsidiaries of Shuhai Skill (HK), Tianjin Information and its VIE, Shuhai Beijing.
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NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 
The accompanying unaudited condensed consolidated financial statements have been prepared pursuant to the rules and regulations of
the Securities and Exchange Commission. The information furnished herein reflects all adjustments (consisting of normal recurring
accruals and adjustments and elimination of intercompany transactions upon consolidation) which are, in the opinion of management,
necessary to fairly present the operating results for the respective periods. Certain information and footnote disclosures normally
present in the annual consolidated financial statements prepared in accordance with accounting principles generally accepted in the
United States of America have been omitted pursuant to such rules and regulations. These unaudited condensed consolidated financial
statements should be read in conjunction with the audited consolidated financial statements and notes for the year ended June 30, 2017.
The results of the three and nine month periods ended March 31, 2018 are not necessarily indicative of the results to be expected for
the full year ending June 30, 2018.
 
VARIABLE INTEREST ENTITY
 
Pursuant to Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) Section 810,
“Consolidation” (“ASC 810”), the Company is required to include in its consolidated financial statements, the financial statements of
its variable interest entity (“VIE”). ASC 810 requires a VIE to be consolidated if the company is subject to a majority of the risk of loss
for the VIE or is entitled to receive a majority of the VIE’s residual returns. A VIE is an entity in which a company, through contractual
arrangements, bears the risk of, and enjoys the rewards normally associated with ownership of the entity, and therefore the company is
the primary beneficiary of the entity.
 
Under ASC 810, a reporting entity has a controlling financial interest in a VIE, and must consolidate that VIE, if the reporting entity
has both of the following characteristics: (a) the power to direct the activities of the VIE that most significantly affect the VIE’s
economic performance; and (b) the obligation to absorb losses, or the right to receive benefits, that could potentially be significant to
the VIE. The reporting entity’s determination of whether it has this power is not affected by the existence of kick-out rights or
participating rights, unless a single enterprise, including its related parties and de - facto agents, have the unilateral ability to exercise
those rights. Shuhai Beijing’s actual stockholders do not hold any kick-out rights that affect the consolidation determination.
 
Through the VIE agreements, the Company is deemed the primary beneficiary of Shuhai Beijing. Accordingly, the results of Shuhai
Beijing have been included in the accompanying unaudited condensed consolidated financial statements. Shuhai Beijing has no assets
that are collateral for or restricted solely to settle their obligations. The creditors of Shuhai Beijing do not have recourse to the
Company’s general credit.
 
VIE Agreements
 
Operation and Intellectual Property Service Agreement – This agreement allows Tianjin Information to manage and operate Shuhai
Beijing and collect 100% of their net profits. Under the terms of the Operation and Intellectual Property Service Agreement, Shuhai
Beijing entrusts Tianjin Information to manage its operations, manage and control its assets and financial matters, and provide
intellectual property services, purchasing management services, marketing management services and inventory management services to
Shuhai Beijing. Shuhai Beijing and its shareholders shall not make any decisions nor direct the activities of Shuhai Beijing without
Tianjin Information’s consent.
 
Shareholders’ Voting Rights Entrustment Agreement – Tianjin Information has entered into a shareholders’ voting rights entrustment
agreement (the “Entrustment Agreement”) under which Zhixin Liu and Fu Liu (collectively the “Shuhai Beijing Shareholders”) have
vested their voting power in Shuhai Beijing to Tianjin Information or its designee(s).  The Entrustment Agreement does not have an
expiration date.
 
Equity Option Agreement –the Shuhai Beijing Shareholders and Tianjin Information entered into an equity option agreement (the
“Option Agreement”), pursuant to which the Shuhai Beijing Shareholders have granted Tianjin Information or its designee(s) the
irrevocable right and option to acquire all or a portion of Shuhai Beijing Shareholders’ equity interests in Shuhai Beijing for an option
price of RMB 0.001 for each capital contribution of RMB1.00. Pursuant to the terms of the Option Agreement, Tianjin Information and
the Shuhai Beijing Shareholders have agreed to certain restrictive covenants to safeguard the rights of Tianjin Information under the
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NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
 
Option Agreement. Tianjin Information agreed to pay RMB1.00 annually to Shuhai Beijing Shareholders to maintain the option rights.
Tianjin Information may terminate the Option Agreement upon prior written notice. The Option Agreement is valid for a period of 10
years from the effective date and renewable at Tianjin Information’s option.
 
Equity Pledge Agreement – Tianjin Information and the Shuhai Beijing Shareholders entered into an equity pledge agreement on
October 27, 2015 (the “Equity Pledge Agreement”). The Equity Pledge Agreement serves to guarantee the performance by Shuhai
Beijing of its obligations under the Operation and Intellectual Property Service Agreement and the Option Agreement. Pursuant to the
Equity Pledge Agreement, Shuhai Beijing Shareholders have agreed to pledge all of their equity interests in Shuhai Beijing to Tianjin
Information. Tianjin Information has the right to collect any and all dividends paid on the pledged equity interests during the pledge
period. Pursuant to the terms of the Equity Pledge Agreement, the Shuhai Beijing Shareholders have agreed to certain restrictive
covenants to safeguard the rights of Tianjin Information. Upon an event of default or certain other agreed events under the Operation
and Intellectual Property Service Agreement, the Option Agreement and the Equity Pledge Agreement, Tianjin Information may
exercise the right to enforce the pledge.
 
USE OF ESTIMATES

 
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates. The significant areas requiring the use of management estimates
include, but are not limited to, the estimated useful life and residual value of property, plant and equipment, recognition and
measurement of deferred income taxes and the valuation allowance for deferred tax assets. Although these estimates are based on
management’s knowledge of current events and actions management may undertake in the future, actual results may ultimately differ
from those estimates and such differences may be material to our consolidated financial statements.
 
CONTINGENCIES
 
Certain conditions may exist as of the date the consolidated financial statements are issued, which may result in a loss to the Company
but which will only be resolved when one or more future events occur or fail to occur. The Company’s management and legal counsel
assess such contingent liabilities, and such assessment inherently involves an exercise of judgment. In assessing loss contingencies
related to legal proceedings that are pending against the Company or unasserted claims that may result in such proceedings, the
Company’s legal counsel evaluates the perceived merits of any legal proceedings or unasserted claims as well as the perceived merits
of the amount of relief sought or expected to be sought. If the assessment of a contingency indicates that it is probable that a material
loss has been incurred and the amount of the liability can be estimated, the estimated liability would be accrued in the Company’s
financial statements.
 
If the assessment indicates that a potential material loss contingency is not probable but is reasonably possible, or is probable but
cannot be estimated, the nature of the contingent liability, together with an estimate of the range of possible loss if determinable and
material, would be disclosed. As of March 31, 2018 and June 30, 2017, the Company has no contingencies.
 
CASH AND CASH EQUIVALENTS
 
Cash and cash equivalents include cash on hand, demand deposits and short-term cash investments that are highly liquid in nature and
have original maturities of three months or less. The Company has no cash equivalents as of March 31, 2018 and June 30, 2017.
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NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
 
INVENTORY
 
Inventory, comprised principally of products purchased comprised of routers used in installations, is valued at the lower of cost or net
realizable value. The value of inventory is determined using the first-in, first-out method. The Company periodically estimates an
inventory allowance for estimated unmarketable inventories when necessary. Inventory amounts are reported net of such allowances.
There were no allowances for inventory as of March 31, 2018 and June 30, 2017.
 
DEFERRED REGISTRATION COSTS
 
The Company capitalizes certain legal, accounting and other third-party fees that are directly associated with in-process equity
financings as deferred registration cost until such financings are consummated. After consummation of the equity financing, these costs
are recorded in stockholders’ equity as a reduction of additional paid-in capital generated as a result of the offering. Should the equity
financing for which those costs relate no longer be considered probable of being consummated, all deferred registration costs will be
charged to operating expenses in the statement of operations at such time. The Company incurred and deferred registration costs of
$76,865 as of March 31, 2018.
 
PROPERTY AND EQUIPMENT

 
Property and equipment are stated at cost, less accumulated depreciation. Major repairs and improvements that significantly extend
original useful lives or improve productivity are capitalized and depreciated over the period benefited. Maintenance and repairs are
expensed as incurred. When property and equipment are retired or otherwise disposed of, the related cost and accumulated depreciation
are removed from the respective accounts, and any gain or loss is included in operations. Depreciation of property and equipment is
provided using the straight-line method over estimated useful lives as follows:
 

Furniture and fixtures 5-10 years
Office equipment 3-5 years

 
Leasehold improvements are depreciated utilizing straight-line method over the shorter of their estimated useful lives or remaining
lease terms.
 
INTANGIBLE ASSETS
 
Intangible assets with finite lives are amortized using the straight-line method over their estimated period of benefit. Evaluation of the
recoverability of intangible assets is made to take into account events or circumstances that warrant revised estimates of useful lives or
that indicate that impairment exists. All of our intangible assets are subject to amortization. No impairment of intangible assets has
been identified as of the balance sheet dates.
 
Intangible assets include licenses and certificates and are amortized over their useful life of five years.
 
FAIR VALUE MEASUREMENTS AND DISCLOSURES

 
FASB ASC Topic 820, “Fair Value Measurements,” defines fair value, and establishes a three-level valuation hierarchy for disclosures
that enhances disclosure requirements for fair value measures. The three levels are defined as follows:

 
 ●Level 1 inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active markets.
 
 ●Level 2 inputs to the valuation methodology include, other than level 1, quoted prices for similar assets and liabilities in active

markets, and inputs that are observable for the asset or liability, either directly or indirectly, for substantially the full term of the
financial instrument.

 
 ●Level 3 inputs to the valuation methodology are unobservable and significant to the fair value measurement.
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NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
 
The carrying value of cash, accounts receivable, inventory, prepaid expenses and other current assets, accounts payable, accrued
expenses and other payables, advances for sale of common stock and loan payable-shareholder, approximate their fair values due to
their short maturities.
 
As of March 31, 2018, the Company did not identify any assets and liabilities that are required to be presented on the balance sheet at
fair value on a recurring basis.
 
IMPAIRMENT OF LONG-LIVED ASSETS

 
In accordance with FASB ASC 360-10, Accounting for the Impairment or Disposal of Long-Lived Assets, long-lived assets such as
property, plant and equipment are reviewed for impairment whenever events or changes in circumstances indicate that the carrying
value of an asset may not be recoverable, or it is reasonably possible that these assets could become impaired as a result of
technological or other industrial changes. The determination of recoverability of assets to be held and used is made by comparing the
carrying amount of an asset to future undiscounted cash flows to be generated by the asset.
 
If such assets are considered to be impaired, the impairment to be recognized is measured as the amount by which the carrying amount
of the asset exceeds its fair value. Assets to be disposed of are reported at the lower of the carrying amount or fair value less cost to
sell. During the reporting periods there was no impairment loss recognized on long-lived assets.
 
REVENUE
 
ADOPTION OF RECENT ACCOUNTING PRONOUNCEMENT
 
Effective January 1, 2018, the Company adopted the FASB Accounting Standards Update ("ASU") 2014-09, Revenue from Contracts
with Customers (Topic 606). ASU 2014-09 supersedes the revenue recognition requirements in FASB ASC 605, Revenue Recognition,
and is based on the principle that revenue is recognized to depict the transfer of goods or services to customers in an amount that
reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. It also requires additional
disclosure about the nature, amount, timing, and uncertainty of revenue, cash flows arising from customer contracts, including
significant judgments and changes in judgments, and assets recognized from costs incurred to obtain or fulfill a contract. The adoption
of ASU 2014-09, using the modified retrospective approach, had no significant impact on the Company's results of operation, cash
flows or financial position.
 
REVENUE RECOGNITION
 
The Company recognizes revenues from professional services contracts. Customers are billed, according to individual agreements.
Revenues from professional services are recognized on a completed-contract basis, in accordance with ASC Topic 605-35,
“Construction-Type and Production-Type Contracts.” Under the completed-contract basis, contract costs are recorded to projects in
process and billings and/or cash received are recorded to a deferred revenue liability account during the periods of construction. Costs
include direct material, direct labor and subcontract labor. All revenues, costs, and profits are recognized in operations upon completion
of the contract. A contract is considered completed when all costs except insignificant items have been incurred and final acceptance
has been received from the customer. Corporate general and administrative expenses are charged to the periods as incurred. 
 
During the nine months ended March 31, 2018, one customer accounted for 58.3% of the Company's total sales. During the nine
months ended March 31, 2017, one customer accounted for 100% of the Company's total sales.
 
INCOME TAXES

 
The Company uses the asset and liability method of accounting for income taxes in accordance with ASC Topic 740, “Income Taxes.”
Under this method, income tax expense is recognized for the amount of: (i) taxes payable or refundable for the current period and (ii)
deferred tax consequences of temporary differences resulting from matters that have been recognized in an entity’s financial statements
or tax returns. Deferred tax assets and liabilities 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 the results of operations in the period that includes the enactment date. A valuation allowance is
provided to reduce the deferred tax assets reported if based on the weight of the available positive and negative evidence, it is more
likely than not some portion or all of the deferred tax assets will not be realized.
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NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
 
ASC Topic 740.10.30 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s financial statements and
prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position
taken or expected to be taken in a tax return. ASC Topic 740.10.40 provides guidance on derecognition, classification, interest and
penalties, accounting in interim periods, disclosure, and transition. The Company has no material uncertain tax positions for any of the
reporting periods presented.

 
CONCENTRATION OF CREDIT RISK
 
The Company maintains cash in accounts with state-owned banks within the PRC. Cash in state-owned banks is not covered by
insurance. Should any of these institutions holding the Company’s cash become insolvent, or if the Company is unable to withdraw
funds for any reason, the Company could lose the cash on deposit with that institution. The Company has not experienced any losses in
such accounts and believes it is not exposed to any risks on its cash in these bank accounts.
 
FOREIGN CURRENCY TRANSLATION AND COMPREHENSIVE INCOME (LOSS)
 
The accounts of the Company’s Chinese entities are maintained in RMB and the accounts of the U.S. parent company are maintained in
United States dollars (“USD”) The accounts of the Chinese entities were translated into USD in accordance with ASC Topic 830
“Foreign Currency Matters.” All assets and liabilities were translated at the exchange rate on the balance sheet date; stockholders’
equity is translated at historical rates and the statements of operations and cash flows are translated at the weighted average exchange
rate for the period. The resulting translation adjustments are reported under other comprehensive income in accordance with ASC
Topic 220, “Comprehensive Income.” Gains and losses resulting from the foreign currency transactions are reflected in the statements
of operations.
 
The Company follows FASB ASC Topic 220-10, “Comprehensive Income (loss).” Comprehensive income(loss) comprises net
income(loss) and all changes to the statements of changes in stockholders’ equity, except those due to investments by stockholders,
changes in paid-in capital and distributions to stockholders.

 
RECENT ACCOUNTING PRONOUNCEMENTS
 
In February 2016, the FASB issued ASU 2016-02 Amendments to the ASC 842 Leases. This update requires a lessee to recognize the
assets and liability (the lease liability) arising from operating leases on the balance sheet for the lease term. When measuring assets and
liabilities arising from a lease, a lessee (and a lessor) should include payments to be made in optional periods only if the lessee is
reasonably certain to exercise an option to extend the lease or not to exercise an option to terminate the lease. Within a twelve months
or less lease term, a lessee is permitted to make an accounting policy election not to recognize lease assets and liabilities. If a lessee
makes this election, it should recognize lease expense on a straight-line basis over the lease term. In transition, this update will be
effective for public entities for fiscal years beginning after December 15, 2018, including interim periods within those fiscal years. The
Company does not currently expect the adoption of ASU 2016-02 to have a material impact on the Company’s financial statements
unless it enters into a new long-term lease. 
 
In September 2017, the FASB issued ASU 2017-13, Revenue from Contracts with Customers (Topic 606) and Leases (Topic 842). The
main objective of this pronouncement is to clarify the effective date of the adoption of ASC Topic 606 and ASC Topic 842 and the
definition of public business entity as stipulated in ASU 2014-09 and ASU 2016-02. ASU 2014-09 provides that a public business
entity and certain other specified entities adopt ASC Topic 606 for annual reporting periods beginning after December 15, 2017,
including interim reporting periods within that reporting period. All other entities are required to adopt ASC Topic 606 for annual
reporting periods beginning after December 15, 2018, and interim reporting periods within annual reporting periods beginning after
December 15, 2019. ASU 2016-12 requires that “a public business entity and certain other specified entities adopt ASC Topic 842 for
fiscal years beginning after December 15, 2018, and interim periods within those fiscal years. All other entities are required to adopt
ASC Topic 842 for fiscal years beginning after December 15, 2019, and interim periods within fiscal years beginning after December
15, 2020”. ASU 2017-13 clarifies that the SEC would not object to certain public business entities electing to use the non-public
business entities effective dates for applying ASC 606 and ASC 842. ASU 2017-13, however, limits such election to certain public
business entities that “otherwise would not meet the definition of a public business entity except for a requirement to include or
inclusion of its financial statements or financial information in another entity’s filings with the SEC”.
 
In January 2017, the FASB issued ASU 2017-01, Business Combinations (Topic 805): Clarifying the Definition of a Business. The
amendments in this ASU clarify the definition of a business with the objective of adding guidance to assist entities with evaluating
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whether transactions should be accounted for as acquisitions (or disposals) of assets or businesses. Basically, these amendments
provide a screen to determine when a set is not a business. If the screen is not met, the amendments in this ASU first, require that to be
considered a business, a set must include, at a minimum, an input and a substantive process that together significantly contribute to the
ability to create output and second, remove the evaluation of whether a market participant could replace missing elements. These
amendments take effect for public businesses for fiscal years beginning after December 15, 2017 and interim periods within those
periods, and all other entities should apply these amendments for fiscal years beginning after December 15, 2018, and interim periods
within annual periods beginning after December 15, 2019.
 
In November 2016, the FASB issued ASU 2016-18, Restricted Cash. The amendments in this update address diversity in practice that
exists in the classification and presentation of changes in restricted cash and require that
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NOTE 3 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
 
a statement of cash flows explain the change during the period in the total of cash, cash equivalents, and amounts generally described
as restricted cash or restricted cash equivalents. ASU 2016-18 is effective for the Company beginning January 1, 2018 and is required
to be applied using a retrospective transition method to each period presented. The Company does not expect the adoption of the
amendment in this ASU to have a significant impact on the Company’s condensed consolidated financial statements.
 
In January 2017, the FASB issued ASU 2017-01, Clarifying the Definition of a Business, which clarifies the definition of a business
with the objective of adding guidance to assist entities with evaluating whether transactions should be accounted for as acquisitions (or
disposals) of assets or businesses. The Company does not expect the adoption of the amendment in this ASU to have a significant
impact on the Company’s condensed consolidated financial statements.
 
In February 2017, the FASB issued ASU 2017-05, Clarifying the Scope of Asset Derecognition Guidance and Accounting for Partial
Sales of Nonfinancial Assets, which defines the term “in-substance nonfinancial asset” and clarifies the scope and accounting of a
financial asset that meets the definition. ASU 2017-05 also provides guidance for partial sales of nonfinancial assets. The Company
does not expect the adoption of the amendment in this ASU to have a significant impact on the Company’s condensed consolidated
financial statements.
 
Management does not believe that any recently issued, but not yet effective, accounting standards, if currently adopted, would have a
material effect on the accompanying unaudited condensed consolidated financial statements.
 
NOTE 4 – DEFERRED REGISTRATION COSTS
 
The Company incurred and deferred registration costs of $76,865 as of March 31, 2018. Such costs are professional fees including
legal fees of $72,194 and accounting fees of $1,527 associated with the Company’s proposed public offering of Common Stock.
 
NOTE 5 – PROPERTY AND EQUIPMENT
 
Property and equipment are summarized as follows:
 

  March 31, 2018  June 30, 2017 
Office furniture and fixtures  $ 62,655  $ 58,064 
Office equipment   58,329   40,248 

 Subtotal   120,984   98,312 
Less: accumulated depreciation   64,410   39,026 

 Total  $ 56,574  $ 59,286 
 
Depreciation expense for the nine months ended March 31, 2018 and 2017 were $21,386 and $47,144 respectively. Depreciation
expense for the three months ended March 31, 2018 and 2017 were $7,748 and $13,403 respectively.
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NOTE 6 –INTANGIBLE ASSETS
 
Intangible assets are summarized as follows:
 

  March 31, 2018  June 30, 2017 
Software registration right  $ 4,865  $ 4,508 
Value-added telecommunications business license   12,768   11,833 

 Subtotal   17,633   16,341 
Less: accumulated depreciation   4,082   2,558 

 Total  $ 13,551  $ 13,783 
 
Amortization expense for the nine months ended March 31, 2018 and 2017 was $1,268 and $1,067, respectively. Amortization expense
for the three months ended March 31, 2018 and 2017 was $434 and $404, respectively.
 
NOTE 7 – PREPAID EXPENSES AND OTHER CURRENT ASSETS
 
Prepaid expenses and other current assets consisted of the following:
 

  March 31, 2018  June 30, 2017 
Security deposit  $ 59,246  $ 54,830 
Prepaid expenses and advances   88,638   32,471 
Others   22,111   7,138 

Total  $ 169,995  $ 94,439 
 
NOTE 8 – ACCRUED EXPENSES AND OTHER PAYABLES
 
Accrued expenses and other payable consisted of the following:
 

  March 31, 2018  June 30, 2017 
Deposit  $ 33,375  $ 30,515 
Salary and other payables   36,189   36,460 
Advances from customers   4,952   - 
Total  $ 74,516  $ 66,975 

 
NOTE 9 – RELATED PARTY TRANSACTIONS
 
The Company’s President, Zhixin Liu, paid certain operating expenses on behalf of the Company. As of March 31, 2018 and June 30,
2017, the amounts due to the President were $113,067 and $129,874, respectively. These amounts are interest-free, unsecured and due
on demand. The Company has not received any demand for payments.
 
On January 1, 2016, the Company’s President entered into a car rental agreement with the Company. Pursuant to the agreement, the
Company rents a car from the Company’s President for a monthly rent of approximately $764. The agreement expired on December
31, 2016. The agreement expires to December 31, 2018.
 
The rent paid under this agreement was $6,872 and $6,750 for the nine months ended March 31, 2018 and 2017 respectively. The rent
paid under this agreement was $2,291 and $2,250 for the three months ended March 31, 2018 and 2017 respectively.
 
On November 11, 2017, the Company bought a used car for $3,054 from Harbin Jinfenglvyuan Biotechnology Co., Ltd, a related entity
owned by Mr. Fu Liu.
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NOTE 9 – RELATED PARTY TRANSACTIONS (Continued)
 
In April 2017, the Company’s President entered into an apartment rental agreement with the Company. Pursuant to the agreement, the
Company rents an apartment from the Company’s president with an annual rent of approximately $3,054. The agreement was renewed
and the term was extended to April 30, 2019.
 
On March 19, 2018, The Company entered into agency agreements with seven shareholders. Pursuant to the agreement, shareholders
are authorized as agents to market Xin Platform APP in a specific area of China. Each agent is required to pay a Xin Platform APP
usage fee of $764 and deposit $764 in financial product of China Minsheng Bank system via Xin Platform APP. Each agent will
receive $8 reward if a customer applied a credit card of China Minsheng Bank via Xin Platform APP.
 
NOTE 10 – COMMON STOCK
 
On May 1, 2018, the Company affected the 1 for 3 reverse stock split of the Company’s issued and outstanding common stock,
decreasing the number of outstanding shares from 57,511,771 to 19,170,827. These financial statements have been retroactively
adjusted to reflect this reverse split.
 
NOTE 11 – INCOME TAXES
 
The Company was incorporated in the United States of America, is subject to U.S. tax and plans to file U.S. federal income tax returns
for 2015, 2016 and 2017. The Company conducts all of its businesses through its subsidiaries and affiliated entities, principally in the
PRC. No provision for US federal income tax was made for the three and nine months ended March 31, 2018 and 2017 as the US entity
incurred losses.
 
The Company’s offshore subsidiary, Shuhai Skill (HK), did not earn any income that was derived in Hong Kong for the three and nine
months ended March 31, 2018 and 2017, and therefore did not incur any Hong Kong Profits tax.
 
Under the Corporate Income Tax Law of the PRC, the corporate income tax rate is 25%.
 
The Company has net operating losses (“NOL”) amounting to $3,759,740 and $2,520,806 as of March 31, 2018 and June 30, 2017
respectively. Management believes that it is more likely than not that the benefit from the NOL carryforwards will not be realized. In
recognition of this risk, the Company has provided a 100% valuation as of March 31, 2018 and 2017 and no deferred tax asset benefit
has been recorded.
 
The provisions for income taxes are summarized as follows:
 

  
Nine Months ended 

March 31, 2018   
Nine Months ended

March 31, 2017  
Current  $ -  $ - 
Deferred   309,734   186,425 
Change in valuation allowance   (309,734)   (186,425)
Total  $ -  $ - 

 

  
Three Months ended 

March 31, 2018   
Three Months ended

March 31, 2017  
Current  $ -  $ - 
Deferred   109,735   66,573 
Change in valuation allowance   (109,735)   (66,573)
Total  $ -  $ - 
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NOTE 11 – INCOME TAXES (Continued)
 
The valuation allowance increased by $309,734 and $186,425 for the nine months ended March 31, 2018 and 2017, respectively. The
valuation allowance increased by $109,735 and $66,573 for the three months ended March 31, 2018 and 2017, respectively.
 
The Company’s net deferred tax asset as of March 31, 2018 and June 30, 2017 is as follows:
 

  March 31, 2018  June 30, 2017 
Deferred tax asset  $ 894,793  $ 585,059 
Valuation allowance   (894,793)   (585,059)
Net deferred tax asset  $ -  $ - 

 
NOTE 12 – COMMIMENTS

 
Lease Agreement
 
In December 2017, the Company renewed the one-year operating lease agreement. The lease will expire on February 28, 2019 and has
a monthly rent of RMB 35,192 (or approximately U.S.$5,374). Future rental payment due under the lease is RMB 387,112
(Approximately U.S.$59,119).
 
Rent expense for the nine months ended March 31, 2018 and 2017 was $60,906 and $36,258, respectively. Rent expense for the three
months ended March 31, 2018 and 2017 was $19,963 and $12,086, respectively.
 
In December 2017, the Company renewed the one-year property management contract. The contract will expire on February 28,
2019 and has a monthly management fee of RMB 70,384 (or approximately U.S.$10,749). Future management fee due under the
contract is RMB 774,224 (or approximately U.S.$123,280).
 
NOTE 13 – SUBSEQUENT EVENTS
 
The Company has reviewed its subsequent events through May 15, 2018, the date these financial statements were issued and has
determined that no material subsequent events have occurred that require recognition in or disclosure to the financial statements.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
 
Cautionary Note Regarding Forward-Looking Statements
 
This report contains forward-looking statements within the meaning of Section 27A of the Securities Act and Section 21E of the
Exchange Act. All statements other than statements of historical fact are “forward-looking statements” for purposes of federal and state
securities laws, including, but not limited to, any projections of earnings, revenue or other financial items; any statements of the plans,
strategies and objectives of management for future operations; any statements concerning proposed new services or developments; any
statements regarding future economic conditions of performance; and statements of belief; and any statements of assumptions
underlying any of the foregoing. Such forward-looking statements involve known and unknown risks, uncertainties and other factors
that may cause our actual results, performance or achievements to be materially different from any future results, performance or
achievements expressed or implied by such forward-looking statements.

 
In some cases, you can identify forward looking statements by terms such as “may,” “intend,” “might,” “will,” “should,” “could,”
“would,” “expect,” “believe,” “anticipate,” “estimate,” “predict,” “potential,” or the negative of these terms. These terms and similar
expressions are intended to identify forward-looking statements. The forward-looking statements in this report are based upon
management’s current expectations and belief, which management believes are reasonable. However, we cannot assess the impact of
each factor on our business or the extent to which any factor or combination of factors, or factors we are aware of, may cause actual
results to differ materially from those contained in any forward-looking statements. You are cautioned not to place undue reliance on
any forward-looking statements. These statements represent our estimates and assumptions only as of the date of this report. Except to
the extent required by federal securities laws, we undertake no obligation to update any forward-looking statement to reflect events or
circumstances after the date hereof or to reflect the occurrence of unanticipated events.

 
You should be aware that our actual results could differ materially from those contained in the forward-looking statements due to a
number of factors, including:
 
 ● uncertainties relating to our ability to establish and operate our business generally;
 
 ● uncertainties relating to general economic, political and business conditions in China;
 
 ● industry trends and changes in demand for our products and services;
 
 ● uncertainties relating to customer plans and commitments and the timing of orders received from customers;
 
 ● announcements or changes in our advertising model and related pricing policies or that of our competitors;
   
 ● unanticipated delays in the development, market acceptance or installation of our products and services;
 
 ● changes in Chinese government regulations; and
 
 ● availability, terms and deployment of capital; relationships with third-party equipment suppliers; and
 

Overview
 

The Company was incorporated in the State of Nevada on September 26, 2014 under the name Rose Rock Inc. and changed its name to
the current name on May 27, 2015 by amending its articles of incorporation.

 
On October 29, 2015, we entered into a share exchange agreement (the “Exchange Agreement”) with the shareholders (the
“Shareholders”) of Shuhai Information Skill (HK) Limited (“Shuhai Skill (HK)”), a limited liability company incorporated on May 15,
2015 under the laws of the Hong Kong Special Administrative Region of the People’s Republic of China (the “PRC”). Pursuant to the
terms of the Exchange Agreement, the Shareholders, who together own 100% of the ownership rights in Shuhai Skill (HK), transferred
all of the issued and outstanding ordinary shares of Shuhai Skill (HK) to the Company in exchange for the issuance of an aggregate of
20,000,000 shares of Common Stock, thereby causing Shuhai Skill (HK) and its wholly owned subsidiaries, Tianjin Information Sea
Information Technology Co., Ltd. (“Tianjin Information”), a limited liability company incorporated under the laws of the PRC, and
Harbin Information Sea Information Technology Co., Ltd., a limited liability company incorporated under the laws of the PRC, to
become wholly-owned subsidiaries of the Company, and Shuhai Information Technology Co., Ltd., also a limited liability company



1/29/2020 https://www.sec.gov/Archives/edgar/data/1631282/000161577418003852/s110086_10q.htm

https://www.sec.gov/Archives/edgar/data/1631282/000161577418003852/s110086_10q.htm 21/27

incorporated under the laws of the PRC (“Shuhai Beijing”), to become a variable interest entity (“VIE”) of the Company through a
series of contractual agreements between Shuhai Beijing and Tianjin Information. The transaction was accounted for as a reverse
merger, with Shuhai Skill (HK) and its subsidiaries being the accounting survivor. Accordingly, the historical financial statements
presented are those of Shuhai Skill (HK) and its consolidated subsidiaries.
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On October 27, 2015, the Company’s founder, Xingzhong Sun, sold all his 5,000,000 shares of common stock of the Company to
Zhixin Liu. Following the transaction, Zhixin Liu and her father, Fu Liu, beneficially owned approximately 81.82% of the outstanding
shares of our common stock. As of October 29, 2015, there were 55,000,000 (post-split) shares of common stock issued and
outstanding, 45,000,000 of which were owned by Zhixin Liu and Fu Liu.
 
On November 12, 2015, we effected a five-for-one forward split (the “Forward Split”) of the common stock, pursuant to which each
shareholder of the Company was issued five shares of common stock in exchange for each share of their then-issued common stock. In
conjunction with the Forward Split, the Company’s authorized shares of common stock increased from 75,000,000 shares to
375,000,000 shares. Immediately following the Forward Split, the Company had a total of 55,000,000 issued and outstanding shares of
common stock.
 
Following the reverse merger, the Company, through its consolidated subsidiaries, is in the business of providing Internet security
products, new media advertising, micro-marketing, and data analysis services in the PRC.

 
The Company started to sell its products during the calendar year 2016. In January 2016, the Company secured a government
procurement contract with the Bureau of Public Security of Daqing City in Heilongjiang Province, China. Pursuant to the contract, the
Company installed wireless internet terminal collection equipment and 3G wireless network cards, as well as provided training services
related to the use of the equipment for a total contract price of RMB1,050,000 (approximately $154,000). The project was accepted by
the customer in the quarter ended December 31, 2016.
 
The Company recognized $0 and $2,052 of revenue from service rendered in connection with the project during three months ended
March 31, 2018 and 2017, respectively. The Company recognized $9,034 and $135,016 of revenue from service rendered in connection
with the project during nine months ended March 31, 2018 and 2017, respectively.
 
The Company believe that the increased demand for security equipment and related services in China, presents a great opportunity for
the Company to establish and grow its business in the next twelve months.
 
Since 2017, we have focused on the development of its “Safe Campus” program that uses the Company’s Xin Platform to provide
teachers, students and families with comprehensive campus information, student safety management and integrated education
information. As of the date of this report, the Company has signed agreements with 30 schools in ten provinces covering approximately
3,000 students, to use the “Safe Campus” program. Pursuant to these agreements, the Company provides equipment such as smart
student ID cards, PC terminals, RFID devices and relevant applications and software to the schools for free. In return, the Company has
the right to post advertisements, operate an online shopping space and collect the data stored on the equipment and the platform. All
the equipment is allowed to be used solely for the Company’s designed purpose. The terms of the agreements vary from school to
school. The Company has begun to implement its system as well as to further introduce this program to more schools. With the
increase in user base, the Company hopes to generate revenue from sales of advertisements via its program.
 
Recent Developments
 
On March 15, 2018, we entered into a banking service direct sales cooperation agreement with China Minsheng Bank. Pursuant to the
Minsheng Agreement, we will establish a portal on our “Xin Platform” through which the platform users may purchase financial
products offered by the Minsheng Bank. In consideration, Minsheng Bank will pay us service fees calculated based on the amount of
the financial products the platform users purchase and hold. For each specific product, the service fee will be calculated according to
the following formula:
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T-days service fee = annual rate (0.12%) × the amount of the financial products the platform users maintain as of day (T-1) ×
net value of the financial product ÷ 365
 

The Minsheng Agreement has a term of two years and will be automatically extended one more year if neither party terminates the
Minsheng Agreement within the last month of the two-year term.
 
On March 19, 2018, the Company entered into agency agreements with seven shareholders. Pursuant to the agreement, shareholders
are authorized as agents to market Xin Platform APP in specific area of China. Each agent is required to pay a Xin Platform APP usage
fee of $764 and deposit $764 in financial products offered by China Minsheng Bank via Xin Platform APP. Each agent will receive $8
reward if a customer applied a credit card of China Minsheng Bank via Xin Platform APP. The Company recognized $6,468 and
$6,468 of revenue during three and nine months ended March 31, 2018.
 
On April 12, 2018, our board of directors and stockholders approved a one-for-three reverse stock split of our issued and outstanding
shares of common stock, which became effective on May 1, 2018, decreasing the number of outstanding shares from 57,511,771 to
19,170,827. All shares and per share amounts in this quarterly report on Form 10-Q have been retroactively adjusted to give effect to
this stock split.
 
Results of Operations
 
Three and Nine Months Ended March 31, 2018 and 2017
 
Revenue

 
The Company recognized $6,468 and $15,502 of revenue during three and nine months ended March 31, 2018, as compared to $2,052
and $135,016 for the three and nine months ended March 31, 2017. During 2017, the Company suspended its marketing efforts on the
cybersecurity program in order to focus its resources on the “Safe Campus” and “Smart Elevator” programs. As such, until the
Company decides to resume its marketing efforts for the cyber security program, it is unlikely for the Company to secure additional
government procurement contracts or generate additional revenues under this program.
 
Cost of Goods and Gross Loss
 
The Company recorded $70 and $91 of cost of goods sold for the three and nine months ended March 31, 2018, as compared to $2,029
and $141,047 for the three and nine months ended March 31, 2017.
 
The Company had gross profit of $6,398 and $15,411 for the three and nine months ended March 31, 2018, and gross profit of 23 and
gross loss of $6,031 for the three and nine months ended March 31, 2017 since the project with the Bureau of Public Security of
Daqing City is the first project completed and the cost of raw materials incurred was high.
 
Selling, General and Administrative Expenses:
 
Selling expenses were $82,946 and $148,607 for the three and nine months ended March 31, 2018, as compared to $30,620 and
$85,712, respectively. The increase was primarily due to an increase in salaries since the Company hired morel employees to work on
the “Safe Campus” and “Smart Elevator” programs.
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Net Loss
 
As a result of the foregoing, the Company generated net losses of $438,937 and $1,238,935 for the three and nine months ended March
31, 2018, as compared to $266,291 and $745,698 for the three and nine months ended March 31, 2017.
 
Liquidity and Capital Resources

 
We have funded our operations to date primarily through the sale of our common stock and shareholder loans. Based on our current
cash level and management’s forecast of operating cash flows, we expect to be able to fund our operations with our currently available
resources until May 2018 and need to raise another RMB 50 to 80 million (approximately U.S. $8.5 million to U.S. $12 million) to
fund our operations from June 2018 to December 2018.

 
Due to our negative cash flow from operating activities since inception, there is substantial doubt about the Company’s ability to
continue as a going concern. The Company’s management recognizes that the Company must generate sales and obtain additional
financial resources to continue to develop its operations. Based on increased demand for internet services in China, including internet
security and big data integration, the Company expects to generate an increase in revenue during 2018, which will be used to fund its
operations. In addition, the Company intends to raise additional funds through debt and/or equity financing or through other means that
it deems necessary. However, there can be no assurance that financing will be available in amounts or terms acceptable to the
Company, if at all.
 
As of March 31, 2018, we had a working capital of $1,602,254. Our current assets on March 31, 2018 were $1,804,147 primarily
consisting of cash of $1,548,728, inventory of $85,424 and prepaid expenses of $169,995. Our current liabilities were primarily
composed of accounts payable of $14,310, accrued expenses and other payables of $74,516 and loans payable to a shareholder of
$113,067.
 
Cash Flow from Operating Activities
 
Net cash used in operating activities was $1,256,210 during the nine months ended March 31, 2018, which consisted of our net loss of
$1,238,935, offset by depreciation and amortization of $22,655, a change of accounts receivable of $229, a change of inventory of
$22,910, a change of prepaid expenses and other current assets of $65,303, and a change of accrued expenses and other payables of
$2,233.
 
Net cash used in operating activities was $607,853 during the nine months ended March 31, 2017, which primarily consisted of our net
loss of $745,698, offset by depreciation and amortization of $48,211, increase in project in progress of $205,342 which included
$119,809 from the return of defective products, the change in project in progress due to the completion of the project with the Bureau
of Public Security of Daqing City in the quarter ended December 31, 2016, and a decrease in accounts payable of $149,808.
 
Cash Flow from Investing Activities
 
Net cash used in investing activities totaled $14,288 for the nine months ended March 31, 2018, which primarily related to cash paid
for the acquisition of office furniture and equipment.
 
Net cash used in investing activities totaled $11,593 for the nine months ended March 31, 2017, which was primarily used for the
acquisition of office equipment, leased improvement and intangible assets.
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Cash Flow from Financing Activities
 
Net cash provided by financing activities was $1,319,993 during the nine months ended March 31, 2018, which primarily consisted of
payment of related party loans, net of $25,972, the net proceeds from sales of the Company’s common stock of $2,118,525 offset by
advance for sale of common stock of 698,839 given in the previous period and deferred registration cost of $73,721.
 
Net cash provided by financing activities was $956,868 during the nine months ended March 31, 2017, which primarily consisted of
the proceeds from sales of the Company’s common stock of $1,059,150 partially offset by the payment of related party loan of
$102,282.
 
Off-Balance Sheet Arrangements

 
There are no off-balance sheet arrangements that have or are reasonably likely to have a current or future effect on our financial
condition, changes in financial condition, revenues, expenses, results of operations, liquidity, capital expenditures or capital resources.

 
Inflation

 
We do not believe our business and operations have been materially affected by inflation
 
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
 
This item is not applicable as we are currently considered a smaller reporting company.
 
ITEM 4. CONTROLS AND PROCEDURES
 
Disclosure Controls and Procedures

 
As required by Rule 13a-15 of the Securities Exchange Act of 1934, our principal executive officer and principal financial officer
evaluated our disclosure controls and procedures (as defined in Rules 13a-15(e) or 15d-15(e) of the Securities Exchange Act of 1934,
as amended) as of the end of the period covered by this report. Based on this evaluation, our principal executive officer and principal
financial officer concluded that as of the end of the period covered by this report, these disclosure controls and procedures were not
effective to ensure that the information required to be disclosed by the Company in the reports it files or submits under the Securities
Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified in the rules and forms of the
SEC and to ensure that such information is accumulated and communicated to our company’s management, including our principal
executive officer and principal financial officer, to allow timely decisions regarding required disclosure. The conclusion that our
disclosure controls and procedures were not effective was due to the presence of the following material weaknesses in internal control
over financial reporting which are indicative of many small companies with a small staff: (i) inadequate segregation of duties and
effective risk assessment; (ii) lack of personnel adequately trained in U.S. GAAP; and (iii) insufficient written policies and procedures
for accounting and financial reporting with respect to the requirements and application of both U.S. GAAP and SEC guidelines.
Management anticipates that such disclosure controls and procedures will not be effective until the above material weaknesses are
remediated.
 
We plan to take steps to enhance and improve the design of our internal controls over financial reporting. During the period covered by
this report, we have not been able to remediate the material weaknesses identified above. We expect to implement the following
measures in the fiscal year ending June 30, 2018 to remediate the material weaknesses identified, subject to obtaining additional
financing: (i) appoint additional qualified personnel to address inadequate segregation of duties and ineffective risk management; and
(ii) adopt sufficient written policies and procedures for accounting and financial reporting. The remediation efforts set out above are
largely dependent upon our securing additional financing to cover the costs of implementing the changes required. If we are
unsuccessful in securing such funds, remediation efforts may be adversely affected in a material manner.

 
Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all control
issues, if any, within our company have been detected. These inherent limitations include the realities that judgments in decision-
making can be faulty and that breakdowns can occur because of simple error or mistake.
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Changes in Internal Control over Financial Reporting

 
There were no changes in our internal control over financial reporting during the quarter ended September 30, 2017 that have
materially affected or are reasonably likely to materially affect, our internal control over financial reporting.

 
PART II OTHER INFORMATION

 
ITEM 1. LEGAL PROCEEDINGS
 
The Company is not a party to any pending legal proceedings and no such proceedings are known to be contemplated.
 
No director, officer or affiliate of the issuer, and no owner of record or beneficiary of more than five percent of the securities of the
issuer, or any security holder is a party adverse to the small business issuer or has a material interest adverse to the small business
issuer.
 
ITEM 1A. RISK FACTORS
 
A smaller reporting company is not required to provide the information required by this item.
 
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES
 
None.
 
ITEM 3. DEFAULTS UPON SENIOR SECURITIES
 
Not applicable.
 
ITEM 4. MINE SAFETY DISCLOSURES.
 
Not applicable.
 
ITEM 5. OTHER INFORMATION
 
None.
 
ITEM 6. EXHIBITS.
 
Exhibit  Description
31.1*  Certification by Chief Executive Officer and Chief Financial Officer pursuant to Sarbanes Oxley Section 302
32.1**  Certification by Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C. Section 1350
101.INS *  XBRL Instance Document
101.SCH *  XBRL Taxonomy Extension Schema Document
101.CAL *  XBRL Taxonomy Extension Calculation Linkbase Document
101.DEF *  XBRL Taxonomy Extension Definition Linkbase Document
101.LAB *  XBRL Taxonomy Extension Label Linkbase Document XBRL
101.PRE *  XBRL Taxonomy Extension Presentation Linkbase Document
 
* Filed herewith.
** Furnished herewith.
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SIGNATURES

 
In accordance with Section 13 or 15(d) of the Exchange Act, the registrant has duly caused this report to be signed on its behalf by the
undersigned, thereunto duly authorized.

 
 DATASEA INC.
   
Date: May 15, 2018 By: /s/ Zhixin Liu
 Name:Zhixin Liu
 Title: Chief Executive Officer (principal executive officer) and

Interim Chief Financial Officer (principal accounting and
financial officer)
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