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PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

C-BOND SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS
CURRENT ASSETS:
Cash
Accounts receivable, net
Inventory
Prepaid expenses and other current assets
Contract assets

Total Current Assets

OTHER ASSETS:
Property and equipment, net
Right of use asset, net
Intangible asset, net
Goodwill
Security deposit

Total Other Assets

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS’ DEFICIT

CURRENT LIABILITIES:
Convertible note payable, net of discount - current portion
Notes payable, net of discount - current portion
Note payable - related party
Accounts payable
Accrued expenses
Accrued interest payable - related party
Accrued compensation
Contract liabilities
Lease liabilities, current portion

Total Current Liabilities

LONG-TERM LIABILITIES:
Convertible notes payable, net of current portion
Notes payable, net of current portion and discount
Note payable - related party
Lease liabilities, net of current portion

Total Long-term Liabilities
Total Liabilities

Commitments and Contingencies (See Note 10)

Series B convertible preferred stock: $0.10 par value, 100,000 shares designated; 1,144 and 1,000 shares issued and outstanding at
June 30, 2023 and December 31, 2022, respectively ($1,192,427 redemption and liquidation value at June 30, 2023)

Series C convertible preferred stock: $0.10 par value, 100,000 shares designated; 15,450 and 17,290 shares issued and outstanding at
June 30, 2023 and December 31, 2022, respectively ($2,453,715 redemption and liquidation value at June 30, 2023)

SHAREHOLDERS’ DEFICIT:
Preferred stock: $0.10 par value, 2,000,000 shares authorized; 100,000 Series B and 100,000 Series C designated, none issued and
outstanding
Common stock: $0.001 par value, 4,998,000,000 shares authorized; 523,233,675 and 350,270,172 issued and outstanding at June
30, 2023 and December 31, 2022, respectively
Additional paid-in capital
Accumulated deficit
Total C-Bond Systems, Inc. shareholders’ deficit
Noncontrolling Interest

June 30, December 31,
2023 2022
(Unaudited)

$ 1,511,527 97,091
80,508 269,442

119,147 77,446
66,946 71,171

52,766 279
1,830,894 515,429
79,048 96,306

186,631 375,412
254,666 279,918
350,491 350,491

- 6,482

870,836 1,108,609

$ 2,701,730 1,624,038
$ 1,031,250 1,031,250
33,209 1,576,438

50,000 -
729,738 779,765
390,750 736,393
15,690 10,027

418,444 590,632
180,000 22,637
57,910 117,671
2,906,991 4,864,813

- 251,263

5,547 208,804

- 250,000

128,721 258,895
134,268 968,962
3,041,259 5,833,775
1,192,427 1,037,201
1,635,810 1,803,731
523,234 350,270
55,827,561 55,141,503
(59,633,941) (62,693,184)
(3,283,146) (7,201,411)
115,380 150,742




Total Shareholders’ Deficit (3,167,766) (7,050,669)

Total Liabilities and Shareholders’ Deficit $ 2,701,730 $ 1,624,038

See accompanying unaudited notes to the unaudited consolidated financial statements.




C-BOND SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
For the Three Months Ended For the Six Months Ended
June 30, June 30,
2023 2022 2023 2022
SALES: $ 414,055 $ 540,367 $ 929,275 $ 1,051,076
COST OF SALES (excluding depreciation expense) 209,071 209,704 454,431 459,334
GROSS PROFIT 204,984 330,663 474,844 591,742
OPERATING EXPENSES:
Compensation and related benefits (including stock-based compensation of $30,046

and $6,618 for the three months ended June 30, 2023, and 2022, and $42,183 and

$1,021,126 for the six months ended June 30, 2023 and 2022, respectively) (441,181) (424,714) (868,053) (1,840,732)

Professional fees (193,263) (132,052) (380,953) (446,264)

General and administrative expenses (142,404) (185,391) (321,304) (390,004)

Total Operating Expenses (776,848) (742,157) (1,570,310) (2,677,000)
OTHER OPERATING INCOME:

Gain on sale of product line 4,051,709 - 4,051,709 -
INCOME (LOSS) FROM OPERATIONS 3,479,845 (411,494) 2,956,243 (2,085,258)
OTHER INCOME (EXPENSES):

Gain (loss) on debt extinguishment, net 462,581 (234,320) 462,581 (231,395)

Interest expense (166,189) (362,305) (361,975) (610,885)

Interest expense - related party (1,964) (1,233) (5,663) (1,233)

Total Other Income (Expenses), net 294,428 (597,858) 94,943 (843,513)
NET INCOME (LOSS) 3,774,273 (1,009,352) 3,051,186 (2,928,771)

Net loss of subsidiary attributable to noncontrolling interest 18,640 10,066 35,362 23,086

Preferred stock dividend (13,618) (17,622) (27,305) (31,627)
NET INCOME (LOSS) ATTRIBUTABLE TO COMMON SHAREHOLDERS $ 3779295 $  (1,016908) $ 3,059243  §  (2,937,312)
NET INCOME (LOSS) PER COMMON SHARE:

Basic $ 001 $ 0.00) $ 001 $ 0.01)

Diluted $ 0.00 $ 0.00) $ 000 $ (0.01)
WEIGHTED AVERAGE COMMON SHARES OUTSTANDING:

Basic 493,056,689 294,776,031 458,283,435 289,334,882

Diluted 2,349,380,186 294,776,031 2,314,606,932 289,334,882

See accompanying unaudited notes to the unaudited consolidated financial statements.




Balance, December 31, 2022

Common stock issued for cash and accrued compensation
Common stock issued for professional fees

Common stock issued for accrued compensation

Common stock issued for conversion of Series C preferred stock
Preferred stock dividends and deemed dividend

Accretion of stock-based compensation

Net loss

Balance, March 31, 2023

Common stock issued for professional fees

Common stock issued for compensation

Common stock issued for conversion of Series C preferred stock

Common stock issued for conversion of debt, accrued interest and
fees

Preferred stock dividends and deemed dividend

Accretion of stock-based compensation

Net income

Balance, June 30, 2023

Balance, December 31, 2021

Common stock issued for accounts payable

Common stock issued for compensation

Common stock issued for conversion of Series C preferred stock

Common stock issued in connection with debt

Preferred stock dividends and deemed dividend

Accretion of stock-based compensation

Beneficial conversion charge for issuance of Series B preferred
shares for accrued compensation recorded as stock-based
compensation

Net loss

Balance, March 31, 2022

Common stock issued for professional fees

Common stock issued for conversion of Series C preferred stock

Common stock issued in connection with debt

Preferred stock dividends and deemed dividend

Accretion of stock-based compensation

Relative fair value of warrants issued in connection with debt

Beneficial conversion feature on convertible debt

Beneficial conversion feature buyback related to debt
extinguishment

Net loss

Balance, June 30, 2022

C-BOND SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ DEFICIT
FOR THE THREE AND SIX MONTHS ENDED JUNE 30, 2023 AND 2022

(Unaudited)
Additional Total
Common Stock Paid-in Accumulated Noncontrolling Shareholders’

# of Shares Amount Capital Deficit Interest Deficit
350,270,172 § 350,270 $ 55,141,503 $  (62,693,184) § 150,742  $ (7,050,669)
54,545,455 54,545 245,455 - - 300,000

6,660,667 6,667 33,333 - - 40,000
9,636,364 9,636 43,364 - - 53,000
26,585,614 26,586 74,814 - - 101,400
- - - (13,687) - (13,687)

- - 12,137 - - 12,137
- - - (706,365) (16,722) (723,087)
447,704,272 447,704 55,550,606 (63,413,236) 134,020 (7,280,906)
6,500,000 6,500 32,950 - - 39,450
2,500,000 2,500 23,500 - - 26,000
23,157,922 23,158 59,442 - - 82,600
43,371,481 43,372 157,017 - - 200,389
- - - (13,618) - (13,618)

- - 4,046 - - 4,046

- - - 3,792,913 (18,640) 3,774,273
523,233,675 $ 523,234  § 55,827,561 $  (59.633,941) $ 115380 $  (3,167,766)

Additional Total
Common Stock Paid-in Accumulated Noncontrolling Shareholders’
# of Shares Amount Capital Deficit Interest Deficit

282,216,632 $ 282,217 $ 53,064,616 $  (57,515,129) § 189,255  § (3,979,041)
90,859 90 2,084 - - 2,174
500,000 500 13,750 - - 14,250
1,543,151 1,543 10,457 - - 12,000
823,529 824 12,139 - - 12,963
- - - (14,005) - (14,005)

- - 42,702 - - 42,702

- - 957,556 - - 957,556
- - - (1,906,399) (13,020) (1,919,419)
285,174,171 285,174 54,103,304 (59,435,533) 176,235 (4,870,820)
7,000,000 7,000 95,000 - - 102,000
13,184,548 13,185 88,815 - - 102,000
1,750,000 1,750 30,986 - - 32,736
- - 3,702 (17,622) - (13,920)

- - 6,618 - - 6,618

- - 325,785 - - 325,785

- - 469,899 - - 469,899
- - (160,993) - - (160,993)
- - - (999,286) (10,066) (1,009,352)
307,108,719  § 307,109 § 54,963,116 $ (60,452,441 § 166,169  § (5.016,047)

See accompanying unaudited notes to the unaudited consolidated financial statements.




C-BOND SYSTEMS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash used in operating activities:
Depreciation and amortization expense
Amortization of debt discount to interest expense
Interest expense for put premium on convertible notes
Non-cash interest expense from fees on debt conversion
Stock-based compensation
Stock-based professional fees
Bad debt expense
Non-cash (gain) loss on debt extinguishment and inducement expense
Gain from sale of Nanoshield product line
Lease costs
Change in operating assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and other assets
Contract assets
Accounts payable
Accrued expenses
Accrued interest - related party
Accrued compensation
Contract liabilities

NET CASH USED IN OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from the sale of Nanoshield product line

NET CASH PROVIDED BY INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from sale of common stock
Proceeds from note payable - related party
Repayment of note payable - related party
Proceeds from notes payable
Repayment of notes payable
Proceeds from convertible notes payable
Repayment of convertible notes payable

NET CASH (USED IN) PROVIDED BY FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN CASH
CASH, beginning of period

CASH, end of period

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid for:
Interest

Income taxes

SUPPLEMENTAL DISCLOSURE OF NON-CASH INVESTING AND FINANCING ACTIVITIES:
Common stock issued as prepaid for services

Common stock issued for accrued compensation

Series B preferred stock issued for accrued compensation

Preferred stock dividend accrued

Deemed dividend related to ratchet provision

Increase in debt discount and paid-in capital for shares issued with convertible debt
Increase in debt discount and paid-in capital for warrants issued with convertible debt

Increase in debt discount and paid-in capital for beneficial conversion feature on convertible debt

For the Six Months Ended

June 30,
2023 2022

$ 3,051,186 § (2,928,771)
41,395 45,665

95,922 527,219

29,212 =

2,250 -

42,183 1,021,126

97,817 124,050

- 7,716

(462,581) 231,395
(4,051,709) -

660 749
188,934 (80,545)

(51,196) 20,285

(15,434) 20,343

(52,487) 82,805

(50,027) 102

8,040 77,335

5,663 -

49,812 34,276

157,363 16,876
(912,997) (799,374)
4,042,631 =
4,042,631 -
275,000 -

- 250,000

(200,000) -

175,000 175,000
(1,792,448) (49,396)
50,000 148,420

(222,750) -
(1,715,198) 524,024
1,414,436 (275,350)

97,091 519,898

$ 1,511,527  § 244,548
199,122 § 8,354

- $ -

$ 79,450 $ 102,000
$ 78,000 $ -
$ 144,000 § 278,654

$ 27,305 $ 27,925
$ - $ 3,702
$ - 8 45,699

$ - 8 325,785
$ - 469,899




Conversion of series C preferred stock to common stock $ 184,000 $ 114,000

Conversion of notes payable to common stock $ 194,000 $ -

Common stock issued for accounts payable $ -8 2,174

See accompanying unaudited notes to the unaudited consolidated financial statements.




C-BOND SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2023
(UNAUDITED)

NOTE 1 - NATURE OF ORGANIZATION

Nature of Organization

C-Bond Systems, Inc., together with its subsidiaries (the “Company”), is a materials development company and sole owner, developer, and manufacturer of the patented C-
Bond technology. The Company is engaged in the implementation of proprietary nanotechnology applications and processes to enhance properties of strength, functionality,
and sustainability of brittle material systems. The Company’s primary focus is in the multi-billion-dollar glass and window film industry with target markets in the United
States and internationally. The Company operates in two divisions: C-Bond Transportation Solutions and Patriot Glass Solutions. C-Bond Transportation Solutions sold a
windshield strengthening, water repellent solution called C-Bond nanoShield™ through May 8, 2023, the date that the nanoShield product line and related technologies were
sold (see Note 16). Patriot Glass Solutions sells multi-purpose glass strengthening primer and window film mounting solutions, including C-Bond BRS, a ballistic-resistant film
system, and C-Bond Secure, a forced entry system.

On June 30, 2021, the Company entered into a Share Exchange Agreement and Plan of Reorganization (the “Exchange Agreement”) with (i) Mobile Tint LLC, a Texas limited
liability company doing business as A1 Glass Coating (“Mobile”), (ii) the sole member of Mobile (the “Mobile Shareholder™), and (iii) Michael Wanke as the Representative of
the Mobile Shareholder. Pursuant to the Exchange Agreement, the Company agreed to acquire 80% of Mobile’s units, representing 80% of Mobile’s issued and outstanding
capital stock (the “Mobile Shares”). On July 22, 2021, the Company closed the Exchange Agreement and acquired 80% of the Mobile Shares. The Mobile Shares were
exchanged for 28,021,016 restricted shares of the Company’s common stock in an amount equal to $800,000, divided by the average of the closing prices of the Company’s
common stock during the 30-day period immediately prior to the closing. Two years after closing, the Company has the option to acquire the remaining 20% of Mobile’s issued
and outstanding membership interests in exchange for a number of shares of the Company’s common stock equal to 300% of Mobile’s average EBIT value, divided by the price
of the Company’s common stock as defined in the Exchange Agreement (the “Additional Closing”). Mobile provides quality window tint solutions for auto, home, and business
owners across Texas, specializing in automotive window tinting, residential window film, and commercial window film that stop harmful UV rays from passing through its
window films for reduced glare, comfortable temperatures, and lower energy bills. Mobile also carries products that offer forced-entry protection and films that protect glass
from scratches, graffiti, other types of vandalism, and even bullets, including C-Bond BRS and C-Bond Secure products. As part of the transaction, Mobile’s owner-operator,
Mr. Wanke, joined the Company as President of its Patriot Glass Solutions division.

On May 8, 2023, the Company entered into an Asset Purchase Agreement (“APA”) with Apex Protect GPS, LLC (the “Buyer”), whereby the Company sold its C-Bond
nanoShield™ business, including intangible assets, intellectual property, work in process, furniture, fixtures, equipment, inventory and other physical assets of the Company’s
C-Bond nanoShield division (the “Assets”) to the Buyer. Accordingly, the Company assigned, transferred and delivered to the Buyer, free and clear of all liens, all of the Assets.
Following the Closing, the Parties entered into an Assignment and Agreement to Re-Execute (“Assignment”) on June 15, 2023, by and among the Company (“Seller”); Apex
Protect GPS, LLC, (“Assignor”) and CB Nanoshield, LLC, (“Assignee”), whereby the Assignor assigned all its right to the (i) APA; (ii) Bill of Sale (iii) IP Agreements; and (iv)
and any memorandums, schedules and exhibits related to the foregoing to Assignee. The Seller and Assignee also entered into a Lease and Assignment and Assumption
Agreement on June 15, 2023 (the “Assignment Agreement”), wherein the Seller assigned to Assignee, and Assignee took assignment from the Seller, of the lease for the
premises located at 6035 South Loop East, Houston, Texas 77033 (the “Lease”) pursuant to the Assignment Agreement (See Note 16).

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation and Principles of Consolidation

The Company’s unaudited consolidated financial statements include the financial statements of its wholly owned subsidiary, C-Bond Systems, LLC, and its 80% owned
subsidiary, Mobile since acquiring 80% of Mobile on July 22, 2021. All significant intercompany accounts and transactions have been eliminated in consolidation.




C-BOND SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2023
(UNAUDITED)

Management acknowledges its responsibility for the preparation of the accompanying unaudited condensed consolidated financial statements which reflect all adjustments,
consisting of normal recurring adjustments, considered necessary in its opinion for a fair statement of its financial position and the results of its operations for the periods
presented. The accompanying unaudited condensed consolidated financial statements of the Company have been prepared in accordance with accounting principles generally
accepted in the United States of America (the “U.S. GAAP”) for interim financial information and with the instructions Article 8-03 of Regulation S-X. Operating results for
interim periods are not necessarily indicative of results that may be expected for the fiscal year as a whole.

Certain information and note disclosure normally included in consolidated financial statements prepared in accordance with U.S. GAAP has been condensed or omitted from
these statements pursuant to such accounting principles and, accordingly, they do not include all the information and notes necessary for comprehensive consolidated financial
statements. These unaudited condensed consolidated financial statements should be read in conjunction with the summary of significant accounting policies and notes to the
consolidated financial statements for the year ended December 31, 2022 of the Company which were included in the Company’s Annual Report on Form 10-K as filed with the
Securities and Exchange Commission (the “SEC”) on March 31, 2023.

Going Concern

These unaudited consolidated financial statements have been prepared on a going concern basis, which contemplates the realization of assets and the settlement of liabilities
and commitments in the normal course of business. As reflected in the accompanying unaudited consolidated financial statements, the Company had net income of $3,051,186
for the six months ended June 30, 2023. Net cash used in operations was $912,997 for the six months ended June 30, 2023. Additionally, as of June 30, 2023, the Company had
an accumulated deficit, shareholders’ deficit, and working capital deficit of $59,633,941, $3,167,766 and $1,076,097, respectively. On May 8, 2023, the Company sold its
nanoShield product line and received net proceeds of $4,042,631. The proceeds were used to repay convertible notes payable, notes payable and related accrued interest. On
June 30, 2023, the Company had cash of $1,511,527. These factors raise substantial doubt about the Company’s ability to continue as a going concern for a period of twelve
months from the issuance date of this report. Management cannot provide assurance that the Company will ultimately achieve profitable operations or become cash flow
positive or raise additional debt and/or equity capital. The Company is seeking to raise capital through additional debt and/or equity financings to fund its operations in the
future. Although the Company has historically raised capital from sales of common shares and preferred shares, and from the issuance of promissory notes and convertible
promissory notes, there is no assurance that it will be able to continue to do so. If the Company is unable to raise additional capital or secure additional lending in the near
future, management expects that the Company will need to curtail its operations. These unaudited consolidated financial statements do not include any adjustments related to
the recoverability and classification of assets or the amounts and classification of liabilities that might be necessary should the Company be unable to continue as a going
concern.

Use of Estimates

The preparation of unaudited consolidated financial statements in conformity with U.S. GAAP 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 consolidated financial statements and the reported amounts of revenue and
expenses during the reporting period. Actual results could differ from those estimates. Estimates during the six months ended June 30, 2023 and 2022 include estimates for
allowance for doubtful accounts on accounts receivable, the estimates for obsolete or slow moving inventory, estimates used in the calculation of progress towards completion
on uncompleted jobs, the useful life of property and equipment, assumptions used in assessing impairment of long-term assets, the estimate of the fair value lease liability and
related right of use asset, the valuation of redeemable and mandatorily redeemable preferred stock, the value of beneficial conversion features and deemed dividends, the
valuation allowances for deferred tax assets, and the fair value of non-cash equity transactions.




C-BOND SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2023
(UNAUDITED)

Fair Value of Financial Instruments and Fair Value Measurements

The carrying amounts reported in the unaudited consolidated balance sheets for cash, accounts receivable, contract assets and liabilities, notes payable, convertible note
payable, accounts payable, accrued expenses, accrued compensation, and lease liabilities approximate their fair market value based on the short-term maturity of these
instruments.

The Company analyzes all financial instruments with features of both liabilities and equity under the Financial Accounting Standard Board’s (the “FASB”) accounting standard
for such instruments. Under this standard, financial assets and liabilities are classified in their entirety based on the lowest level of input that is significant to the fair value
measurement. The Company did not identify any assets or liabilities that are required to be presented on the balance sheet at fair value in accordance with Accounting Standards
Codification (“ASC”) Topic 820.

ASC 825-10 “Financial Instruments”, allows entities to voluntarily choose to measure certain financial assets and liabilities at fair value (fair value option). The fair value
option may be elected on an instrument-by-instrument basis and is irrevocable, unless a new election date occurs. If the fair value option is elected for an instrument, unrealized
gains and losses for that instrument should be reported in earnings at each subsequent reporting date. The Company did not elect to apply the fair value option to any
outstanding instruments.

Risks and Uncertainties

The Company maintains its cash in bank and financial institution deposits that at times may exceed federally insured limits. On June 30, 2023, the Company had cash in bank in
excess of FDIC insured levels of $1,157,360. To reduce its risk associated with the failure of such financial institution, the Company evaluates at least annually the rating of the
financial institution in which it holds deposits. Any material loss that the Company may experience in the future could have an adverse effect on its ability to pay its operational
expenses or make other payments and may require the Company to move its cash to other high quality financial institutions. Currently, the Company is reviewing its bank
relationships in order to mitigate its risk to ensure that its exposure is limited or reduced to the FDIC protection limits.

Cash and Cash Equivalents

For purposes of the consolidated statements of cash flows, the Company considers all highly liquid instruments with a maturity of three months or less at the purchase date and
money market accounts to be cash equivalents. The Company had no cash equivalents as of June 30, 2023 and December 31, 2022.

Accounts Receivable

The Company recognizes an allowance for losses on accounts receivable in an amount equal to the estimated probable losses net of recoveries. The allowance is based on an
analysis of historical bad debt experience, current receivables aging, and expected future write-offs, as well as an assessment of specific identifiable customer accounts
considered at risk or uncollectible. The expense associated with the allowance for doubtful accounts is recognized as general and administrative expense.

Inventory

Inventory, consisting of raw materials and finished goods, are stated at the lower of cost and net realizable value utilizing the first-in, first-out (FIFO) method. A reserve is
established when management determines that certain inventories may not be saleable. If inventory costs exceed expected net realizable value due to obsolescence or quantities
in excess of expected demand, the Company will record reserves for the difference between the cost and the net realizable value. These reserves are recorded based on estimates
and included in cost of sales.




C-BOND SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2023
(UNAUDITED)

Property and Equipment

Property and equipment are stated at cost and are depreciated using the straight-line method over their estimated useful lives, which range from one to seven years. Leasehold
improvements are depreciated over the shorter of the useful life or lease term including scheduled renewal terms. Maintenance and repairs are charged to expense as incurred.
When assets are retired or disposed of, the cost and accumulated depreciation are removed from the accounts, and any resulting gains or losses are included in income in the
year of disposition. The Company examines the possibility of decreases in the value of these assets when events or changes in circumstances reflect the fact that their recorded
value may not be recoverable.

Goodwill and Intangible Assets

Goodwill represents the future economic benefit arising from other assets acquired that could not be individually identified and separately recognized. Any goodwill arising
from the Company’s acquisition is attributable to the value of the potential expanded market opportunity with new customers. Intangible assets may have either an identifiable
or indefinite useful life. Intangible assets with identifiable useful lives are amortized on a straight-line basis over their economic or legal life, whichever is shorter. The
Company’s amortizable intangible assets are being amortized over a useful life of 5 years.

Impairment of Long-Lived Assets

In accordance with ASC Topic 360, the Company reviews long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying amount of
the assets may not be fully recoverable, or at least annually. The Company recognizes an impairment loss when the sum of expected undiscounted future cash flows is less than
the carrying amount of the asset. The amount of impairment is measured as the difference between the asset’s estimated fair value and its book value.

Derivative Financial Instruments

The Company had certain financial instruments that were embedded derivatives. The Company evaluated all its financial instruments to determine if those contracts or any
potential embedded components of those contracts qualify as derivatives to be separately accounted for in accordance with ASC 815-10-05-4, Derivatives and Hedging and
815-40, Contracts in Entity’s Own Equity. This accounting treatment requires that the carrying amount of any embedded derivatives be recorded at fair value at issuance and
marked-to-market at each balance sheet date. In the event that the fair value is recorded as a liability, as is the case with the Company, the change in the fair value during the
period is recorded as either other income or expense. Upon conversion, exercise or repayment, the respective derivative liability is marked to fair value at the conversion,
repayment or exercise date and then the related fair value amount is reclassified to other income or expense as part of gain or loss on extinguishment.

Warranty Liability

The Company provides limited warranties on its products for product defects for periods ranging from 12 months to the life of the product. Warranty costs may include the cost
of product replacement, refunds, labor costs and other costs. Allowances for estimated warranty costs are recorded during the period of sale. The determination of such
allowances requires the Company to make estimates of product warranty claim rates and expected costs to repair or to replace the products under warranty. The Company
currently establishes warranty reserves based on historical warranty costs for each product line combined with liability estimates based on the prior 12 months’ sales activities.
If actual return rates and/or repair and replacement costs differ significantly from the Company’s estimates, adjustments to recognize additional cost of sales may be required in
future periods. Historically the warranty accrual and the expense amounts have been immaterial. The warranty liability is included in accrued expenses on the accompanying
unaudited consolidated balance sheets and amounted to $1,000 and $26,648 on June 30, 2023 and December 31, 2022, respectively. During the six months ended June 30, 2023
and 2022, warranty costs were de minimis.

Beneficial Conversion Feature

Convertible debt includes conversion terms that are considered in the money compared to the market price of the stock on the date of the related agreement. The Company
calculates the beneficial conversion feature and records a debt discount with the amount being amortized to interest expense over the term of the note.
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Revenue Recognition

The Company follows ASC Topic 606, Revenue from Contracts with Customers (“ASC 606). This standard establishes a single comprehensive model for entities to use in
accounting for revenue arising from contracts with customers and supersedes most of the existing revenue recognition guidance. ASC 606 requires an entity to recognize
revenue to depict the transfer of promised 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 and requires certain additional disclosures.

The Company sells its products, which include standard warranties, primarily to distributors and authorized dealers. Product sales are recognized at a point in time when the
product is shipped to the customer and title is transferred and are recorded net of any discounts or allowances. The warranty does not represent a separate performance
obligation.

Revenues from contracts for the distribution and installation of window film solutions are recognized over time on the basis of the Company’s estimates of the progress towards
completion of contracts using various output or input methods depending on the type of contract terms including (1) the ratio of number of labor hours spent compared to the
number of estimated labor hours to complete a job, (2) using the milestone method, or (3) using a units completed method. These methods are used because management
considers these to be the best available measure of progress on these contracts. We use the same method for similar types of contracts. The asset, “contract assets” represents
revenues recognized in excess of amounts billed. The liability, “contract liabilities,” represents billings in excess of revenues recognized.

Cost of Sales
Cost of sales includes inventory costs, packaging costs and warranty expenses.

Cost of revenues from fixed-price contracts for the distribution and installation of window film solutions include all direct material, sub-contractor, labor and certain other
direct costs, as well as those indirect costs related to contract performance, such as indirect labor and fringe benefits. Provisions for estimated losses on uncompleted contracts
are made in the period in which such losses are determined. Changes in job performance, job conditions and estimated profitability may result in revisions to cost and income,
which are recognized in the period in which the revisions are determined. Changes in estimated job profitability resulting from job performance, job conditions, claims, change
orders, and settlements, are accounted for as changes in estimates in the current period.

Shipping and Handling Costs

Shipping and handling costs incurred for product shipped to customers are included in general and administrative expenses and amounted to $5,577 and $6,860 for the six
months ended June 30, 2023 and 2022, respectively. Shipping and handling costs charged to customers are included in sales.

Research and Development

Research and development costs incurred in the development of the Company’s products are expensed as incurred and includes costs such as labor, materials, and other
allocated costs incurred. During the six months ended June 30, 2023 and 2022, research and development costs incurred in the development of the Company’s products were

$0.
Advertising Costs

The Company may participate in various advertising programs. All costs related to advertising of the Company’s products are expensed in the period incurred. For the six
months ended June 30, 2023 and 2022, advertising costs charged to operations were $10,986 and $55,829, respectively and are included in general and administrative expenses
on the accompanying unaudited consolidated statements of operations. These advertising expenses do not include cooperative advertising and sales incentives which shall been
deducted from sales.
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Federal and State Income Taxes

The Company accounts for income tax using the liability method prescribed by ASC 740, “Income Taxes”. Under this method, deferred tax assets and liabilities are determined
based on the difference between the financial reporting and tax bases of assets and liabilities using enacted tax rates that will be in effect in the year in which the differences are
expected to reverse. The Company records a valuation allowance to offset deferred tax assets if based on the weight of available evidence, it is more-likely-than-not that some
portion, or all, of the deferred tax assets will not be realized. The effect on deferred taxes of a change in tax rates is recognized as income or loss in the period that includes the
enactment date.

The Company follows the accounting guidance for uncertainty in income taxes using the provisions of ASC 740 “Income Taxes”. Using that guidance, tax positions initially
need to be recognized in the financial statements when it is more likely than not the position will be sustained upon examination by the tax authorities. As of June 30, 2023 and
December 31, 2022, the Company had no uncertain tax positions that qualify for either recognition or disclosure in the financial statements. Tax years that remain subject to
examination are the years ending on and after December 31, 2017. The Company recognizes interest and penalties related to uncertain income tax positions in other expenses.
However, no such interest and penalties were recorded as of June 30, 2023 and December 31, 2022.

Stock-Based Compensation

Stock-based compensation is accounted for based on the requirements of ASC 718 — “Compensation —Stock Compensation”, which requires recognition in the financial
statements of the cost of employee, director, and non-employee services received in exchange for an award of equity instruments over the period the employee, director, or non-
employee is required to perform the services in exchange for the award (presumptively, the vesting period). The ASC also requires measurement of the cost of employee,
director, and non-employee services received in exchange for an award based on the grant-date fair value of the award. The Company has elected to recognize forfeitures as
they occur as permitted under the FASB’s Accounting Standards Update (“ASU”) 2016-09 Improvements to Employee Share-Based Payment.

Loss Per Common Share

ASC 260 “Earnings Per Share”, requires dual presentation of basic and diluted earnings per common share (“EPS”) with a reconciliation of the numerator and denominator of
the basic EPS computation to the numerator and denominator of the diluted EPS computation. Basic EPS excludes dilutive securities. Diluted EPS reflects the potential dilution
that could occur if securities or other contracts to issue common shares were exercised or converted into common shares or resulted in the issuance of common shares that then
shared in the earnings of the entity. Basic net loss per common share is computed by dividing net loss available to members by the weighted average number of common shares
outstanding during the period. Diluted net loss per common share is computed by dividing net loss by the weighted average number of common shares, common share
equivalents and potentially dilutive securities outstanding during each period. Potentially dilutive common shares consist of stock options and warrants (using the treasury stock
method) and shares issuable upon conversion of preferred shares and convertible notes payable (using the as-if converted method). Stock options and warrants were excluded
from the calculation of diluted shares as they were anti-dilutive. These common share equivalents may be dilutive in the future.
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The following table presents a reconciliation of basic and diluted net income (loss) per common share:

Three Months Ended

Six Months Ended

June 30, June 30,
2023 2022 2023 2022

Net income (loss) per common share - basic:
Net income (loss) attributable to common shareholders $ 3,779,295 (1,016,908) $ 3,059,243 (2,937,312)
Weighted average common shares outstanding — basic 493,056,689 294,776,031 458 283,435 289,334,882
Net income (loss) per common share — basic $ 0.01 (0.00) $ 0.01 (0.01)
Net income (loss) per common share - diluted:
Net income (loss) attributable to common shareholders - basic $ 3,779,295 (1,016,908) $ 3,059,243 (2,937,312)
Add: preferred stock dividends 13,618 - 27,305 -
Add: interest of convertible debt 52,618 - 102,639 -
Numerator for income (loss) per common share — diluted $ 3,845,531 (1,016,908) $ 3,189,187 (2,937,312)
Weighted average common shares outstanding — basic 493,056,689 294,776,031 458,283,435 289,334,882
Add: dilutive shares related to:

Convertible debt 1,145,833,333 - 1,145,833,333 -

Series B preferred 324,240,164 - 324,240,164 -

Series C preferred 386,250,000 - 386,250,000 -
Weighted average common shares outstanding — diluted 2,349,380,186 294,776,031 2,314,606,932 289,334,882
Net income (loss) per common share — diluted $ 0.00 0.00) $ 0.00 (0.01)

For the three and six months ended June 30, 2022, all potentially dilutive common shares were excluded from the computation of diluted common shares outstanding as they
would have an anti-dilutive impact on the Company’s net losses. For the three and six months ended June 30, 2023, stock options and warrants were excluded from the
computation of diluted common shares outstanding as they would have an anti-dilutive impact on the Company’s net income. As of June 30, 2023 and 2022, common share
equivalents and potentially dilutive securities consisted of the following:

June 30,
2023 2022

Stock options 8,445,698 8,445,698
Warrants 34,000,000 34,000,000
Series B preferred stock 324,240,164 158,829,048
Series C preferred stock 386,250,000 278,412,698
Convertible debt 1,145,833,333 92,727,273

1,898,769,195 572,414,717
Segment Reporting

During the six months ended June 30, 2023 and 2022, the Company operated in two reportable business segments which consisted of (1) the manufacture and sale of a
windshield strengthening water repellent solution as well as disinfection products, and the sale of multi-purpose glass strengthening primer and window film mounting
solutions, including ballistic-resistant film systems and a forced entry system, and (2) the distribution and installation of window film solutions. The Company’s reportable
segments are strategic business units that offer different products. They are managed separately based on the fundamental differences in their operations and locations.
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Leases

The Company accounts for leases in accordance with ASC 842. The lease standard requires certain leases to be reported on the consolidated balance sheets as right-of-use
assets and lease liabilities. The Company elected the practical expedients permitted under the transition guidance of this standard that retained the lease classification and initial
direct costs for any leases that existed prior to adoption of the standard. The Company does not reassess whether any contracts entered into prior to adoption are leases or
contain leases.

The Company categorizes leases with contractual terms longer than twelve months as either operating or finance. Finance leases are generally those leases that would allow the
Company to substantially utilize or pay for the entire asset over its estimated life. Assets acquired under finance leases are recorded in property and equipment, net. All other
leases are categorized as operating leases. The Company’s leases generally have terms that range from three to four years for property and equipment and five years for
property. The Company elected the accounting policy to include both the lease and non-lease components of our agreements as a single component and account for them as a
lease.

Lease liabilities are recognized at the present value of the fixed lease payments using a discount rate based on the Company’s current borrowing rate. Lease assets are
recognized based on the initial present value of the fixed lease payments, reduced by landlord incentives, plus any direct costs from executing the leases. Leasehold
improvements are capitalized at cost and amortized over the lesser of their expected useful life or the lease term.

When the Company has the option to extend the lease term, terminate the lease before the contractual expiration date, or purchase the leased asset, and it is reasonably certain
that the Company will exercise the option, the Company considers these options in determining the classification and measurement of the lease. Costs associated with operating
lease assets are recognized on a straight-line basis within operating expenses over the term of the lease.

Noncontrolling Interest

The Company accounts for noncontrolling interest in accordance with ASC Topic 810-10-45, which requires the Company to present noncontrolling interests as a separate
component of total shareholders’ deficit on the consolidated balance sheets and the consolidated net loss attributable to its noncontrolling interest be clearly identified and
presented on the face of the consolidated statements of operations.

Recent Accounting Pronouncements

In August 2020, the FASB issued ASU 2020-06, Debt—Debt with Conversion and Other Options (Subtopic 470-20) and Derivatives and Hedging—Contracts in Entity’s Own
Equity (Subtopic 815-40)—Accounting for Convertible Instruments and Contracts in an Entity’s Own Equity. The ASU simplifies accounting for convertible instruments by
removing major separation models required under current U.S. GAAP. Consequently, more convertible debt instruments will be reported as a single liability instrument with no
separate accounting for embedded conversion features. The ASU removes certain settlement conditions that are required for equity contracts to qualify for the derivative scope
exception, which will permit more equity contracts to qualify for the exception. The ASU also simplifies the diluted net income per share calculation in certain areas. The new
guidance is effective for fiscal years beginning after December 15, 2023, including interim periods within those fiscal years, and early adoption is permitted. The Company is
currently evaluating the impact of the adoption of the standard on the consolidated financial statements.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments—Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments, which
significantly changes how entities will measure credit losses for most financial assets, including accounts receivable. ASU No. 2016-13 will replace today’s “incurred loss”
approach with an “expected loss” model, under which companies will recognize allowances based on expected rather than incurred losses. On November 15, 2019, the FASB
delayed the effective date of Topic 326 for certain small public companies and other private companies until fiscal years beginning after December 15, 2022 for SEC filers that
are eligible to be smaller reporting companies under the SEC’s definition, as well as private companies and not-for-profit entities. The adoption of Topic 326 on January 1, 2023

did not have a material impact on the Company’s unaudited consolidated financial statements.
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In March 2022, the FASB issued ASU No. 2022-02, Financial Instruments-Credit Losses (Topic 326): Troubled Debt Restructurings and Vintage Disclosures. The guidance
was issued as improvements to ASU No. 2016-13 described above. The vintage disclosure changes require an entity to disclose current-period gross write-offs by year of
origination for financing receivables. The guidance is effective for financial statements issued for fiscal years beginning after December 15, 2022, and interim periods within
those fiscal years. The amendments should be applied prospectively. Early adoption of the amendments is permitted, including adoption in an interim period. The adoption of
ASU No. 2022-02 on January 1, 2023 did not have a material impact on the Company’s unaudited consolidated financial statements.

Other accounting standards that have been issued or proposed by FASB that do not require adoption until a future date are not expected to have a material impact on the
consolidated financial statements upon adoption. The Company does not discuss recent pronouncements that are not anticipated to have an impact on or are unrelated to its

financial condition, results of operations, cash flows or disclosures.

NOTE 3 - ACCOUNTS RECEIVABLE

On June 30, 2023 and December 31, 2022, accounts receivable consisted of the following:

June 30, December 31,
2023 2022
Accounts receivable $ 106,780  $ 304,964
Less: allowance for doubtful accounts (26,272) (35,522)
Accounts receivable, net $ 80,508 $ 269,442
For the six months ended June 30, 2023 and 2022, bad debt expense amounted to $0 and $7,716, respectively.
NOTE 4 - INVENTORY
On June 30, 2023 and December 31, 2022, inventory consisted of the following:
June 30, December 31,
2023 2022
Raw materials $ - $ 1,501
Finished goods 119,147 75,945
Inventory 119,147 77,446
Less: allowance for obsolete or slow-moving inventory - -
Inventory, net $ 119,147  $ 77,446
During the six months ended June 30, 2023 and 2022, the Company did not record any allowance for slow moving inventory.
NOTE 5 - PROPERTY AND EQUIPMENT
On June 30, 2023 and December 31, 2022, property and equipment consisted of the following:
June 30, December 31,
Useful Life 2023 2022
Machinery and equipment 5—7 years $ 73,411 $ 124,133
Furniture and office equipment 3 — 7 years 2,061 32,306
Vehicles 1 -5 years 35,330 62,195
Leasehold improvements 3 — 5 years 28,595 45,296
139,397 263,930
Less: accumulated depreciation (60,349) (167,624)
Property and equipment, net $ 79,048 $ 96,306
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For the six months ended June 30, 2023 and 2022, depreciation expense is included in general and administrative expenses and amounted to $16,143 and $20,413, respectively.

NOTE 6 — INTANGIBLE ASSETS AND GOODWILL

On June 30, 2023 and December 31, 2022, intangible assets, which were acquired from Mobile in 2021, consisted of the following:

June 30, December 31,
Useful life 2023 2022
Customer relations S years $ 212,516 $ 212,516
Non-compete 5 years 40,000 40,000
Trade name - 100,000 100,000
352,516 352,516
Less: accumulated amortization (97,850) (72,598)
Intangible assets, net $ 254,666 $ 279,918
June 30, December 31,
Useful life 2023 2022
Goodwill -3 350,491 $ 350,491

For the six months ended June 30, 2023 and 2022, amortization expense of intangible assets amounted to $25,252 and $25,252, respectively. On June 30, 2023, accumulated
amortization amounted to $82,350 and $15,500 for the customer relations and non-compete, respectively. On December 31, 2022, accumulated amortization amounted to
$61,098 and $11,500 for the customer relations and non-compete, respectively.

Amortization of intangible assets with identifiable useful lives that is attributable to future periods is as follows:

Twelve months ending June 30: Amount

2024 $ 50,503
2025 50,503
2026 50,503
2027 3,157
Total $ 154,666

NOTE 7 - CONVERTIBLE NOTES PAYABLE

Mercer Convertible Debt

On October 15, 2021, the Company entered into a Securities Purchase Agreement (the “SPA”) with Mercer Street Global Opportunity Fund, LLC (the “Investor”), pursuant to
which the Company issued and sold to Investor a 10% Original Issue Discount Senior Convertible Promissory Note in the principal amount of $825,000 (the “Initial Note”) and
five-year warrants to purchase up to 16,500,000 shares of the Company’s common stock at an initial exercise price of $0.05 per share, an amount equal to 50% of the
conversion shares that were issued (the “Initial Warrants™). The Company received net proceeds of $680,000, which is net of original issue discounts of $75,000, placement fees
of $60,000, and legal fees of $10,000. The transactions contemplated under the SPA closed on October 18, 2021.
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Pursuant to the SPA, the Investor agreed to purchase an additional $825,000 10% Original Issue Discount Senior Convertible Promissory Note (the “Second Note,” and
together with the Initial Note, the “Notes”), and a five-year warrant (the “Second Warrant,” and together with the Initial Warrant, the “Warrants”) to purchase, in the aggregate,
shares of the Company’s common stock at an initial exercise price of $0.05 per share from the Company in an amount equal to 50% of the conversion shares to be issued upon
the same terms as the Initial Note and Initial Warrant (subject to there being no event of default under the Initial Note or other customary closing conditions), within three
trading days of a registration statement registering the shares of the Company’s common stock issuable under the Notes (the “Conversion Shares”) and upon exercise of the
Warrants (the “Warrant Shares”) being declared effective by the SEC. To date, the Investor did not purchase the Second Note.

The Initial Note matured 12 months after issuance, bore interest at a rate of 4% per annum through the date of default, and was initially convertible beginning on the six-month
anniversary of the original issue date into the Company’s common stock at a fixed conversion price of $0.025 per share, subject to adjustment for stock splits, stock
combinations, dilutive issuances, and similar events, as described in the Initial Note.

The Initial Note may be prepaid at any time for the first 90 days at face value plus accrued interest. From day 91 through day 180, the Note may be prepaid in an amount equal
to 110% of the principal amount plus accrued interest. From day 181 through the day immediately preceding the maturity date, the Initial Note may be prepaid in an amount
equal to 120% of the principal amount plus accrued interest.

The Note and Warrants contain conversion limitations providing that a holder thereof may not convert the Notes or exercise the Warrants to the extent (but only to the extent)
that, if after giving effect to such conversion, the holder or any of its affiliates would beneficially own in excess of 4.99% of the outstanding shares of the Company’s common
stock immediately after giving effect to such conversion or exercise. A holder may increase or decrease its beneficial ownership limitation upon notice to the Company

provided that in no event such limitation exceeds 9.99%, and that any increase shall not be effective until the 61°

day after such notice.

In connection with the SPA, the Company entered into a Registration Rights Agreement dated October 15, 2021 (the “Registration Rights Agreement”), with the Investor
pursuant to which it is obligated to file a registration statement with the SEC within 45 days after the date of the agreement to register the resale by the Investor of the
conversion shares and warrant shares, and use all commercially reasonable efforts to have the registration statement declared effective by the SEC within 60 days after the
registration statement is filed.

Upon the occurrence of an event of default under the Notes, the Investor has the right to be prepaid at 125% of the outstanding principal balance and accrued interest, and
interest accrues at 18% per annum. Events of default included, among other things,

(1) any default in the payment of (A) principal and interest payment under this Note or any other Indebtedness, or (B) Late Fees, liquidated damages and other amounts
owing to the Holder of this Note, as and when the same shall become due and payable (whether on a Conversion Date, or the Maturity Date, or by acceleration or
otherwise), which default, solely in the case of a default under clause (B) above, is not cured within five Trading Days;

(i) the Company or any Subsidiary shall be subject to a Bankruptcy Event;

(iii) the SEC suspends the Common Stock from trading or the Company’s Common Stock is not listed or quoted for trading on a Trading Market which failure is not cured,
if possible to cure, within the earlier to occur of 10 Trading Days after notice of such failure is sent by the Holder or by any other Holder to the Company or the
transfer of shares of Common Stock through the Depository Trust Company System is no longer available or is subject to a “chill” by the Depository Trust Company
or any successor;

(iv) the Company shall be a party to any Change of Control Transaction or shall agree to sell or dispose of all or in excess of 50% of its assets in one transaction or a series

of related transactions (whether or not such sale would constitute a Change of Control Transaction);
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(v) the Company incurs any Indebtedness other than Permitted Indebtedness;

(vi) the Company restates any financial statements included in its reports or registration statements filed pursuant to the Securities Act or the Exchange Act for any date or
period from two years prior to the Original Issue Date of this Note and until this Note is or the Warrants issued to the Holder are no longer outstanding, if following
first public announcement or disclosure that a restatement will occur the VWAP on the next Trading Day is 20% less than the VWAP on the prior Trading Day. For the
purposes of this clause the next Trading Day if an announcement is made before 4:00 pm New York, NY time is either the day of the announcement or the following
Trading Day. The Company filed a Report on Form 8-K announcing the restatement of its financial statements for the year ended December 31, 2020. Following the
first public announcement or disclosure that a restatement occurred, the VWAP on the next Trading Day was not 20% less than the VWAP on the prior Trading Day
and accordingly, the default provisions were not triggered.

The Company has also granted the investor a 12-month (or until the Notes are no longer outstanding) right to participate in specified future financings, up to a level of 30%.

On April 20, 2022, the Company and the Investor entered into an Exchange Agreement (the “Exchange Agreement”). The original SPA remains in effect. Per the terms of the
Exchange Agreement, the Parties agreed to exchange (i) the Initial Note for a new Convertible Promissory Note (the “New Note™) and (ii) the Initial Warrant for a new five-
year warrant to purchase, in the aggregate, 33,000,000 shares of the Company’s common stock at an exercise price of $0.025 per share (the “New Warrant” and together with
the New Note, the “New Securities”), according to the terms and conditions of the Exchange Agreement. On April 20, 2022, pursuant to the terms of the Exchange Agreement,
the Investor surrendered the Prior Securities in exchange for the New Securities. Other than the surrender of the Prior Securities, no consideration of any kind whatsoever was
given by the Investor to the Company in connection with the Exchange Agreement. The terms of the New Securities are the same as the Prior Securities except for the pricing
of the shares issuable under the New Note and the shares issuable upon exercise of the New Warrant. The New Securities are composed of the New Note, which is a 10%
Original Issue Discount Senior Convertible Promissory Note in the principal amount of $825,000, and the New Warrant. The New Note matured on October 15, 2022, bore
interest at a rate of 4% per annum through the date of default, and was initially convertible into the Company’s common stock at a fixed conversion price of $0.0125 per share,
subject to adjustment for stock splits, stock combinations, dilutive issuances, and similar events, as described in the New Note. If the average Closing Price during any 10
consecutive Trading Day period beginning and ending during the 60 Day Effectiveness Period (the “Average Closing Price”) is below the Conversion Price than the conversion
price will be reduced to such Average Closing Price but in no event less than $0.00875.

On October 15, 2022, the due date of the New Note, the New Note defaulted due to non-payment. Accordingly, the Company added a default penalty of $206,250, or 25%, to
the principal balance and recorded interest expense of $206,250, and interest shall accrue at 18% per annum. Accordingly, as of June 30, 2023 and December 31, 2022, the
principal balance of the Initial note was $1,031,250.

In accordance with ASC 470-50, Debt Modifications and Extinguishments, the Company performed an assessment of whether the Exchange Agreement transaction was
deemed to be new debt, a modification of existing debt, or an extinguishment of existing debt. The Company evaluated the April 20, 2022 Exchange Agreement for debt
modification and concluded that the debt qualified for debt extinguishment. On April 20, 2022, the Company agreed to reduce the conversion price from $0.025 per share to
$0.0125 per share, and to cancel the Initial Warrant to purchase 16,500,000 shares of common exercisable at $0.05 per shares, and to issue a New Warrant to purchase
33,000,000 shares exercisable at $0.025 per share. All other terms of the convertible note and warrants remain unchanged, and therefore did not change the cash flows of the
note. The New Warrants did not contain any features requiring liability treatment and therefore were classified as equity.
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The Company determined the transaction was considered a debt extinguishment because of the change in conversion price was substantial. Upon extinguishment, the Company
had $395,313 of unamortized initial debt discount recorded which it wrote off, and the Company recorded a buyback of $160,993 which represents the reversal of calculated
beneficial conversion feature on the initial debt upon settlement, for an aggregate net loss on debt extinguishment of $234,320. The Company recorded a new debt discount in
connection with the New Note which was calculated based on the relative fair value of the New Warrants of $325,785. Additionally, the New Note is convertible into common
shares at an initial conversion price of $0.0125 which was lower than the fair value of common shares based on the quoted closing price of the Company’s common stock on
the measurement date. The value allocated to the New Warrants was $325,785, and $354,215 was allocated to the beneficial conversion feature. Since the intrinsic value of the
beneficial conversion feature and warrants was greater than the proceeds allocated to the convertible instrument, the amount of the discount assigned to the beneficial
conversion feature and warrants issued was limited to the amount of the proceeds allocated to the convertible instrument. Accordingly, the Company recorded an aggregate non-
cash debt discount of $680,000 with the credit to additional paid in capital. This debt discount was amortized to interest expense over the remaining term of the Convertible
Note.

The Company uses the Binomial Valuation Model to determine the fair value of its stock warrants which requires the Company to make several key judgments including:

e the value of the Company’s common stock;

e the expected life of issued stock warrants;

e the expected volatility of the Company’s stock price;

e the expected dividend yield to be realized over the life of the stock warrants; and

e the risk-free interest rate over the expected life of the stock warrants.
The Company’s computation of the expected life of issued stock warrants was based on the simplified method as the Company does not have adequate exercise experience to
determine the expected term. The interest rate was based on the U.S. Treasury yield curve in effect at the time of grant. The computation of volatility was based on the historical

volatility of the Company’s common stock.

On April 20, 2022 (the Exchange Agreement date) along with various re-pricings as outlined below, the fair value of the stock warrants were estimated at issuance using the
Binomial Valuation Model with the following assumptions:

2022
Dividend rate —%
Term (in years) 4 years
Volatility 246.6% to 329.6%
Risk—free interest rate 2.79% to 3.12%

At any time this Note or any amounts accrued and payable thereunder remain outstanding, the Company or any Subsidiary, as applicable, sells or grants any option to purchase
or sells or grants any right to reprice, or otherwise disposes of or issues (or announces any sale, grant or any option to purchase or other disposition), any common stock or
common stock equivalents entitling any Person to acquire shares of the Company’s common stock at an effective price per share that is lower than the conversion price then in
effect (such lower price, the “Base Conversion Price” and each such issuance or announcement a “Dilutive Issuance”), then the conversion price shall be immediately reduced
to equal the Base Conversion Price. Such adjustment shall be made whenever such common stock or common stock equivalents are issued. On June 23, 2022, the Company
issued common stock equivalents with an initial conversion price of $0.011 per share and accordingly, the conversion price and warrant down-round provisions were triggered.
As a result, the conversion price of the New April 2022 Note was reduced to $0.011 per share and the exercise price of the New April 2022 Warrant was lowered to $0.011. As a
result of the June 23, 2022 down-round provisions, the Company calculated the difference between the warrants fair value on June 23, 2022, the date the down-round feature
was triggered using the then current exercise price of $0.025 and the new exercise price of $0.011. On June 23, 2022, the Company recorded a deemed dividend of $3,702
which represents the fair value transferred to the warrant holders from the down round feature being triggered. No additional beneficial conversion feature amount was recorded
based on the June 23, 2022 valuation as the ratcheted beneficial conversion feature value was lower than the original amount. Additionally, on September 6, 2022, the Company
issued common stock equivalents with an initial conversion price of $0.009 per share and accordingly, the conversion price and warrant down-round provisions were triggered.
As a result, the conversion price of the New April 2022 Note was reduced to $0.009 per share and the exercise price of the New April 2022 Warrant was lowered to $0.009. As
a result of the September 6, 2022 down-round provisions, the Company calculated the difference between the warrants fair value on September 6, 2022, the date the down-
round feature was triggered using the then current exercise price of $0.011 and the new exercise price of $0.009. On September 6, 2022, the Company recorded a deemed
dividend of $733 which represents the fair value transferred to the warrant holders from the down round feature being triggered. No additional beneficial conversion feature
amount was recorded based on the September 6, 2022 valuation as the ratcheted beneficial conversion feature value was lower than the original amount.

17




C-BOND SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2023
(UNAUDITED)

Pursuant to the provisions of ASC 815-40 — Derivatives and Hedging — Contracts in an Entity’s Own Stock, the convertible note and related warrants issued in connection with
the Mercer convertible note was analyzed and it was determined that the terms of the convertible note and warrants contained terms that were not considered derivatives.

1800 Diagonal Lending Convertible Debt

On November 9, 2022, the Company closed a Securities Purchase Agreement dated November 4, 2022, with 1800 DIAGONAL LENDING LLC, a Virginia limited liability
company, (“Diagonal”), pursuant to which a Promissory Note (the “November 2022 Diagonal Note™) dated November 4, 2022, was made to Diagonal in the aggregate principal
amount of $104,250 and the Company received net proceeds of $100,000 which was net of fees of $4,250. The November 2022 Diagonal Note bears interest at a rate of 12%
per annum (22% upon the occurrence of an event of a default) and all outstanding principal and accrued and unpaid interest are due on May 4, 2024. In May 2023, the
November 2022 Diagonal Note and any interest due was repaid in full (See Note 16).

On December 27, 2022, the Company closed a Securities Purchase Agreement dated December 27, 2022, with 1800 Diagonal pursuant to which a Promissory Note (“December
2022 Diagonal Note”) dated December 27, 2022, was made to Diagonal in the aggregate principal amount of $64,250 and the Company received net proceeds of $60,000 which
was net of fees of $4,250. The December 2022 Diagonal Note bears interest at a rate of 12% per annum (22% upon the occurrence of an event of a default) and all outstanding
principal and accrued and unpaid interest are due on June 27, 2024. In May 2023, the December 2022 Diagonal Note and any interest due was repaid in full (See Note 16).

On March 17, 2023, the Company closed a Securities Purchase Agreement dated November 4, 2022, with Diagonal pursuant to which a Promissory Note (the “March 2023
Diagonal Note”) dated March 17, 2023, was made to Diagonal in the aggregate principal amount of $54,250 and the Company received net proceeds of $50,000 which was net
of fees of $4,250. The March 2023 Diagonal Note bears interest at a rate of 12% per annum (22% upon the occurrence of an event of a default) and all outstanding principal
and accrued and unpaid interest are due on March 17, 2024. In May 2023, the March 2023 Diagonal Note and any interest due was repaid in full (See Note 16).

The Company had the right to prepay the November 2022, December 2022 and March 2023 Diagonal Notes (principal and accrued interest) at any time during the first six
months the note is outstanding at the rate of 115% during the first 30 days after issuance, 120% during the 31% to 60t day after issuance, and 125% during the 61% to the 180t
day after issuance. The November 2022, December 2022 and March 2023 Diagonal Notes may not be prepaid after the 180th day following the issuance date, unless Diagonal
agrees to such repayment and such terms, which was agreed to in connection with the May 8, 2023 repayment. Diagonal had in its option, at any time beginning 180 days after
the date of the Diagonal Note, to convert the outstanding principal and interest on the November 2022, December 2022 and March 2023 Diagonal Notes into shares of our
common stock at a conversion price per share equal to 65% of the average of the three lowest closing bid prices of our common stock during the 10 trading days prior to the
date of conversion.

The Company accounted for the November 2022 and December 2022 Diagonal Notes as stock settled debt under ASC 480 and recorded an aggregate debt premium of $90,731
with a charge to interest expense. The Company has accounted for the March 2023 Diagonal Note as stock settled debt under ASC 480 and recorded an aggregate debt premium
of $29,212 with a charge to interest expense. On May 11, 2023, upon repayment of the November 2022, December 2022 and March 2023 Diagonal Notes, the Company
reversed the debt premium of $119,943 and recorded a gain on debt extinguishment of $119,943 on the accompanying unaudited consolidated statement of operations.
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For the six months ended June 30, 2023 and 2022, amortization of debt discounts related to the convertible notes payable amounted to $2,627 and $516,875, respectively, which
has been included in interest expense on the accompanying unaudited consolidated statements of operations.

On June 30, 2023 and December 31, 2022, accrued interest payable under the convertible notes discussed above amounted to $173,095 and $83,138, respectively, and is
included in accrued expenses on the accompanying unaudited consolidated balance sheets.

On June 30, 2023 and December 31, 2022, convertible notes payable consisted of the following:

June 30, December 31,
2023 2022

Convertible notes payable 1,031,250 $ 1,199,750
Add: put premium - 90,731
Less: unamortized debt discount - (7,968)
Convertible notes payable, net 1,031,250 1,282,513
Less: current portion of convertible notes payable (1,031,250) (1,031,250)
Convertible notes payable — long-term -3 251,263
NOTE 8 - NOTES PAYABLE
On June 30, 2023 and December 31, 2022, notes payable consisted of the following:

June 30, December 31,

2023 2022

Notes payable 19,933  § 1,899,380
Note payable — PPP note 18,823 18,823
Total notes payable 38,756 1,918,203
Less: unamortized debt discount - (132,961)
Notes payable, net 38,756 1,785,242
Less: current portion of notes payable, net of discount (33,209) (1,576,438)
Notes payable — long-term $ 5,547 § 208,804
Notes Payable
BOCO Investment Note

On November 14, 2018, the Company entered into a Revolving Credit Facility Loan and Security Agreement (“Loan Agreement”) and a Secured Promissory Note (the “Note™)
with BOCO Investments, LLC (the “Lender”). Subject to and in accordance with the terms and conditions of the Loan Agreement and the Note, the Lender agreed to lend to the
Company up to $400,000 (the “Maximum Loan Amount”) against the issuance and delivery by the Company of the Note for use as working capital and to assist in inventory
acquisition. In 2018, the Lender loaned $400,000 to the Company, the Maximum Loan Amount. The Company should have repaid all principal, interest and other amounts
outstanding on or before November 14, 2020. The Company’s obligations under the Loan Agreement and the Note are secured by a first-priority security interest in
substantially all the Company’s assets (the “Collateral””). The outstanding principal advanced to Company pursuant to the Loan Agreement initially bore interest at the rate of
12% per annum, compounded annually. Upon the occurrence of an Event of Default under the Loan Agreement and Note, all amounts then outstanding (including principal and
interest) shall bear interest at the rate of 18% per annum, compounded annually until the Event of Default is cured. Additionally, at or prior to December 31, 2018, the Company
should have achieved an accounts receivable balance plus inventory equal to the unpaid principal balance of the Note (the “Minimum Asset Amount”).
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In the event that the Company’s accounts receivable balance plus inventory balance is less than paid principal balance of the Note as of December 31, 2018, the Company shall
have 45 days (through and until February 15, 2019) to cure such violation and an establish accounts receivable plus inventory equal to the unpaid principal balance of the Note.
Commencing March 31, 2019 and at all times thereafter through the remainder of the commitment period and for so long thereafter as there is any amount still due and owing
under the Note, the Company must maintain an accounts receivable balances plus inventory such that the outstanding principal borrowed by Company under the Loan
Agreement and Note is less than or equal to eighty five percent (85%) of accounts receivable plus fifty percent (50%) of inventory, all as measured at the same point in time.
Commencing on January 10, 2019 and on or before the 10th day of each month thereafter, the Company should have paid Lender all interest accrued on outstanding principal
under the Loan Agreement and Notes as of the end of the month then concluded. Upon the occurrence of any Event of Default and at any time thereafter, Lender may, at its
option, declare any and all obligations immediately due and payable without demand or notice. The Company did not meet the Minimum Asset Amount covenant as defined in
the Loan Agreement, failed to timely pay interest payments due, and has violated other default provisions. Through the date of repayment and settlement, the note balance due
of $400,000 was reflected as a current liability on the accompanying unaudited consolidated balance sheets and interest accrued at 18% per annum.

In May 2023, the Company and the Lender entered into a Debt Exchange and Release Agreement whereby the Company paid the Lender cash of $200,000 and issued the
Lender 22,000,000 shares of Common Stock of the Company in exchange for settlement of the remaining $200,000 of the loan and all accrued interest amounting to $317,293,
which were deemed paid in full (see Note 16). The 22,000,000 shares issued were valued at $132,000, or $0.006 per share, based on the quoted closing price of the Company’s
common stock on the measurement date. In connection with the repayment and settlement of this debt, the Company recorded a gain from debt extinguishment of $385,293
consisting of a) $68,000 calculated as the different in the principal amount settled for shares of $200,000 and the fair value of the shares on the measurement date of $132,000,
and b) the forgiveness of interest due of $317,293.

On June 30, 2023 and December 31, 2022, the principal amount due under this Note amounted to $0 and $400,000, respectively. On June 30, 2023 and December 31, 2022,
accrued interest payable under this Note amounted to $0 and $292,241, respectively, and is included in accrued expenses on the accompanying unaudited consolidated balance

sheets.

Mercer Street Global Opportunity Fund Notes

On March 14, 2022, the Company entered into an Original Issue Discount Promissory Note and Security Agreement (the “March 2022 Note”) in the principal amount of
$197,500 with Mercer Street Global Opportunity Fund, LLC (the “Investor”). The March 2022 Note was funded on March 14, 2022 and the Company received net proceeds of
$175,000 which is net of an original issue discount and investor legal fees of $22,500. The original issue discount was recorded as a debt discount to be amortized over the life
of the March 2022 note. The March 2022 Note matures 12 months after issuance and bears interest at a rate of 3% per annum. At any time, the Company may prepay all or any
portion of the principal amount of the March 2022 Note and any accrued and unpaid interest without penalty. The March 2022 Note also creates a lien on and grants a priority
security interest in all the Company’s assets. In connection with the March 2022 Note, the Company issued 823,529 shares of its common stock to the placement agent as a fee
for the capital raise. The 823,529 shares of common stock issued were recorded as a debt discount of $12,963 based on the relative fair value method to be amortized over the
life of the March 2022 Note. On June 30, 2023, the principal balance due on the March 2022 Note amounted to $197,500 and accrued interest payable amounted to $6,217. On
December 31, 2022, the principal balance due on the March 2022 Note amounted to $197,500 and accrued interest payable amounted to $4,756. In May 2023, the March 2022
Note and all accrued interest due was paid in full (See Note 16).
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On November 22, 2022, the Company entered into a Promissory Note and Security Agreement (the “November 2022 Note”) in the principal amount of $65,000 with Mercer
Street Global Opportunity Fund, LLC (the “Investor”). The November 2022 Note was funded on November 22, 2022 and the Company received net proceeds of $62,500 which
is net of investor legal fees of $2,500. The legal fees were recorded as a debt discount to be amortized over the life of the November 2022 note. The November 2022 Note
matures on August 22, 2023 and bears interest at a rate of 8% per annum. At any time, the Company may prepay all or any portion of the principal amount of the November
2022 Note and any accrued and unpaid interest without penalty. The November 2022 Note also creates a lien on and grants a priority security interest in all the Company’s
assets. On June 30, 2023, the principal balance due on the November 2022 Note amounted to $65,000 and accrued interest payable amounted to $1,495. On December 31,
2022, the principal balance due on the November 2022 Note amounted to $65,000 and accrued interest payable amounted to $214. In May 2023, the November 2022 Note and
all accrued interest due was paid in full (See Note 16).

GS Capital Debt

On June 23, 2022, the Company entered into entered into a Securities Purchase Agreement (“Agreement”) with GS Capital Partners, LLC (“GS Capital”), pursuant to which a
Promissory Note (the “GS Capital June 2022 Note”) was made to GS Capital in the aggregate principal amount of $195,000. The GS Capital June 2022 Note was purchased for
$176,000, reflecting an original issuance discount of $19,000, and was funded on June 24, 2022 (less legal and other administrative fees). The Company received net proceeds
of $148,420. The Company further issued GS Capital a total of 1,750,000 commitment shares (“Commitment Shares”) as additional consideration for the purchase of the Note
(See Note 9). Additionally, the GS Capital Note is convertible upon an event of default into common shares at an initial effective conversion price which was lower than the fair
value of common shares based on the quoted closing price of the Company’s common stock on the measurement date. Principal and interest payments shall be made in 10
installments of $21,060 each beginning on the 90th-day anniversary following the issue date and continuing thereafter each 30 days for nine months. The GS Capital Note
matures 12 months after issuance and bears interest at a rate of 8% per annum. GS Capital shall have the right at any time following an Event of Default to convert all or any
part of the outstanding and unpaid principal, interest, penalties, and all other amounts under this Note at a conversion price of $0.011, subject to adjustment as defined in the GS
Capital Note. The Company did not calculate a beneficial conversion feature since the GS Capital Note is contingently convertible upon default on the GS Capital Note. As of
December 31, 2022, the Company is not in default on this note. In the event that following the Issue Date the closing trading price of the Company’s common stock is then
being traded is below $0.011 per share for more than ten consecutive trading days, then the conversion price shall be equal to $0.004 per share. The GS Capital Note contains
conversion limitations providing that a holder thereof may not convert the Note to the extent (but only to the extent) that, if after giving effect to such conversion, the holder or
any of its affiliates would beneficially own in excess of 4.99% of the outstanding shares of the Company’s common stock immediately after giving effect to such conversion or
exercise. A holder may increase or decrease its beneficial ownership limitation upon notice to the Company provided that in no event such limitation exceeds 9.99%, and that
any increase shall not be effective until the 61st day after such notice. Events of default include, amongst other items, failure to pay principal or interest, bankruptcy, delisting of
the Company’s stock, financial statement restatements, or if the Company effectuates a reverse split. Upon the occurrence of any event of default, the GS Capital Note shall
become immediately and automatically due and payable and the Company shall pay to GS Capital, in full satisfaction of its obligations hereunder, an amount equal to: (a) the
then outstanding principal amount of this note plus (b) accrued and unpaid interest on the unpaid principal amount of this note to the date of payment (the “mandatory
prepayment date”) plus (y) default interest, if any, multiplied by 120%. On December 15, 2022, the Company and GS Capital entered into a letter agreement to extend the due
date of the GS Capital June 2022 note by 60 days. Specifically, the maturity date of the GS Capital June 2022 note was extended to August 23, 2023 and the next payment due
date was extended to February 28, 2023. Through December 31, 2022, the Company paid $53,512 of principal balance and during the six months ended June 30, 2023, paid
principal balance of $79,488. During April and May 2023, the Company issued 21,371,481 shares of its common stock upon the conversion of principal of $62,000, accrued
interest of $4,139, and fees of $2,250.

On June 30, 2023, the principal balance due on the GS Capital Note and accrued interest payable amounted to $0 (See Note 16). On December 31, 2022, the principal balance
due on the GS Capital Note amounted to $141,488 and accrued interest payable amounted to $7,471.
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On July 26, 2022, the Company closed a Securities Purchase Agreement (“July 2022 Agreement”) with GS Capital, pursuant to which a Promissory Note (“GS Capital July
2022 Note”) was made to GS Capital in the aggregate principal amount of $195,000. The GS Capital July 2022 Note was purchased for $176,000, reflecting an original
issuance discount of $19,000, and was funded on July 28, 2022 (less legal and other administrative fees). The Company received net proceeds of $158,920. The Company
further issued GS Capital a total of 2,600,000 commitment shares (“July 2022 Commitment Shares™) as additional consideration for the purchase of the July 2022 Note. In
addition, the Company issued 998,008 of its common stock to the placement agent as fee for the capital raise, respectively. The July Commitment Shares and the placement
agent shares were recorded as a debt discount of $34,606 based on the relative fair value method to be amortized over the life of the Note. Additionally, the GS Capital July
2022 Note is convertible upon an event of default into common shares at an initial effective conversion price which was lower than the fair value of common shares based on
the quoted closing price of the Company’s common stock on the measurement date. Principal and interest payments shall be made in 10 installments of $21,060 each beginning
on the 90th-day anniversary following the issue date and continuing thereafter each 30 days for nine months. The GS Capital July 2022 Note matures 12 months after issuance
and bears interest at a rate of 8% per annum. GS Capital shall have the right at any time following an Event of Default to convert all or any part of the outstanding and unpaid
principal, interest, penalties, and all other amounts under the GS Capital July 2022 Note at a conversion price of $0.011, subject to adjustment as defined in the Note. The
Company did not calculate a beneficial conversion feature since the GS Capital July 2022 Note is contingently convertible upon a default on the July 2022 Note. As of
December 31, 2022, the Company is not in default on this note. In the event that following the Issue Date the closing trading price of the Company’s common stock is then
being traded is below $0.011 per share for more than ten consecutive trading days, then the conversion price shall be equal to $0.004 per share. The July 2022 Note contains
conversion limitations providing that a holder thereof may not convert the Note to the extent (but only to the extent) that, if after giving effect to such conversion, the holder or
any of its affiliates would beneficially own in excess of 4.99% of the outstanding shares of the Company’s common stock immediately after giving effect to such conversion or
exercise. A holder may increase or decrease its beneficial ownership limitation upon notice to the Company provided that in no event such limitation exceeds 9.99%, and that
any increase shall not be effective until the 61st day after such notice. On December 15, 2022, the Company and GS Capital entered into a letter agreement to extend the due
date of the GS Capital July 2022 note by 60 days. Specifically, the maturity date of the GS Capital July 2022 note was extended to September 26, 2023 and the next payment
due date was extended to February 28, 2023. Through December 31, 2022, the Company paid $34,120 of principal balance and during the six months ended June 30, 2023, paid
principal balance of $160,880. On June 30, 2023, the principal balance due on the GS Capital July 2022 Note and accrued interest payable amounted to $0. On December 31,
2022, the principal balance due on the GS Capital July 2022 Note amounted to $160,880 and accrued interest payable amounted to $6,441. In May 2023, the GS Capital July
2022 Note and all accrued interest due was paid in full (See Note 16).

On September 6, 2022, the Company closed a Securities Purchase Agreement (“September 2022 Agreement”) with GS Capital, pursuant to which a Promissory Note
(“September 2022 Note™) was made to GS Capital in the aggregate principal amount of $195,000. The September 2022 Note was purchased for $176,000, reflecting an original
issuance discount of $19,000, and was funded on September 6, 2022 (less legal and other administrative fees). The Company received net proceeds of $158,920. The Company
further issued GS Capital a total of 3,300,000 commitment shares (“September 2022 Commitment Shares”) as additional consideration for the purchase of the September 2022
Note. In addition, the Company issued 773,626 of its common stock to the placement agent as fee for the capital raise, respectively. The September Commitment Shares and the
placement agent shares were recorded as a debt discount of $30,326 based on the relative fair value method to be amortized over the life of the Note. Additionally, the
September 2022 Note is convertible into common shares upon an event of default at an initial effective conversion price which was lower than the fair value of common shares
based on the quoted closing price of the Company’s common stock on the measurement date. Principal and interest payments shall be made in 9 installments of $23,400 each
beginning on the 120th-day anniversary following the issue date and continuing thereafter each 30 days for eight months. The September 2022 Note matures 12 months after
issuance and bears interest at a rate of 8% per annum. GS Capital shall have the right at any time following an Event of Default to convert all or any part of the outstanding and
unpaid principal, interest, penalties, and all other amounts under the September 2022 Note at a conversion price of $0.009, subject to adjustment as defined in the Note. The
Company did not calculate a beneficial conversion feature since the GS Capital July 2022 Note is contingently convertible upon a default on the September 2022 Note. As of
December 31, 2022, the Company is not in default on this note. In the event that following the Issue Date the closing trading price of the Company’s common stock is then
being traded is below $0.009 per share for more than ten consecutive trading days, then the conversion price shall be equal to $0.0032 per share. The September 2022 Note
contains conversion limitations providing that a holder thereof may not convert the Note to the extent (but only to the extent) that, if after giving effect to such conversion, the
holder or any of its affiliates would beneficially own in excess of 4.99% of the outstanding shares of the Company’s common stock immediately after giving effect to such
conversion or exercise. A holder may increase or decrease its beneficial ownership limitation upon notice to the Company provided that in no event such limitation exceeds
9.99%, and that any increase shall not be effective until the 61st day after such notice. On December 15, 2022, the Company and GS Capital entered into a letter agreement to
extend the due date of the GS Capital September 2022 note by 60 days. Specifically, the maturity date of the GS Capital September 2022 note was extended to November 6,
2023 and the next payment due date was extended to March 6, 2023. In May 2023, the GS Capital September Note and all accrued interest due was paid in full (See Note 16).
On June 30, 2023, the principal balance due on the GS Capital September 2022 Note and accrued interest payable amounted to $0. On December 31, 2022, the principal
balance due on the GS Capital September 2022 Note amounted to $195,000 and accrued interest payable amounted to $5,001.

22




C-BOND SYSTEMS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2023
(UNAUDITED)

In connection with the Letter Agreement dated December 15, 2022, in order to induce GS Capital to extend the due dates of the GS Capital Notes, the Company issued
15,000,000 shares of the Company’s common stock. These shares were valued at $112,500, or $0.0075 per common share, based on the quoted closing price of the Company’s
common stock on the measurement date. In connection with the issuance of these shares, during the year ended December 31, 2022, the Company recorded an inducement
expense of $112,500 which was included in loss on debt extinguishment.

In May 2023, the GS Capital June 2022 Note, the GS Capital July 2022 Note, and the September 2022 Note were paid in full without any default penalty (see Note 16).
Other Notes Payable

On May 10, 2021, the Company entered into a Loan and Security Agreement (the “Loan Agreement”) and a Secured Promissory Note (the “Promissory Note”) in the amount of
$500,000 with a lender. The Promissory Note accrued interest at 8% per annum, compounded annually, and all outstanding principal and accrued interest was due and payable
of May 10, 2023. The Company’s obligations under the Loan Agreement and the Promissory Note were secured by a second priority security interest in substantially all of the
Company’s assets (the “Collateral”). The Loan Agreement and Promissory Note contained customary representations, warranties, and covenants, including certain restrictions
on the Company’s ability to incur additional debt or create liens on its property. The Loan Agreement and the Promissory Note also provided for certain events of default,
including, among other things, payment defaults, breaches of representations and warranties and bankruptcy or insolvency proceedings, the occurrence of which, after any
applicable cure period, would permit Lender, among other things, to accelerate payment of all amounts outstanding under the Loan Agreement and the Promissory Note, as
applicable, and to exercise its remedies with respect to the Collateral. On December 31, 2022, accrued interest payable under this Promissory Note amounted to $65,863 and is
included in accrued expenses on the accompanying unaudited consolidated balance sheet. On December 31, 2022, the principal amount due under this Promissory Note
amounted to $500,000. In May 2023, this Promissory Note and all accrued interest was paid in full (See Note 16).

On July 22, 2021, in connection with the acquisition of Mobile Tint, the Company assumed vehicle and equipment loans in the amount of $95,013. These loans bear interest at
rates ranging from 6.79% to 8.24% and are payable monthly through April 2025. On June 30, 2023 and December 31, 2022, notes payable related to these vehicle and
equipment loans amounted to $19,933 and $39,513, respectively.

On November 8, 2022, the Company entered into a Promissory Note (the “November 2022 Note”) with a lender investor (the “Private Investor”) in the principal amount of
$200