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PART I. FINANCIAL INFORMATION
Item 1.

Financial Statements
ZEDGE, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except par value data)
April 30,
2020
(Unaudited)

Assets
Current assets:
Cash and cash equivalents
Trade accounts receivable, net of allowance for doubtful accounts of $0 at April 30, 2020 and July 31, 2019
Prepaid expenses
Other current assets
Total current assets
Property and equipment, net
Goodwill
Other assets
Total assets
Liabilities and stockholders’ equity
Current liabilities:
Trade accounts payable
Insurance premium loan payable
Accrued expenses and other current liabilities
Deferred revenues
Total current liabilities
Loans Payable
Other liabilities
Total liabilities
Commitments and contingencies (Notes 8 and 12)
Stockholders’ equity:
Preferred stock, $.01 par value; authorized shares—2,400; no shares issued
Class A common stock, $.01 par value; authorized shares—2,600; 525 shares issued and outstanding at April 30, 2020
and July 31, 2019
Class B common stock, $.01 par value; authorized shares—40,000; 11,715 shares issued, and 11,675 shares
outstanding at April 30, 2020 and 9,876 shares issued and 9,854 outstanding at July 31, 2019
Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit
Treasury stock, 40 shares at April 30, 2020 and 22 shares at July 31, 2019, at cost
Total stockholders’ equity
Total liabilities and stockholders’ equity
See accompanying notes to consolidated financial statements.
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$

$

$

$

July 31,
2019
(Audited)

4,630
935
180
45
5,790
2,781
1,937
455
10,963

$

340
16
1,243
1,069
2,668
218
145
3,031

$

$

1,609
1,133
380
103
3,225
3,396
2,266
120
9,007

217
141
1,172
517
2,047
2,047

-

-

5

5

117
25,624
(1,469)
(16,269)
(76)
7,932
10,963

$

99
23,131
(985)
(15,243)
(47)
6,960
9,007

ZEDGE, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands, except per share data)
(Unaudited)
Three Months Ended
April 30,
Revenues
$
Costs and expenses:
Direct cost of revenues (exclusive of amortization of capitalized software and
technology development costs included below)
Selling, general and administrative
Depreciation and amortization
Loss from operations
Interest and other income
Net loss resulting from foreign exchange transactions
Loss before income taxes
Provision for income taxes
Net loss
Other comprehensive loss:
Changes in foreign currency translation adjustment
Total other comprehensive loss
$
Total comprehensive loss

2020
2,079

$

Nine Months Ended
April 30,

2019
1,912

$

2020
6,756

$

2019
6,866

289
1,569
348
(127)
2
(200)
(325)
(325)

353
2,289
391
(1,121)
3
(72)
(1,190)
5
(1,195)

925
5,408
1,216
(793)
7
(239)
(1,025)
1
(1,026)

1,031
6,761
1,022
(1,948)
48
(236)
(2,136)
6
(2,142)

(333)
(333)
(658)

$

(93)
(93)
(1,288)

$

(484)
(484)
(1,510)

$

(224)
(224)
(2,366)

(0.03)

$

(0.12)

$

(0.10)

$

(0.21)

Loss per share attributable to Zedge, Inc. common stockholders:
$

Basic and diluted
Weighted-average number of shares used in calculation of loss per share:
Basic and diluted

11,979

See accompanying notes to consolidated financial statements.
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10,116

10,793

10,063

ZEDGE, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
(in thousands)
(Unaudited)

Class A
Common Stock
Balance – July 31, 2019
Stock-based compensation
Purchase of treasury stock
Foreign currency translation
adjustment
Net loss
Balance – Oct. 31, 2019
Exercise of stock options
Stock-based compensation
Purchase of treasury stock
Stock issued for matching
contributions to the 401(k) Plan
Proceeds from sales of Class B
Common Stock
Foreign currency translation
adjustment
Net income
Balance – Jan. 31, 2020
Net proceeds from sales of Class
B Common Stock
Stock-based compensation
Foreign currency translation
adjustment
Net loss
Balance sheet-Apr. 30, 2020

Accumulated
Additional
Other
Paid-in Comprehensive Accumulated

Class B
Common Stock

Shares Amount
Shares Amount
Capital
525 $
5
9,876 $
99 $ 23,131 $
98
-

Loss
(985) $
-

(47) $
(22)

9,876
30
48
-

99
1
-

23,229
4
156
-

-

-

26

-

41

-

-

-

41

-

-

-

-

275

-

-

-

275

525

5

9,980

100

23,705

-

-

1,735
-

17
-

1,817
102

-

-

-

-

-

525 $

5

117 $

25,624 $

(333)
(1,469) $

See accompanying notes to consolidated financial statements.
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100
(15,944)
(325)
(16,269) $

(69)
(7)

Equity
6,960
98
(22)

5
-

(8)
(1,136)

(801)
(16,044)
-

Stock

525
-

11,715 $

(143)
(1,128)
-

Deficit
(15,243) $
-

Total
Stockholders’

Treasury

(76)
(76) $

(143)
(801)
6,092
4
157
(7)

(8)
100
6,654
1,834
102
(333)
(325)
7,932

ZEDGE, INC.

Class A Common
Stock
Balance – July 31, 2018
Stock-based compensation
Purchase of treasury stock
Foreign currency translation
adjustment
Net loss
Balance – Oct. 31, 2018
Exercise of stock options
Stock-based compensation
Stock issued for matching
contributions to the 401(k) Plan
Net loss
Balance – Jan. 31, 2019
Exercise of stock options
Stock-based compensation
Foreign currency translation
adjustment
Net loss
Balance – Apr. 30, 2019

Accumulated
Additional
Other
Paid-in
Comprehensive Accumulated

Class B Common
Stock

Shares Amount Shares Amount
Capital
525 $
5
9,786 $
98 $
22,508 $
121
-

Loss
(702) $
-

Deficit
(11,899) $
-

Total
Stockholders’

Treasury
Stock

- $
(31)

Equity
10,010
121
(31)

-

-

-

-

-

(131)
-

(706)

-

525
-

5
-

9,786
3
16

98
-

22,629
162

(833)
-

(12,605)
-

(31)
-

9,263
162

525
-

5
-

19
9,824
8
-

98
-

48
22,839
1
118

(833)
-

(240)
(12,845)
-

(31)
-

48
(240)
9,233
1
118

-

-

-

-

-

5

(1,195)
(14,040) $

(31) $

(93)
(1,195)

525 $

(93)
(926) $

9,832 $

98 $

22,958 $

See accompanying notes to consolidated financial statements.

4

(131)
(706)

8,064

ZEDGE, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)
(Unaudited)
Nine Months Ended
April 30,
2020
Operating activities
Net loss
Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization
Loss on disposal of furniture and fixtures
Stock-based compensation
Change in assets and liabilities:
Trade accounts receivable
Prepaid expenses and other current assets
Other assets
Trade accounts payable and accrued expenses and other current liabilities
Due to IDT Corporation
Deferred revenues

$

2019

(1,026)

$

1,216
397

Net cash provided by operating activities
Investing activities
Capitalized software and technology development costs and purchase of equipment
Investment in privately-held company

(2,142)
1,022
3
449

198
259
24
(37)
552
1,583

573
178
6
99
(1)
284
471

(613)
(613)

(1,277)
(250)

2,250
(141)
218
(125)
4
(29)
2,177
(126)
3,021
1,609

2
(31)
(29)
(75)
(1,160)
3,408

Net cash used in investing activities
Financing activities
Proceeds from sales of Class B Common Stock
Payment of issuance costs
Proceeds from PPP loan payable
Repayment of insurance premium loan payable
Proceeds from exercise of stock options
Purchase of treasury stock in connection with restricted stock vesting
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash and cash equivalents
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

$

4,630

$

2,248

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash payments made for interest expenses
Cash payments made for income taxes

$
$

3
1

$
$

-

See accompanying notes to consolidated financial statements.
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(1,527)

ZEDGE, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Note 1—Basis of Presentation and Recently Adopted Accounting Pronouncements
Basis of Presentation
The accompanying unaudited consolidated financial statements of Zedge, Inc. and its subsidiaries, Zedge Europe AS and Zedge Canada, Inc. (dissolved
as of May 2, 2019) (the “Company”) have been prepared in accordance with accounting principles generally accepted in the United States of America (“U.S.
GAAP”) for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the
information and footnotes required by U.S. GAAP for complete financial statements. In the opinion of management, all adjustments (consisting of normal
recurring accruals) considered necessary for a fair presentation have been included. Operating results for the three months and nine months ended April 30,
2020 are not necessarily indicative of the results that may be expected for the fiscal year ending July 31, 2020 or any other period. The balance sheet at July 31,
2019 has been derived from the Company’s audited financial statements at that date but does not include all of the information and footnotes required by
U.S. GAAP for complete financial statements. For further information, please refer to the consolidated financial statements and footnotes thereto included in the
Company’s Annual Report on Form 10-K for the year ended July 31, 2019, as filed with the U.S. Securities and Exchange Commission (the “SEC”).
The Company’s fiscal year ends on July 31 of each calendar year. Each reference below to a fiscal year refers to the fiscal year ending in the calendar
year indicated (e.g., fiscal 2020 refers to the fiscal year ending July 31, 2020).
COVID-19 Impacts on Financial and Operational Results
The COVID-19 pandemic has caused widespread economic disruption impacting the Company in a number of ways, most notably, with a significant
decrease in global advertising spend. As such, the Company lacks clarity about how the pandemic will influence its future financial and operational results.
In light of the current operating and economic environment, the Company has shifted resources and priorities to increase focus on generating
incremental revenue at the expense of delivering new product. The Company imposed a temporary hiring freeze and lowered its discretionary spend to preserve
cash for mission critical projects. The Company has responded quickly and decisively to the challenges presented by the pandemic in order to ensure the
continuity of its service.
As of April 30, 2020, the Company had $4.6 million of cash and cash equivalents. The Company has developed certain contingency plans to preserve
liquidity if such actions may be determined to be necessary due to worsening conditions, including related to an increase in impacts from the COVID-19
pandemic or if the effects of the pandemic last longer than currently anticipated. At the current time, the Company does not believe taking such actions is
prudent nor, does it expect to need to take such action based on its current forecasts. The Company believes that its existing cash and cash equivalents,
together with cash generated by operations will be sufficient to meet its working capital and capital expenditure requirements for the foreseeable future when
accounting for the ill effects of the COVID-19 pandemic.
The Company considered the impacts of the COVID-19 pandemic on its significant estimates and judgments used in applying its accounting policies in
the three months ended April 30, 2020. In light of the pandemic, there is a greater degree of uncertainty in applying these judgments and depending on the
duration and severity of the pandemic, changes to its estimates and judgments could result in a meaningful impact to its financial statements in future periods. Of
the more significant items subject to a greater degree of uncertainty during this time include estimates of revenue collectability and credit losses related to
accounts receivable.
Recently Adopted Accounting Pronouncements
In February 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2016-02 —Leases (Topic 842), and
additional changes, modifications, clarifications, or interpretations related to this guidance thereafter, which require a reporting entity to recognize right-of-use
(“ROU”) assets and lease liabilities on the balance sheet for operating leases to increase the transparency and comparability.
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The Company adopted this standard in the first quarter of fiscal 2020, effective as of August 1, 2019, using the modified retrospective approach. The
adoption of Topic 842 had a material impact on the Company’s consolidated balance sheets, but did not impact its consolidated statements of comprehensive
loss, consolidated statements of stockholders’ equity, or consolidated statements of cash flows. There was no adjustment to beginning retained earnings on
August 1, 2019. The Company elected the short-term lease recognition exemption for all leases that qualify. Accordingly, the Company did not recognize ROU
assets or lease liabilities for leases that qualify, including leases for existing short-term leases in effect at transition and continue to recognize those lease
payments as expenses on the Company’s consolidated statements of comprehensive loss on a straight-line basis over the lease term. The Company elected
the practical expedient to not separate lease and non-lease components for all its leases. Upon adoption, the Company recognized new ROU assets and lease
obligations on the Consolidated Balance Sheet for its operating leases of $538,000 and $512,000, respectively. See Note 12 – Lease for further details.
In August 2017, the FASB issued ASU 2017-12 – Derivatives and Hedging (Topic 815): Targeted Improvements to Accounting Hedging Activities , which
was intended to improve the financial reporting of hedging relationships to better portray the economic results of an entity’s risk management activities in its
financial statements. In addition, the ASU includes certain targeted improvements to simplify the application of hedge accounting guidance in U.S. GAAP. The
amendments in this ASU were effective for the Company on August 1, 2019. Entities were to apply the amendments to qualified hedge relationships that existed
on the date of adoption using a modified retrospective approach. The presentation and disclosure requirements were to be applied prospectively. The adoption of
this ASU did not have a significant impact on the Company’s consolidated financial statements as the Company’s hedging activities of foreign currency are not
designated and/or do not qualify as hedging instruments. See Note 4 – Derivative Instruments for further details.
Note 2—Revenue
Revenue Recognition
The Company generates revenue from three sources: (1) advertising; (2) subscriptions and Zedge Premium; and (3) in prior periods, service. Most of the
Company’s revenue is generated from selling its advertising inventory (“Advertising Revenue”) to advertising networks, advertising exchanges, and direct
arrangements with advertisers. The Company also earns revenue from subscriptions and Zedge Premium (“Other Revenue”) which were launched in January
2019 and March 2018, respectively. Prior to May 31, 2019, the Company generated service revenue by managing and optimizing the advertising inventory of a
third-party mobile application publisher, as well as overseeing the billing, collections and reporting related to advertising for this publisher (“Service Revenue”).
The contract with this publisher was terminated effective May 31, 2019.
The Company’s current subscription offering allows users to pay a monthly or annual fee to remove unsolicited advertisements from the Zedge app. The
Company is exploring adding additional features to its subscription offering. On the Zedge Premium platform, the Company retains 30% as fee revenue when
users purchase licensed content using Zedge Credits or unlock licensed content by watching a video. Additionally, the Company earns revenue from breakage
related to expired Zedge Credits.
The following table summarizes revenue by type of service for the periods presented:
Three Months Ended
April 30,
2020
Advertising revenue
Subscription and Zedge Premium revenue
Service revenue
Total Revenue

$

$
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Nine Months Ended
April 30,

2019

(in thousands)
1,501
$
578
2,079
$

1,670
63
179
1,912

2020
$

$

2019

(in thousands)
5,428 $
1,328
6,756 $

6,243
95
528
6,866

Contract Balances
Deferred revenues
The Company records deferred revenues when users purchase or earn Zedge Credits. Unused Zedge Credits represent the value of the Company’s
unsatisfied performance obligation to its users. Revenue is recognized when Zedge App users use Zedge Credits to acquire Zedge Premium content or upon
expiration of the Zedge Credits upon 180 days of account inactivity. As of April 30, 2020, and July 31, 2019, the Company’s deferred revenue balance related to
Zedge Premium was approximately $170,000 and $155,000, respectively. In the three months and nine months ended April 30, 2020, the Company recognized
$62,000 and $124,000 in revenue from breakage upon expiration of Zedge Credits.
The Company also records deferred revenues related to the unsatisfied performance obligations with respect to subscription revenue. As of April 30,
2020, the Company’s deferred revenue balance related to subscriptions was approximately $899,000, representing approximately 394,000 active subscribers.
As of July 31, 2019, the Company’s deferred revenue balance related to paid subscriptions was approximately $362,000, representing approximately 129,000
active subscribers. The amount of revenue recognized in the nine months ended April 30, 2020 that was included in the deferred balance at July 31, 2019 was
$329,000.
Practical Expedients
The Company expenses the fees retained by Google Play related to subscription revenue when incurred as marketing expense because the duration of
the contracts for which the Company pay commissions are less than one year. These costs are included in the selling, general and administrative expenses of
the Consolidated Statements of Comprehensive Loss.
Note 3—Fair Value Measurements
The following tables present the balance of assets and liabilities measured at fair value on a recurring basis:
Level 1 (1)

Level 2 (2)
Level 3 (3)
(in thousands)

30-Apr-20
Assets:
Foreign exchange forward contracts

Total

$

-

$

-

$

-

$

-

$

-

$

145

$

-

$

145

Assets:
Foreign exchange forward contracts

$

-

$

-

$

-

$

-

Liabilities:
Foreign exchange forward contracts

$

-

$

38

$

-

$

38

Liabilities:
Foreign exchange forward contracts
31-Jul-19

(1) – quoted prices in active markets for identical assets or liabilities
(2) – observable inputs other than quoted prices in active markets for identical assets and liabilities
(3) – no observable pricing inputs in the market
Fair Value of Other Financial Instruments
The Company’s other financial instruments at April 30, 2020 and July 31, 2019 included trade accounts receivable, trade accounts payable, loans
payable, and lease liabilities. The carrying amounts of the trade accounts receivable, trade accounts payable, loan payables, and lease liabilities approximated
fair value due to their short-term nature.
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Note 4—Derivative Instruments
The primary risk managed by the Company using derivative instruments is foreign exchange risk. Foreign exchange forward contracts are entered into
as hedges against unfavorable fluctuations in the U.S. Dollar – Norwegian Kroner (NOK) exchange rate. The Company is party to a Foreign Exchange
Agreement with Western Alliance Bank allowing the Company to enter into foreign exchange contracts under its revolving credit facility with the bank (see Note
9). The Company does not apply hedge accounting to these contracts, and therefore the changes in fair value are recorded in consolidated statements of
comprehensive loss. By using derivative instruments to mitigate exposures to changes in foreign exchange rates, the Company is exposed to credit risk from the
failure of the counterparty to perform under the terms of the contract. The credit or repayment risk is minimized by entering into transactions with high-quality
counterparties.
The outstanding contracts at April 30, 2020, are as follows:

Settlement Date
May-20
Jun-20
Jul-20
Aug-20
Total

$

U.S. Dollar
Amount
350,000
350,000
350,000
350,000

NOK Amount
3,216,464
3,216,359
3,216,114
3,216,324

1,400,000

12,865,261

The fair value of outstanding derivative instruments recorded as liabilities in the accompanying consolidated balance sheets were as follows:

Derivatives Instruments

April 30,
July 31,
2020
2019
(in thousands)

Balance Sheet Location

Derivatives not designated or not qualifying
as hedging instruments:
Foreign exchange forward contracts

Accrued expenses and other current liabilities

$

145

$

38

The effects of derivative instruments on the consolidated statements of comprehensive loss were as follows:
Amount of Loss Recognized on Derivatives
Three Months Ended
April 30,
Derivatives not designated or not
qualifying as hedging instruments

Statement of Comprehensive Loss
Location

2020

Nine Months Ended
April 30,

2019

2020

(in thousands)
Foreign exchange forward contracts

Net loss resulting from foreign
exchange transactions

$

273

$

2019

(in thousands)
80

$

327

$

254

Note 5—Accrued Expenses and Other Current Liabilities
Accrued expenses and other current liabilities consist of the following:
April 30,
July 31,
2020
2019
(in thousands)
$
459 $
503
198
183
135
235
198
145
38
57
44
56
64
100

Accrued vacation
Accrued payroll taxes
Accrued payroll and bonuses
Operating lease liability
Derivative liability
Accrued professional fees
Due to artists
Other
Total accrued expenses and other current liabilities

$

9

1,243

$

1,172

Note 6—Stock-Based Compensation
2016 Stock Option and Incentive Plan
On November 7, 2019, our Board of Directors amended the Company’s 2016 Stock Option and Incentive Plan (as amended to date, the “2016 Incentive
Plan”) to increase the number of shares of the Company’s Class B common stock available for the grant of awards thereunder by an additional 230,000 shares,
to an aggregate of 1,271,000 shares. This amendment was ratified by the Company’s stockholders at the Annual Meeting of Stockholders held on January 13,
2020. At April 30, 2020, there were 295,000 shares of Class B Stock available for awards under the 2016 Incentive Plan.
The exercise prices of options granted pursuant to the 2016 Incentive Plan must not equal to or greater than the Fair Market Value of the shares of
Class B Stock covered by the option award on the date of grant. In general, Fair Market Value means the closing sale price per share of Class B Stock on the
exchange on which the Class B Stock is principally traded for the last preceding date on which there was a sale of Class B Stock on such exchange.
Stock Options
On October 18, 2017, the Compensation Committee of our Board of Directors approved the grant of options to purchase an aggregate of 124,435
shares of Class B Stock to 55 non-executive employees. The options vest over a three-year period from December 8, 2017. On the grant date, unrecognized
compensation expense related to this grant was an aggregate of $159,000 based on the estimated fair value of the options on the grant date. The unrecognized
compensation expense is being recognized on a straight-line basis over the vesting period.
In fiscal 2019, the Compensation Committee approved two equity grants of options to purchase an aggregate of 27,493 shares of Class B Stock to 6
non-executive employees. The options vest over a three-year period. Unrecognized compensation expense related to this grant was an aggregate of $33,000
based on the estimated fair value of the options on the grant dates. The unrecognized compensation expense is being recognized on a straight-line basis over
the vesting period.
On November 7, 2019 and January 13, 2020, the Compensation Committee approved two equity grants of options to purchase an aggregate of 180,996
shares of Class B Stock to four employees and one consultant. The options vest over a three-year period. Unrecognized compensation expense related to these
grants was an aggregate of $242,000 based on the estimated fair value of the options on the grant dates. The unrecognized compensation expense is being
recognized on a straight-line basis over the vesting period.
At April 30, 2020, unrecognized compensation expense related to unvested stock options was an aggregate of $221,000.
Deferred Stock Units
On August 28, 2019, the Compensation Committee approved the grant of 90,000 Deferred Stock Units (DSUs) to 11 of its non-executive employees
based in Norway and Lithuania. Each DSU represents a right to receive one share of Class B Common Stock. The DSUs vest over a four-year period from
August 1, 2019. On the grant date, unrecognized compensation expense related to this grant was an aggregate of $139,000 based on the estimated fair value
of the DSUs on the grant date. The unrecognized compensation expense is being recognized on a straight-line basis over the vesting period. At April 30, 2020,
unrecognized compensation expense related to unvested DSUs was an aggregate of $86,000.
Restricted Stock Awards
On February 7, 2018, the Compensation Committee and the Corporate Governance Committee of our Board of Directors approved a grant of 108,553
restricted shares of Class B Common Stock to our Executive Chairman Michael Jonas. Mr. Jonas agreed to accept all of his compensation for his service as
Executive Chairman during fiscal 2018 in the form of equity in the Company and to make receipt of such equity compensation contingent on the Company
achieving certain milestones relative to its fiscal 2018 budget. The grant was made at the time that the milestones previously set were achieved. Two-thirds of
the shares have vested and the remaining shares vest on February 7, 2021. These shares had an aggregate grant date fair value of $330,000 which is being
amortized on a straight-line basis over the vesting period. Additionally, on November 7, 2019, Mr. Jonas received 1,411 restricted shares of the Company’s
Class B common stock to vest in substantially equal amounts on November 7, 2020, 2021 2022. At April 30, 2020, unrecognized compensation expense related
to unvested restricted stock was an aggregate of $85,000.
On November 7, 2019, the Compensation Committee approved a grant of 30,534 restricted shares of Class B Common Stock to Mr. Elliot Gibber, our
Interim Chief Executive Officer in respect of his service in that capacity through the remainder of Fiscal 2020 (or such shorter period as he shall serve in that
capacity), 15,267 shares of which vested on February 7, 2020 and the remainder will vest on May 7, 2020. These shares had an aggregate grant date fair value
of $60,000 which is fully amortized as of April 30, 2020.
In connection with the Freeform acquihire in September 2017, the Company granted a total of 192,953 restricted shares of Class B Common Stock to
former Freeform employees, which vest over a four-year period subject to continued employment. These shares had an aggregate grant date fair value of
$369,000 which is being amortized on a straight-line basis over the vesting period. At April 30, 2020, unrecognized compensation expense related to unvested
restricted stock was an aggregate of $91,000.
For the nine months ended April 30, 2020 and 2019, we purchased 18,441 shares and 14,137 shares respectively of Class B Stock from former
Freeform employees for $29,072 and $30,543 respectively, to satisfy tax withholding obligations in connection with the vesting of restricted stock.
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Note 7—Earnings Per Share
Basic earnings per share is computed by dividing net income attributable to all classes of common stockholders of the Company by the weighted
average number of shares of all classes of common stock outstanding during the applicable period. Diluted earnings per share is computed in the same manner
as basic earnings per share, except that the number of shares is increased to include restricted stock still subject to risk of forfeiture, issuances to be made on
the vesting of unvested DSUs and the exercise of potentially dilutive stock options using the treasury stock method, unless the effect of such increase is antidilutive.
The weighted-average number of shares used in the calculation of basic and diluted earnings per share attributable to the Company’s common
stockholders consists of the following:
Three Months Ended
April 30,
2020
Basic weighted-average number of shares
Effect of dilutive securities:
Stock options
Non-vested restricted Class B common stock
Deferred stock units
Diluted weighted-average number of shares

Nine Months Ended
April 30,

2019

11,979

2020

(in thousands)
10,116

2019

10,793

10,063

-

-

-

-

11,979

10,116

10,793

10,063

The following shares were excluded from the dilutive earnings per share computations because their inclusion would have been anti-dilutive:
Three Months Ended

Nine Months Ended

April 30,

April 30,

2020
Stock options
Non-vested restricted Class B common stock
Deferred stock units
Shares excluded from the calculation of diluted earnings per share

1,326
120
69
1,515

2019
2020
(in thousands)
1,277
1,326
217
120
69
1,494
1,515

2019
1,277
217
1,494

For the three and nine months ended April 30, 2020 and 2019, the diluted earnings per share equals basic earnings per share because the Company
incurred a net loss during those periods and the impact of the assumed exercise of stock options and vesting of restricted stock would have been anti-dilutive.
Note 8—Contingencies
Legal Proceedings
In March 2014, Saregama India, Limited filed a lawsuit against the Company before the Barasat District Court, seeking approximately $1.6 million as
damages and an injunction for copyright infringement. Saregama India alleged that the Company made available Saregama India’s sound recordings through the
Company’s platform with full knowledge that the sound recordings had been uploaded and were being communicated to the public without obtaining any license
from Saregama India. On August 20, 2019, the Court lifted the injunction and, subsequently, Saregama India executed a consent pursuant to which the case
against the Company was dismissed.
The Company may from time to time be subject to other legal proceedings that arise in the ordinary course of business. Although there can be no
assurance in this regard, the Company does not expect any of those legal proceedings to have a material adverse effect on the Company’s results of operations,
cash flows or financial condition.
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Note 9—Revolving Credit Facility
As of September 27, 2016, the Company entered into a loan and security agreement with Western Alliance Bank for a revolving credit facility of up to
$2.5 million for an initial two years term which was extended for another two years term expiring September 26, 2020. Advances under this facility may not
exceed the lesser of $2.5 million or 80% of the Company’s eligible accounts receivable, subject to certain concentration limits. The revolving credit facility is
secured by a lien on substantially all of the Company’s assets. The outstanding principal amount bears interest per annum at the greater of 5.0% or the prime
rate plus 1.25%. Interest is payable monthly and all outstanding principal and any accrued and unpaid interest is due on the maturity date of September 26,
2020. The Company is required to pay an annual facility fee of $12,500 to Western Alliance Bank. The Company is also required to comply with various
affirmative and negative covenants and to maintain certain financial ratios during the term of the revolving credit facility. The covenants include a prohibition on
the Company paying any dividend on its capital stock. The Company may terminate this agreement at any time without penalty or premium provided that it pays
down any outstanding principal, accrued interest and bank expenses. At April 30, 2020, there were no amounts outstanding under the revolving credit facility and
the Company was in compliance with all of the covenants.
As of November 16, 2016, the Company entered into a Foreign Exchange Agreement with Western Alliance Bank to allow the Company to enter into
foreign exchange contracts not to exceed $5.0 million in the aggregate at any point in time under its revolving credit facility. This limit was raised to
approximately $6.5 million pursuant to the Loan and Security Modification Agreement dated May 30, 2018. The available borrowing under the revolving credit
facility is reduced by an applicable foreign exchange reserve percentage as determined by Western Alliance Bank, in its reasonable discretion from time to time,
which was initially set at 10% of the nominal amount of the foreign exchange contracts in effect at the relevant time. In December 2016, the applicable foreign
exchange reserve percentage was changed so that the reduction of available borrowing for major currency forward contracts of less than nine months tenor is
set at 10% of the nominal amount of the foreign exchange contracts, and for contracts over six months tenor, 12.5% of the nominal amount of the foreign
exchange contracts. At April 30, 2020, there were $1.4 million of outstanding foreign exchange contracts with less than six months tenor under the credit facility,
which reduced the available borrowing under the revolving credit facility by $140,000.
Note 10—Investment in Privately-held Company
In August 2018, the Company made a $250,000 investment in TreSensa, Inc. (“TreSensa”), representing a less than 1% equity ownership interest on a
fully-diluted basis, and concurrently entered into a playable ad distribution agreement with TreSensa under which the Company shall be paid a higher
percentage (when compared to industry norms) of revenue derived from all playable ads provided by TreSensa, from its available catalogue for distribution
through the Zedge App. This distribution agreement was terminated in April 2019.
The Company’s ownership interest in TreSensa, a privately held company, is comprised of non-marketable equity securities without a readily
determinable fair value. On August 1, 2018, the Company adopted ASU 2016-01, a new standard on the classification and measurement for non-marketable
securities. The Company adjusts the carrying value of its non-marketable equity securities to fair value upon observable transactions for identical or similar
investments of the same issuer or upon impairment (referred to as the measurement alternative). All gains and losses on non-marketable equity securities,
realized and unrealized, are recognized in interest and other income (expense), net.
The Company periodically evaluates the carrying value of the investments in privately held company when events and circumstances indicate that the
carrying amount of the investment may not be recovered. The Company estimates the fair value of the investments to assess whether impairment losses shall
be recorded using Level 3 inputs. These investments include the Company’s holdings in privately held company that are not exchange traded and therefore not
supported with observable market prices; hence, the Company may determine the fair value by reviewing equity valuation reports, current financial results, longterm plans of the privately held company, the amount of cash that the privately held company have on-hand, the ability to obtain additional financing and overall
market conditions in which the privately held company operate or based on the price observed from the most recent completed financing round.
In the fourth quarter of fiscal 2019, management performed its qualitative assessment using the above factors, which indicated the investment's fair
value was below its carrying value, and therefore recorded an impairment charges of $250,000 in July 2019 and reduced the carrying value of the Company’s
non-marketable equity securities to $0 as of July 31, 2019.
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Note 11—Business Segment and Geographic Information
The Company offers a state-of-the-art digital publishing platform. The Company use this platform to power its consumer-facing mobile personalization
app, called Zedge, available in the Google Play store and the App Store, which offers an easy, entertaining and immersive way for end-users to engage with its
rich and diverse catalogue of wallpapers, stickers, ringtones, notification sounds and video wallpapers. The Company is evolving by developing new,
entertainment-focused apps, that will run on its publishing platform. The Company conducts business as a single operating segment.
Net long-lived assets and total assets held outside of the United States, which are located primarily in Norway, were as follows:
United States
Long-lived assets, net:
30-Apr-20

Foreign
(in thousands)

Total

$

2,720

$

516

$

3,236

31-Jul-19

$

3,304

$

212

$

3,516

Total assets:
30-Apr-20

$

7,303

$

3,660

$

10,963

31-Jul-19

$

5,508

3,499

$

9,007

Note 12— Leases
At the inception of certain arrangements, the Company determines whether the arrangement is or contains a lease based on the unique facts and
circumstances present. Operating leases are included in other assets, accrued expenses and other current liabilities, and other liabilities on the Company’s
Consolidated Balance Sheets. The Company does not have any finance leases.
Leases with a term greater than one year are recognized on the Consolidated Balance Sheet as right-of-use (“ROU”) assets, lease obligations and, if
applicable, long-term lease obligations in the line items cited above. The Company has elected not to recognize leases with terms of one year or less on the
Consolidated Balance Sheets. Lease obligations and their corresponding ROU assets are recorded based on the present value of lease payments over the
expected lease term. As the interest rate implicit in lease contracts is typically not readily determinable, the Company utilizes the appropriate incremental
borrowing rate, which is the rate incurred to borrow on a collateralized basis over a similar term an amount equal to the lease payments in a similar economic
environment. The lease term may include options to extend or terminate the lease when it is reasonably certain that the Company will exercise that option.
The Company has elected to combine lease components (including land, building or other similar items) and non-lease components (including common
area maintenance, maintenance, consumables, or other similar items) as a single component and therefore the non-lease components are included the
calculation of the present value of lease payments. The lease expense is recognized over the expected term on a straight-line basis.
The Company currently leases 11,578 square feet of office space for its technology development center located in Trondheim, Norway, under a
noncancelable lease that expires in 2021. The Company uses these facilities to accommodate its product, design and technology team. Additionally, the
Company also has short-term leases for its offices in 1) New York to house its commercial operations including sales, accounting and finance, and business
development, 2) Vilnius, Lithuania, a satellite development center and 3) Bodo, Norway that meet short-term lease criteria and are not recognized on the
Consolidated Balance Sheets. Most leases include one or more options to renew, and the exercise of these options is at the Company’s sole discretion. The
Company determined that its options to break or renew would not be reasonably certain in determining the expected lease term, and therefore are not included
as part of its ROU assets and lease liabilities.
In calculating the present value of the lease payments, the Company has elected to utilize its estimated incremental borrowing rate based on the
remaining lease term and not the original lease term. The depreciable life of assets and leasehold improvements are limited by the expected lease term.
The elements of lease expense were as follows (in thousands):
Three Months
Ended
April 30,
2020
Operating lease cost
Other lease cost, net (1)
Total lease cost
(1) Other lease cost, net includes short-term lease costs and variable lease costs, which are immaterial.
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Nine Months
Ended
April 30,
2020

$

53
39

$

170
108

$

92

$

278

The following table presents the lease-related assets and liabilities recorded on the Consolidated Balance Sheet (in thousands):
As of
April 30,
2020

Operating leases:
Other assets
Other current liabilities
Other liabilities
Total operating lease liabilities

$

327

$

198
145

$

343

The following table summarizes the weighted average remaining lease term and weighted average discount rate as of April 30, 2020:
As of
April 30,
2020
Weighted average remaining lease term:
Operating leases
Weighted average discount rate:
Operating leases

1.67 years
5.00%

Supplemental cash flow information related to leases was as follows (in thousands):
Nine Months
Ended
April 30,
2020
Cash paid for amounts included in the measurement of lease liabilities:
Operating cash flows used in operating leases

$

188

Future minimum lease payments under non-cancelable leases for the years ending July 31, 2020, 2021, 2022, and thereafter are as follows (in
thousands):
Operating
Leases
2020
2021
2022
Total future minimum lease payments
Less imputed interest
Total
As of April 30, 2020, the Company did not have any leases that have not yet commenced that create significant rights and obligations.

14

$

51
215
92
358
15

$

343

Note 13—Provision for Income taxes
The provision for income consists of minimum state taxes based on allocated net worth.
As part of the Tax Cuts and Jobs Act of 2017, Global Intangible Low-Taxed Income inclusion (GILTI) and Foreign Derived Intangible Income (FDII)
deduction became effective on January 1, 2018. There was no impact to income tax expense resulting from the GILTI and FDII in light of the Company’s
available NOL carry forward and its full valuation allowance.
On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security (CARES) Act was signed into law. The CARES Act contains several new or
changed income tax provisions, including but not limited to the following: increased limitation threshold for determining deductible interest expense, class life
changes to qualified improvements (in general, from 39 years to 15 years), and the ability to carry back net operating losses incurred from tax years 2018
through 2020 up to the five preceding years. The Company has evaluated the tax provisions related to the CARES Act and determined them as being
immaterial.
Note 14—Recently Issued Accounting Standards Not Yet Adopted
Recently Issued Accounting Standards Not Yet Adopted
In June 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standard Update No. 2016-13, Financial Instruments-Credit Losses
(Topic 326): Measurement of Credit Losses on Financial Instruments (ASU 2016-13) which changes the impairment model for most financial assets and certain
other instruments. For receivables, loans and other instruments, entities will be required to use a new forward-looking “expected loss” model that generally will
result in the earlier recognition of allowance for losses. For available-for-sale debt securities with unrealized losses, entities will measure credit losses in a
manner similar to current practice, except the losses will be recognized as allowances instead of reductions in the amortized cost of the securities. In addition,
an entity will have to disclose significantly more information about allowances, credit quality indicators and past due securities. The new provisions will be
applied as a cumulative-effect adjustment to retained earnings. The Company will adopt the new standard on August 1, 2020. The Company does not expect
that the new standard will have a significant impact on its consolidated financial statements.
In August 2018, the FASB issued Accounting Standard Update No. 2018-13, Changes to Disclosure Requirements for Fair Value Measurements (Topic
820) (ASU 2018-13), which improved the effectiveness of disclosure requirements for recurring and nonrecurring fair value measurements. The standard
removes, modifies, and adds certain disclosure requirements. The Company will adopt the new standard effective August 1, 2020 and does not expect the
adoption of this guidance to have a material impact on its consolidated financial statements.
In August 2018, the FASB issued Accounting Standard Update No. 2018-15, Customer’s Accounting for Implementation Costs Incurred in a Cloud
Computing Arrangement That Is a Service Contract, which aligns the requirements for capitalizing implementation costs incurred in a hosting arrangement that is
a service contract with the requirements for capitalizing implementation costs incurred to develop or obtain internal-use software. The Company will adopt the
new standard effective August 1, 2020 and does not expect the adoption of this guidance to have a material impact on its consolidated financial statements.
In December 2019, the FASB issued Accounting Standard Update No. 2019-12, Income Taxes (Topic 740): Simplifying the Accounting for Income
Taxes (ASU 2019-12), which simplifies the accounting for income taxes. This guidance will be effective for the Company in the first quarter of fiscal 2021 on a
prospective basis, and early adoption is permitted. The Company is currently evaluating the impact of the new guidance on its consolidated financial statements.
With the exception of the accounting standards discussed above, there have been no other recent accounting pronouncements or changes in
accounting pronouncements during the three months ended April 30, 2020 that are of significance or potential significance to the Company.
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Note 15—Loans Payable
On July 16, 2019, the Company obtained a loan of $140,000 to pay for its insurance coverages, repayable in nine equal installments of $15,976 starting
from September 1, 2020 which represented a 4.79% annual percentage interest rate.
On March 27, 2020, Congress passed CARES Act to provide an estimated $2.2 trillion to fight the COVID-19 pandemic and stimulate the U.S. economy,
including $349 billion that was earmarked for the Paycheck Protection Program (PPP) to provide certain small businesses with liquidity to support their
operations, to be administered by the Small Business Administration (SBA). An additional $310 billion was later authorized for the PPP.
Under the PPP, eligible small businesses can apply to an SBA-approved lender for a loan that doesn’t require collateral or personal guarantees. The
loans have a 1% fixed interest rate and are due in two years. However, they are eligible for forgiveness (in full or in part, including any accrued interest) under
certain conditions. For loans (or parts of loans) that are forgiven, the lender will collect the forgiven amount from the U.S. government.
The Company believes it qualified for a PPP loan and applied for and received a $218,000 loan from Western Alliance Bank, a loan servicer and the
Company’s lender (see Note 9), on April 22, 2020. The Company is using these proceeds primarily for payroll purposes for U.S. employees during the covered
period provided under the PPP (which was recently extended to 24 weeks) and therefore expects that most of this loan will be forgiven. Any portion of the loan
that is not forgiven will due five years after inception of the loan.
Note 16—Sales of Class B Common Stock
On February 5, 2020, the Company closed on its registered direct offering of 1,734,459 shares of its Class B common stock for gross proceeds of $2.25
million. The Company sold 1,657,813 shares at a purchase price of $1.28 per share which represented a 20% discount from the 10 Day Volume Weighted
Average Price (VWAP) through January 31, 2020, and certain Company insiders purchased an additional 76,646 shares at a purchase price of $1.67 per share,
the closing price on February 3, 2020. In connection with this offering, the Company incurred a total issuance costs of $141,000. The Company intends to use
the net proceeds from the offering for working capital and other general corporate purposes.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
The following information should be read in conjunction with the accompanying consolidated financial statements and the associated notes thereto of
this Quarterly Report, and the audited consolidated financial statements and the notes thereto and our Management’s Discussion and Analysis of Financial
Condition and Results of Operations contained in our Annual Report on Form 10-K for the fiscal year ended July 31, 2019 (the “Form 10-K”), as filed with the
U.S. Securities and Exchange Commission (the “SEC”).
As used below, unless the context otherwise requires, the terms “the Company,” “Zedge,” “we,” “us,” and “our” refer to Zedge, Inc., a Delaware
corporation and its subsidiary Zedge Europe AS, collectively.
Forward-Looking Statements
This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and
Section 21E of the Securities Exchange Act of 1934, including statements that contain the words “believes,” “anticipates,” “expects,” “plans,” “intends,” and
similar words and phrases. These forward-looking statements are subject to risks and uncertainties that could cause actual results to differ materially from the
results projected in any forward-looking statement. In addition to the factors specifically noted in the forward-looking statements, other important factors, risks
and uncertainties that could result in those differences include, but are not limited to, those discussed under Item 1A to Part I “Risk Factors” in the Form 10-K.
The forward-looking statements are made as of the date of this report and we assume no obligation to update the forward-looking statements, or to update the
reasons why actual results could differ from those projected in the forward-looking statements. Investors should consult all of the information set forth in this
report and the other information set forth from time to time in our reports filed with the SEC pursuant to the Securities Act of 1933 and the Securities Exchange
Act of 1934, including the Form 10-K.
Overview
We offer a state-of-the-art digital publishing platform. We use this platform to power our consumer-facing mobile personalization app, called Zedge,
available in the Google Play store and App Store, which offers an easy, entertaining and immersive way for end-users to engage with our rich and diverse
catalogue of wallpapers, video wallpapers, stickers, ringtones, notification sounds on Android and wallpapers, video wallpapers and ringtones, on iOS. We are
evolving by developing new, entertainment-focused apps, that will run on our publishing platform. We secure our content from artists, both amateurs and
professionals as well as emerging and major brands. Artists have the ability to easily launch a virtual storefront in our Zedge app where they can market and sell
their content to our user base.
Our Zedge app has been installed more than 436 million times, and at April 30, 2020, boasted approximately 29 million monthly active users, or MAU.
MAU is a key performance indicator that captures the number of unique users that used our Zedge app during the previous 30-day period. Our Zedge app has
consistently ranked as one of the most popular free apps in the Google Play store in the United States. Historically, we have not made a material investment in
paid user acquisition for our Zedge app.
Our legacy Zedge app’s success stems from its ability to meet consumer demand for a rich and diverse catalogue of both long-tail and popular content in
a fun, intuitive and user-friendly fashion that aligns with their interest in expressing their essence in a bespoke manner, to offer reliable search and discovery
capabilities and to make relevant content recommendations to our users. To this end, we invest heavily in both product design and development and the
underlying technology required to satisfy both our Zedge app’s users’ and content contributors’ expectations. Our Zedge app utilizes both user-generated and
licensed, third-party content to achieve these goals.
In March 2018, we launched Zedge Premium, a marketplace within our Zedge app where professional creators and brands market, distribute and sell
their digital content to our consumers. Since launching Zedge Premium, we have made and continue making material investments in optimizing our app’s
homepage design in order to maximize exposure to premium content with the goal of driving sales. Over time, we expect that Zedge Premium will contribute to a
virtuous cycle whereby it drives new consumers into our Zedge app resulting in more artist payouts, which in turn makes the platform more attractive for artists
and brands looking to expand their reach and increase their income
In January 2019, we started offering freemium Zedge app users the ability to convert into paying subscribers for amongst other things the ability to
remove unsolicited advertisements from our Zedge app. As of April 30, 2020, we amassed 394,000 active subscribers. In fiscal 2020, we hope to further
optimize the offer based on user type, geography and price point as well as introduce new subscription enhancements like content bundles and rewards.

17

In December 2019, we completed the beta launch of ‘Shortz’ our new entertainment app offering serialized, short-form fiction delivered in a textmessage format across both Android and iOS, focusing on users in the United States, the United Kingdom and Canada and is now available globally.
As of April 30, 2020, approximately 51% of our Zedge app’s user base was located in North America and Europe with a split of 25% and 26%,
respectively.
Over the past several years, we have experienced a continuing decline in our MAU as well as a shift in the regional customer make-up with MAU in
emerging markets representing an increasing portion of our user base. As of April 30, 2020, users in emerging markets represented 69% of our MAU compared
to 63% a year prior. This shift has negatively impacted revenue because advertising rates in emerging markets are materially lower than in well-developed
markets.
MAU growth is tightly coupled with securing new users. Historically, our relatively high ranking in the Google Play store has been one of the primary
drivers for securing new users. Although still an important factor, we have started dedicating resources to growth initiatives, both organic and paid. With time, we
believe that we can change our growth dynamic in well-developed markets. Aside from targeted growth initiatives, we need to continually improve the core user
experience, test different mechanisms and content verticals that may spur growth and capitalize on the role that Zedge Premium artists can have on driving new
users into the platform. Covid-19 has negatively impacted new user growth due to a decline in new phone sales resulting from retail business closures, with a
greater impact on growth of users in well developed markets. As business rebounds we expect that new user growth will benefit.
During the most recent quarter ended April 30, 2020, we generated approximately 72% of our revenues from selling our Zedge app’s advertising
inventory to advertising networks, advertising exchanges, and direct arrangements with advertisers. Advertising networks and advertising exchanges are thirdparty technology platforms that facilitate the buying and selling of media advertising inventory from multiple ad networks. The price of advertising inventory is
fixed on an advertising network whereas the price for inventory is determined through real-time bidding on an advertising exchange. Advertisers are attracted to
our Zedge app because of its sizable user base.
Zedge Premium is our marketplace in the Zedge app where artists and brands can market, distribute and sell their digital content to our users. The
content owner sets the price and the end user can purchase the content by paying for it with Zedge Credits, our closed virtual currency. A user can earn Zedge
Credits when taking specific actions such as watching rewarded videos or completing electronic surveys. Alternatively, users can buy Zedge Credits via an inapp purchase. If a user purchases Zedge Credits, Google Play or App Store keeps 30% of the purchase price with the remaining 70% being paid to us. When a
user purchases Zedge Premium content, the artist or brand receives 70% of the actual value of the Zedge Credits used to buy the content item as royalty and we
retain the remaining 30% as our fee, which we recognize as Other Revenue. As Zedge Premium matures and expands, we expect it to also diversify our revenue
source mix.
In January 2019, we started testing a subscription-based product on Android, whereby users of our Zedge app could pay a monthly or yearly fee to
amongst other things remove unsolicited ads when using our Zedge app. The initial results were positive and, in the third quarter of fiscal 2019, we availed it to
our entire Android user base. We offer our Zedge users a choice of a monthly or yearly subscription sold through Google Play. When a user subscribes, they
execute a clickthrough agreement with us outlining the terms and conditions between us and them upon purchase of the subscription. Google Play processes
payments for subscriptions. During the first 12 months from sign up Google retains up to 30% as a fee, which falls to 15% from month 13 and onward.
Subscription revenue is a series type performance obligation and is recognized net of sales tax amounts collected from subscribers. Both monthly and yearly
subscriptions are nonrefundable after seven days, and are automatically renewed at expiration date unless cancelled by subscribers. Because of the cancellation
clauses for these subscriptions, the duration of these contracts is daily, and revenue for these contracts is recognized on a daily ratable basis. As of April 30,
2020, there were close to 394,000 active paid subscribers, consisting of mostly annual subscriptions. From launch in January 2019 through April 30, 2020,
subscriptions have generated approximately $2 million in gross revenue.
Prior to May 31, 2019, the remainder of our revenues were primarily generated from managing and optimizing the advertising inventory of a third-party
mobile application publisher, as well as overseeing the billing, collections and reporting related to advertising for this publisher. The agreement with this mobile
application publisher was terminated effective May 31, 2019, and we are no longer providing these services.
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Critical Accounting Policies
Our consolidated financial statements and accompanying notes are prepared in accordance with accounting principles generally accepted in the United
States of America, or U.S. GAAP. Our significant accounting policies are described in Note 1 to the consolidated financial statements included in the Form 10-K.
The preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenues
and expenses as well as the disclosure of contingent assets and liabilities. Critical accounting policies are those that require application of management’s most
subjective or complex judgments, often as a result of matters that are inherently uncertain and may change in subsequent periods. Our critical accounting
policies include those related to capitalized software and technology development costs, revenue recognition and goodwill. Management bases its estimates and
judgments on historical experience and other factors that are believed to be reasonable under the circumstances. Actual results may differ from these estimates
under different assumptions or conditions. For additional discussion of our critical accounting policies, see our Management’s Discussion and Analysis of
Financial Condition and Results of Operations in the Form 10-K.
Recently Issued Accounting Standards Not Yet Adopted
Recently issued accounting standards not yet adopted by us are more fully described in Note 14 to the Consolidated Financial Statements included in
Item 1 to Part I of this Quarterly Report on Form 10-Q.
COVID-19
The COVID-19 pandemic has resulted in public health responses including travel bans, restrictions, social distancing requirements, and shelter-in place
orders, which have negatively impacted our business, operations and financial performance. While we saw a significant decrease in advertising spend when the
pandemic became global in March, we have experienced a stabilizing daily advertising revenue and continuing improvement in our subscriptions sales in May
2020.
In light of the current operating and economic environment, the Company has shifted resources and priorities to increase focus on generating
incremental revenue at the expense of delivering new product. We imposed a temporary hiring freeze and lowered our discretionary spend to preserve cash for
mission critical projects. We have responded quickly and decisively to the challenges presented by the pandemic in order to ensure the continuity of our service.
Given the unprecedented uncertainty and rapidly shifting market conditions of the business environment, we cannot reasonably estimate the full impacts
of the COVID-19 pandemic on our future financial and operational results. Our past results may not be indicative of our future performance, and historical trends
in revenue, income (loss) from operations, net income (loss), and net income (loss) per share may differ materially. For example, to the extent the pandemic
continues to disrupt economic activity globally, it could continue to adversely affect our business, operations and financial results through prolonged decreases in
advertising spend, credit deterioration of our customers, depressed economic activity, or declines in capital markets, including volatility of our stock price. We
continue to monitor the rapidly evolving situation and guidance from international and domestic authorities, including federal, state and local public health
authorities, and there may be developments outside our control requiring us to adjust our operating plan. As such, given the unprecedented uncertainty around
the duration and severity of the impact on market conditions and the business environment, we cannot reasonably estimate the full impacts of the COVID-19
pandemic on our operating results in the future.
Key Performance Indicators
Our results of operations discussion includes disclosure of two key performance indicators - Monthly Active Users (MAU) and Average Revenue Per
Monthly Active User (ARPMAU). MAU is a key performance indicator that captures the number of unique users that used our Zedge app during the previous 30day period, which is important to understanding the size of the user base for the Company’s Zedge app which is a driver of revenue. Changes and trends in MAU
are useful for measuring the general health of our business, gauging both present and potential customers' experience, assessing the efficacy of product
improvements and marketing campaigns and overall user engagement. ARPMAU is valuable because it provides insight into how well we monetize our users
and, changes and trends in ARPMAU are indications of how effective our monetization investments are.
MAU was down in the third quarter of fiscal 2020 when compared to the same period a year ago and the sequential second quarter. A portion of this
decline was likely a consequence of a drop in new phone sales resulting from retail business closures. This negatively impacted app installs and engagement
which are typical user behavior patterns when consumers purchase a new handset. Over the past several years, we have experienced a continuing shift in the
regional customer make-up with MAU in emerging markets representing an increasing portion of our user base. As of April 30, 2020, users in emerging markets
represented 69% of our MAU compared to 63% a year prior. This shift has negatively impacted revenue because advertising rates in emerging markets are
materially lower than in well-developed markets. Conversely, ARPMAU for the same periods was up 32.8% when compared to the same period a year ago,
pointing to progress we have made in extracting more value from our users, particularly from subscriptions. ARPMAU declined 16.2% on a sequential basis due
to higher advertising spend during the holiday season in second quarter coupled with the impact from COVID-19 in third quarter.
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Results of Operations
Three Months and Nine months Ended April 30, 2020 Compared to Three Months and Nine months Ended April 30, 2019
Three months ended
April 30,
2020
Revenues
Direct cost of revenues
Selling, general and administrative
Depreciation and amortization
Loss from operations
Interest and other income
Net loss resulting from foreign exchange
transactions
Provision for income taxes

$

Net loss

$

2,079
289
1,569
348
(127)
2
(200)
(325)

$

$

Nine months ended
April 30,

Change

$
2019
(in thousands)
1,912 $
167
353
(64)
2,289
(720)
391
(43)
(1,121)
3

994
(1)

(72)
5
(1,195)

(128)
(5)
$

870

%
8.7% $
-18.1%
-31.5%
-11.0%
-88.7%
-33.3%
177.8%
nm
-72.8% $

2020
6,756
925
5,408
1,216
(793)
7
(239)
1
(1,026)

$

$

Change
$
%
2019
(in thousands)
6,866 $
(110)
-1.6%
1,031
(106)
-10.3%
6,761
(1,353)
-20.0%
1,022
194
19.0%
(1,948)
1,155
-59.3%
48
(41)
-85.4%
(236)
6
(2,142)

(3)
(5)
$

1,116

1.3%
-83.3%
-52.1%

nm—not meaningful
Revenues. Revenues increased 8.7% from $1.91 million to $2.08 million in the three months ended April 30, 2020 compared to the same period in
fiscal 2019, primarily due to an almost six-fold increase in paid subscribers, partially offset by the loss of $179,000 in service revenue associated with managing
ad operations for a third-party mobile app publisher, which was discontinued effective May 31, 2019. On a sequential basis, revenue decreased 21.4% compared
to the second fiscal quarter due to the impact that COVID-19 had on advertising budgets, lower new handset sales in the third quarter and the benefit of strong
ad spend during the 2019 holiday season in second quarter.
Revenues decreased 1.6% from $6.87 million to $6.76 million in the nine months ended April 30, 2020 compared to the same period in fiscal 2019. The
slight decline in revenues was primarily due to the combination of a shift in the makeup of our user base from well-developed markets that command relatively
higher advertising rates to emerging markets, and the loss of service revenue discussed above, partially offset by the strong growth in subscriptions.
In the three months ended April 30, 2020, MAU declined by 28.7 and 7.6% % in well-developed economies and emerging markets, respectively, when
compared to the same period in fiscal 2019. Overall, MAU fell 15.4% to 28.8 million at April 30, 2020 from 34.0 million at April 30, 2019, primarily as a result of
lower new handsets sales globally due to COVID-19 impact.
Notwithstanding the geographical shift and the decline in our overall MAU, revenue per monthly active user or ARPMAU, from our apps increased 32.8%
to $0.0220 in the three months ended April 30, 2020 from $0.0166 in the same period in fiscal 2019. This can be attributable to the higher margin subscription
revenue which has been our focus for growth in fiscal 2020 and, to a lesser extent, the decline in MAU which increases the impact of certain revenue on this
metric. as well as other growth initiatives under way including, among other things, unlocking more value from our users in emerging markets.
We completed the rollout of Zedge Premium in March 2018 to a segment of our Android user base and we expanded it to 100% of our Android user base
in January 2019. In the three months ended April 30, 2020 gross transaction value (the total sales volume transacting through the platform, or “GTV”) and net
revenue generated from Zedge Premium were $150,000 and $123,000 respectively. In the nine months ended April 30, 2020, GTV and net revenue generated
from Zedge Premium were $538,000 and $342,000 respectively. The high margin can be attributed to Zedge Credits expirations. In the three months and nine
months ended April 30, 2020, we recognized $62,000 and $124,000 in revenue from breakage upon expiration of Zedge Credits.
We are likely going to see a short-term to medium-term decline in GTV and associated Zedge Premium revenue due to our promotion of Shortz ahead of
Zedge Premium and the redesign of our app’s homepage which will enable improvements in content discovery and recommendations, social and community
features and the potential for new content genres. Until this effort is completed, Zedge Premium GTV and associated revenue will likely face pressure. However,
we have been able to offset some of the revenue impact by enabling better optimization of our advertising inventory and associated revenue.
In January 2019, we started offering an option by which users can remove unsolicited advertisements from our Zedge app by paying a fee. In the three
months and nine months ended April 30, 2020, we generated gross subscription revenue of $684,000 and $1.5 million, respectively and recognized as
subscription revenue of $455,000 and $ 984,000 respectively. We had close to 394,000 active subscription accounts as of April 30, 2020.
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In December 2019, we completed the beta launch of ‘Shortz’ our new entertainment app offering serialized, short-form fiction delivered in a textmessage format across both Android and iOS, focusing on users in the United States, the United Kingdom and Canada. Revenue from Shortz were immaterial
during the three months and nine months ended April 30, 2020.
We continue to focus on topline growth strategy by testing new monetization drivers including a variety of ad units, continuing our investment in driving
subscriptions in our flagship app, coin sales as well as certain growth initiatives such as improved content recommendations in order to increase revenues.
Our install count, that is the total number of times the Zedge app has been installed on devices, increased to 436.3 million at April 30, 2020 from 382.3
million a year ago.
Direct cost of revenues. Direct cost of revenues consists primarily of content hosting and content delivery costs which decreased by $64,000 and
$106,000 in the three months and nine months ended April 30, 2020, respectively when compared to the same periods in fiscal 2019, primarily attributable to
the migration of our backend infrastructure to cloud-based providers. As a percentage of revenue, direct costs in the three months and nine months ended April
30, 2020 were 13.9% and 13.7%, respectively, compared to 18.5% and 15.0% for the same corresponding periods in fiscal 2019. Due to the fixed cost nature of
many elements of our direct cost of revenues, the increase in revenue in the three months ended April 30, 2020 compared to the year ago period resulted in a
decrease in direct cost as a percentage of revenue in the three months ended April 30, 2020 when compared to the same period in fiscal 2019. In the nine
months ended April 30, 2020, direct costs as a percentage of revenue went down slightly when compared to the same period in fiscal 2019.
Selling, general and administrative expense . Selling, general and administrative expense (“SG&A”) consists mainly of payroll, benefits, facilities,
marketing, content acquisition and consulting, professional fees, software licensing (“SaaS”) and cost related to being a public company. SG&A expenses
decreased by $720,000 or 31.5% in the three months ended April 30, 2020 compared to the same period in fiscal 2019. SG&A expenses decreased by $1.4
million or 20.0% in the nine months ended April 30, 2020 compared to the same period in fiscal 2019. These decreases were primarily attributable to reductions
in net compensation costs and discretionary expenses offset by higher marketing costs associated with the approximately 26% weighted fee we pay to Google
for each subscriber, severance payments and content acquisition expense associated with the ‘Shortz’ beta which was launched in December 2019. As the
majority of our employees are based in Norway a stronger U.S. Dollar against NOK also contributed to the overall decline of SG&A in the three months and nine
months ended April 30, 2020 when compared to the same periods in fiscal 2019.
Our headcount totaled 39 as of April 30, 2020 compared to 61 as of April 30, 2019, representing a 36% decline. The decrease in headcount can be
attributable the workforce reduction plan we implemented in May 2019 and subsequent natural attritions.
Stock-based compensation expense was $102,000 and $118,000 for the three months ended April 30, 2020 and 2019, respectively. Stock-based
compensation expense was $397,000 and $449,000 for the nine months ended April 30, 2020 and 2019, respectively. Stock-based compensation includes
equity grants to employees and consultants, as well as stock issuances to pay for board compensations and 401-K matching contributions. Certain stock options,
deferred stock unit and restricted stock grants are more fully described in Note 6 to the Consolidated Financial Statements included in Item 1 to Part I of this
Quarterly Report on Form 10-Q.
Depreciation and amortization. Depreciation and amortization consist mainly of amortization of capitalized software and technology development costs
of our internal developers on various projects that we invested in specific to the various platforms on which we operate our service. We started amortizing these
capitalized software and technology development costs once these projects were completed. The fluctuation in depreciation and amortization expenses in any
given periods can be attributed to the numbers of projects being amortized during those periods, as we removed fully amortized projects and added newly
completed projects in the amortization pool.
Net loss resulting from foreign exchange transactions. Net loss resulting from foreign exchange transactions is comprised of gains and losses
generated from movements in NOK relative to the U.S. Dollar, including gains or losses from our hedging activities. In the three months ended April 30, 2020
and 2019, we had losses of $200,000 and $72,000 respectively, including losses from hedging activities. In the nine months ended April 30, 2020 and 2019, we
had losses of $239,000 and $236,000 respectively, including losses from hedging activities. The U.S. Dollar surged to a historic high against NOK in March 2020
primarily due to the plunging oil price caused by the economic slowdown associated with COVID-19. As a result, we suffered significant loss on our foreign
currency exchange contracts including an unrealized loss of $148,000 as of April 30, 2020. As one of the world’s largest oil exporters, oil has become an
important element of the economy of Norway and as such Norwegian NOK is strongly tied to oil prices which dropped significantly in March 2020.
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Provision for income taxes. The tax expense consists of minimum state taxes based on allocated net worth.
As part of the Tax Cuts and Jobs Act of 2017, Global Intangible Low-Taxed Income inclusion (GILTI) and Foreign Derived Intangible Income (FDII)
deduction became effective on January 1, 2018. There was no impact to income tax expense resulting from the GILTI and FDII in light of the Company’s
available NOL carry forward and its full valuation allowance.
On March 27, 2020, the Coronavirus Aid, Relief, and Economic Security (CARES) Act was signed into law. The Act contains several new or changed
income tax provisions, including but not limited to the following: increased limitation threshold for determining deductible interest expense, class life changes to
qualified improvements (in general, from 39 years to 15 years), and the ability to carry back net operating losses incurred from tax years 2018 through 2020 up to
the five preceding years. The Company has evaluated the new tax provisions of related to the CARES Act and determined them as being immaterial.
Liquidity and Capital Resources
General
At April 30, 2020, we had cash and cash equivalents of $4.6 million and working capital (current assets less current liabilities) of $3.1 million, compared
to $1.6 million and $1.2 million, respectively at July 31, 2019. We expect that our cash and cash equivalents on hand and our cash flow from operations will be
sufficient to meet our anticipated cash requirements for the twelve months ending April 30, 2021. We also maintain a revolving line of credit of up to $2.5 million
and a foreign exchange contract facility of up to $6.5 million with Western Alliance Bank, as discussed below in Financing Activities.
The following tables present selected financial information for the nine months ended April 30, 2020 and 2019:
Nine months ended
April 30,
2020
2019
(in thousands)
Cash flows provided by (used in):
Operating activities
Investing activities
Financing activities
Effect of exchange rate changes on cash and cash equivalents
Increase (decrease) in cash and cash equivalents

$

1,583
(613)
2,177
(126)

$

471
(1,527)
(29)
(75)

$

3,021

$

(1,160)

Operating Activities
Our cash flow from operations varies significantly from quarter to quarter and from year to year, depending on our operating results and the timing of
operating cash receipts and payments, specifically trade accounts receivable and trade accounts payable. Cash provided by operating activities in the nine
months ended April 30, 2020 and 2019 was primarily attributable to the revenues generated from our service offerings, including primarily advertising and
subscription revenue.
Investing Activities
Cash used in investing activities in the nine months ended April 30, 2020 and 2019 consisted mostly of capitalized software and technology
development costs related to various projects that we invested in specific to the various platforms on which we operate our service as well as an investment in
TreSensa, Inc.
In August 2018, we made a $250,000 investment in a privately-held company which is more fully described in Note 10 to the Consolidated Financial
Statements included in Item 1 to Part I of this Quarterly Report on Form 10-Q.
Financing Activities
On February 5, 2020, we closed a registered direct offering of 1,734,459 shares of its Class B common stock for net proceeds of $2.1 million from both
new and existing investors.
On April 22, 2020, we received $218,000 in proceeds from a PPP loan from Western Alliance Bank, which was administered by the Small Business
Administration and established under the CARES Act, as more fully described in Note 15 to the Consolidated Financial Statements included in Item 1 to Part I of
this Quarterly Report on Form 10-Q.
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In July 2019, we obtained a loan of $140,000 to finance about 85% of various insurance policies, at an annual percentage interest rate of 4.79% to be
repaid over nine equal monthly installments of $15,976.20 starting from September 1, 2019. We repaid approximately $125,000 in principal in the nine months
ended April 30, 2020.
In the nine months ended April 30, 2020 and 2019, we purchased 18,441 shares and 14,137 shares, respectively, of Class B Stock from employees for
$29,072 and $30,543 respectively, to satisfy tax withholding obligations in connection with the vesting of restricted stock.
As of September 27, 2016, we entered into a two-year loan and security agreement with Western Alliance Bank for a revolving credit facility of up to
$2.5 million. On September 26, 2018, we extended this agreement for another two years term expiring September 26, 2020. Advances under this facility may
not exceed the lesser of $2.5 million or 80% of our eligible accounts receivable subject to certain concentration limits. The revolving credit facility is secured by a
lien on substantially all of our assets. The outstanding principal amount bears interest per annum at the greater of 5.0% or the prime rate plus 1.25%. Interest is
payable monthly and all outstanding principal and any accrued and unpaid interest is due on the maturity date of September 26, 2020. We are required to pay an
annual facility fee of $12,500 to Western Alliance Bank. We are also required to comply with various affirmative and negative covenants as well as maintain
certain financial ratios during the term of the revolving credit facility. The covenants include a prohibition on us not paying any dividend on our capital stock. We
may terminate this agreement at any time without penalty or premium provided that we pay down any outstanding principal, accrued interest and bank expenses.
At April 30, 2020, there were no amounts outstanding under the revolving credit facility and we were in compliance with all of the covenants.
As of November 16, 2016, we entered into a Foreign Exchange Agreement with Western Alliance Bank to allow us to enter into foreign exchange
contracts not to exceed $5.0 million in the aggregate at any point in time under our revolving credit facility. This limit was raised to approximately $6.5 million
pursuant to the Loan and Security Modification Agreement dated May 30, 2018. The available borrowing under the revolving credit facility is reduced by an
applicable foreign exchange reserve percentage as determined by Western Alliance Bank, in its reasonable discretion from time to time, which was initially set at
10% of the nominal amount of the foreign exchange contracts in effect at the relevant time. In December 2016, the applicable foreign exchange reserve
percentage was changed so that the reduction of available borrowing for major currency forward contracts of less than nine months tenor is set at 10% of the
nominal amount of the foreign exchange contracts, and for contracts over nine months tenor, 12.5% of the nominal amount of the foreign exchange contracts. At
April 30, 2020, there were $1.4 million of outstanding foreign exchange contracts with less than six months tenor under the credit facility, and no outstanding
foreign exchange contracts with greater than six months tenor, which reduced the available borrowing under the revolving credit facility by $140,000.
We do not anticipate paying dividends on our common stock until we achieve sustainable profitability and retain certain minimum cash reserves. The
payment of dividends in any specific period will be at the sole discretion of our Board of Directors.
Changes in Trade Accounts Receivable
Gross trade accounts receivable decreased slightly to $935,000 at April 30, 2020 from $1.13 million at July 31, 2019.
Concentration of Credit Risk and Significant Customers
Historically, we have had very little or no bad debt, which is common with other platforms of our size that derive their revenue from digital advertising, as
we aggressively manage our collections and perform due diligence on our customers. In addition, the majority of our revenue is derived from large, credit-worthy
customers, e.g. MoPub (owned by Twitter), Google, Facebook and Ogury, and we terminate our services with smaller customers immediately upon balances
becoming past due. Since these smaller customers rely on us to derive their own revenue, they generally pay their outstanding balances on a timely basis.
In the nine months ended April 30, 2020, two customers represented 31% and 28% of our revenue. In the nine months ended April 30, 2019, three
customers represented 28%, 27% and 10% of our revenue. At April 30, 2020, three customers represented 37%, 32% and 11% of our accounts receivable
balance, and at July 31, 2019, three customers represented 32%, 17% and 17% of our accounts receivable balance. All of these significant customers were
advertising exchanges operated by leading companies, and the receivables represent many smaller amounts due from their advertisers.
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Contractual Obligations and Other Commercial Commitments
Smaller reporting companies are not required to provide the information required by this item.
Off-Balance Sheet Arrangements
At April 30, 2020, we did not have any “off-balance sheet arrangements,” as defined in relevant SEC regulations that are reasonably likely to have a
current or future effect on our financial condition, results of operations, liquidity, capital expenditures or capital resources.
Item 3.

Quantitative and Qualitative Disclosures About Market Risks
Smaller reporting companies are not required to provide the information required by this item.

Item 4.

Controls and Procedures

Evaluation of Disclosure Controls and Procedures. Our Interim Chief Executive Officer and Chief Financial Officer have evaluated the effectiveness
of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as amended), as of the end of
the period covered by this Quarterly Report on Form 10-Q. Based on this evaluation, our Interim Chief Executive Officer and Chief Financial Officer have
concluded that our disclosure controls and procedures were effective as of April 30, 2020.
Changes in Internal Control over Financial Reporting . There were no changes in our internal control over financial reporting during the quarter
ended April 30, 2020 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION
Item 1.

Legal Proceedings

Legal proceedings in which we are involved are more fully described in Note 8 to the Consolidated Financial Statements included in Item 1 to Part I of
this Quarterly Report on Form 10-Q.
Item 1A. Risk Factors
The COVID-19 pandemic has disrupted and harmed, and is expected to continue to disrupt and harm, our business, financial condition and
operating results. We are unable to predict the extent to which the pandemic and related impacts will continue to adversely impact our business,
financial condition and operating results and the achievement of our strategic objectives.
Our business, operations and financial performance have been negatively impacted by the COVID-19 pandemic and related public health responses and
government regulations including travel bans, business closures, social distancing requirements and shelter-in-place orders. As a result, global advertising
budgets have been cut negatively impacting advertising rates. Coupled with this is the inability for our employees to operate in-person from our offices. We also
depend on third-party vendors for certain services which are delayed because of work stoppages. Finally, the global slowdown of economic activity has resulted
in volatility in the financial markets.
The COVID-19 pandemic has subjected our operations, financial performance and financial condition to a number of risks, including, but not limited to,
those discussed below:
•

Declines in advertiser demand due to underlying changes or uncertainty in the business operations of our advertisers.

•

Payment delays or defaults by advertisers or business partners.

•

Public health measures and government regulation have forced us to modify our business practices by having employees work from home, and
cancellation of all employee travel While most of operations can be performed remotely, there is no guarantee that we will be as effective working
remotely. Furthermore, many employees have to attend to personal needs, such as childcare as a result of school closures. There is also a risk that
employees may themselves contract the illness and require to take extensive sick leave. To the extent our current or future measures result in
decreased productivity, harm our company culture or otherwise negatively impact our business, our financial condition and operating results may be
adversely affected.

•

A likely decline in app installations and associated app usage arising from a drop in new phone sales resulting from the closure of retail businesses.

•

Product delays relating to the introduction of “Shortcastz”, renditions of the Shortz stories as podcasts, due to the closure of recording studios.

Many of the public health measures in response to the COVID-19 pandemic were implemented in March 2020, and thus have had a more limited impact
on our operating results for the third quarter ended April 30, 2020. We may experience more significant challenges in the future depending on factors including a
resurgence of the pandemic, business normalization, and travel restrictions. Further, the ultimate impact of the COVID-19 pandemic on our users, advertisers,
employees, and on our business, operations and financial performance, depends on many factors that are not within our control, including, but not limited, to:
governmental, business and individuals’ actions that have been and continue to be taken in response to the pandemic; the impact of the pandemic and actions
taken in response to local or regional economies, travel, and economic activity; the availability of government stimulus programs; general economic uncertainty
in key markets and financial market volatility, including volatility in our stock price, global economic conditions and levels of economic growth; and the pace of
recovery when the COVID-19 pandemic subsides.
There are no other material changes from the risk factors previously disclosed in Item 1A to Part I of our Annual Report on Form 10-K for the fiscal year
ended July 31, 2019.
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Item 2.

Unregistered Sales of Equity Securities and Use of Proceeds
None

Item 3.

Defaults Upon Senior Securities
None

Item 4.

Mine Safety Disclosures
Not applicable

Item 5.

Other Information
None

Item 6.

Exhibits

Exhibit
Number

Description

31.1*

Certification of Interim Chief Executive Officer pursuant to 17 CFR 240.13a-14(a), as adopted pursuant to §302 of the Sarbanes-Oxley Act of 2002.

31.2*

Certification of Chief Financial Officer pursuant to 17 CFR 240.13a-14(a), as adopted pursuant to §302 of the Sarbanes-Oxley Act of 2002.

32.1*

Certification of Interim Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002.

32.2*

Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to §906 of the Sarbanes-Oxley Act of 2002.

101.INS*

XBRL Instance Document

101.SCH*

XBRL Taxonomy Extension Schema Document

101.CAL*

XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF*

XBRL Taxonomy Extension Definition Linkbase Document

101.LAB*

XBRL Taxonomy Extension Label Linkbase Document

101.PRE*

XBRL Taxonomy Extension Presentation Linkbase Document

*

Filed or furnished herewith.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.
ZEDGE, INC.
June 12, 2020

By:

/s/ ELLIOT GIBBER
Elliot Gibber
Interim Chief Executive Officer

June 12, 2020

By:

/s/ JONATHAN REICH
Jonathan Reich
Chief Financial Officer
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EXHIBIT 31.1
CERTIFICATION OF INTERIM CHIEF EXECUTIVE OFFICER
PURSUANT TO EXCHANGE ACT RULE 13a-14(a)/15d-14(a)
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Elliot Gibber, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Zedge, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this Report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.
Date: June 12, 2020
/s/ ELLIOT GIBBER
Elliot Gibber
Interim Chief Executive Officer

EXHIBIT 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO EXCHANGE ACT RULE 13a-14(a)/15d-14(a)
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Jonathan Reich, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Zedge, Inc.;
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this Report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.
Date: June 12, 2020
/s/ JONATHAN REICH
Jonathan Reich
Chief Financial Officer

EXHIBIT 32.1
Certification Pursuant to
18 U.S.C. Section 1350
(as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act Of 2002)
In connection with the Quarterly Report of Zedge, Inc. (the “Company”) on Form 10-Q for the quarter ended April 30, 2020 as filed with the Securities
and Exchange Commission (the “Report”), I, Elliot Gibber, Interim Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
Date: June 12, 2020
/s/ ELLIOT GIBBER
Elliot Gibber
Interim Chief Executive Officer
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the
signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to Zedge, Inc. and will be
retained by Zedge, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.

EXHIBIT 32.2
Certification Pursuant to
18 U.S.C. Section 1350
(as Adopted Pursuant to Section 906 of
the Sarbanes-Oxley Act Of 2002)
In connection with the Quarterly Report of Zedge, Inc. (the “Company”) on Form 10-Q for the quarter ended April 30, 2020 as filed with the Securities
and Exchange Commission (the “Report”), I, Jonathan Reich, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant
to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
Date: June 12, 2020
/s/ JONATHAN REICH
Jonathan Reich
Chief Financial Officer
A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the
signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to Zedge, Inc. and will be
retained by Zedge, Inc. and furnished to the Securities and Exchange Commission or its staff upon request.

