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INDEPENDENT AUDITORS’ REPORT

To the Shareholders of Quantum eMotion Corp. (formerly Quantum Numbers Corp.):
Opinion

We have audited the financial statements of Quantum eMotion Corp. (formerly Quantum Numbers
Corp.) (the "Entity"), which comprise:

o the statement of financial position as at December 31, 2021;
e the statement of net loss and comprehensive loss for the year then ended;
o the statement of changes in Shareholders’ equity for the year then ended;

o the statement of cash flows for the year then ended,;

and notes to the financial statements, including a summary of significant accounting policies;
(Hereinafter referred to as the "financial statements").

In our opinion, the accompanying financial statements present fairly, in all material respects, the
financial position of the Entity as at December 31, 2021 and its financial performance and its cash flows
for the year then ended in accordance with International Financial Reporting Standards ("IFRS").

Basis for Opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards. Our
responsibilities under those standards are further described in the "Auditors’ Responsibilities for the
Audit of the Financial Statements" section of our auditors’ report.

We are independent of the Entity in accordance with the ethical requirements that are relevant to our
audit of the financial statements in Canada and we have fulfilled our other ethical responsibilities in
accordance with these requirements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our opinion.

Material Uncertainty Related to Going Concern

We draw attention to Note 1 in the financial statements, which indicates that the Entity has incurred
losses and has negative cash flow from operations for the year ended December 31, 2021, has a deficit
at December 31, 2021, and that its operations are dependent on obtaining additional financing.

As stated in Note 1 in the financial statements, these events or conditions, along with other matters as
set forth in Note 1 in the financial statements, indicate that a material uncertainty exists that may cast
significant doubt on the Entity's ability to continue as a going concern.

Our opinion is not modified in respect of this matter.
KPMG LLP, an Ontario limited liability partnership and member firm of the KPMG global organization of independent

member firms affiliated with KPMG International Limited, a private English company limited by guarantee. KPMG
Canada provides services to KPMG LLP
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Other Matter - Comparative Information

The financial statements for the year ended December 31, 2020 were audited by another auditor, who
expressed an unmodified opinion on those financial statements on April 22, 2021.

Other Information

Management is responsible for the other information. Other information comprises the information
included in Management’'s Discussion and Analysis filed with the relevant Canadian Securities
Commissions.

Our opinion on the financial statements does not cover the other information and we do not and will not
express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information
identified above and, in doing so, consider whether the other information is materially inconsistent with
the financial statements or our knowledge obtained in the audit and remain alert for indications that the
other information appears to be materially misstated.

We obtained the information included in Management’s Discussion and Analysis filed with the relevant
Canadian Securities Commissions as at the date of this auditors’ report. If, based on the work we have
performed on this other information, we conclude that there is a material misstatement of this other
information, we are required to report that fact in the auditors’ report.

We have nothing to report in this regard.

Responsibilities of Management and Those Charged with Governance for the
Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with IFRS, and for such internal control as management determines is necessary to enable
the preparation of financial statements that are free from material misstatement, whether due to fraud
or error.

In preparing the financial statements, management is responsible for assessing the Entity’s ability to
continue as a going concern, disclosing as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Entity or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Entity’s financial reporting process.
Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinion.
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Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in
accordance with Canadian generally accepted auditing standards will always detect a material
misstatement when it exists.

Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of the financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we exercise
professional judgment and maintain professional skepticism throughout the audit.

We also:

Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion.

The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or
the override of internal control.

Obtain an understanding of internal control relevant to the audit in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Entity's internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

Conclude on the appropriateness of management's use of the going concern basis of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Entity's ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our auditors’
report to the related disclosures in the financial statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of
our auditors’ report. However, future events or conditions may cause the Entity to cease to continue
as a going concern.

Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events
in a manner that achieves fair presentation.

Communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.
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e Provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and communicate with them all relationships and
other matters that may reasonably be thought to bear on our independence, and where applicable,
related safeguards.

The engagement partner on the audit resulting in this auditors’ report is Marc-André Fontaine.

Kins 2
7

Montréal, Canada

April 29, 2022

*CPA auditor, CA, public accountancy permit No. A131804



QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)

Statements of financial position
As at December 31 and 2020
(in Canadian dollars)

Notes 2021 2020
$ $
Assets
Current assets:

Cash 1,021,552 20,090

Taxes receivable 57,030 7,468

Prepaid expenses and other 50,188 5,547

Investments 4 1,014,919 -

2,143,689 33,105
Non-current assets:

Intellectual property 5 957,161 639,580
Total assets 3,100,850 672,685
Liabilities and Shareholders’ Equity
Current liabilities:

Accounts payable and accrued liabilities 333,818 419,014
Non-current liabilities:

Deferred government grant 7 2,041 -

Loan payable 7 53,572 31,888
Total liabilities 389,431 450,902
Shareholders’ Equity
Share capital 8 10,173,156 6,334,571
Units to be issued 8 - 12,500
Contributed surplus 8 506,603 280,404
Deficit (7,968,340) (6,405,692)

2,711,419 221,783
Total liabilities and Shareholders’ equity 3,100,850 672,685
Approved on behalf of the Board:
“Francis Bellido”
Francis Bellido CEO
“Marc Rousseau”
Marc Rousseau CFO

See accompanying notes to financial statements. 5



QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)

Statements of loss and comprehensive loss
Years ended December 31, 2021 and 2020
(in Canadian dollars)

Notes 2021 2020
Expenses
Management fees 9 322,600 30,600
Share-based payments 8,9 263,745 115,500
Professional fees 205,187 194,680
Filing and listing fees 142,405 26,187
Investor relations 124,873 -
Consulting fees 118,909 186,400
Research and development 117,155 -
Information technology 68,786 -
Office 62,522 10,767
Promotion expenses 47,154 -
Travel 31,962 8,085
Salaries 27,809 197,363
Amortization 5 22,305 22,305
Insurance 16,399 14,500
Financial expenses 8,804 3,542
1,580,615 809,929
Other income
Financial Income 1,265 236
Government grant 7 1,804 10,442
Change in fair value of investments 14,898 -
17,967 10,678
Net loss and comprehensive loss 1,562,648 799,251
Basic and diluted loss per share 0.015 0.013
Weighted average number of common shares
outstanding 103,961,043 60,527,838

See accompanying notes to financial statements.
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QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)
Statements of changes in Shareholders’ equity

Years ended December 31, 2021 and 2020

(in Canadian dollars)

Number of  Number of shares Share Units to be  Contributed Total

Notes shares to be issued capital issued surplus Deficit equity

$ $ $ $ $

Balance, December 31, 2019 60,527,838 - 6,334,571 - 782,829 (6,224,366) 893,034
Share-based payments 8 - - - - 115,500 - 115,500
Units issued for private placement 8 - 250,000 - 12,500 - - 12,500
Expiry of options 8 - - - - (617,925) 617,925 -
Net loss - - - - - (799,251) (799,251)
Balance, December 31, 2020 60,527,838 250,000 6,334,571 12,500 280,404 (6,405,692) 221,783
Share-based payments 8 - - - - 263,745 - 263,745
Units issued for private placement 8 40,000,000 (250,000) 2,000,000 (12,500) - - 1,987,500
Share issue costs 8 - - (71,711) - - - (71,711)
Exercise of options 8 1,600,000 - 127,546 - (37,546) - 90,000
Exercise of warrants 8 11,885,000 - 1,782,750 - - - 1,782,750
Net loss - - - - - (1,562,648) (1,562,648)
Balance, December 31, 2021 114,012,838 - 10,173,156 - 506,603 (7,968,340) 2,711,419

See accompanying notes to financial statements. 7



QUANTUM eMOTION CORP. (formerly Quantum numbers Corp.)

Statements of cash flows
Years ended December 31, 2021 and 2020
(in Canadian dollars)

2021 2020
Notes $ $
Operating Activities
Net loss (1,562,648) (799,251)
Adjustments to net loss for non-cash items
Share-based payments 8 263,745 115,500
Amortization 5 22,305 22,305
Accretion expense 7 5,529 2,330
Government grant 7 (1,804) (10,442)
Change in fair value of investments (14,898) -
Net changes in non-cash working capital items
Taxes receivable (49,562) (764)
Prepaid expenses and other (44,641) (1,694)
Accounts payable and accrued liabilities (85,196) 351,227
(1,467,170) (320,789)
Investing Activities
Additions to intellectual property 5 (339,886) -
Deposits - 748
Acquisition of investments 4 (1,464,838) -
Proceeds from sale of investments 4 464,817 -
(1,339,907) 748
Financing Activities
Proceeds from loan payable 7 20,000 40,000
Proceeds from issuance of units 8 1,987,500 -
Proceeds from units to be issued 8 - 12,500
Share issuance costs (71,711) -
Exercise of options 8 90,000 -
Exercise of warrants 8 1,782,750 -
3,808,539 52,500
Increase (decrease) in cash 1,001,462 (267,541)
Cash, beginning of year 20,090 287,631
Cash, end of year 1,021,552 20,090

See accompanying notes to financial statements.



QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)

Notes to financial statements
Years ended December 31, 2021 and 2020
(in Canadian dollars)

1. Nature of operations and going concern

Quantum eMotion Corp. (formerly Quantum Numbers Corp.) (the “Company” or “Quantum”) was
incorporated under the Business Corporations Act of Ontario on July 19, 2007. The Company
changed its name on May 27, 2021 in a rebranding effort directed by management.

The head office, principal address and records office of the Company are located at 2300 Alfred
Nobel, bureau 209, Montreal, Qc, H4S 2A4. The Company is a developer of a new generation of
cryptographic solutions pursuant to the acquisition of intellectual property (note 5).

The business of technology involves a high degree of risk and there can be no assurance that
projects under research and development will proceed through to achieve commercialization. Risks
related to the value of the Company's intangible assets, completing proof of concept studies,
protecting intellectual property rights, the ability of the Company to raise additional financing, and
risks inherent to new technologies, such as risk of obsolescence, slow adoption and competing
technological advances. Changes in future conditions could require material impairment of assets.

These financial statements have been prepared in accordance with International Financial
Reporting Standards (“IFRS”) on a going concern basis, which contemplates that the Company will
be able to realize its assets and discharge its liabilities in the normal course of business. For the
year ended December 31, 2021, the Company incurred a net loss of $1,562,648 (2020 - $799,251)
and had negative cash flows from operations of $1,467,170 (2020 - $320,789). In addition, the
Company had accumulated deficit of $7,968,340 as at December 31, 2021.

Management expects that the working capital (current assets in excess of current liabilities)
available to the Company at December 31, 2021, combined with the $3,201,000 received,
subsequent to year end, following the exercise of 21,240,000 warrants and 150,000 stock options
(refer to note 12) will provide the Company with adequate funding to meet its short-term obligations
for the next 12 months and to meet the timelines of its development programs and pay its overhead
and administrative costs. However, the Company does not expect to generate revenue from
product sales unless and until it successfully completes development of its cryptographic solutions,
which may take a number of years and is subject to significant uncertainty. The Company expects
to incur significant development and commercialization expenses related to product sales,
marketing and distribution. As a result, the Company will need additional financing in the future to
support its continuing operations. Until such time that it can generate significant revenue from
product sales, if ever, the Company expects to finance its operations through a combination of
public or private equity or debt financings or other sources. The Company currently has no
committed sources of financing available. While the Company has been successful in securing
financing in the past, raising additional funds is dependent on a number of factors outside the
Company’s control, and as such there is no assurance that it will be able to do so in the future. The
ability of the Company to meet its commitments and discharge its liabilities as they become due
and become profitable is dependent on the completion of the development of its technology and its
commercial production, and on its ability to raise additional funding to finance these activities. The
conditions mentioned above indicate the existence of a material uncertainty that may cast a
significant doubt as to the Company’s ability to continue as a going concern.

These financial statements do not reflect the adjustments to the carrying values of assets and
liabilities that would be necessary if the Company were unable to realize its assets or discharge its
obligations in anything other than the ordinary course of operations.



QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)
Notes to financial statements

Years ended December 31, 2021 and 2020

(in Canadian dollars)

2,

Basis of preparation

Statement of compliance
These financial statements have been prepared in accordance with IFRS, as issued by the
International Accounting Standards Board (“IASB”).

The Board of Directors approved and authorized for issue these financial statements on
April 29, 2022.

Basis of measurement
These financial statements have been prepared on a historical cost basis, except for:

= investments which are measured at fair value; and
- stock-based compensation transactions, which are measured at fair value at grant date
pursuant to IFRS 2, Share-Based Payment.

Use of judgements and estimates

The preparation of financial statements in conformity with IFRS requires management to make
judgements, estimates and assumptions that affect the application of accounting policies and the
reported amounts of assets, liabilities, income and expenses. Actual results may differ from these
estimates.

Estimates and judgments are continually evaluated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under the
circumstances. Accounting estimates will, by definition, seldom equal the actual results. Revisions
to accounting estimates are recognized in the period in which the estimates are revised and in any
future periods affected. Key sources of estimation of uncertainty include accounting for share-
based payments, which require determining the most appropriate inputs to the valuation model
including the expected life of the option and volatility. The assumptions and models are discussed
in note 8 (d).

While management believes that these estimates and judgments are reasonable, actual results
could differ from those estimates and could impact future results of operations and cash flows.

The key areas of judgment applied in the preparation of the financial statements that could result
in a material adjustment to the carrying amounts of assets and liabilities are as follows:

Going concern

The assessment of the Company’s ability to continue as a going concern and to raise sufficient
funds to pay for its ongoing operating expenses, meet its liabilities for the ensuing year, to fund
planned and contractual research and development programs and commercialize its technology
involves significant judgment based on historical experience and other factors, including
expectation of future events that are believed to be reasonable under the circumstances.

Project development costs

Costs to develop products are capitalized to the extent that the criteria for recognition as intangible
assets in IAS 38 Intangible Assets are met. Those criteria require that the project is technically and
economically feasible, which management assesses based on the attributes of the development
project, perceived user needs, industry trends and expected future economic conditions.
Management considers these factors in aggregate and applies significant judgment to determine
whether the product is feasible. The Company has capitalized $560,853 project development costs
as at December 31, 2021 (Note 5).

10



QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)
Notes to financial statements

Years ended December 31, 2021 and 2020

(in Canadian dollars)

3. Summary of significant accounting policies

The Company’s principal accounting policies are outlined below and have been applied consistently
to all periods presented.

(a)

(b)

(c)

Foreign currency

The Company’s functional currency is the Canadian dollar. Transactions in foreign
currencies are translated into the functional currency of the Company at exchange rates
prevailing at the transaction dates (spot exchange rates). Monetary assets and liabilities
denominated in foreign currencies are translated at the exchange rate as at December 31.
Non-monetary items that are measured at historical cost are translated using the exchange
rate at the date of the transaction. Translation gains and losses are recognized in the
statement of net loss.

Share-based payments

The Company grants stock options to employees and non-employees to exercise common
shares of the Company. The Board of Directors grants such options for periods of up to ten
years, with vesting periods determined at its sole discretion and at prices equal to or greater
than the closing market price on the day preceding the date the options were granted.

The fair value of the options granted to employees is measured at grant date, using the
Black-Scholes option pricing model, and is recognized over the vesting period. The fair
value of both employee and non-employee options is recognized as an expense with a
corresponding increase in contributed surplus. The amount recognized as expense is
adjusted to reflect the number of share options expected to vest. When options are
exercised, the related amount in contributed surplus is transferred to share capital.

The fair value of options granted to non-employees is recognized and measured at the date
the goods and services are received based on the fair value of such goods and services.
If it is determined such goods and services received cannot be reliably measured, the
share-based payment is measured at the fair value of the equity instruments using the
Black-Scholes option pricing model.

Intellectual property

Intellectual property acquired separately is measured on initial recognition at fair value.
Following initial recognition, intellectual property with finite useful lives is carried at cost
less any accumulated amortization and accumulated impairment losses, if any. The
Company amortizes its intellectual property on a straight-line basis over the remaining life
of the patent which is 20 years.

At each reporting date, the Company assesses whether there is an indication that the
intellectual property is impaired. An impairment is recognized when the carrying amount of
an asset, or its cash generating unit (“CGU”), exceeds its recoverable amount. The
recoverable amount is the greater of the asset’'s/CGU’s fair value less costs of disposal and
value in use. The carrying amount of the intellectual property is reduced by this amount.
Impairment losses are reversed in subsequent periods only to the extent that the asset’s
carrying amount does not exceed the carrying amount that would have been determined,
net of depreciation or amortization, had no impairment loss been recognized.

Intangible assets not yet available for use are reviewed for impairment at least annually or

more frequently if circumstances such as significant declines in expected sales, earnings
or cash flows indicate that it is more likely than not that the asset might be impaired.

11



QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)
Notes to financial statements

Years ended December 31, 2021 and 2020

(in Canadian dollars)

3.

Summary of significant accounting policies (Continued)

(d)

(e)

()

Research and development expenditures

Development activities involve a plan or design for the production of new or substantially
improved products and processes. Development expenditures are capitalized only if
development costs can be measured reliably, the product or process is technically and
commercially feasible, future economic benefits are probable, and the Company intends to
and has sufficient resources to complete development and to use or sell the asset.
Expenditures capitalized may include the cost of materials and services, direct labour and
overhead costs that are directly attributable to preparing the asset for its intended use.
Other development expenditures are recognized in loss as incurred.

Expenditures on research activities, undertaken with the prospect of gaining new scientific
or technical knowledge and understanding, are recognized in profit or loss when incurred.

Equity

Share capital represents the amount received on the issue of shares less issuance costs.
Shares issued for non-cash consideration are based on the quoted price of the shares at
the date of the issue.

Income taxes

Income tax expense consists of current and deferred tax expense. Income tax expense is
recognized in the statements of loss and comprehensive loss.

Current tax expense is the expected tax payable on the taxable income for the year, using
tax rates enacted or substantively enacted at year-end, adjusted for amendments to tax
payable with regard to previous years.

Deferred tax assets and liabilities are recognized for deferred tax consequences
attributable to differences between the financial statement carrying amounts of existing
assets and liabilities and their respective tax basis. Deferred tax assets and liabilities are
measured using the enacted or substantively enacted tax rates expected to apply when
the asset is realized or the liability settled. The effect on deferred tax assets and liabilities
of a change in tax rates is recognized in income in the period that substantive enactment
occurs.

A deferred tax asset is recognized to the extent that it is probable that future taxable profits
will be available against which the asset can be utilized. To the extent that the Company
does not consider it probable that a deferred tax asset will be recovered, the deferred tax
asset is reduced.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set
off current tax assets against current tax liabilities and when they relate to income taxes
levied by the same taxation authority and the Company intends to settle its current tax
assets and liabilities on a net basis.

12



QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)
Notes to financial statements

Years ended December 31, 2021 and 2020

(in Canadian dollars)

3.

Summary of significant accounting policies (Continued)

(9)

(h)

(i)

Loss per share

Basic loss per share is computed by dividing the net loss available to common shareholders
by the weighted average number of shares outstanding during the reporting period. Diluted
loss per share is computed similar to basic loss per share using the treasury stock method
whereby the weighted average number of shares outstanding is increased to include
additional shares for the assumed exercise of stock options and warrants, if dilutive. The
number of additional shares is calculated by assuming that outstanding stock options and
warrants were exercised and that the proceeds from such exercises were used to acquire
common stock at the average market price during the reporting periods. The diluted loss
per share is equal to the basic loss per share where the effect of stock options and warrants
is antidilutive as it would decrease loss per share.

Cash

Cash consists of cash held with Canadian financial institutions which is subject to
insignificant risk of changes in value.

Financial instruments
i) Classification

The following table shows the classification and measurement bases of the
Company’s financial instruments under IFRS 9:

Financial Assets/Liabilities Classification and Measurement

Cash Financial assets at amortized cost
Investments Fair value through profit and loss (“FVTPL”)
Accounts payable and accrued Financial liabilities at amortized cost
liabilities

Loan payable Financial liabilities at amortized cost

The Company determines the classification of financial assets at initial recognition.
The classification of its instruments is driven by the Company’s business model for
managing the financial assets and their contractual cash flow characteristics. Equity
instruments that are held for trading (including all equity derivative instruments) are
classified as FVTPL. For other equity instruments, on the day of acquisition the
Company can make an irrevocable election (on an instrument-by-instrument basis)
to designate them at fair value through other comprehensive income (“FVTOCI”).
Financial liabilities are measured at amortized cost, unless they are required to be
measured at FVTPL (such as instruments held for trading or derivatives) or the
Company has opted to measure them at FVTPL.

13



QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)
Notes to financial statements

Years ended December 31, 2021 and 2020

(in Canadian dollars)

3. Summary of significant accounting policies (Continued)
(i) Financial instruments (Continued)
ii) Measurement

Financial assets and liabilities at FVTPL

Financial assets and liabilities carried at FVTPL are initially recorded at fair value
and transaction costs are expensed in the statements of loss and comprehensive
loss. Realized and unrealized gains and losses arising from changes in the fair value
of the financial assets and liabilities held at FVTPL are included in the statements of
loss and comprehensive loss in the period in which they arise. Where the Company
has opted to recognize a financial liability at FVTPL, any changes associated with
the Company’s own credit risk will be recognized in other comprehensive loss.

iii) Impairment of financial assets at amortized cost

The Company recognizes a loss allowance for expected credit losses on financial
assets that are measured at amortized cost. At each reporting date, the Company
measures the loss allowance for the financial asset at an amount equal to the lifetime
expected credit losses if the credit risk on the financial asset has increased
significantly since initial recognition. If at the reporting date, the financial asset has
not increased significantly since initial recognition, the Company measures the loss
allowance for the financial asset at an amount equal to twelve month expected credit
losses. The Company recognizes in the statements of loss and comprehensive loss,
as an impairment gain or loss, the amount of expected credit losses (or reversal)
that is required to adjust the loss allowance at the reporting date to the amount that
is required to be recognized

iv) Fair value hierarchy

IFRS 7 Financial Instruments: Disclosures requires classification of fair value
measurements using a fair value hierarchy that reflects the significance of inputs
used in making the measurements. The levels of the fair value hierarchy are defined
as follows:

Level 1:  Quoted prices (unadjusted) in active markets for identical assets or
liabilities.

Level 2: Inputs other than quoted prices included within Level 1 that are
observable for the asset or liability, either directly or indirectly.

Level 3: Inputs for assets or liabilities that are not based on observable market
data.

() Provisions

Provisions are recorded when a present legal or constructive obligation exists as a result
of past events where it is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation, and a reliable estimate of the amount of
the obligation can be made.

14



QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)
Notes to financial statements

Years ended December 31, 2021 and 2020

(in Canadian dollars)

3.

Summary of significant accounting policies (Continued)

()

(k)

()

Provisions (continued)

The amount recognized as a provision is the best estimate of the consideration required
to settle the present obligation at the statement of financial position date, taking into
account the risks and uncertainties surrounding the obligation. Where a provision is
measured using the cash flows estimated to settle the present obligation, its carrying
amount is the present value of those cash flows. When some or all of the economic benefits
required to settle a provision are expected to be recovered from a third party, the receivable
is recognized as an asset if it is virtually certain that reimbursement will be received and
the amount receivable can be measured reliably.

Government grants and loans

Government grants are not recognized in income until there is reasonable assurance that
the Company will comply with the conditions attached to them and that the grant will be
received. Government grants are recognized in profit or loss on a systematic basis over
the periods in which the Company recognizes as expenses the related costs for which the
grants are intended to compensate.

The benefit of a government loan at a below-market rate of interestis treated as
a government grant, measured as the difference between proceeds received and the fair
value of the loan based on prevailing market interest rates. A forgivable loan from the
government is treated as a government grant as long as there is reasonable assurance
that the Company will meet the terms for forgiveness of the loan. The amount of the grant
portion which is unexpended is recognized as a deferred government grant to be
recognized in profit or loss on a systematic basis over the term of the loan.

The Company recognizes government subsidies when there is reasonable assurance that
it will comply with the conditions required to qualify for the subsidy and that the condition
of the subsidy is also reasonably assured. Government subsidies received are recognized
on the statements of loss and comprehensive loss as other income.

Standards, amendments and interpretations to existing standards that are not yet effective
and have not been early-adopted by the Company

At the date of authorization of these financial statements, management believes that there
are no new standards, amendments and interpretations to existing standards that have
been published by the IASB, but are not yet effective, which could materially impact the
Company’s financial statements.

15



QUANTUM eMOTION CORP. (formerly Quantum Numbers Corp.)

Notes to financial statements
Years ended December 31, 2021 and 2020
(in Canadian dollars)

4. Investments
2021 2020
Balance, beginning of the year - -
Additions 1,464,838 -
Dispositions (464,817) -
Change in fair value 14,898 -
Balance, end of the year $ 1,014,919 § -

As at December 31, 2021, the Company holds 53% of its investments in a money market fund, 32%

in Canadian equity listed companies and 15% in foreign equity listed companies.

5. Intellectual property

Balance as at
December 31,

Balance as at
December 31,

Balance as at
December 31,

2019  Additions 2020 Additions 2021
$ $ $ $ $
Cost
SOCPRA license 446,112 - 446,112 - 446,112
Development costs 199,967 21,000 220,967 339,886 560,853
646,079 21,000 667,079 339,886 1,006,965
Amortization
SOCPRA license 5,194 22,305 27,499 22,305 49,804
Carrying amount
SOCPRA license 440,918 418,613 396,308
Development costs 199,967 220,967 560,853
640,885 639,580 957,161

On August 3, 2016, the Company entered into an intellectual assignment agreement (“IP
agreement”) with Societe de Commerciliaisation des Produits de la recherché appliguee SOCPRA
Sciences et Genie SEC (“SOCPRA”) and its investors. Until the expiry of the last patent rights, which
is expected in May 2035, the Company will pay to SOCPRA a royalty of 5% calculated on the net
sales price of products sold by the Company. The Company may have an option to buy back the

royalties in the future at terms and conditions to be agreed upon by both parties.

The carrying amount of the intellectual property is $957,161. An annual impairment test was
performed in the year due to the fact the development costs are not yet available for use. The
recoverable amount of the asset was estimated based on its fair value less costs of disposal.

The recoverable amount was estimated to be higher than the carrying amount of the asset and no

impairment was required.

No amortization was taken on the development costs as these assets are not yet available for use.
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(in Canadian dollars)

6.

Income taxes

The income tax expense differs from the amounts computed by applying the combined federal and
provincial statutory income tax rate to the loss before income taxes due to the following:

2021 2020
Loss before income taxes $ (1,562,648) $ (799,251)
Statutory tax rate 26.5% 26.5%
Expected income tax recovery (414,102) (211,802)
Share-based payments 69,892 30,608
Items not deductible for income tax purposes 1,465 518
Non-taxable change in fair value of investments (3,948) -
Share issue cost not affecting net loss (18,550) -
Unrecognized benefit of deferred tax assets 365,243 180,676
Income tax recovery $ - $ -

The Company’s deductible temporary differences and unused tax losses for which no deferred tax

asset is recognized consist of the following amounts:

2021 2020
Federal Quebec Federal Quebec
Intellectual property $ 49804 $ 49,804 $ 27,499 27,499
Share issue costs 56,000 56,000 - -
Non-capital losses carried 5,940,053 5,893,954 4,640,090 4,593,987
Long-term liability - - 1,888 1,888
$ 6,045857 $ 5999758 $ 5755315 5,709,212
The Company’s unrecognized non-capital tax losses have the following expiry dates:
Federal Quebec
2029 $ 426,995 $ 426,995
2030 104,746 104,746
2031 478,770 473,134
2032 239,462 235,187
2033 116,890 115,975
2034 81,539 80,478
2035 83,953 81,931
2036 172,967 172,967
2037 950,030 950,030
2038 677,480 660,617
2039 638,211 619,427
2040 669,043 672,500
2041 1,299,967 1,299,967
5,940,053 5,893,954
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7.

Loan payable

On February 12, 2021 and April 29, 2020, the Company received respectively a $20,000 and $40,000
loan from the Canada Emergency Business Account (“CEBA Loan”). The CEBA Loan bears 0%
interest until December 31, 2023. If the balance is not paid by December 31, 2023, the remaining
balance will be converted to a 3-year term loan at 5% annual interest paid monthly, effective
January 1, 2024. The full balance must be repaid by no later than December 31, 2026. No principal
payments required until December 31, 2023. Principal repayments can be voluntarily made at any
time without fees or penalties. $20,000 loan forgiveness is available, provided the outstanding
balance is paid before December 31, 2023. The loan was recognized at the fair value based on an
estimated market interest rate of 12%. The Company made no interest payments during the year
ended December 31, 2021 and 2020. The difference between the nominal amount of $60,000 and
the fair value of the loan of $53,572 has been recognized as a government grant to be recognized
during the period in which the entity recognizes as expenses the related costs for which the grants
are intended to compensate. As at December 31, 2021, grant revenue in the amount of
$1,804 (2020 - $10,442) has been recorded in other income which represents the benefit of receiving
an interest free-grant.

Share capital
(a) Authorized
The Company is authorized to issue an unlimited number of:

voting Class A preferred shares
voting Class B preferred shares
voting Class C preferred shares
voting Class D preferred shares
special shares (non-voting)

« common shares (voting)

without nominal or par value.

Class A preferred shares are ranked senior to Class B preferred shares, Class B preferred
shares are ranked senior to Class C preferred shares, Class C preferred shares are ranked
senior to Class D preferred shares, Class D preferred shares are ranked senior to special
shares, and special shares are ranked senior to common shares in priority of receiving
dividends declared by the Company.

Holders of special shares and common shares shall be entitled to receive pro-rata for the
remaining property of the Company after distribution to the holders of Class A, Class B,
Class C and Class D preferred shares, on a pro-rata basis.

Dividends for Class A, Class B, Class C and Class D preferred shares are preferential and
non-cumulative and are declared in accordance with their respective priority. Dividend rate
per share for Class B, Class C and Class D preferred shares is 7% per annum. Dividends
are declared at the discretion of the Company’s Board of Directors.

No Class A, Class B, Class C or Class D preferred shares and special shares were issued
by the Company as at December 31, 2021 (2020 - nil).

As at December 31, 2021, no dividends were declared or unpaid.
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8.

Share capital (Continued)

(b)

(c)

(@)

Issued and outstanding
During the year ended December 31, 2021, the following share transactions occurred:

On January 15, 2021, the Company completed a non-brokered private placement by issuing
a total of 40,000,000 units at a price of $0.05 per unit, for total gross proceeds of $2,000,000.
Each unit consisted of one common share and one warrant. Each warrant entitles its holder
to acquire one common share of the Company at a price of $0.15 for a period of 12 months
following the closing of the private placement. Share issuance costs of $71,711 were paid in
connection with the private placement.

During the year ended December 31, 2021, the Company issued 11,885,000 common
shares for a total amount of $1,782,750 following the exercise of 11,885,000 warrants at an
exercise price of $0.15.

During the year ended December 31, 2021, the Company issued 1,600,000 common shares
for a total of $90,000 following the exercise of 1,600,000 options at an average exercise
price of $0.06. The fair value of the exercised options amounted to $37,546.

During the period in which the warrants and options were exercised, the minimum market
share price of the Company was $0.125 while the maximum was $0.455.

During the year ended December 31, 2020, no share transactions occurred.
Units to be issued

Cash proceeds of $12,500 related to the private placement on January 15, 2021, were
received prior to December 31, 2020.

Stock options

The Company has adopted an incentive stock option plan in accordance with the policies of
the TSX Venture Exchange (the “Exchange”), which provides for the Board of Directors of
the Company to grant to directors, officers, employees and consultants of the Company non-
transferrable stock options to purchase common shares, provided the number of shares
reserved for issuance under the stock option plan shall not exceed 2%, for consultants and
investor relations and 10% for insiders of the issued and outstanding common shares,
exercisable for a period of up to ten years from the date of grant up to a maximum of
15,000,000 shares. The Board of Directors determines the price per common share and the
number of common shares that may be allotted to directors, officers, employees and
consultants of the Company and all other terms and conditions of the stock option, subject
to the rules of the Exchange.

The option exercise price is set by the Board of Directors at the time the option is allocated
and cannot be less than the discounted market price. The options are exercisable over a
maximum period of ten years. In the absence of a vesting schedule, the options shall vest
immediately. Amongst the outstanding options, none are subject to an escrow agreement.

All share-based payments will be settled in equity. The Company has no legal or constructive
obligation to repurchase or settle the options.
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8. Share capital (Continued)

(d) Stock options (Continued)

The Company's share options are as follows for the reporting periods presented:

2021 2020
Weighted Weighted
Number average Number of average
of options exercise price options exercise price
$ $
Balance outstanding,
beginning of year 6,650,000 0.07 4,250,000 0.20
Granted 5,880,000 0.18 4,650,000 0.05
Exercised (1,600,000) 0.06 - -
Expired - - (2,250,000) (0.28)
Balance outstanding,
end of year 10,930,000 0.13 6,650,000 0.07
Balance exercisable,
end of year 7,046,875 0.11 6,650,000 0.07

The weighted average remaining contractual life for options outstanding at
December 31, 2021 is 2.64 (2020 — 2.18) years.

During the year, the Company recognized share-based compensation expense for an
amount of $263,745 (2020 - $115,500). 5,230,000 stock options granted during the year
ended December 31, 2021 vest immediately and 650,000 stock options vest over a period
of four years. Stock options expire after an average period of four years.

The weighted average fair value of the granted options was determined using the Black-
Scholes option pricing model and based on the following weighted average assumptions:

2021 2020
Average share price at date of grant $0.18 $0.04
Expected dividends - -
Expected volatility 107.63% 107.63%
Risk-free interest rate 0.49% 0.29%
Expected average life 4 years 3 years
Average exercise price at date of grant $0.18 $0.05

The underlying expected volatility was determined by reference to historical data of the
Company. No special features inherent to the options granted were incorporated into
measurement of fair value.

Companies are required to utilize an estimated forfeiture rate when calculating the expense
for the reporting period. Based on the best estimate, management applied the estimated
forfeiture rate of 0% (2020 - 0%) in determining the share-based expense recorded in the
statements of loss.
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8. Share capital (Continued)
(d) Stock options (Continued)
Option pricing models require the input of highly subjective assumptions including the
expected price volatility. Changes in these assumptions can materially affect the fair value

estimate.

Outstanding and exercisable options are as follows:

Exercise 2021
Expiry date price Outstanding Exercisable
$

April 1, 2022 0.15 150,000 150,000
June 30, 2022 0.10 150,000 150,000
June 30, 2022 0.23 300,000 300,000
December 9, 2022 0.12 900,000 900,000
June 6, 2023 0.205 350,000 262,500
November 22, 2023 0.10 200,000 200,000
December 17, 2023 0.05 2,500,000 2,500,000
December 22, 2023 0.065 750,000 750,000
February 2, 2024 0.14 2,500,000 937,500
December 9, 2024 0.12 250,000 250,000
March 31, 2025 0.10 150,000 150,000
March 31, 2025 0.18 650,000 121,875
October 25, 2025 0.24 80,000 -
April 21, 2026 0.24 500,000 375,000
January 26, 2028 0.14 500,000 -
March 12, 2028 0.215 500,000 -
August 23, 2028 0.265 500,000

10,930,000 7,046,875

(e) Share purchase warrants

The Company’s warrants are as follows for the reporting periods:

2021 2020
Weighted Weighted
Number average  Number of average
of warrants  exercise price warrants exercise price
$ $
Balance outstanding,
beginning of year - - - -
Granted 40,000,000 0.15 - -
Exercised (11,885,000) 0.15 - -
Balance outstanding,
end of year 28,115,000 0.15 - -

These warrants are exercisable for a period of twelve months ending January 15, 2022.
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9.

10.

11.

Related party transactions

The Company’s related parties include companies owned by key management. The Company paid
Management fees to key management through their management companies as follows:

Management fees of $47,600 to LVR Capital (December 31, 2020 - $21,000), a company owned by
the Chief Financial Officer. As at December 31, 2021, nil (December 31, 2020 — nil) was due to that
company.

Management fees of $12,500 to 7722788 Canada Inc. (December 31, 2020 - $12,500), a company
owned by a Director. As at December 31, 2021, nil (December 31, 2020 — nil) was due to that
company.

Management fees of $200,000 to Aurakle Research, a company owned by the Chief Executive
Officer. As at December 31, 2021, $19,163 (December 31, 2020 — nil) was due to that company.

Management fees of $27,500 to Baystream Corporation, a company owned by a Director. As at
December 31, 2021, $2,500 (December 31, 2020 — nil) was due to that company.

Management fees of $12,500 to Red River Solutions, a company owned by a Director. As at
December 31, 2021, $5,000 (December 31, 2020 — nil) was due to that company.

Transactions with key management

The key management of the Company are the members of senior management and the Board. The
remuneration for the year of key management (including the amounts above) is as follows:

2021 2020

$ $

Management fees 322,600 30,600
Salaries - 166,154
Termination benefits - 24,369
Share-based payments 90,000 55,500
412,600 276,623

As at December 31, 2021, an amount of $72,564 (2020 - $93,329) is due to directors and is included
in accounts payable and accrued liabilities.

Segmented reporting

The Company operates in one segment, technology development. As at December 31, 2021 and
2020, all of the Company’s long-term assets are situated in Canada.

Financial instruments and risk management

(a) Management of capital
The capital structure of the Company consists of equity attributable to common
shareholders, comprising issued share capital, contributed surplus and deficit. The

Company’s objectives when managing capital are to: (i) preserve capital; (ii) obtain the best
available net return; and (iii) maintain liquidity.
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11.

Financial instruments and risk management (continued)

(@)

(b)

(c)

(d)

Management of capital (continued)

The Company manages the capital structure and makes adjustments to it in light of changes
in economic conditions and the risk characteristics of the underlying assets. To maintain or
adjust the capital structure, the Company may attempt to issue new shares. There were no
changes to the Company’s approach to capital management during the year ended
December 31, 2021.

The Company is not subject to externally imposed capital requirements.
Fair value of financial instruments

The carrying values of cash and accounts payable and accrued liabilities are considered to
be a reasonable approximation of fair value because of the short-term maturity of these
instruments. The fair value of the Company’s loan payable approximates its carrying value
since the carrying value is determined based upon discounted future cash flows, using a
discount rate adjusted for the Company’s own credit risk, that reflects current market
conditions for instruments with similar terms and risks.

Financial assets and liabilities measured at fair value through profit or loss are presented in
accordance with the fair value hierarchy. This hierarchy groups financial assets and liabilities
into three levels based on the significance of inputs used in measuring the fair value of the
financial assets and liabilities as defined in Note 3.

The level within which the financial asset or liability is classified is determined based on the
lowest level of significant input to the fair value measurement. The fair value of the
Investments is measured under Level 1.

There have been no significant transfers between levels in the reporting periods.

The techniques and evaluation methods used to measure fair value were not changed
compared to previous years.

Credit risk

Credit risk is the risk of a loss if a counter party to a financial instrument fails to meet its
contractual obligations. The Company's exposure to credit risk is limited to its cash balance.
The Company limits its exposure to credit risk by holding its cash with high-credit, quality
Canadian financial institutions.

Liquidity risk

The Company attempts to manage liquidity risk by maintaining sufficient cash balances.
Liquidity requirements are managed based on expected cash flows to ensure that there is
sufficient capital in order to meet short-term obligations. As at December 31, 2021, the
Company had a cash balance of $ 1,021,552 (2020 - $20,090) and investments of
$1,014,919 (2020 - nil) to settle current liabilities of $333,818 (2020 - $419,014). Accounts
payable and accrued liabilities are due within less than 90 days. Loan payable maturity is
greater than one year.
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11.

12,

Financial instruments and risk management (continued)

(e)

()

Price risk

The Company is exposed to the risk of changes in share prices due to its investments in
other companies. Investments are affected by various underlying factors. Based on the
investments held by the Company as at December 31, 2021, a 5% increase (decrease) in
the share price of these investments would have increased (decreased) net loss by $50,746
for the year ended December 31, 2021.

Currency risk

Exposure to currency exchange rates arises from investments in foreign currencies. As at
December 31, 2021, US dollar-denominated investments amounted to $157,184
(US$124,384) and nil in 2020. The Company has not entered into any foreign exchange
derivative contracts to mitigate this risk. A 5% increase or decrease in the U.S. dollar at the
balance sheet date would have increased (decreased) the value of the investments by
$7,860 at December 31, 2021, assuming that all other variables remained constant.

Subsequent events

In January 2022, the Company issued 21,240,000 common shares for a total amount of $3,186,000
following the exercise of 21,240,000 warrants at an exercise price of $0.15.

On February 14, 2022, 500,000 stock options were granted to a director at an exercise price of
$0.225 for an exercise period of seven years. The stock options vests over a period of four years.

In March 2022, the Company issued 150,000 common shares for a total amount of $15,000 following
the exercise of 150,000 stock options at an exercise price of $0.10.
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