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Item 4.02. Non-Reliance on Previously Issued Financial Statements or a Related Audit Report or Completed Interim Review.

 
On February 22, 2013, the audit committee of the board of directors of Global Eagle Entertainment Inc. (the “Company”)

concluded, in consultation with management and after discussion with Rothstein Kass, the Company’s independent registered public
accounting firm, that the Company’s unaudited interim financial statements for the quarterly periods ended June 30, 2011 and 2012,
September 30, 2011 and 2012 and March 31, 2012, its audited financial statements for the year ended December 31, 2011 (collectively, the
“financial statements”) and the report of Rothstein Kass on the financial statements as of and for the year ended December 31, 2011, should
no longer be relied upon because the Company accounted for its outstanding common stock purchase warrants (the “warrants”) as
components of equity instead of as derivative liabilities. The Company’s accounting for the warrants as components of equity instead of as
derivative liabilities did not have any effect on the Company’s revenue, operating expenses, operating income, cash flows or cash and cash
equivalents which were reported in the financial statements.

 
The warrants were issued in connection with the Company’s initial public offering when the Company was a shell company

formed as a vehicle to effect a business combination with one or more operating businesses, commonly referred to as a “special purpose
acquisition company” or “SPAC.” The Warrant Agreement governing the warrants includes a provision (the “Exercise Price Reduction
Provision”) that requires the Company to reduce the exercise price by a stated formula if (i) the Company completes a transaction involving
a reclassification or reorganization of the outstanding shares of its common stock, a merger or consolidation in which it is not the surviving
company, or a sale of its assets and (ii) more than 30% of the consideration payable to common stockholders as a result of that transaction
is not common stock listed on a national securities exchange or the OTC Bulletin Board. The Company believes that more than ten other
current and former SPACs have warrant agreements with similar provisions and also have accounted for their warrants as components of
equity and not as derivative liabilities.

 
In connection with the audit of the Company’s financial statements for the year ended December 31, 2012, the Company’s

management became aware that certain other former SPACs whose warrant agreements had similar provisions had, within the past two
weeks, announced that they would be restating their financial statements to account for their warrants as derivative liabilities and not as
components of equity. The Company’s management then further evaluated the Company’s warrants under Accounting Standards
Codification (“ASC”) Subtopic 815-40, Contracts in Entity’s Own Equity. ASC Section 815-40-15 addresses equity versus liability
treatment and classification of equity-linked financial instruments, including common stock purchase warrants, and states that a warrant
may be classified as a component of equity only if, among other things, the warrant is indexed to the issuer’s common stock. Under ASC
Section 815-40-15, a warrant is not indexed to the issuer’s common stock if the terms of the warrant require an adjustment to the exercise
price upon a specified event and that event is not an input to the fair value of the warrant. Based on management’s evaluation, the audit
committee, in consultation with management and after discussion with Rothstein Kass, concluded that the Company’s warrants are not
indexed to the Company’s common stock in the manner contemplated by ASC Section 815-40-15 because the transactions that would
trigger the Exercise Price Reduction Provision are not inputs to the fair value of the warrants. As a result, the Company should have
classified the warrants as derivative liabilities in the financial statements. Under this accounting treatment, the Company is required to
measure the fair value of the warrants at the end of each reporting period and recognize changes in the fair value from the prior period in
the Company’s operating results for the current period.

 
The Company has determined that it will restate the financial statements to, and will in its future financial statements (unless the

Exercise Price Provision is removed from the Warrant Agreement in accordance with the terms thereof), reflect the warrants as derivative
liabilities at fair value at the end of each accounting period and to reflect a non-cash charge related to the change in fair value of the
warrants from the beginning of each accounting period to the end of each accounting period. Such liabilities and non-cash charges will not
affect the Company’s revenue, operating expenses, operating income, taxes, cash flows or cash and cash equivalents, or any adjusted
EBITDA results which the Company may in the future report.

 
The Company expects that the effects of the restatement on its previously issued financial statements will be as summarized in the

table below, although the amounts in such table are preliminary and remain subject to finalization by the Company and have not been
audited by Rothstein Kass. The Company intends to file the restated financial statements as soon as practicable, and is discussing with the
staff of the Securities and Exchange Commission the report or reports in which the restated financial statements will be included.

 

 



 

 
  As        
  Previously      As  
  Reported   Adjustments   Restated  
          
Balance sheet as of June 30, 2011 (unaudited)             
             
Common Stock Subject to Possible Redemption   178,887,175   (22,093,625)   156,793,550 
Warrant Liability   -   22,093,625   22,093,625 
Common Stock   2,316   (1,568)   748 
Additional Paid-in Capital   5,170,198   (170,945)   4,999,253 
Retained Earnings   (172,513)   172,513   - 
             
Three months ended June 30, 2011 (unaudited)             
             
Change in fair value of warrant liability   -   2,559,250   2,559,250 
Net income (loss)   (162,396)   (2,599,250)   (2,761,646)
Net income (loss) per share   (0.03)   (0.45)   (0.48)
             
Period from February 2, 2011 (inception) to June 30, 2011 (unaudited)             
             
Change in fair value of warrant liability   -   2,599,250   2,599,250 
Net income (loss)   (172,513)   (2,599,250)   (2,771,763)
Net income (loss) per share   (0.04)   (0.49)   (0.53)
             
Balance sheet as of September 30, 2011 (unaudited)             
             
Common Stock Subject to Possible Redemption   178,574,414   (19,494,375)   159,080,039 
Warrant Liability   -   19,494,375   19,494,375 
Common Stock   2,316   (1,591)   725 
Additional Paid-in Capital   5,482,959   (483,683)   4,999,276 
Retained Earnings   (485,274)   485,274   - 
             
Three months ended September 30, 2011 (unaudited)             
             
Change in fair value of warrant liability   -   (2,599,250)   (2,599,250)
Net income (loss)   (312,761)   2,599,250   2,286,489 
Net income (loss) per share   (0.06)   0.37   0.31 
             
Period from February 2, 2011 (inception) to September 30, 2011 (unaudited)             
             
Change in fair value of warrant liability   -   -   - 
Net income (loss)   (485,274)   -   (485,274)
Net income (loss) per share   (0.10)   0.01   (0.09)
             
Balance sheet as of December 31, 2011 (audited)             
             
Common Stock Subject to Possible Redemption   178,278,367   (15,075,650)   163,202,717 
Warrant Liability   -   15,075,650   15,075,650 
Common Stock   2,316   (1,632)   684 
Additional Paid-in Capital   5,482,959   (483,640)   4,999,319 
Retained Earnings   (781,319)   781,319   - 
             
Period from February 2, 2011 (inception) to December 31, 2011 (audited)             
             
Change in fair value of warrant liability   -   (4,418,725)   (4,418,725)
Net income (loss)   (781,319)   4,418,725   3,637,406 
Net income (loss) per share   (0.05)   0.65   0.60 

 

 



 

 
  As        
  Previously      As  
  Reported   Adjustments   Restated  
          
Balance sheet as of March 31, 2012 (unaudited)             
             
Common Stock Subject to Possible Redemption   177,981,042   (12,736,325)   165,244,717 
Warrant Liability   -   12,736,325   12,736,325 
Common Stock   2,316   (1,652)   664 
Additional Paid-in Capital   6,076,329   (1,076,992)   4,999,337 
Retained Earnings   (1,078,644)   1,078,644   - 
             
Three months ended March 31, 2012 (unaudited)             
             
Change in fair value of warrant liability   -   (2,339,325)   (2,339,325)
Net income (loss)   (297,325)   2,339,325   2,042,000 
Net income (loss) per share   (0.01)   0.31   0.30 
             
Balance sheet as of June 30, 2012 (unaudited)             
             
Common Stock Subject to Possible Redemption   177,661,208   (13,366,325)   164,294,883 
Warrant Liability   -   12,736,325   12,736,325 
Common Stock   536   131   667 
Additional Paid-in Capital   6,397,947   (1,398,611)   4,999,336 
Retained Earnings   (1,398,480)   1,398,480   - 
             
Three months ended June 30, 2012 (unaudited)             
             
Change in fair value of warrant liability

  -   -   - 
Net income (loss)   (319,836)   -   (319,836)
Net income (loss) per share   (0.06)   0.01   (0.05)
             
Six months ended June 30, 2012 (unaudited)             
             
Change in fair value of warrant liability   -   (2,339,325)   (2,339,325)
Net income (loss)   (617,161)   2,339,325   1,722,164 
Net income (loss) per share   (0.12)   0.38   0.26 
             
Balance sheet as of September 30, 2012 (unaudited)             
             
Common Stock Subject to Possible Redemption   177,301,453   (8,057,675)   169,243,778 
Warrant Liability   -   8,057,675   8,057,675 
Common Stock   540   84   624 
Additional Paid-in Capital   6,757,696   (1,758,313)   4,999,383 
Retained Earnings   (1,758,229)   1,758,229   - 
             
Three months ended September 30, 2012 (unaudited)             
             
Change in fair value of warrant liability   -   (4,678,650)   (4,678,650)
Net income (loss)   (359,749)   4,678,650   4,318,901 
Net income (loss) per share   (0.07)   0.72   0.65 
             
Nine months ended September 30, 2012 (unaudited)             
             

Change in fair value of warrant liability
  -   (7,017,975)   (7,017,975)

Net income (loss)   (976,910)   7,017,975   6,041,065 
Net income (loss) per share   (0.18)   1.08   0.90 

 
 



 

  
CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

 
This report contains “forward looking statements” within the meaning of the “safe harbor” provisions of the United States Private

Securities Litigation Reform Act of 1995. Such forward-looking statements include statements regarding: the Company’s intention to
restate its financial statements; the periods that are expected to be impacted by the restatement of the financial statements; the timing of
filing of the reports which will include the restated financial statements; the type, extent and size of adjustments expected to be reflected in
such restated financial statements and the effect of the accounting treatment of the warrants on the Company’s past and future financial
statements and financial results. Forward-looking statements may be identified by the use of words such as “expect”, “plan,” “will” and
other similar expressions that predict or indicate future events or that are not statements of historical matters. These forward-looking
statements are based on information available to the Company as of the date of this report, and current expectations, forecasts and
assumptions, and involve a number of risks and uncertainties. Among the factors that could cause actual results to differ materially from
those indicated in the forward-looking statements are the risk that the Company may not complete its restatements in a timely manner and
the risk that the Company’s audit committee and/or independent registered public accounting firm could reach further and different
conclusions concerning matters related to the financial statements. Although the Company believes that the expectations reflected in its
forward-looking statements are reasonable, the Company cannot guarantee future results, events or outcomes. The Company undertakes no
obligation to publicly update or revise any forward-looking statements, whether as a result of new information, future events or otherwise,
unless required by law.
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 GLOBAL EAGLE ENTERTAINMENT INC.
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