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Part I Financial Information
Item 1.

Financial Statements.
CommerceTel Corporation
Condensed Consolidated Balance Sheets
March 31,
2011
(unaudited)

Current Assets
Cash
Accounts Receivable
Other Current Assets
Total Current Assets

$

Equipment, Net
Intangible Assets, Net
Other Assets
TOTAL ASSETS

$

Current Liabilities
Accounts Payable
Accrued Interest
Accrued and Deferred Personnel Compensation
Deferred Revenue and Customer Deposits
Notes Payable, Net
Derivative Liabilities
Other Current Liabilities
Total Current Liabilities

$

Non-Current Liabilities
Common Stock Liability
Derivative Liabilities
Total Non-Current Liabilities
Total Liabilities

205,191
50,227
91,708
347,126
2,737
77,105
46,317
473,285

233,307
64,499
113,285
286,677
889,283
289,504
68,692
1,945,247

December 31,
2010
(audited)
$

$

$

128,030
81,794
209,824
2,155,071

Stockholders' Deficit
Common Stock, $0.001 par value; 150,000,000 shares authorized; 17,854,286 and 17,700,000 shares
issued and outstanding as of March 31, 2011 and December 31, 2010, respectively
Additional Paid-in Capital
Accumulated Deficit
Total Stockholders' Deficit
TOTAL LIABILITIES & STOCKHOLDERS' DEFICIT
$
See accompanying notes to condensed consolidated financial statements.
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17,854
7,202,830
(8,902,470)
(1,681,786)
473,285 $

373,439
49,215
68,030
490,684
1,609
46,317
538,610

151,943
37,901
119,641
233,318
803,156
334,478
69,142
1,749,579
1,749,579

17,700
6,945,584
(8,174,253)
(1,210,969)
538,610
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CommerceTel Corporation
Condensed Consolidated Statements of Operations
(Unaudited)
Three months ended
March 31,
2011
2010
Revenues
Revenues
Cost of revenues
Gross Margin

$

140,638
79,837
60,801

223,724
124,054
99,670

57,851
128,571
545,039
731,461

32,281
91,522
201,858
325,661

Loss From Operations

(670,660)

(225,991)

Other Income/(Expense)
Interest income
Interest expense
Change in fair market value of derivative liabilities
Gain on debt extinguishment
Total Other Income/(Expense)

158
(105,408)
47,693
(57,557)

(16,653)
114,551
97,898

Operating Expenses
Sales & marketing expense
Engineering, research, & development expense
General & administrative
Total Operating Expenses

Net Loss

$

(728,217) $

(128,093)

Net Loss Per Share - Basic and Diluted

$

(0.04) $

(0.02)

Weighted average number of shares during the period - basic and diluted
See accompanying notes to condensed consolidated financial statements.
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17,711,048

7,267,972
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CommerceTel Corporation
Condensed Consolidated Statements of Cash Flows
(Unaudited)
Three months ended
March 31,
2011
2010
OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash used for operating activities
Gain on debt extinguishment
Stock-based compensation
Depreciation and amortization expense
Change in fair market value of derivative liabilities
Amortization of deferred financing costs
Amortization of note discounts
Increase (decrease) in cash resulting from changes in:
Accounts receivable
Other assets
Accounts payable
Accrued interest
Accrued and deferred personnel compensation
Deferred revenue and customer deposits
Other liabilities
Net cash used for operating activities

$

INVESTING ACTIVITIES
Purchases of equipment
Acquisition of intangible assets
Acquisition of other assets
Net cash used for investing activities

(728,217) $

(128,093)

239,403
2,037
(47,693)
10,000
78,810

(114,551)
31,291
1,670
-

(1,012)
(33,678)
81,364
26,598
(6,356)
53,359
(450)
(325,835)

(14,708)
(6,196)
56,415
16,653
36,351
(12,308)
195
(133,281)

(2,412)
(60,001)
(62,413)

(1,605)
(1,605)

FINANCING ACTIVITIES
10,000
210,000
220,000

Proceeds from capital contributions by former parent
Proceeds from issuance of notes payable
Proceeds from issuance of common stock and warrants
Net cash provided by financing activities

124,897
124,897

(168,248)
373,439
205,191 $

(9,989)
11,003
1,014

Net change in cash
Cash at beginning of period
Cash at end of period

$

Supplemental disclosures:
Cash paid during period for :
Interest
Income Taxes

$
$

-

$
$

-

Non cash investing activities:
Common stock issued for intangible assets

$

17,857

$

-

See accompanying notes to condensed consolidated financial statements.
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CommerceTel Corporation
Notes to Condensed Consolidated Financial Statements
1.

Reverse Merger Transaction and Accounting

Reverse Merger Transaction
On November 2, 2010, CommerceTel Corporation (the “Company”) acquired CommerceTel, Inc., which was wholly-owned by CommerceTel
Canada Corporation (“CTel Canada” or “our former parent”), in a reverse merger, or the “Merger”. Pursuant to the Merger, all of the issued and
outstanding shares of CommerceTel, Inc. common stock were converted, at an exchange ratio of 0.7268-for-1, into an aggregate of 10,000,000
shares of the Company’s common stock, and CommerceTel, Inc. became a wholly owned subsidiary of the Company. The holders of the
Company’s common stock as of immediately prior to the Merger held an aggregate of 10,000,000 shares of the Company’s common stock. The
accompanying condensed consolidated financial statements common share and weighted average common share basic and diluted information has
been retroactively adjusted to reflect the exchange ratio in the Merger.
CommerceTel, Inc. was originally incorporated in Nevada in 2005. The Company was originally incorporated as Ares Ventures Corporation in
Nevada in 2008, and was renamed CommerceTel Corporation in 2010.
Reverse Merger Accounting
Immediately following the consummation of the Merger, the: (i) former security holders of CommerceTel, Inc. common stock had an
approximate 56% voting interest in the Company and the Company stockholders retained an approximate 44% voting interest, (ii) former
executive management team of CommerceTel, Inc. remained as the only continuing executive management team for the Company, and
(iii) Company’s ongoing operations consist solely of the ongoing operations of CommerceTel, Inc. Based primarily on these factors, the Merger
was accounted for as a reverse merger and a recapitalization in accordance with generally accepted accounting principles in the United States of
America, or GAAP. As a result, these condensed financial statements reflect the: (i) historical results of CommerceTel, Inc. prior to the Merger,
(ii) combined results of the Company following the Merger, and (iii) acquired assets and liabilities at their historical cost. In connection with the
Merger, the Company received net assets of $16,496.
On December 7, 2010, the Board of Directors of the Company resolved to change the Company’s fiscal year end from September 30 to
December 31, effective immediately, to coincide with the fiscal year end of its wholly owned subsidiary CommerceTel, Inc.
2.

Nature of Operations and Summary of Significant Accounting Policies

Nature of Operations and Basis of Presentation
The Company is a provider of mobile marketing technology that enables major brands and enterprises to engage consumers via their mobile
phones and other smart devices. Interactive electronic communications with consumers is a complex process involving communication networks
and software. The Company removes this complexity through its suite of services and technologies thereby enabling brands, marketers, and
content owners to communicate with their customers and consumers in general.
Principles of Accounting and Consolidation
The accompanying unaudited interim condensed financial statements have been prepared in accordance with accounting principles generally
accepted in the United States (GAAP) for interim financial statements and with the instructions to Form 10-Q and Article 8 of Regulation S-X.
Accordingly, they do not include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of
management, the accompanying condensed consolidated financial statements include all adjustments that are necessary, which are of a normal and
recurring nature, for a fair presentation for the periods presented of the financial position, results of operations and cash flows of the Company
and its wholly-owned subsidiaries All significant intercompany transactions have been eliminated in consolidation.
-4-
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These condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and notes thereto
contained in the Company’s annual report on Form 10-K for the fiscal year ended December 31, 2010. The accompanying condensed balance
sheet as of December 31, 2010 has been derived from the audited financial statements at that date but does not include all of the information and
footnotes required by GAAP for complete financial statements. The results of operations for the three months ended March 31, 2011 are not
necessarily indicative of the results to be anticipated for the entire year ending December 31, 2011, or any other period.
Going Concern
Our financial statements have been prepared assuming that we will continue as a going concern. Such assumption contemplates the realization of
assets and satisfaction of liabilities in the normal course of business. However, we have incurred continued losses, have a net working capital
deficiency, and have an accumulated deficit of approximately $8.9 million as of March 31, 2011. These factors among others create a substantial
doubt about our ability to continue as a going concern. We are dependent upon sufficient future revenues, additional sales of our securities or
obtaining debt financing in order to meet our operating cash requirements. Barring our generation of revenues in excess of our costs and
expenses or our obtaining additional funds from equity or debt financing, or receipt of significant licensing prepayments, we will not have
sufficient cash to continue to fund the operations of the Company through December 31, 2011. These condensed consolidated financial
statements do not include any adjustments that might result from the outcome of this uncertainty.
In response to our Company’s cash needs, we received additional equity investments pursuant to a private placement totaling $445,000 as of May
13, 2011 ($210,000 as of March 31, 2011). Longer term, we anticipate that we will continue to raise additional equity financing through the sale
of shares of the Company’s common stock in order to finance our future investing and operating cash flow needs. However, there can be no
assurance that such financings will be available on acceptable terms, or at all.
Use of Estimates
The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of expenses during the reporting period. Significant estimates used are those related to stock-based compensation, the valuation of the
derivative liabilities, and the valuation allowance of deferred tax assets. Management believes that these estimates are reasonable; however, actual
results may differ from these estimates.
Cash
The Company minimizes its credit risk associated with cash by periodically evaluating the credit quality of its primary financial institution. The
balance at times may exceed federally insured limits. The Company has not experienced any losses on such accounts.
Fair Value of Financial Instruments
The Company’s financial instruments consist of cash, accounts receivable, other assets, accounts payable, accrued expenses, notes payable,
derivative liabilities, common stock liability and other current liabilities. Fair value estimates of these instruments are made at a specific point in
time, based on relevant market information. These estimates may be subjective in nature and involve uncertainties and matters of significant
judgment and therefore cannot be determined with precision. As of March 31, 2011 and December 31, 2010, the carrying amounts of the
Company’s financial instruments are generally considered to be representative of their respective fair values because of the short-term nature of
those instruments or because they have been adjusted to fair value on the reporting date.
-5-
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Accounts Receivable
Accounts receivable are carried at their estimated collectible amounts. The Company grants unsecured credit to substantially all of its
customers. Ongoing credit evaluations are performed and potential credit losses are charged to operations at the time the account receivable is
estimated to be uncollectible. Since the Company cannot necessarily predict future changes in the financial stability of our customers, the
Company cannot guarantee that its reserves will continue to be adequate.
From time to time, the Company may have a limited number of customers with individually large amounts due. Any unanticipated change in one
of the customer’s credit worthiness could have a material effect on our results of operations in the period in which such changes or events
occurred. The Company had no allowance for doubtful accounts at March 31, 2011 and December 31, 2010.
Equipment
Equipment is recorded at cost, consists primarily of computer equipment and is depreciated using the straight-line method over the estimated
useful lives of the related assets (generally three years or less). Costs incurred for maintenance and repairs are expensed as incurred and
expenditures for major replacements and improvements are capitalized and depreciated over their estimated remaining useful lives. Depreciation
expense for the three months ended March 31, 2011 and 2010 was $1,284 and $1,670, respectively.
Intangible Assets
From January 2011 to March 2011, the Company acquired U.S. Patent Number 6,788,769 from eMediacy, Inc. for cash and 14,286 shares of
common stock, and incurred costs to prosecute other patent applications. The Company capitalized $78,000 during this period, and is amortizing
the costs on a straight-line basis over an estimated useful life of ten years.
Impairment of Long-Lived Assets
Purchased intangible assets with finite lives are amortized using the straight-line method over the estimated economic lives of the assets, which
range from five to ten years. The Company evaluates long-lived assets, including intangible assets with finite lives, for impairment whenever
events or changes in circumstances indicate their net book value may not be recoverable. When such factors and circumstances exist, the
Company compares the projected undiscounted future cash flows associated with the related asset or group of assets over their estimated useful
lives against their respective carrying amount. Impairment, if any, is based on the excess of the carrying amount over the fair value, based on
market value when available, or discounted expected cash flows, of those assets and is recorded in the period in which the determination is made.
The Company’s management currently believes there is no impairment of its long-lived assets. There can be no assurance, however, that market
conditions will not change or demand for the Company’s products under development will continue. Either of these could result in future
impairment of long-lived assets.
Derivative Financial Instruments
The Company does not use derivative instruments to hedge exposures to cash flow, market or foreign currency risks.
The Company reviews the terms of the common stock, warrants and convertible debt it issues to determine whether there are embedded derivative
instruments, including embedded conversion options, which are required to be bifurcated and accounted for separately as derivative financial
instruments. In circumstances where the host instrument contains more than one embedded derivative instrument, including the conversion
option, that is required to be bifurcated, the bifurcated derivative instruments are accounted for as a single, compound derivative instrument.
Bifurcated embedded derivatives are initially recorded at fair value and are then revalued at each reporting date with changes in the fair value
reported as non-operating income or expense. When the equity or convertible debt instruments contain embedded derivative instruments that are
to be bifurcated and accounted for as liabilities, the total proceeds received are first allocated to the fair value of all the bifurcated derivative
instruments. The remaining proceeds, if any, are then allocated to the host instruments themselves, usually resulting in those instruments being
recorded at a discount from their face value.
-6-
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The discount from the face value of the convertible debt, together with the stated interest on the instrument, is amortized over the life of the
instrument through periodic charges to interest expense, using the effective interest method.
Revenue Recognition
The Company’s “C4” Mobile Marketing and Customer Relationship Management (CRM) platform is a hosted solution. The Company generates
revenue from licensing its software to clients in its software as a service (Saas) model, per-message and per-minute transactional fees, and
customized professional services. The Company recognizes license fees over the period of the contract, service fees as the services are
performed, and per-message or per-minute transaction revenue when the transaction takes place. The Company recognizes revenue at the time
that the services are rendered, the selling price is fixed, and collection is reasonably assured, provided no significant obligations remain. The
Company considers authoritative guidance on multiple deliverables in determining whether each deliverable represents a separate unit of
accounting. Cash received in advance of the performance of services is recorded as deferred revenue.
Stock-based Compensation
The Company accounts for stock-based compensation in accordance with Financial Accounting Standards Board (“FASB”) Accounting
Standards Codification Topic 718 Stock Compensation, which establishes accounting for equity instruments exchanged for employee services.
Under such provisions, stock-based compensation cost is measured at the grant date, based on the calculated fair value of the award, and is
recognized as an expense, under the straight-line method, over the employee’s requisite service period (generally the vesting period of the equity
grant). In accordance with Accounting Standards Codification (“ASC”) 718, the Company estimates forfeitures at the time of grant and revises
the estimates if necessary, if actual forfeiture rates differ from those estimates. Stock options issued to employees are accounted for at their
estimated fair value determined using the Black-Scholes option-pricing model.
The Company accounts for equity instruments, including restricted stock or stock options, issued to non-employees in accordance with
authoritative guidance for equity based payments to non-employees. Stock options issued to non-employees are accounted for at their estimated
fair value determined using the Black-Scholes option-pricing model. The fair value of options granted to non-employees is re-measured as they
vest, and the resulting increase in value, if any, is recognized as expense during the period the related services are rendered. Restricted stock
issued to non-employees is accounted for at its estimated fair value as it vests.
Comprehensive Income (Loss)
Comprehensive income (loss) is defined as the change in equity during a period from transactions and other events and circumstances from nonowner sources. The Company is required to record all components of comprehensive income (loss) in the financial statements in the period in
which they are recognized. Net income (loss) and other comprehensive income (loss), including foreign currency translation adjustments and
unrealized gains and losses on investments, are reported, net of their related tax effect, to arrive at comprehensive income (loss). For the three
months ended March 31, 2011 and 2010, the comprehensive loss was equal to the net loss.
Net Loss Per Common Share
Net loss per share is presented as both basic and diluted net loss per share. Basic net loss per share excludes any dilutive effects of options,
shares subject to repurchase and warrants. Diluted net loss per share includes the impact of potentially dilutive securities. During 2011 and 2010,
the Company had securities outstanding which could potentially dilute basic earnings per share in the future, but were excluded from the
computation of diluted net loss per share, as their effect would have been anti-dilutive. These outstanding securities consist of 2,383,750
outstanding options and 140,000 outstanding warrants. In addition, see potential issuances associated with warrants and convertible debt in Notes
3 and 4.
-7-
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Recent Accounting Pronouncements
In October 2009, the FASB issued Accounting Standards Update No. 2009-13, Multiple-Delivery Revenue Arrangements (“ASU 2009-13”),
which establishes the accounting and reporting guidance for arrangements, including multiple deliverable revenue-generating activities, and
provides amendments to the criteria for separating deliverables, and measuring and allocating arrangement consideration to one or more units of
accounting. The amendments of ASU 2009-13 also establish a hierarchy for determining the selling price of a deliverable, and require
significantly enhanced disclosures to provide information about a vendor’s multiple-deliverable revenue arrangements, including information
about their nature and terms, significant deliverables, and the general timing of delivery. The amendments also require disclosure of information
about the significant judgments made and changes to those judgments, and about how the application of the relative selling price method affects
the timing or amount of revenue recognition. The amendments of ASU 2009-13 are effective prospectively for revenue arrangements entered into
or materially modified in annual reporting periods beginning on or after June 15, 2010, or January 1, 2011 for us. We adopted these provisions
as of January 1, 2011. The adoption of ASU 2009-13 did not have a material impact on our financial position or results of operations.
In April 2010, the FASB issued an accounting standards update to ASC Topic No. 718, Compensation – Stock Compensation. ASC No. 718
stipulates that a share-based payment award that contains a condition that is not a market, performance, or a service condition is required to be
classified as a liability. This update clarifies that when an employee share-based payment award with an exercise price denominated in the
currency of a market in which a substantial portion of the entity’s securities trades differs from the functional currency of the employer entity or
payroll currency of the employee, such award should not be considered to contain a condition that is not a market, performance, or service
condition. Therefore, an entity would not classify such an award as a liability if it otherwise qualifies as equity. The amendments in this update
are effective for fiscal years beginning on or after December 15, 2010, which is the Company’s 2011 fiscal year. The amendments in this update
are applied by recording a cumulative-effect adjustment to the opening balance of retained earnings. The cumulative-effect adjustment is
calculated for all awards outstanding as of the beginning of the fiscal year in which the amendments are initially applied and is presented
separately. The adoption of this amendment did not have a material impact on the Company’s condensed consolidated financial statements.
3.

Derivative Liabilities

As discussed in Note 4, the Company issued convertible notes payable that provide for the issuance of warrants to purchase its common stock at
a future date. The conversion term for the convertible notes is variable based on certain factors. The number of warrants to be issued is based on
the future price of the Company’s common stock. As of March 31, 2011, the number of warrants to be issued remains indeterminate. Pursuant
to ASC 815-15 Embedded Derivatives, the fair values of the variable conversion option and warrants / shares to be issued were recorded as
derivative liabilities on the issuance date.
As discussed in Note 5, the Company issued a four-year warrant to purchase its common stock. The warrant provides anti-dilutive, or down
round, price protection while it is outstanding. Pursuant to ASC 815-15 Embedded Derivatives and ASC 815-40 Contracts in Entity’s Own
Equity, the fair value of the warrant was recorded as a derivative liability on the issuance date.
The fair values of the Company’s derivative liabilities were estimated at the issuance date and are revalued at each subsequent reporting date,
using a Monte Carlo simulation. At March 31, 2011, the Company recorded derivative liabilities of $371,298. The change in fair value of the
derivative liabilities for the three months ended March 31, 2011 of $47,693 was reported as other income in the condensed consolidated
statements of operations.
-8-
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4.

Bridge Financing, Notes Payable and Accrued Interest

Bridge Financing
From November 2, 2010 through March 31, 2011, the Company issued to a number of accredited investors a series of its 10% Senior Secured
Convertible Bridge Note (the “Notes”) in the aggregate principal amount of $1,010,000 (the “Financing”). The Notes accrue interest at the rate of
10% per annum. The entire principal amount evidenced by the Notes (the “Principal Amount”) plus all accrued and unpaid interest is due on the
earlier of (i) the date the Company completes a financing transaction for the offer and sale of shares of common stock (including securities
convertible into or exercisable for its common stock), in an aggregate amount of no less than 125% of the principal amounts evidenced by the
Notes (a “Qualifying Financing”), and (ii) November 3, 2011. If the Notes are held to maturity, the Company pays, at the option of the holder: i)
cash or ii) in securities to be issued by the Company in the Qualifying Financing at the same price paid by other investors.
On the maturity date of the Notes, in addition to the repayment of the Principal Amount and all accrued and unpaid interest, the Company will
issue to each holder of the Notes, at each such holder’s option, (i) three year warrants to purchase that number of shares of its common stock
equal to the Principal Amount plus all accrued and unpaid interest divided by the per share purchase price of the common stock offered and sold
in the Qualifying Financing (the “Offering Price”) which warrants shall be exercisable at the Offering Price, or (ii) that number of shares of
common stock equal to the product arrived at by multiplying (x) the Principal Amount plus all accrued and unpaid interest divided by the
Offering Price and (y) 0.33.
The Company’s obligations under the Notes are secured by all of the assets of the Company, including all shares of CommerceTel, Inc., its
wholly owned subsidiary.
WFG Investments, Inc., a registered broker dealer, was paid a placement agent fee in the amount of $40,000 which was capitalized as deferred
financing costs, and is being amortized over the term of the Notes using the effective interest method. The Company recorded $10,000 of
expense for the amortization of the deferred financing costs during the three months ended March 31, 2011.
The following table summarizes information relative to all of the outstanding Notes at March 31, 2011 and December 31, 2010:
March 31,
2011
$
1,010,000

Bridge notes payable
Less unamortized discounts:
Variable maturity discount
Warrant discount
Bridge notes payable, net of discounts

$

December 31,
2010
$
1,000,000

(1,120)
(191,581)
817,299 $

(1,569)
(267,259)
731,172

In accordance with ASC 470-20 Debt with Conversion and Other Options, the Company recorded a discount of $1,876 for the variable
conversion feature and a discount of $320,424 for the warrants / shares to be issued. The discounts will be amortized to interest expense over the
term of the Notes using the effective interest method. The Company recorded $78,810 of interest expense for the amortization of the note
discounts during the three months ended March 31, 2011.
In accordance with ASC 815-15, the Company determined that the variable conversion feature and the warrants / shares to be issued represented
embedded derivative features, and these are shown as derivative liabilities on the balance sheet. See Note 3.
The Company calculated the fair value of the compound embedded derivatives associated with the convertible notes payable utilizing a complex,
customized Monte Carlo simulation model suitable to value path dependant American options. The model uses the risk neutral methodology
adapted to value corporate securities. This model utilized subjective and theoretical assumptions that can materially affect fair values from period
to period.
-9-
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Other Notes
The following table summarizes the Company’s notes payable as of March 31, 2011 and December 31, 2010:

Bridge Notes, net, as discussed above
Unsecured (as amended) note payable due to our Company’s
former Chief Executive Officer, interest accrues at the rate of
9% compounded annually, all amounts due and payable
December 31, 2008 (See Note 10).
Note payable due to a trust, interest accrues at the rate of 10%
per annum, all amounts due and payable December 31, 2006.
The Company is currently negotiating the payment terms of
this note.

Notes Payable
3/31/2011
12/31/2010
$
817,299 $
731,172

20,000

51,984
889,283

$

Accrued Interest
3/31/2011
12/31/2010
$
40,477 $
15,792

20,000

$

51,984
803,156

8,854

$

15,168
64,499

8,223

$

13,886
37,901

Interest expense, including amortization of note discounts, totaled $105,408 and $16,653 for the three months ended March 31, 2011 and 2010.
5.

Stockholders’ Deficit

Common Stock Liability and Common Stock
On March 25, 2011, the Company issued 140,000 shares of common stock at $1.50 per share for cash and issued a four-year warrant to
purchase 140,000 shares of common stock at $2.00 per share to an accredited investor. Both the common shares and the warrant contain antidilutive, or down round, price protection. The down round protection for the common shares terminates on the earlier of the date on which an
effective registration statement is filed with the SEC covering the shares, or the shares become freely tradable pursuant to Rule 144 promulgated
under the Securities Act of 1933. The down round protection for the warrant terminates when the warrant expires or is exercised. The Company
recorded a derivative liability for the warrant as discussed in Note 3. Pursuant to ASC 480 Distinguishing Liabilities from Equity, the Company
determined that the down round price protection on the common stock represents a future obligation requiring liability classification in the
condensed consolidated balance sheet. The Company recorded the par value of the common stock in equity ($140), recorded the fair market
value of the warrant as a derivative liability ($81,830), and recorded the remainder of the proceeds as a common stock liability ($128,030).
As of March 31, 2011, the Company has 17,854,286 common shares outstanding, of which 6,000,000 shares are free trading and 11,854,286
shares are restricted pursuant Rule 144 promulgated under the Securities Act of 1933. This restriction is expected to be lifted for 11,700,000
shares in November 2011 which will result in a significant number of additional shares becoming freely tradable.
Stock-based Compensation
CTel Canada Plan
Certain employees, directors and consultants of the Company (the “Optionees”) received stock options exercisable for the common stock of (and
issued by) our former parent company, CTel Canada. Effective with the Merger, all of the unvested options became fully vested and the related
stock-based compensation was recognized in 2010. The Company recorded stock-based compensation of $31,291 in operating expenses for the
three months ended March 31, 2010 related to stock option grants made to the Optionees.
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For purposes of accounting for stock-based compensation, the fair value of each option award is estimated on the date of grant using the BlackScholes option pricing formula, and the expense is recognized on a straight-line basis over the vesting period. The Company granted one option
during the three months ended March 31, 2010 and used the following valuation assumptions to determine the fair value of the option at the grant
date: expected volatility of 152.96%; risk free interest rate of 0.94%; forfeiture rate of 0.0%; expected dividend rate of 0.0%; and expected term of
three years.
2010 Incentive Stock Option Plan
On December 24, 2010, the Company adopted the 2010 Incentive Stock Option Plan (“the 2010 Plan”), subject to shareholder approval within
one year. If shareholder approval is not obtained within one year, incentive stock options granted under the 2010 Plan convert to non-qualified
stock options. The 2010 Plan permits the Company to grant up to 3,124,000 shares of common stock and options to purchase shares of common
stock. The 2010 Plan is designed to retain directors, executives and selected employees and consultants and reward them for making major
contributions to the success of the Company. These objectives are accomplished by making long-term incentive awards under the 2010 Plan
thereby providing participants with a proprietary interest in the growth and performance of the Company.
The Company believes that such awards better align the interests of its employees with those of its shareholders. Option awards are generally
granted with an exercise price that equals the fair market value of the Company's stock at the date of grant. These option awards generally vest
based on four years of continuous service and have five-year contractual terms.
A summary of option activity under the 2010 Plan as of March 31, 2011 and changes during the three months then ended is presented below:

Shares
Outstanding January 1, 2011
Granted
Exercised
Forfeited
Outstanding March 31, 2011
Exercisable options at March 31, 2011

1,808,750
575,000
2,383,750
198,436

Weighted-average exercise
price
$
0.32
1.45
0.59
$

Weighted-Average
Remaining Contractual
Term (Years)
4.98
7.63
5.27

0.32

4.26

$

The aggregate intrinsic value of stock options outstanding and stock options exercisable at March 31, 2011 was $1,868,000 and $185,000,
respectively.
As of March 31, 2011, total compensation cost related to non-vested employee stock options and non-vested non-employee stock options not yet
recognized was $1,040,000, which is expected to be recognized over the next 1.74 years on a weighted-average basis.
Expense Information
The Company measures and recognizes compensation expense for all stock-based payment awards made to employees, directors and nonemployees based upon estimated fair values. The Company recorded stock-based compensation in operating expenses for employees and nonemployees of $18,274 and $221,129, respectively, for the three months ended March 31, 2011.
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Valuation Assumptions
The Company uses the Black-Scholes option pricing model in determining its option expense. The weighted-average estimated fair value of
employee stock options and non-employee stock options granted during the three months ended March 31, 2011 was $0.66 per share. The
Company periodically revalues non-employee stock options as they vest. The ranges of assumptions used during the three months ended March
31, 2011 are as follows:
March 31, 2011
Employee Options
Non-Employee Options
60 %
60 %
1.40% to 1.97%
2.24 %
0%
0%
0%
0%
3.00 to 5.00
4.75 to 5.00

Expected volatility
Risk-free interest rate
Forfeiture rate
Expected dividend rate
Expected life (yrs)

The expected volatility is based on the weighted average of the historical volatility of publicly traded surrogates in the Company’s peer group.
The risk-free interest rate assumption is based upon published interest rates appropriate for the expected life of the Company’s employee stock
options.
The dividend yield assumption is based on the Company’s history of not paying dividends and no future expectations of dividend payouts.
The expected life of the stock options represents the weighted-average period that the stock options are expected to remain outstanding and was
determined based on historical experience of similar awards, giving consideration to the contractual terms of the stock-based awards, vesting
schedules and expectations of future employee behavior as influenced by changes to the terms of its stock-based awards.
Warrants
As discussed in Note 4, the Company is obligated to issue warrants or shares pursuant to its Bridge Financing. The number of warrants / shares
issuable pursuant to the agreements is not known at this time.
The Company issued a warrant in March 2011 for the purchase of 140,000 shares of common stock at $2.00 per share. The warrant is
exercisable for four years from the date of issuance, and contains anti-dilution, or down round, price protection as long as the warrant remains
outstanding.
No other warrants are issued or outstanding as of March 31, 2011.
6.

Income Taxes

The Company maintains deferred tax assets that reflect the net tax effects of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. These deferred tax assets include net operating loss
carryforwards, deferred revenue and stock-based compensation. In assessing the realizability of deferred tax assets, the Company considers
whether it is more likely than not that some portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred tax
assets is dependent upon the generation of future taxable income during periods in which those temporary differences become deductible. The
Company considers projected future taxable income and planning strategies in making this assessment. Based on the level of historical operating
results and projections for the taxable income for the future, the Company has determined that it is more likely than not that the deferred tax assets
will not be realized. Accordingly, the Company has recorded a valuation allowance to reduce deferred tax assets to zero. There can be no
assurance that the Company will ever be able to realize the benefit of some or all of the federal and state loss carryforwards, either due to ongoing
operating losses or due to ownership changes, which limit the usefulness of the loss carryforwards.
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As of March 31, 2011, the Company has available net operating loss carryforwards of approximately $7,200,000 for federal income tax
purposes, which will start to expire in 2026. The net operating loss carryforwards for state purposes are approximately $7,200,000 and will start
to expire in 2016.
The Company has determined that during 2010 it experienced a “change of ownership” as defined by Section 382 of the Internal Revenue
Code. As such, utilization of net operating loss carryforwards and credits generated before the 2010 change in ownership will be limited to
approximately $207,000 per year until such carryforwards are fully utilized. The pre change net operating loss carryforward was approximately
$7,000,000.
7.

Fair Value Measurements

Fair value is defined as an exit price, representing the amount that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants. As such, fair value is a market-based measurement that should be determined based on assumptions that
market participants would use in pricing an asset or liability. As a basis for considering such assumptions, the authoritative guidance establishes a
three-tier value hierarchy, which prioritizes the inputs used in measuring fair value as follows: (Level 1) observable inputs such as quoted prices
in active markets; (Level 2) inputs other than the quoted prices in active markets that are observable either directly or indirectly; and (Level 3)
unobservable inputs in which there is little or no market data, which require the Company to develop its own assumptions. This hierarchy
requires companies to use observable market data, when available, and to minimize the use of unobservable inputs when determining fair value.
On a recurring basis, the Company measures certain financial assets and liabilities at fair value, including its derivative liability.
At March 31, 2011, the Company recorded a liability related to the variable maturity feature and the future issuance of warrants / shares in
connection with its Bridge Notes (See Note 4), and the warrant issued in March 2011 (See Notes 3 and 5) at the aggregate fair market value of
$371,298 utilizing unobservable inputs. The change in fair market value of these liabilities is included in other income (expense) in the
condensed consolidated statements of operations. The assumptions used in the Monte-Carlo simulation used to value the derivative liabilities
involve expected volatility in the Company’s common stock, estimated probabilities related to the occurrence of a future financing, and interest
rates. As all the assumptions employed to measure this liability are based on management’s judgment using internal and external data, this fair
value determination is classified in Level 3 of the valuation hierarchy.
The following table provides a reconciliation of the beginning and ending balances of the derivative liabilities as of March 31, 2010:

Beginning balance January 1, 2011
Issuances
Change in fair market value of derivative liabilities
Ending balance March 31, 2011
8.

Variable
conversion
Warrant /
Down round
liability
shares liability
liability
$
1,208 $
333,270 $
- $
11
2,672
81,830
(311)
(47,346)
(36)
$
908 $
288,596 $
81,794 $

Total
334,478
84,513
(47,693)
371,298

Gain on Extinguishment of Debt

During the three months ended March 31, 2010, the Company negotiated settlement agreements with regards to previously recorded liabilities of
$134,602. The Company paid $20,051 to settle these liabilities, and recorded a gain on extinguishment of debt of $114,551 in the condensed
consolidated statements of operations.
9.

Concentrations

During the three months ended March 31, 2011, two customers accounted for 37% and 17%, respectively, of our revenues. During the three
months ended March 31, 2010, one customer accounted for 44% of our revenues. At March 31, 2011, the accounts receivable balances for these
two customers were $13,118 and $10,621, respectively. At March 31, 2010, the accounts receivable balances for the one customer was
$13,519. The loss of any of these customers could have a material adverse impact on the Company’s business.
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10.

Commitments and Contingencies

Litigation
In August 2008, the Company and certain employees, shareholders and directors (the “Plaintiffs”) initiated litigation against its former Chief
Executive Officer (the “Defendant”) alleging criminal conduct against the financial interests and reputation of the Company. The Defendant
countersued the Company. In December 2009, a judgment was entered in the Plaintiffs’ favor awarding damages and enjoining the Defendant
from certain behavior prejudicial to the Company. The Company has not recognized any gains from the damages that may be paid to the
Company in the future due to the uncertainty of their ultimate realization. Additionally, in a separate court action the Company has been enjoined
against the payment of any amounts owed to the Defendant, including amounts due under a note payable noted above.
mHealth Technology License
On March 18, 2011, the Company entered into a letter of intent with a global health company for the license of one of the Company’s mobile
communications software technology platforms for the sole purpose of developing, delivering and sublicensing mobile health and medicine
applications. The letter of intent expires July 1, 2011 and may be terminated without obligation or liability by mutual agreement of the parties.
The letter of intent provides for the execution of a master services agreement between the parties, and an upfront nonrefundable prepayment to the
Company of $50,000 for a one year license to the Company’s C4 platform. On or before June 30, 2011, the Company may receive, at the sole
discretion of the global health company, an exclusivity payment of $450,000 and 1.07 million shares of the global health company in
consideration for the Company not granting any other person or entity a license to the Company’s software technology platform for the delivery
of mobile health and medicine applications, subject to undefined milestones and minimum payments. If this exclusivity payment is made prior to
June 30, 2011, the parties agree to set license fees payable to mutually agreeable levels, and the global health company agrees to invest a
minimum of $1,000,000 over an 18 month period for the development of mobile health and medicine applications.
Other
At March 31, 2011, the Company was delinquent with respect to the payment of wages earned by current employees due to an insufficient
balance of cash on hand at the time the payrolls were due to be paid to the employees. Ahead of the Merger, employees agreed to convert the
majority of the delinquent payments to equity in CommerceTel, Inc. The employees have agreed to continue their employment in the expectation
of eventual payment of the remaining amounts due. It is the Company’s full intention to satisfy or reach a settlement with all past due balances
outstanding, which total approximately $58,000 at March 31, 2011.
11.

Related Party Transactions

Hidden River Ventures I, LLC (“Hidden River”) is an existing shareholder in CommerceTel Corporation as a result of converting $229,000 of
payables in exchange for 415,937 shares of CommerceTel Corporation common stock. On October 26, 2010, the Company entered into a
consulting agreement with a related company under common control, Hidden River, LLC, pursuant to which Hidden River, LLC would lead the
Company’s acquisition strategy. The consulting agreement calls for monthly payments of $10,000, along with periodic bonus payments
associated with the success of the acquisition strategy, as well as options to purchase 700,000 shares granted on December 24, 2010 priced at
$.32 per share. Of the options granted, 175,000 options were vested as of December 24, 2010. The Company paid $60,000 to Hidden River
during the three months ended March 31, 2011.
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12.

Subsequent Events

Txtstation Acquisition
On April 1, 2011, we acquired substantially all of the assets of the Txtstation interactive mobile marketing platform and services business from
Adsparq Limited (“Adsparq”). The purchase price for the acquisition was 2,125,000 shares of our common stock and $300,000 in cash. Of the
cash portion, $50,000 was paid at closing, with an additional $25,000 payable on the 60th day following closing. The balance is payable in
$25,000 installments at the end of each of the next nine 30-day periods thereafter. We assumed none of Adsparq’s liabilities in the
transaction. For a period of one year following the closing of the transaction, half of the shares of common stock issued to Adsparq will be held
in escrow as security for Adsparq’s obligations under the agreement.
In connection with the transaction, we also issued 300,000 shares of our common stock to the controlling stockholder of Adsparq in
consideration of certain indemnification obligations and other agreements. For one year following the closing of the transaction, the shareholder
has agreed not to, directly or indirectly, transfer, donate, sell, assign, pledge, hypothecate, grant a security interest in or otherwise dispose or
attempt to dispose of all or any portion of shares issued to it (or any interest therein).
The Company completed the acquisition in furtherance of its strategy to acquire small, privately owned enterprises in the mobile marketing sector
through an asset purchase structure. This acquisition was consistent with the Company's purchase price model in which equity will represent
most of the purchase price plus a small cash component and, in some cases, the assumption of specific liabilities.
The valuation analysis for the acquired tangible and intangible assets, and the equity component of the purchase price, is not complete at this time.
It is anticipated that this analysis will be completed before June 30, 2011 and the final purchase accounting will be reflected in the Company's
consolidated financial statements contained in Form 10Q for the period ending June 30, 2011. Adsparq’s revenue and net loss for its most recent
fiscal year ended March 31, 2011 totaled $1,253,000 and $(145,000), respectively. The Company does not have the required quarterly revenue
and net income/loss information at this time and therefore will disclose such information in future filings.
2011 Private Placement
The Company commenced a private placement in late March 2011, and believes the process will continue until late May 2011. As of May 13,
2011, the Company has raised gross proceeds of $445,000 ($210,000 as of March 31, 2011). The private placement structure consists of a series
of identical subscription agreements for the sale of units comprised of shares of our common stock at a price of $1.50 per share and an equivalent
number of warrants at an exercise price of $2.00. Both the shares and the warrants are price protected by the Company. The price protection
obligates the Company to issue to the investors an additional number of shares in the event that common shares are issued at a price below $1.50
until the shares become freely trading.
Mobivity Acquisition
On April 8, 2011, the Company entered into an acquisition agreement with Mobivity, LLC and Mobile Visions, Inc. to acquire the assets of their
Mobivity interactive mobile marketing platform and services business. The Company concurrently completed the acquisition effective as of April
1, 2011.
The purchase price for the acquisition was 1,000,000 shares of our common stock, $64,969 in cash paid at closing and a secured subordinated
promissory note of CommerceTel, Inc. in the principal amount of $606,054. The promissory note earns interest at 6.25% per annum; is payable
in six quarterly installments of $105,526 (inclusive of interest) starting May 1, 2011; matures on August 1, 2012; is secured by the acquired
assets of the Mobivity business; and is subordinated to our obligations under our outstanding 10% Senior Secured Convertible Bridge Notes
Due November 3, 2011. Mobivity, LLC was granted a security interest in the acquired assets, subordinated only to the Company's senior debt
(Bridge Loan), and a majority of the Bridge Lenders consented to the junior security interest. The Company made the first promissory note
payment on schedule.
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The Company completed the acquisition in furtherance of its strategy to acquire small, privately owned enterprises in the mobile marketing sector
through an asset purchase structure. This acquisition was consistent with the Company's purchase price model in which equity will represent
most of the purchase price plus a small cash component and, in some cases, the assumption of specific liabilities.
The valuation analysis for the acquired tangible and intangible assets, and the equity component of the purchase price, is not complete at this time.
It is anticipated that this analysis will be completed before June 30, 2011 and the final purchase accounting will be reflected in the company's
consolidated financial statements contained in Form 10Q for the period ending June 30, 2011. Mobivity’s revenue for its most recent fiscal year
ended December 31, 2010 totaled $676,000. The Company does not have the required quarterly revenue and net income/loss information at this
time and therefore will disclose such information in future filings.
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Item 2.

Management’s Discussion and Analysis of Financial Condition and Results of Operations.

This Quarterly Report on Form 10-Q contains “forward-looking statements” as defined in Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act, in connection with the Private Securities
Litigation Reform Act of 1995 that involve risks and uncertainties, as well as assumptions that, if they never materialize or prove incorrect,
could cause our results to differ materially and adversely from those expressed or implied by such forward-looking statements Such forwardlooking statements include statements about our expectations, beliefs or intentions regarding our potential product offerings, business, financial
condition, results of operations, strategies or prospects. You can identify forward-looking statements by the fact that these statements do not
relate strictly to historical or current matters. Rather, forward-looking statements relate to anticipated or expected events, activities, trends or
results as of the date they are made and are often identified by the use of words such as “anticipate,” “believe,” “continue,” “could,”
“estimate,” “expect,” “intend,” “may,” or “will,” and similar expressions or variations. Because forward-looking statements relate to
matters that have not yet occurred, these statements are inherently subject to risks and uncertainties that could cause our actual results to differ
materially from any future results expressed or implied by the forward-looking statements. Many factors could cause our actual activities or
results to differ materially from the activities and results anticipated in forward-looking statements. These factors include those described under
the caption “Risk Factors” included elsewhere in this Quarterly Report on Form 10-Q and in our other filings with the Securities and Exchange
Commission, or the SEC. Furthermore, such forward-looking statements speak only as of the date of this report. We undertake no obligation to
update any forward-looking statements to reflect events or circumstances occurring after the date of such statements.
Overview
We are a provider of technology that enables major brands and enterprises to engage consumers via their mobile phone. Interactive electronic
communications with consumers is a complex process involving communication networks and software. We remove this complexity through
our suite of services and technologies thereby enabling brands, marketers, and content owners to communicate with their customers and
consumers in general. From Presidential elections to major broadcast events, we are pioneers in the deployment of the mobile channel as the
ultimate direct connection to the consumer.
Mobile phone users represent a large and captive audience. While televisions, radios, and even PCs are often shared by multiple consumers,
mobile phones are personal devices representing a truly unique and individual address to the end user. The future of digital media will be driven
by mobile phones where a direct, personal conversation can be had with the world’s largest audience. The future of mobile includes banking,
commerce, advertising, video, games and just about every other aspect of both on and offline life. Over 4 million consumers have been engaged
via their mobile device thanks to our technology.
We believe that our mobile marketing and advertising campaign platform is among the most advanced in the industry as it allows real time
interactive communications with consumers. We generate revenue from licensing our software to clients in our software as a service (Saas)
model, per-message and per-minute transactional fees, and customized professional services.
Our “C4” Mobile Marketing and Customer Relationship Management (CRM) platform is a hosted solution enabling our clients to develop,
execute, and manage a variety of engagements to a consumer’s mobile phone. Short Messaging Service (SMS), Multi-Media Messaging
(MMS), and Interactive Voice Response (IVR) interactions can all be facilitated via a set of Graphical User Interfaces (GUIs). Reporting and
analytics capabilities are also available to our users through the C4 solution.
Mobile devices are emerging as the principal interactive channel for brands to reach consumers since it is the only media platform that has access
to the consumer virtually anytime and anywhere. Brands and advertising agencies are recognizing the unique benefits of the mobile channel and
they are increasingly integrating mobile media within their overall advertising and marketing campaigns. Our objective is to become the industry
leader in connecting brands and enterprises to consumers’ mobile phones.
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Recent Events
Share Exchange Agreement
On November 2, 2010, we completed the Share Exchange Agreement and acquired CommerceTel, Inc., in exchange for 10,000,000 shares of our
common stock. Please refer to Note 1 in the accompanying the condensed consolidated financial statements.
Bridge Note Financing
From November 2010 through March 2011, we issued to a number of accredited investors our 10% Senior Secured Convertible Bridge Notes in
the aggregate principal amount of $1,010,000.
Txtstation Acquisition
On April 1, 2011, we acquired substantially all of the assets of the Txtstation interactive mobile marketing platform and services business from
Adsparq. The purchase price for the acquisition was 2,125,000 shares of our common stock and $300,000 in cash. Of the cash portion, $50,000
was paid at closing, with an additional $25,000 payable on the 60th day following closing. The balance is payable in $25,000 installments at the
end of each of the next nine 30-day periods thereafter. We assumed none of Adsparq’s liabilities.
In connection with the transaction, we also issued 300,000 shares of our common stock to the controlling stockholder of Adsparq in
consideration of certain indemnification obligations and other agreements. As a result of the transaction, our headcount increased by seven full
time individuals and one part time individual on April 1, 2011.
The valuation analysis for the acquired tangible and intangible assets, and the equity component of the purchase price, is not complete at this time.
It is anticipated that this analysis will be completed before June 30, 2011 and the final purchase accounting will be reflected in our consolidated
financial statements contained in Form 10Q for the period ending June 30, 2011. Adsparq’s revenue and net loss for its most recent fiscal year
ended March 31, 2011 totaled $1,253,000 and $(145,000), respectively.
mHealth Technology License
On March 18, 2011, we entered into a letter of intent with a global health company for the license of one of our mobile communications software
technology platforms for the sole purpose of developing, delivering and sublicensing mobile health and medicine applications. The letter of intent
expires July 1, 2011 and may be terminated without obligation or liability by mutual agreement of the parties.
The letter of intent provides for the execution of a master services agreement between the parties, and an upfront nonrefundable prepayment to us
of $50,000 for a one year license to the Company’s C4 platform. On or before June 30, 2011, we may receive, at the sole discretion of the global
health company, an exclusivity payment of $450,000 and 1.07 million shares of the global health company in consideration for our not granting
any other person or entity a license to our software technology platform for the delivery of mobile health and medicine applications, subject to
undefined milestones and minimum payments. If this exclusivity payment is made prior to June 30, 2011, the parties agree to set license fees
payable to mutually agreeable levels, and the global health company agrees to invest a minimum of $1,000,000 over an 18 month period for the
development of mobile health and medicine applications.
2011 Private Placement
We commenced a private placement in late March 2011, and believe the process will continue until late May 2011. As of May 13, 2011, we have
raised gross proceeds of $445,000 ($210,000 as of March 31, 2011). The private placement structure consists of a series of identical subscription
agreements for the sale of units comprised of shares of our common stock at a price of $1.50 per share and an equivalent number of warrants at
an exercise price of $2.00. Both the shares and the warrants are price protected by us. The price protection obligates us to issue to the investors an
additional number of shares in the event that common shares are issued at a price below $1.50 until the shares become freely trading.
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Mobivity Acquisition
On April 8, 2011, we entered into an acquisition agreement with Mobivity, LLC and Mobile Visions, Inc. to acquire the assets of their Mobivity
interactive mobile marketing platform and services business. We concurrently completed the acquisition effective as of April 1, 2011.
The purchase price for the acquisition was 1,000,000 shares of our common stock, $64,969 in cash paid at closing and a secured subordinated
promissory note of CommerceTel, Inc. (our wholly owned subsidiary) in the principal amount of $606,054. The promissory note earns interest
at 6.25% per annum; is payable in six quarterly installments of $105,526 (inclusive of interest) starting May 1, 2011; matures on August 1, 2012;
is secured by the acquired assets of the Mobivity business; and is subordinated to our obligations under our outstanding 10% Senior Secured
Convertible Bridge Notes Due November 3, 2011. Mobivity, LLC was granted a security interest in the acquired assets, subordinated only to the
company's senior debt (Bridge Loan), and a majority of the Bridge Lenders consented to the junior security interest. The Company made the first
promissory note payment on schedule.
The valuation analysis for the acquired tangible and intangible assets, and the equity component of the purchase price, is not complete at this time.
It is anticipated that this analysis will be completed before June 30, 2011 and the final purchase accounting will be reflected in our consolidated
financial statements contained in Form 10Q for the period ending June 30, 2011. Mobivity’s revenue for its most recent fiscal year ended
December 31, 2010 totaled $676,000.
Critical Accounting Policies and Estimates
Management’s discussion and analysis of our financial condition and results of operations are based upon our financial statements which are
prepared in accordance with GAAP. The preparation of these financial statements requires us to make estimates and judgments that affect the
reported amounts of assets and liabilities, related disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses during the reporting period. We continually evaluate our estimates and judgments, the most critical of
which are those related to derivative liabilities, income taxes and stock-based compensation. We base our estimates and judgments on historical
experience and other factors that we believe to be reasonable under the circumstances. Materially different results can occur as circumstances
change and additional information becomes known.
During the quarter ended March 31, 2011, there were no significant changes to the items that we disclosed as our critical accounting policies and
estimates in Note 2 to our financial statements for the year ended December 31, 2010 contained in our 2010 Form 10-K, as filed with the SEC,
except for ASC 480 Distinguishing Liabilities from Equity, which is applicable to the common stock liability recorded in March 2011.
Results of Operations
The following describes certain line items set forth in our condensed statement of operations.
Comparison of the Three Months Ended March 31, 2011 and 2010
Revenues
Revenues for the three months ended March 31, 2011 decreased approximately $83,000, or 37.1%, compared to the three months ended March
31, 2010. The decrease is primarily the result of the loss of five clients during 2010, and a reduction in one-time custom software development
revenue recognized in 2010 that did not repeat in 2011.
Cost of Revenues
Cost of revenues for the three months ended March 31, 2011 decreased approximately $44,000, or 35.6% compared to the three months ended
March 31, 2010. This decrease is primarily due to reduced SMS and IVR costs corresponding to the decrease in revenues, and a reduction of
line costs stemming from reduced phone line inventory.
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Gross Profit
Gross profit for the three months ended March 31, 2011 decreased by approximately $39,000, or 44.6%, compared to the three months ended
March 31, 2010. Gross profit as a percentage of revenue for the three months ended March 31, 2011 decreased to 43.2% from 44.6% for the
three months ended March 31, 2010.
Sales and Marketing Expense
Sales and marketing expenses for the three months ended March 31, 2011 and 2010 were approximately $58,000 and $32,000,
respectively. Such expenses consist primarily of salaries and personnel related expenses, stock-based compensation expense, sales travel,
consulting costs and other expenses. The increase of $26,000 was due to an increase in payroll and related employee expenses as we grew our
business in 2011.
Engineering, Research, and Development Expense
Engineering, research, and development expenses for the three months ended March 31, 2011 and 2010 were approximately $129,000 and
$92,000, respectively. Such expenses consist primarily of salaries and personnel related expenses, stock-based compensation expense,
consulting costs and other expenses. The increase of $37,000 was due to an increase in payroll and related employee expenses as we grew our
business in 2011.
General and Administrative Expense
General and administrative expenses for the three months ended March 31, 2011 and 2010 were approximately $545,000 and $202,000,
respectively. Such expenses consist primarily of salaries and personnel related expenses, stock-based compensation expense, consulting costs
and other expenses. The increase of $343,000 was due to an increase in stock-based compensation of $219,000, and the remainder primarily
relates to legal, accounting, and consulting expenses associated with the Share Exchange Agreement and our acquisition strategy.
Gain on Debt Extinguishment
During the three months ended March 31, 2010, we negotiated settlement agreements with regards to previously recorded liabilities of
approximately $135,000. We paid $20,000 to settle these liabilities, and recorded a gain on extinguishment of debt of approximately $115,000 in
the condensed consolidated statements of operations.
Interest Expense
Interest expense for the three months ended March 31, 2011 increased approximately $89,000 compared to the three months ended March 31,
2010. The increase is primarily attributable to amortization of the note discounts recorded during 2010.
Change in Fair Market Value of Derivative Liabilities
During the three months ended March 31, 2011, we recorded other income of approximately $48,000 related to the change in the fair market
value of its derivative liabilities during the period.
Liquidity and Capital Resources
We had negative working capital of approximately $1.6 million and $1.3 million, respectively, at March 31, 2011 and December 31, 2010. Our
cash balances as of March 31, 2011 and December 31, 2010 were approximately $205,000 and $373,000, respectively.
Cash Flows from Operating Activities
Our operating activities resulted in net cash used for operations of approximately $326,000 for the three months ended March 31, 2011 compared
to net cash used for operations of $133,000 for the three months ended March 31, 2010.
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The net cash used by operating activities for the three months ended March 31, 2011 reflects a net loss of approximately $728,000, which was
increased by the change in fair market value of our derivative liabilities of $48,000, and which was offset by stock-based compensation of
$239,000, amortization of deferred financing costs of $10,000, amortization of note discounts of $79,000, and other minor factors. Changes in
operating assets and liabilities included an increase in other assets of $33,000, an increase in accounts payable of $81,000, an increase in accrued
interest of $27,000, an increase in deferred revenues and customer deposits of $53,000, and other minor factors.
The net cash used by operating activities for the three months ended March 31, 2010 reflects a net loss of approximately $128,000, which was
increased by the gain on debt extinguishment of $115,000, and which was offset by stock-based compensation of $31,000, and other minor
factors. Changes in operating assets and liabilities included an increase in accounts receivable of $15,000, an increase in accounts payable of
$56,000, an increase in accrued interest of $17,000, an increase in accrued compensation of $36,000, a decrease in deferred revenues and
customer deposits of $12,000, and other minor factors.
Cash Flows from Investing Activities
Net cash used by investing activities for the three months ended March 31, 2011 and 2010 was approximately $62,000 and $2,000,
respectively. In 2011, we acquired intangible assets totaling $60,000.
Cash Flows from Financing Activities
Net cash provided by financing activities for the three months ended March 31, 2011 and 2010 was $220,000 and $125,000, respectively. In
2011, we received proceeds of $210,000 from the sale of 140,000 shares of common stock and the issuance of warrants to purchase 140,000
shares at $2.00 per share; and we received $10,000 from the issuance of a 10% Senior Secured Convertible Bridge Note. In 2010, we received
contributions from our former parent of $125,000.
Future Liquidity Needs
We will need to raise significant amounts of additional capital in order to continue to fund our operations, meet our debt service, and execute our
acquisition strategy. As a consequence of our continued losses, and resultant net working capital deficiency and accumulated deficit, this raises
substantial doubt about our ability to continue as a going concern. We commenced a private placement in late March 2011, and believe the
process will continue until late May 2011. As of May 13, 2011, we have raised gross proceeds of $445,000 ($210,000 as of March 31,
2011). Unless this financing is completed at a level significantly higher than the $445,000 received to date, we will be unable to move forward
with our acquisition strategy, the current level of operations and the efficient integration of the two acquisitions completed on April 1, 2011. We
believe that the successful execution of our acquisition strategy should make it possible for us to raise additional funds before the end of 2011
and eventually generate sufficient cash flow from operations to reduce our dependence on outside capital sources.
Based on our resources at March 31, 2011, current proceeds from the recent private placement transaction and our current level of expenditures,
and even assuming that we are not required to settle our $1,010,000 of bridge notes payable by November 2011, we may not have sufficient
capital to fund our operations for the next 12 months. Our actual cash requirements may vary materially from those now planned because of a
number of factors, including cash requirements associated with funding the purchase price of, and operations of, acquired businesses, the pursuit
of development of product candidates, competitive and technical advances, costs of commercializing any potential product candidates, and costs
of filing, prosecuting, defending and enforcing any patent claims and any other intellectual property rights. If we are unable to raise additional
funds when needed, we may not be able to complete planned acquisitions or develop any product candidates, we could be required to delay, scale
back or eliminate some or all of our research and development programs and we may need to wind down our operations altogether. Each of these
alternatives would have a material adverse effect on our business.
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To the extent that we raise additional funds by issuing equity or debt securities, our stockholders may experience additional significant dilution
and such financing may involve restrictive covenants. To the extent that we raise additional funds through collaboration and licensing
arrangements, it may be necessary to relinquish some rights to our technologies or our product candidates, or grant licenses on terms that may not
be favorable to us. These things may have a material adverse effect on our business.
Additionally, recent global market and economic conditions have been unprecedented and challenging with tighter credit conditions and recession
in most major economies. As a result of these market conditions, the cost and availability of credit has been and may continue to be adversely
affected by illiquid credit markets and wider credit spreads. Concern about the stability of the markets generally and the strength of counterparties
specifically has led many lenders and institutional investors to reduce, and in some cases, cease to provide credit to businesses and consumers.
These factors have lead to a decrease in spending by businesses and consumers alike, and a corresponding decrease in global infrastructure
spending. Continued turbulence in the U.S. and international markets and economies and prolonged declines in business and consumer spending
may adversely affect our liquidity and financial condition, including our ability to access the capital markets to meet liquidity needs.
Off-Balance Sheet Arrangements
We have no off-balance sheet arrangements.
Recent Accounting Pronouncements
Refer to Note 2, “Summary of Significant Accounting Polices,” in the accompanying notes to the condensed consolidated financial statements for
a discussion of recent accounting pronouncements.
Item 3.

Quantitative and Qualitative Disclosures About Market Risk

As a smaller reporting company, as defined by section 10(f)(1) of Regulation S-K, we are not required to provide the information set forth in this
item.
Item 4.

Controls and Procedures

Evaluation of Disclosure Controls and Procedures
Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed in our
reports filed or submitted under the Securities Exchange Act of 1934, as amended (the “Exchange Act”) is recorded, processed, summarized and
reported, within the time periods specified in the Securities and Exchange Commission's rules and forms. Disclosure controls and procedures
include controls and procedures designed to ensure that information required to be disclosed in our reports filed or submitted under the Exchange
Act is accumulated and communicated to management to allow timely decisions regarding required disclosure.
As required by paragraph (b) of Rules 13a-15 or 15d-15 under the Exchange Act, our management, with the participation of our president (our
principal executive officer) and our chief financial officer (our principal financial officer and principal accounting officer) evaluated the
effectiveness of our disclosure controls and procedures as of the end of the period covered by this quarterly report, being March 31, 2011. Our
president and our chief financial officer evaluated our company’s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d15(e) of the Exchange Act) as of March 31, 2011. Based on this evaluation, these officers concluded that, as of March 31, 2011, these disclosure
controls and procedures were not effective. Management anticipates that our disclosure controls and procedures will not be effective until certain
material weaknesses are remediated.
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Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all control issues, if any,
within our company have been detected. These inherent limitations include the realities that judgments in decision-making can be faulty and that
breakdowns can occur because of simple error or mistake.
In our assessment of the effectiveness of our internal control over financial reporting as of March 31, 2011, we determined that there were control
deficiencies that constituted material weaknesses which are indicative of many small companies with small staff, such as:
(1) inadequate segregation of duties and effective risk assessment; and
(2) insufficient written policies and procedures for accounting and financial reporting with respect to the requirements and application of
both generally accepted accounting principles in the United States and guidelines of the Securities and Exchange Commission.
These control deficiencies resulted in a reasonable possibility that a material misstatement of the annual or interim financial statements could not
have been prevented or detected on a timely basis. As a result of the material weaknesses described above, we concluded that we did not
maintain effective internal control over financial reporting as of March 31, 2011, based on criteria established in Internal Control—Integrated
Framework issued by COSO. Our management is currently evaluating remediation plans for the above deficiencies. During the period covered
by this quarterly report on Form 10-Q, we have not been able to remediate the weaknesses described above. However, we plan to take steps to
enhance and improve the design of our internal control over financial reporting.
Changes in Internal Control
There was no change in our internal control over financial reporting identified in connection with the evaluation of our internal control over
financial reporting described above that occurred during our most recent fiscal quarter that has materially affected, or is reasonably likely to
materially affect, our internal control over financial reporting.
Part II Other Information
Item 1.

Legal Proceedings

We are not currently involved in any legal proceedings and we are not aware of any pending or potential legal actions.
Item 1A.

Risk Factors.

Risks Related to our Business
Proceeds from our recent financings will not be sufficient to sustain our operations and we will need to raise additional capital to grow our
business.
We anticipate, based on currently proposed plans and assumptions relating to our ability to market and sell our products, that our cash on hand
including the proceeds from our recent bridge note financing as well as revenues from operations will not satisfy our operational and capital
requirements for the next 12 months. Further, the operation of our business and our efforts to grow our business further both through
acquisitions and organically will require significant cash outlays and commitments. The timing and amount of our cash needs may vary
significantly depending on numerous factors, including but not limited to:
·
·
·
·

market acceptance of our mobile marketing and advertising services;
the need to adapt to changing technologies and technical requirements;
the need to adapt to changing regulations requiring changes to our processes or platform; and
the existence and cost of opportunities for expansion through internal growth and acquisitions.
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Our existing working capital and the proceeds from our recent bridge note and common stock / warrant financings are not sufficient to meet our
cash requirements and we will need to seek additional capital, potentially through debt, or equity financings, to fund our growth. We may not be
able to raise cash on terms acceptable to us or at all. Financings, if available, may be on terms that are dilutive to our shareholders, and the prices
at which new investors would be willing to purchase our securities may be lower than the current price of our ordinary shares. The holders of
new securities may also receive rights, preferences or privileges that are senior to those of existing holders of our ordinary shares. If new sources
of financing are required but are insufficient or unavailable, we would be required to modify our growth and operating plans to the extent of
available funding, which could harm our ability to grow our business.
We may not be successful in executing our acquisition strategy.
Our future growth will largely depend on the successful execution of our acquisition strategy. If we are unable to acquire other companies in the
mobile marketing sector, our growth, valuation and prospects will be adversely affected. It is possible that acquisition targets will not be receptive
to either the valuation offered or our intention to pay for acquisitions using our common stock as the “currency”. If we are unable to grow other
than organically, our growth prospects will be reduced and our ability to raise capital on acceptable terms and the value of our common stock will
both be compromised.
In addition, our future acquisitions may be expensive and time-consuming and we may not realize anticipated benefits from them. The specific
risks we may encounter in these types of transactions include the following:
·
·
·
·

Potentially dilutive issuances of our securities, the incurrence of debt and contingent liabilities and amortization expenses related to
intangible assets, which could adversely affect our results of operations and financial condition;
The possibility that staff or customers of the acquired company might not accept new ownership and may transition to different
technologies or attempt to renegotiate contract terms or relationships;
The possibility that the due diligence process in any such acquisition may not completely identify material issues associated with
product and service quality, intellectual property issues, key personnel issues or legal and financial contingencies; and
Difficulty in integrating acquired operations due to technology constraints or geographical distance.

A failure to successfully integrate acquired businesses for any of these reasons could have a material adverse effect on our results of operations.
We may not have the liquidity to settle our bridge notes at maturity.
Our $1,010,000 principal amount outstanding of bridge notes (plus interest accrued at 10% annually) matures on the earlier of November 2, 2011
or the date on which we complete a financing in excess of $1,262,500.
In addition, we have incurred $856,000 in additional debt to fund recent acquisitions with payments that are due over the next 18 months.
There is no certainty that we will have the liquidity necessary to settle our outstanding obligations as they become due, nor is it certain that our
creditors will agree to an extension of the maturity date or an accommodation favorable to us. Our obligations under the bridge notes are secured
by all of our assets. In the event we cannot settle our outstanding obligations as they become due or reach an accommodation with our creditors,
our operations would be severely jeopardized if not entirely curtailed.
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Our sales efforts require significant time and effort and could hinder our ability to expand our customer base and increase revenue.
Attracting new customers requires substantial time and expense, especially in an industry that is so heavily dependent on personal relationships
with executives. We cannot assure that we will be successful in establishing new relationships, or maintaining or advancing our current
relationships. For example, it may be difficult to identify, engage and market to customers who do not currently perform mobile marketing or
advertising or are unfamiliar with our current services or platform. Further, many of our customers typically require input from one or more
internal levels of approval. As a result, during our sales effort, we must identify multiple people involved in the purchasing decision and devote a
sufficient amount of time to presenting our products and services to those individuals. The complexity of our services, including our softwareas-a-service model, often requires us to spend substantial time and effort assisting potential customers in evaluating our products and services
including providing demonstrations and benchmarking against other available technologies. We expect that our sales process will become less
burdensome as our products and services become more widely known and used. However, if this change does not occur, we will not be able to
expand our sales effort as quickly as anticipated and our sales will be adversely affected.
We may not be able to enhance our mobile marketing and advertising platform to keep pace with technological and market developments, or
to remain competitive against potential new entrants in our markets.
The market for mobile marketing and advertising services is emerging and is characterized by rapid technological change, evolving industry
standards, frequent new product introductions and short product life cycles. Our current platform or platforms we may offer in the future may not
be acceptable to marketers and advertisers. To keep pace with technological developments, satisfy increasing customer requirements and achieve
acceptance of our marketing and advertising campaigns, we will need to enhance our current mobile marketing solutions and continue to develop
and introduce on a timely basis new, innovative mobile marketing services offering compatibility, enhanced features and functionality on a timely
basis at competitive prices. Our inability, for technological or other reasons, to enhance, develop, introduce and deliver compelling mobile
marketing services in a timely manner, or at all, in response to changing market conditions, technologies or customer expectations could have a
material adverse effect on our operating results or could result in our mobile marketing services platform becoming obsolete. Our ability to
compete successfully will depend in large measure on our ability to maintain a technically skilled development and engineering staff and to adapt
to technological changes and advances in the industry, including providing for the continued compatibility of our mobile marketing services
platform with evolving industry standards and protocols. In addition, as we believe the mobile marketing market is likely to grow substantially,
other companies which are larger and have significantly more capital to invest than us may emerge as competitors. For example, in May 2010,
Google, Inc. acquired Admob, Inc. Similarly, in January 2010, Apple, Inc. acquired Quattro Wireless, Inc. New entrants could seek to gain
market share by introducing new technology or reducing pricing. This may make it more difficult for us to sell our products and services, and
could result in increased pricing pressure, reduced profit margins, increased sales and marketing expenses or the loss of market share or expected
market share, any of which may significantly harm our business, operating results and financial condition.
Our customer contracts lack uniformity and often are complex, which subjects us to business and other risks.
Our customers include some of the largest enterprises which have substantial purchasing power and negotiating leverage. As a result, we
typically negotiate contracts on a customer-by-customer basis and our contracts lack uniformity and are often complex. If we are unable to
effectively negotiate, enforce and account and bill in an accurate and timely manner for contracts with our key customers, our business and
operating results may be adversely affected. In addition, we could be unable to timely recognize revenue from contracts that are not managed
effectively and this would further adversely impact our financial results.
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Our services are provided on mobile communications networks that are owned and operated by third parties who we do not control and the
failure of any of these networks would adversely affect our ability to deliver our services to our customers.
Our mobile marketing and advertising platform is dependent on the reliability of mobile operators who maintain sophisticated and complex
mobile networks. Such mobile networks have historically, and particularly in recent years, been subject to both rapid growth and technological
change. If the network of a mobile operator with which we are integrated should fail, including because of new technology incompatibility, the
degradation of network performance under the strain of too many mobile consumers using it, or a general failure from natural disaster or political
or regulatory shut-down, we will not be able provide our services to our customers through such mobile network. This in turn, would impair our
reputation and business, potentially resulting in a material, adverse effect on our financial results.
If our mobile marketing and advertising services platform does not scale as anticipated, our business will be harmed.
We must be able to continue to scale to support potential ongoing substantial increases in the number of users in our actual commercial
environment, and maintain a stable service infrastructure and reliable service delivery for our mobile marketing and advertising campaigns. In
addition, we must continue to expand our service infrastructure to handle growth in customers and usage. If our mobile marketing services
platform does not efficiently and effectively scale to support and manage a substantial increase in the number of users while maintaining a high
level of performance, the quality of our services could decline and our business will be seriously harmed. In addition, if we are unable to secure
data center space with appropriate power, cooling and bandwidth capacity, we may not be able to efficiently and effectively scale our business to
manage the addition of new customers and overall mobile marketing campaigns.
The success of our business depends, in part, on wireless carriers continuing to accept our customers' messages for delivery to their
subscriber base.
We depend on wireless carriers to deliver our customers' messages to their subscriber base. Wireless carriers often impose standards of conduct
or practice that significantly exceed current legal requirements and potentially classify our messages as "spam," even where we do not agree with
that conclusion. In addition, the wireless carriers use technical and other measures to attempt to block non-compliant senders from transmitting
messages to their customers; for example, wireless carriers block short codes or Internet Protocol addresses associated with those senders. There
can be no guarantee that we, or short codes registered to us, will not be blocked or blacklisted or that we will be able to successfully remove
ourselves from those lists. Although our services typically require customers to opt-in to a campaign, minimizing the risk that our customers'
messages will be characterized as spam, blocking of this type could interfere with our ability to market products and services of our customers
and communicate with end users and could undermine the effectiveness of our customers' marketing campaigns. To date we have not experienced
any material blocking of our messages by wireless carriers, but any such blocking could have an adverse effect on our business and results of
operations.
We depend on third party providers for a reliable Internet infrastructure and the failure of these third parties, or the Internet in general,
for any reason would significantly impair our ability to conduct our business.
We outsource all of our data center facility management to third parties who host the actual servers and provide power and security in multiple
data centers in each geographic location. These third party facilities require uninterrupted access to the Internet. If the operation of our servers is
interrupted for any reason, including natural disaster, financial insolvency of a third party provider, or malicious electronic intrusion into the data
center, our business would be significantly damaged. As has occurred with many Internet-based businesses, on occasion in the past, we have
been subject to "denial-of-service" attacks in which unknown individuals bombarded our computer servers with requests for data, thereby
degrading the servers' performance. While we have historically been successful in relatively quickly identifying and neutralizing these attacks, we
cannot be certain that we will be able to do so in the future. If either a third party facility failed, or our ability to access the Internet was interfered
with because of the failure of Internet equipment in general or we become subject to malicious attacks of computer intruders, our business and
operating results will be materially adversely affected.
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Failure to adequately manage our growth may seriously harm our business.
We operate in an emerging technology market and have experienced, and may continue to experience, significant growth in our business. If we
do not effectively manage our growth, the quality of our products and services may suffer, which could negatively affect our brand and operating
results. Our growth has placed, and is expected to continue to place, a significant strain on our managerial, administrative, operational and
financial resources and our infrastructure. Our future success will depend, in part, upon the ability of our senior management to manage growth
effectively. This will require us to, among other things:
·
·
·
·
·
·

implement additional management information systems;
further develop our operating, administrative, legal, financial and accounting systems and controls;
hire additional personnel;
develop additional levels of management within our company;
locate additional office space in various countries; and
maintain close coordination among our engineering, operations, legal, finance, sales and marketing and customer service and support
organizations.

Moreover, as our sales increase, we may be required to concurrently deploy our services infrastructure at multiple additional locations or provide
increased levels of customization. As a result, we may lack the resources to deploy our mobile marketing services on a timely and cost-effective
basis. Failure to accomplish any of these requirements would seriously harm our ability to deliver our mobile marketing services platform in a
timely fashion, fulfill existing customer commitments or attract and retain new customers.
We depend on the services of key personnel to implement our strategy. If we lose the services of our key personnel or are unable to attract
and retain other qualified personnel, we may be unable to implement our strategy.
We believe that the future success of our business depends on the services of a number of key management and operating personnel, including
Dennis Becker, our Chief Executive Officer, Alex Shah, our Chief Technology Officer, and Brad Morrow, our Vice President of Product
Management. We currently have an employment agreement in place with Mr. Becker. We do not maintain any key-person life insurance policies.
Some of these key employees have strong relationships with our customers and our business may be harmed if these employees leave us. The
loss of members of our key management and certain other members of our operating personnel could materially adversely affect our business,
operating results and financial condition.
In addition, our ability to manage our growth depends, in part, on our ability to identify, hire and retain additional qualified employees, including
a technically skilled development and engineering staff. We face intense competition for qualified individuals from numerous technology,
marketing and mobile software and service companies. We require a mix of highly talented engineers as well as individuals in sales and support
who are familiar with the marketing and advertising industry. In addition, new hires in sales positions require significant training and may, in
some cases, take more than a year before they achieve full productivity. Our recent sales force hires and planned hires may not become as
productive as we would like, and we may be unable to hire sufficient numbers of qualified individuals in the future in the markets where we do
business. Further, given the rapid pace of our expansion to date, we may be unable to attract and retain suitably qualified individuals who are
capable of meeting our growing, creative, operational and managerial requirements, or may be required to pay increased compensation in order to
do so. If we are unsuccessful in attracting and retaining these key personnel, our ability to operate our business effectively would be negatively
impacted and our business, operating results and financial condition would be adversely affected.
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The gathering, transmission, storage and sharing or use of personal information could give rise to liabilities or additional costs of
operation as a result of governmental regulation, legal requirements, civil actions or differing views of personal privacy rights.
We transmit and store a large volume of personal information in the course of providing our services. Federal, state and international laws and
regulations govern the collection, use, retention, sharing and security of data that we receive from our customers and their users. Any failure, or
perceived failure, by us to comply with U.S. federal, state, or international privacy or consumer protection-related laws, regulations or industry
self-regulatory principles could result in proceedings or actions against us by governmental entities or others, which could potentially have an
adverse effect on our business, operating results and financial condition. Additionally, we may also be contractually liable to indemnify and hold
harmless our customers from the costs or consequences of inadvertent or unauthorized disclosure of their customers' personal data which we
store or handle as part of providing our services.
The interpretation and application of privacy, data protection and data retention laws and regulations are currently unsettled in the U.S. and
internationally, particularly with regard to location-based services, use of customer data to target advertisements and communication with
consumers via mobile devices. Such laws may be interpreted and applied inconsistently from country to country and inconsistently with our
current data protection policies and practices. Complying with these varying international requirements could cause us to incur substantial costs or
require us to change our business practices in a manner adverse to our business, operating results or financial condition.
As privacy and data protection have become more sensitive issues, we may also become exposed to potential liabilities as a result of differing
views on the privacy of personal information. These and other privacy concerns, including security breaches, could adversely impact our
business, operating results and financial condition.
In the U.S., we have voluntarily agreed to comply with wireless carrier technological and other requirements for access to their customers' mobile
devices, and also trade association guidelines and codes of conduct addressing the provision of location-based services, delivery of promotional
content to mobile devices and tracking of users or devices for the purpose of delivering targeted advertising. We could be adversely affected by
changes to these requirements, guidelines and codes, including in ways that are inconsistent with our practices or in conflict with the rules or
guidelines in other jurisdictions.
Our management team has limited experience in public company matters, which could impair our ability to comply with legal and regulatory
requirements.
Our management team, with the exception of our Chief Financial Officer, has only limited public company management experience or
responsibilities, which could impair our ability to comply with legal and regulatory requirements such as the Sarbanes-Oxley Act of 2002 and
applicable federal securities laws including filing required reports and other information required on a timely basis. There can be no assurance that
our management will be able to implement and affect programs and policies in an effective and timely manner that adequately respond to
increased legal, regulatory compliance and reporting requirements imposed by such laws and regulations. Our failure to comply with such laws
and regulations could lead to the imposition of fines and penalties and further result in the deterioration of our business.
Risks Related to our Common Stock
There has been a limited trading market for our common stock.
There has been a limited trading market for our common stock on the Over-the-Counter Bulletin Board. The lack of an active market may impair
the ability to sell your shares at the time you wish to sell them or at a price that you consider reasonable. The lack of an active market may also
reduce the fair market value of your shares. An inactive market may also impair our ability to raise capital by selling shares of capital stock and
may impair our ability to acquire other companies or technologies by using common stock as consideration.
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Our freely trading share volume will increase significantly.
As of March 31, 2011, we had 17.9 million common shares outstanding, of which 6.0 million shares were free trading and 11.9 million shares
were restricted pursuant Rule 144 promulgated under the Securities Act of 1933. This restriction is expected to be lifted in November 2011 for
11.7 million restricted shares which will result in a significant number of additional shares becoming freely tradable. We also have issued and
intend to continue to issue additional common shares in the execution of our acquisition strategy, both increasing the number of free trading
shares and dilution. This increase in both free trading shares and total shares outstanding may have a depressive effect on our stock price and a
deleterious effect on our ability to both raise additional equity capital and complete acquisitions using our common stock as the principal currency.
You may have difficulty trading and obtaining quotations for our common stock.
Our common stock may not be actively traded, and the bid and asked prices for our common stock on the Over-the-Counter Bulletin Board may
fluctuate widely. As a result, investors may find it difficult to dispose of, or to obtain accurate quotations of the price of, our securities. This
severely limits the liquidity of the common stock, and would likely reduce the market price of our common stock and hamper our ability to raise
additional capital.
The market price of our common stock may be, and is likely to continue to be, highly volatile and subject to wide fluctuations.
The market price of our common stock is likely to be highly volatile and could be subject to wide fluctuations in response to a number of factors
that are beyond our control, including:
·
·
·
·
·
·
·
·
·
·

dilution caused by our issuance of additional shares of common stock and other forms of equity securities, which we expect to make in
connection with future acquisitions or capital financings to fund our operations and growth, to attract and retain valuable personnel and
in connection with future strategic partnerships with other companies;
announcements of new acquisitions or other business initiatives by our competitors;
our ability to take advantage of new acquisitions or other business initiatives;
quarterly variations in our revenues and operating expenses;
changes in the valuation of similarly situated companies, both in our industry and in other industries;
changes in analysts’ estimates affecting us, our competitors and/or our industry;
changes in the accounting methods used in or otherwise affecting our industry;
additions and departures of key personnel;
announcements by relevant governments pertaining to additional quota restrictions; and
fluctuations in interest rates and the availability of capital in the capital markets.

These and other factors are largely beyond our control, and the impact of these risks, singly or in the aggregate, may result in material adverse
changes to the market price of our common stock and/or our results of operations and financial condition.
Our operating results may fluctuate significantly, and these fluctuations may cause our stock price to decline.
Our operating results will likely vary in the future primarily as the result of fluctuations in our revenues and operating expenses, expenses that we
incur, prices of feed used in our business, the price that customer are willing and able to pay for our products and other factors. If our results of
operations do not meet the expectations of current or potential investors, the price of our common stock may decline.
We do not expect to pay dividends in the foreseeable future.
We do not intend to declare dividends for the foreseeable future, as we anticipate that we will reinvest any future earnings in the development and
growth of our business. Therefore, investors will not receive any funds unless they sell their common stock, and stockholders may be unable to
sell their shares on favorable terms or at all. Investors cannot be assured of a positive return on investment or that they will not lose the entire
amount of their investment in the common stock.
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Our directors and officers will have a high concentration of common stock ownership.
Based on the 17.9 million shares of common stock that are outstanding as of March 31, 2011, our officers and directors will beneficially own
approximately 41.6% of our outstanding common stock. Such a high level of ownership by such persons may have a significant effect in
delaying, deferring or preventing any potential change in control of our company. Additionally, as a result of their high level of ownership, our
officers and directors might be able to strongly influence the actions of our board of directors and the outcome of actions brought to our
shareholders for approval. Such a high level of ownership may adversely affect the voting and other rights of our shareholders.
Applicable SEC rules governing the trading of “penny stocks” limit the trading and liquidity of our common stock, which may affect the
trading price of our common stock.
Shares of common stock may be considered a “penny stock” and be subject to SEC rules and regulations which impose limitations upon the
manner in which such shares may be publicly traded and regulate broker-dealer practices in connection with transactions in “penny stocks.”
Penny stocks generally are equity securities with a price of less than $5.00 (other than securities registered on certain national securities
exchanges or quoted on the NASDAQ system, provided that current price and volume information with respect to transactions in such securities
is provided by the exchange or system). The penny stock rules require a broker-dealer, prior to a transaction in a penny stock not otherwise
exempt from the rules, to deliver a standardized risk disclosure document that provides information about penny stocks and the risks in the penny
stock market. The broker-dealer must also provide the customer with current bid and offer quotations for the penny stock, the compensation of
the broker-dealer and its salesperson in the transaction, and monthly account statements showing the market value of each penny stock held in the
customer’s account. In addition, the penny stock rules generally require that prior to a transaction in a penny stock, the broker-dealer make a
special written determination that the penny stock is a suitable investment for the purchaser and receive the purchaser’s written agreement to the
transaction. These disclosure requirements may have the effect of reducing the level of trading activity in the secondary market for a stock that
becomes subject to the penny stock rules which may increase the difficulty investors may experience in attempting to liquidate such securities.
Item 2.

Unregistered Sales of Equity Securities and Use of Proceeds.

On March 21, 2011, the Company issued a 10% Senior Secured Convertible Bridge Note for $10,000. See Note 4, Bridge Financing, Notes
Payable and Accrued Interest in the accompanying Notes to Condensed Consolidated Financial Statements. The proceeds will be used as
working capital.
On March 25, 2011, the Company sold 140,000 shares of common stock at $1.50 per share for cash and issued a four-year warrant to purchase
140,000 shares of common stock at $2.00 per share to an accredited investor. Both the common shares and the warrant contain anti-dilutive, or
down round, price protection. The down round protection for the common shares terminates on the early of the date on which an effective
registration statement is filed with the SEC covering the shares, or the shares become freely tradable pursuant to Rule 144 promulgated under the
Securities Act of 1933. The down round protection for the warrants terminates when the warrants expire or are exercised. The proceeds will be
used as working capital.
On March 31, 2011, the Company issued 14,286 shares of common stock valued at $1.25 per share for the acquisition of patent rights from
eMediacy, Inc..
The transactions described above were exempt from registration under the Securities Act pursuant to Section 4(2) thereof. The transactions were
not conducted in connection with a public offering, and no public solicitation or advertisement was made or relied upon by the investor in
connection with this offering.
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Item 3.

Defaults Upon Senior Securities.

None.
Item 4.

Removed and Reserved.

Not applicable.
Item 5.

Other Information.

None.
Item 6.

Exhibits.

The exhibits listed in the Exhibit Index immediately preceding the exhibits are filed as part of this Quarterly Report on Form 10-Q and such
Exhibit Index is incorporated herein by reference.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized
CommerceTel Corporation
Date: May 19, 2011

By:

/s/Dennis Becker
Dennis Becker
Chief Executive Officer
(Principal Executive Officer)

Date: May 19, 2011

By:

/s/Paul Meyer
Paul Meyer
Chief Financial Officer
(Principal Financial)
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Exhibit Index
Exhibit Number

Description

10.5

Asset Purchase Agreement dated March 3, 2011 by and among the Company, CommerceTel, Inc., Adsparq and
selling shareholders (1)
Acquisition Agreement, effective as of April 1, 2011 by and among the Company, CommerceTel, Inc., Mobile
Visions, Inc., Mobivity LLC and their controlling shareholders (1)
Form of Subscription Agreement (1)
Certification of Dennis Becker, Chief Executive Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002*
Certification of Paul Meyer, Chief Financial Officer, pursuant to Section 302 of the Sarbanes-Oxley Act of 2002*
Certification of Dennis Becker, Chief Executive Officer, and Paul Meyer, Chief Financial Officer, pursuant to Section
906 of the Sarbanes-Oxley Act of 2002*

10.6
10.7
31.1
31.2
32.1
* Filed herewith
(1)

Incorporated by reference to the Company’s Annual Report on Form 10-K filed on April 14, 2011

Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
Pursuant to Rule 13a-14(a) adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Dennis Becker, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of CommerceTel Corporation;

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 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)) and internal control over financial reporting (as defined in Exchange Act Rules 13a15(f) and 15d-15(f)) 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 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: May 19, 2011

By: /s/ Dennis Becker
Dennis Becker
Chief Executive Officer
(Principal Executive Officer)

Exhibit 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
Pursuant to Rule 13a-14(a) adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
I, Paul Meyer, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of CommerceTel Corporation;

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 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)) and internal control over financial reporting (as defined in Exchange Act Rules 13a15(f) and 15d-15(f)) 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 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: May 19, 2011

By: /s/ Paul Meyer
Paul Meyer
Chief Financial Officer
(Principal Financial Officer)

(Principal Financial Officer)

Exhibit 32.1
CERTIFICATIONS
I, Dennis Becker, Principal Executive Officer of CommerceTel Corporation (the “Company”), certify, pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, 18 U.S.C. Section 1350, that to my knowledge:
1. The Quarterly Report on Form 10-Q of the Company for the period ended March 31, 2011 (the “Report”) fully complies with the
requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; 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: May 19, 2011

By: /s/ Dennis Becker
Dennis Becker
Chief Executive Officer
(Principal Executive Officer)

I, Paul Meyer, Principal Financial Officer of CommerceTel Corporation (the “Company”), certify, pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, 18 U.S.C. Section 1350, that to my knowledge:
1. The Quarterly Report on Form 10-Q of the Company for the period ended March 31, 2011 (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: May 19, 2011

By: /s/ Paul Meyer
Paul Meyer
Chief Financial Officer
(Principal Financial Officer)

A signed original of these certifications has been provided to CommerceTel Corporation and will be retained by CommerceTel Corporation
and furnished to the Securities and Exchange Commission or its staff upon request.
These certifications are being furnished solely to accompany this quarterly report pursuant to 18 U.S.C. Section 1350, and shall not be
deemed filed for purposes of Section 18 of the Securities Exchange Act of 1934 and are not to be incorporated by reference into any filing of
CommerceTel Corporation, whether made before or after the date hereof, regardless of any general incorporation language in such filing.

CommerceTel Corporation, whether made before or after the date hereof, regardless of any general incorporation language in such filing.

