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Explanatory Note

On November 12, 2013, Mobivity Holdings Corp. (the “Company”) filed an amendment to its articles of incorporation on file with the Nevada
Secretary of State for purposes of (i) effecting a reverse split of the issued and outstanding shares of its common stock at a ratio of one share for
every six shares outstanding prior to November 12, 2013 and (ii) decreasing the authorized shares of its common stock to 50,000,000
shares. The reverse stock split was effective as of November 12, 2013. The reverse stock split effected a proportional decrease in the number of
shares of common stock issuable upon the exercise of the Company’s stock options and warrants outstanding immediately prior to the effective
date of the reverse stock split, with a proportional increase in the exercise price. No fractional shares were issued as a result of the reverse stock
split. In lieu of issuing fractional shares, the Company rounded all fractional interests resulting from the split up to the nearest whole
number. The share information contained in this Quarterly Report on Form 10-Q does not give any effect to the reverse stock split.
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Part I - Financial Information

Item 1. Financial Statements
Mobivity Holdings Corp.
Condensed Consolidated Balance Sheets
September 30,
2013
(Unaudited)

ASSETS
Current assets
Cash
Accounts receivable, net
Other current assets
Total current assets

$

Goodwill
Intangible assets, net
Other assets
TOTAL ASSETS

$

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)
Current liabilities
Accounts payable
Accrued interest
Accrued and deferred personnel compensation
Deferred revenue - related party
Deferred revenue and customer deposits
Convertible notes payable, net of discount
Notes payable
Derivative liabilities
Other current liabilities
Earn-out payable
Total current liabilities

$

Non-current liabilities
Earn-out payable
Total non-current liabilities
Total liabilities

3,500,245
502,420
123,600
4,126,265
4,175,032
1,651,692
16,869
9,969,858

561,792
16,117
171,739
173,422
20,000
237,098
109,181
80,369
1,369,718

December 31,
2012
(Audited)
$

$

$

143,631
143,631
1,513,349

363
414,671
30,009
445,043
2,259,624
444,112
201,228
3,350,007

514,949
321,368
299,534
35,262
181,731
2,857,669
171,984
3,074,504
250,144
2,032,881
9,740,026
9,740,026

Commitments and Contingencies (See Note 9)
Stockholders' equity (deficit)
Common stock, $0.001 par value; 150,000,000 shares authorized; 97,811,977 and 23,218,117
shares issued and outstanding
Equity payable
Additional paid-in capital
Accumulated deficit
Total stockholders' equity (deficit)
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)

$

97,812
100,862
54,786,355
(46,528,520)
8,456,509
9,969,858 $

See accompanying notes to condensed consolidated financial statements (unaudited).
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23,218
25,412,932
(31,826,169)
(6,390,019)
3,350,007
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Mobivity Holdings Corp.
Condensed Consolidated Statements of Operations
(Unaudited)
Three months ended
September 30,
2013
2012
Revenues
Revenues
Cost of revenues
Gross margin

$

Operating expenses
General and administrative
Sales and marketing
Engineering, research, and development
Depreciation and amortization
Total operating expenses

1,035,952
268,507
767,445

$

1,324,355
1,491,563
214,374
89,133
3,119,425

Loss from operations
Other income/(expense)
Interest income
Interest expense
Change in fair value of derivative liabilities
Gain (loss) on adjustment in contingent consideration
Total other income/(expense)
Loss before income taxes
Income tax expense

Nine months ended
September 30,
2013
2012

1,006,262
307,061
699,201

$

3,149,555
864,519
2,285,036

636,322
406,815
156,156
130,579
1,329,872

$

3,028,866
1,007,288
2,021,578

2,644,677
3,289,904
465,614
181,262
6,581,457

2,350,850
1,135,934
452,129
431,962
4,370,875

(2,351,980)

(630,671)

(4,296,421)

(2,349,297)

385
(807)
(51,913)
(52,335)

252
(1,781,125)
213,089
(157,943)
(1,725,727)

406
(6,347,360)
(3,865,511)
(193,465)
(10,405,930)

2,821
(3,019,625)
407,079
(81,161)
(2,690,886)

(2,404,315)

(2,356,398)

(14,702,351)

(5,040,183)

-

-

-

-

Net loss

$

(2,404,315) $

(2,356,398) $

(14,702,351) $

(5,040,183)

Net loss per share - basic and diluted

$

(0.02) $

(0.10) $

(0.28) $

(0.22)

Weighted average number of shares during the period - basic
and diluted

97,290,179

23,215,481

52,247,033

See accompanying notes to condensed consolidated financial statements (unaudited).
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Mobivity Holdings Corp.
Condensed Consolidated Statement of Stockholders' Equity (Deficit)
(Unaudited)

Common Stock
Shares
Dollars
Balance, December 31, 2012
Shares issued for Boomtext earn-out
payment
Issuance of common stock for
acquisitions
Issuance of common stock for cash, net
of transaction costs of $602,823
Issuance of common stock for
conversion of note principal and interest
Issuance of common stock and warrants
for services
Issuance of common stock for allonge
Adjustment of derivative liability for
note conversion
Adjustment of derivative liability for
note repayment
Adjustment of derivative liability for
non-employee warrant conversion
Issuance of common stock and warrants
for equity payable
Issuance of common stock for accrued
bonuses
Issuance of common stock for cashless
exercise of warrants
Stock based compensation
Net loss
Balance, September 30, 2013

23,218,117

$

Additional
Paid-in
Capital

Equity
Payable

23,218

$

-

$ 25,412,932

Total
Stockholders'
Equity
(Deficit)

Accumulated
Deficit

$ (31,826,169) $ (6,390,019)

1,483,669

1,484

-

2,209,183

-

2,210,667

7,750,000

7,750

-

1,288,310

-

1,296,060

37,500,000

37,500

-

6,859,677

-

6,897,177

26,772,532

26,773

-

5,327,733

-

5,354,506

165,252
527,679

165
528

-

85,841
130,720

-

86,006
131,248

-

-

218,446

10,726,967

-

10,945,413

-

-

-

40,511

-

40,511

-

-

-

176,555

-

176,555

236,292

236

117,348

-

-

115,625

116

-

36,884

-

37,000

42,811
97,811,977

42
97,812

100,862

23,862
2,349,832
$ 54,786,355

$

(117,584)

$

23,904
2,349,832
(14,702,351) (14,702,351)
$ (46,528,520) $ 8,456,509

See accompanying notes to condensed consolidated financial statements (unaudited).
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Mobivity Holdings Corp.
Condensed Consolidated Statements of Cash Flows
(Unaudited)
Nine months ended September 30,
2013
2012
OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Bad debt expense
Common stock and warrants issued for services
Common stock issued for late payment
Stock-based compensation
Depreciation and amortization expense
Loss on adjustment in contingent consideration
Change in fair value of derivative liabilities
Amortization of deferred financing costs
Amortization of note discounts
Loss on sale of assets
Increase (decrease) in cash resulting from changes in:
Accounts receivable
Other current assets
Other assets
Accounts payable
Accrued interest
Accrued and deferred personnel compensation
Deferred revenue - related party
Deferred revenue and customer deposits
Other liabilities
Net cash used in operating activities

$

104,484
270,000
160,468
314,990
431,962
81,161
(407,079)
239,943
2,551,161
164

(71,125)
(88,091)
27,999
624
64,535
(90,795)
(35,262)
(8,309)
(3,325)
(2,084,814)

(208,898)
(200,915)
1,540
(432,694)
195,225
(25,312)
(157,538)
12,984
42,594
(2,065,943)

(2,799)
(400,000)
(402,799)

(9,732)
(9,732)

700,000
(1,609,682)
6,897,177
5,987,495

3,148,470
(819,300)
(87,500)
2,241,670

$

3,499,882
363
3,500,245

$

165,995
396
166,391

$

146,973

$

33,108

$
$
$
$
$
$
$
$
$
$
$
$
$
$

4,614,714
40,511
10,726,967
349,694
176,555
23,904
2,210,667
1,296,060
37,000
1,365,096
224,000
4,984,720
369,786

$
$
$
$
$
$
$
$
$
$
$
$
$
$

2,733,412
69,332
1,020,859
137,649
-

FINANCING ACTIVITIES
Proceeds from issuance of notes payable, net of finance offering costs
Payments on notes payable
Payments on cash payment obligation
Proceeds from issuance of common stock, net of issuance costs
Net cash provided by financing activities

Supplemental disclosures:
Cash paid during period for :
Interest
Non-cash investing and financing activities:
Debt discount from derivatives
Adjustment to derivative liability due to note repayment
Adjustment to derivative liability due to note conversion
Adjustment to derivative liability due to Allonge / ASID conversion
Adjustment to derivative liability due to non-employee warrant conversion
Issuance of common stock for cashless exercise of warrants
Issuance of common stock for Boomtext earn-out
Issuance of common stock for acquisitions
Issuance of common stock for accrued bonuses
Issuance of note payable for acquisition
Earn-out payable recorded for acquisition
Conversion of accrued interest into notes payable
Conversion of notes payable into common stock
Conversion of accrued interest into common stock

(5,040,183)

10,843
86,006
2,349,832
181,262
193,465
3,865,511
6,134,367
-

INVESTING ACTIVITIES
Purchases of equipment
Acquisitions
Net cash used in investing activities

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

(14,702,351) $

Settlement of working capital asset related to the Boomtext acquisition

$

153,317

See accompanying notes to condensed consolidated financial statements (unaudited).
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Mobivity Holdings Corp.
Notes to Condensed Consolidated Financial Statements
(Unaudited)
1. Nature of Operations and Basis of Presentation
Mobivity Holdings Corp. (“Mobivity,” “we” or “us” or “the Company”) is in the business of developing and operating proprietary platforms
over which resellers, brands and enterprises can conduct localized mobile marketing campaigns. Our proprietary platforms allow resellers,
brands and enterprises to market their products and services to consumers through text messages sent directly to the consumers’ mobile phones,
mobile smartphone applications, or other solutions driven from consumers’ mobile phones. We generate revenue by charging the resellers,
brands and enterprises a per-message transactional fee, or through fixed or variable software licensing fees.
The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America (“GAAP”) for interim financial information and with the instructions to Form 10-Q and Rule 8-03 of
Regulation S-X promulgated by the Securities and Exchange Commission (“SEC”). Accordingly, they do not include all of the information and
disclosures required by GAAP for annual financial statements. The accompanying unaudited consolidated financial statements should be read in
conjunction with the consolidated financial statements and notes thereto in the Company’s Annual Report on Form 10-K for the year ended
December 31, 2012 filed with the SEC on March 21, 2013.
In the opinion of management, such statements include all adjustments (consisting only of normal recurring items) which are considered
necessary for a fair presentation of our condensed consolidated financial statements as of September 30, 2013, and for the three months and nine
months ended September 30, 2013 and 2012. The results of operations for the three months and nine months ended September 30, 2013 are not
necessarily indicative of the operating results for the full year ending December 31, 2013.
On November 12, 2013, we filed an amendment to our articles of incorporation on file with the Nevada Secretary of State for purposes of (i)
effecting a reverse split of the issued and outstanding shares of our common stock at a ratio of one share for every six shares outstanding prior to
November 12, 2013 and (ii) decreasing the authorized shares of its common stock to 50,000,000 shares. The reverse stock split was effective as
of November 12, 2013. The reverse stock split effected a proportional decrease in the number of shares of common stock issuable upon the
exercise of our stock options and warrants outstanding immediately prior to the effective date of the reverse stock split, with a proportional
increase in the exercise price. No fractional shares were issued as a result of the reverse stock split. In lieu of issuing fractional shares, we
rounded all fractional interests resulting from the split up to the nearest whole number. The share information contained in this Quarterly Report
on Form 10-Q does not give any effect to the reverse stock split. See Note 11.
2. Summary of Significant Accounting Policies
Principles of Consolidation
The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary. All significant intercompany
balances and transactions have been eliminated.
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, asset impairments, the valuation and useful lives of depreciable tangible and certain intangible assets, the fair value of
common stock used in acquisitions of businesses, the fair value of assets and liabilities acquired in acquisitions of businesses, and the valuation
allowance of deferred tax assets. Management believes that these estimates are reasonable; however, actual results may differ from these
estimates.
-5-
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Derivative Financial Instruments
We do not use derivative instruments to hedge exposures to cash flow, market or foreign currency risks.
We review the terms of the common stock, warrants and convertible debt we issue 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.
The fair values of the derivatives are estimated using a Monte Carlo simulation model. The model utilizes a series of inputs and assumptions to
arrive at a fair value at the date of inception and each reporting period. Some of the key assumptions include the likelihood of future financing,
stock price volatility, and discount rates.
Revenue Recognition and Concentrations
Our “C4” Mobile Marketing and Customer Relationship Management (CRM) and Txtstation Control Center platforms are hosted solutions. 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. We recognize 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. We recognize revenue at the time that the services are rendered,
the selling price is fixed, and collection is reasonably assured, provided no significant obligations remain. We consider authoritative guidance on
multiple deliverables in determining whether each deliverable represents a separate unit of accounting. As for the Mobivity and Boomtext
platforms, which are both hosted solutions, revenue is principally derived from subscription fees from customers. The subscription fee is billed
on a month to month basis with no contractual term and is collected by credit card for Mobivity and collected by cash and credit card for
Boomtext. Revenue is recognized at the time that the services are rendered and the selling price is fixed with a set range of plans. Cash received in
advance of the performance of services is recorded as deferred revenue.
We generate revenue from the Stampt App through customer agreements with business owners. Revenue is principally derived from monthly
subscription fees which provide a license for unlimited use of the Stampt App by the business owners and their customers. The subscription fee
is billed each month to the business owner. Revenue is recognized monthly as the subscription revenues are billed. There are no per-minute or
transaction fees associated with the Stampt App.
During the three months ended September 30, 2013 and 2012, one customer accounted for 36% and 21%, respectively, of our revenues. During
the nine months ended September 30, 2013 and 2012, one customer accounted for 32% and 10%, respectively, of our revenues.
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. We are required to record all components of comprehensive income (loss) in the consolidated 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 and nine months ended September 30, 2013 and 2012, the comprehensive loss was equal to the net loss.
-6-
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Net Loss Per Common 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 the three month and nine month periods ended September 30, 2013 and 2012, we 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.
Reclassifications
Certain amounts from prior periods have been reclassified to conform to the current period presentation.
Recent Accounting Pronouncements
In 2013, the Financial Accounting Standards Board ("FASB") issued new accounting guidance clarifying the accounting for the release of
cumulative translation adjustment into net income when a parent either sells a part or all of its investment in a foreign entity or no longer holds a
controlling financial interest in a subsidiary or group of assets that is a nonprofit activity or a business within a foreign entity. The new guidance
is effective for fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2013. We do not anticipate that
adoption of this new guidance will have a significant impact on our financial position, results of operations, or cash flows.
In 2013, FASB issued new accounting guidance clarifying the accounting for obligations resulting from joint and several liability arrangements
for which the total amount under the arrangement is fixed at the reporting date. The new guidance is effective for fiscal years, and interim periods
within those fiscal years, beginning on or after December 15, 2013. We do not anticipate that adoption of this new guidance will have a
significant impact on our financial position, results of operations, or cash flows.
In January 2013, FASB issued new accounting guidance clarifying which instruments and transactions are subject to offsetting disclosure
requirements. The new guidance addresses concerns that the scope of the prior disclosure requirements was overly broad and imposed
unintended costs that were not commensurate with estimated benefits to financial statement users. In choosing to narrow the scope of the
offsetting disclosures, FASB determined that it could make them more operable and cost effective for preparers while still giving financial
statement users sufficient information to analyze the most significant presentation differences between financial statements prepared in accordance
with GAAP and those prepared under IFRSs. The new guidance will be effective for fiscal periods beginning on, or after January 1, 2013. We
do not anticipate that adoption of this new guidance will have a significant impact on our financial position, results of operations, or cash flows.
3. Acquisitions
Sequence Acquisition
In May 2013, we acquired certain assets of Sequence, LLC (“Sequence”) pursuant to an asset purchase agreement. Pursuant to the asset purchase
agreement, we acquired all application software, URL’s, websites, trademarks, brands, customers and customer lists from Sequence. We
assumed no liabilities of Sequence.
The purchase price consisted of: (1) $300,000 in cash; (2) 750,000 shares of our common stock valued based on the closing market price on the
acquisition date at $183,750; and (3) twenty-four monthly earn-out payments consisting of 10% of the eligible monthly revenue subsequent to
closing with a fair value of $224,000.
We completed the acquisition in furtherance of our strategy to acquire small, privately owned enterprises in the mobile marketing sector through
an asset purchase structure. This acquisition was consistent with our 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 acquisition was accounted for as a business combination and we valued the assets acquired at their fair values on the date of acquisition. An
independent valuation expert assisted us in determining these fair values. The assets of the acquired entity were recorded at their estimated fair
values at the date of the acquisition.
-7-
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The allocation of the purchase price to the assets acquired based upon fair value determinations was as follows:
Merchant relationships
Trade name
Developed technology
Goodwill
Total assets acquired

$

$

181,000
76,000
71,000
379,750
707,750

The purchase price consisted of the following:
Cash
Common stock
Earn-out payable
Total purchase price

$
$

300,000
183,750
224,000
707,750

Pro forma results of operations were not included due to the investment test not reaching the level of a significant acquisition.
Front Door Insights Acquisition
In May 2013, we acquired certain assets and liabilities of Front Door Insights, LLC (“FDI”), pursuant to an asset purchase agreement. The assets
and liabilities acquired from FDI consisted of cash on hand, accounts receivable, all rights under all contracts other than excluded contracts,
prepaid expenses, all technology and intellectual property rights, accounts payable, and obligations under a commercial lease.
The purchase price consisted of: (1) $100,000 in cash; (2) a non-interest bearing promissory note in the principal amount of $1,400,000, which
was discounted by $34,904; and (3) 7,000,000 shares of our common stock valued based on the closing market price on the acquisition date at
$1,112,310.
The asset purchase agreement included a working capital adjustment pursuant to which the number of shares issuable to FDI would be increased,
or decreased, in the event the working capital of FDI exceeds, or is less than, $10,000, respectively, as of the closing. The working capital
adjustment due to us is $1,552, and the parties determined to settle this amount in cash.
The asset purchase agreement contains customary representations, warranties and covenants by the parties, including each party’s agreement to
indemnify the other against any claims or losses arising from their breach of the asset purchase agreement. FDI and its members have also
agreed that for a period of three years following the closing not to engage in the business of providing interactive mobile marketing platforms or
services or to solicit the pre-closing clients, vendors or employees of FDI, except in each case on our behalf.
We completed the acquisition in furtherance of our strategy to acquire small, privately owned enterprises in the mobile marketing sector through
an asset purchase structure. This acquisition was consistent with our 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 acquisition was accounted for as a business combination and we valued all assets and liabilities acquired at their fair values on the date of
acquisition. An independent valuation expert assisted us in determining these fair values. The assets and liabilities of the acquired entity were
recorded at their estimated fair values at the date of the acquisition.
During the three months ended September 30, 2013, we adjusted the liabilities assumed in the transaction, in accordance with the asset purchase
agreement, from $162,886 to $46,219, which resulted in an increase in additional paid-in capital of $78,000 and a reduction of goodwill of
$38,667.
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The allocation of the purchase price to assets and liabilities based upon fair value determinations was as follows:
Cash
Accounts receivable
Contracts
Customer relationships
Developed technology
Non-compete agreement
Goodwill
Total assets acquired
Liabilities assumed
Net assets acquired

$

$

5,500
27,467
813,000
22,000
96,000
124,000
1,535,658
2,623,625
(46,219 )
2,577,406

The purchase price consists of the following:
Cash
Promissory note, net
Common stock
Total purchase price

$
$

100,000
1,365,096
1,112,310
2,577,406

The following information presents unaudited pro forma consolidated results of operations for the nine months ended September 30, 2013 as if
the FDI acquisition described above had occurred on January 1, 2013, and the results of operations for the year ended December 31, 2012 as if
the FDI acquisition described above had occurred on January 1, 2012. The following unaudited pro forma financial information gives effect to
certain adjustments, including the increase in compensation expense related to additional head-count and amortization of acquired intangible
assets. The pro forma financial information is not necessarily indicative of the operating results that would have occurred if the acquisition been
consummated as of the date indicated, nor are they necessarily indicative of future operating results.
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Pro Forma Results of Operations for the Nine Months Ended September 30, 2013
Mobivity Holdings Corp.
Consolidated Statements of Operations
(Unaudited)
Mobivity
Revenues
Revenues
Cost of revenues
Gross margin

$

Operating expenses
General and administrative
Sales and marketing
Engineering, research, and development
Depreciation and amortization
Total operating expenses

Pro forma
adjustments

FDI

3,149,555
864,519
2,285,036

$

162,280
54,371
107,909

2,644,677
3,289,904
465,614
181,262
6,581,457

71,720
4,888
87,994
164,602

(4,296,421)

(56,693)

Other income/(expense)
Interest income
Interest expense
Change in fair value of derivative liabilities
Gain (loss) on adjustment in contingent consideration
Total other income/(expense)

406
(6,347,360)
(3,865,511)
(193,465)
(10,405,930)

(6,785)
(6,785)

Loss before income taxes

(14,702,351)

(63,478)

Loss from operations

Income tax expense

-

Net loss

$ (14,702,351) $

Net loss per share - basic and diluted

$

Weighted average number of shares during the period - basic and
diluted

(0.28)

52,247,033
-10-

$

(63,478) $

Pro forma
combined
-

$

229,258 (b)
68,469 (c)
297,727

2,716,397
3,524,050
553,608
249,731
7,043,786

(297,727)

(4,650,841)

-

406
(6,354,145)
(3,865,511)
(193,465)
(10,412,715)

(297,727)

(15,063,556)

(297,727)

3,311,835
918,890
2,392,945

$ (15,063,556)
$

(0.27)

55,824,239
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Pro Forma Results of Operations for the Year ended December 31, 2012
Mobivity
Revenues
Revenues
Cost of revenues
Gross margin

$

Operating expenses
General and administrative
Sales and marketing
Engineering, research, and development
Depreciation and amortization
Goodwill impairment
Intangible asset impairment
Total operating expenses

Pro forma
adjustments

FDI

4,079,745
1,300,325
2,779,420

$

347,797 $
183,819
163,978

2,984,531
1,562,520
562,459
549,151
742,446
145,396
6,546,503

155,568
45,292
199,953
400,813

Loss from operations

(3,767,083 )

(236,835 )

Other income/(expense)
Interest income
Interest expense
Change in fair value of derivative liabilities
Gain on adjustment in contingent consideration
Total other income/(expense)

2,833
(4,559,564 )
359,530
625,357
(3,571,844 )

(4,105 )
(4,105 )

Loss before income taxes

(7,338,927 )

(240,940 )

Income tax expense

-

Net loss

$ (7,338,927 ) $

Net loss per share - basic and diluted

$

Weighted average number of shares during the period - basic and diluted

(0.32 )
23,069,669

-

Pro forma
combined
-

$ 4,427,542
1,484,144
2,943,398

1,541,050 (b)
178,509 (c)
1,719,559

3,140,099
3,148,862
762,412
727,660
742,446
145,396
8,666,875

(1,719,559 )

(5,723,477 )

(234,115 ) (a)
(234,115 )

2,833
(4,797,784 )
359,530
625,357
(3,810,064 )

(1,953,674 )

(9,533,541 )

-

(240,940 ) $ (1,953,674 )

$ (9,533,541 )
$

(0.32 )
30,069,669

Pro Forma Adjustments
The following pro forma adjustments are based upon the value of the tangible and intangible assets acquired as determined by an independent
valuation firm.
(a)
(b)
(c)

Represents interest expense and note discount amortization for notes payable issued in conjunction with the transaction.
Represents salary, bonus and stock based compensation (year ended December 31, 2012) for headcount added in conjunction with the
transaction.
Represents amortization of intangible assets for the period.

4. Goodwill and Purchased Intangibles
Goodwill
The carrying value of goodwill at September 30, 2013 and December 31, 2012 was $4,175,032 and $2,259,624, respectively. Goodwill at
September 30, 2013 includes $1,915,408 recorded as a result of two acquisitions in May 2013. See Note 3.
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Intangible assets
The following table presents details of our purchased intangible assets as of September 30, 2013 and December 31, 2012:
Balance at
December 31,
2012
$
111,620
78,765
29,056
30,588
193,458
625
$
444,112

Patents and trademarks
Customer contracts
Customer and merchant relationships
Trade name
Acquired technology
Non-compete agreement

Additions
$

$

813,000
203,000
76,000
167,000
124,000
1,383,000

Amortization
$
(6,298)
(60,259)
(27,921)
(12,566)
(52,775)
(15,601)
$
(175,420)

Balance at
September
30, 2013
$
105,322
831,506
204,135
94,022
307,683
109,024
$ 1,651,692

The intangible assets are being amortized on a straight line basis over their estimated useful lives of one to twenty years.
During the nine months ended September 30, 2013, the following intangible assets were purchased with the following useful lives:
Sequence, LLC:
Merchant relationships
Trade name
Developed technology

$

Front Door Insights LLC:
Contracts
Customer relationships
Developed technology
Non-compete agreement

$

Fair value
181,000
76,000
71,000

Useful Life
12 years
5 years
5 years

Fair value
813,000
22,000
96,000
124,000

Useful Life
7 years
12 years
5 years
3 years

Amortization expense for intangible assets was $87,081 and $123,666 for the three months ended September 30, 2013 and 2012, respectively.
Amortization expense for intangible assets was $175,420 and $411,664 for the nine months ended September 30, 2013 and 2012, respectively.
The estimated future amortization expense of our intangible assets as of September 30, 2013 is as follows:
Year ending December 31,
2013
2014
2015
2016
2017
Thereafter
Total

Amount
87,081
319,268
319,268
245,281
190,064
490,730
$ 1,651,692
$

-12-
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5. Derivative Liabilities
Convertible notes payable and underlying warrants
As discussed in Note 6 under Bridge Financing, we previously issued convertible notes payable that provided for the issuance of warrants to
purchase our common stock at a future date. The conversion term for the convertible notes was variable based on certain factors. The number of
warrants to be issued was based on the future price of our common stock.
As of December 31, 2012 and through June 17, 2013, the number of warrants to be issued was indeterminate. Due to the fact that the number of
warrants issuable was indeterminate, the equity environment was tainted and the fair value of all of the warrants underlying the convertible notes
payable was recorded as a derivative liability. The fair values of the variable maturity conversion feature (“VMCO”) and the additional share
issuance feature (“ASID”) were recorded as derivative liabilities on the issuance date.
On June 17, 2013, we converted all of the outstanding convertible notes payable into shares of our common stock, and issued the warrants
underlying the convertible notes payable. At that time, the derivative liabilities related to the VMCO and ASID totaling $7,792,657 were
reclassified to additional paid-in capital.
Private Placement Shares and Warrants
We completed a private placement in September 2011 for the sale of units consisting of shares of common stock and warrants to purchase our
common stock. Both the common shares and the warrants contain anti-dilutive, or down round, price protection. We recorded derivative liabilities
related to the down round price protection on the common shares and the warrants.
The down round price protection on the common shares expired in August 2012, and the down round price protection for the warrants terminates
when the warrants expire or are exercised.
Allonge
As discussed in Note 6 under Bridge Financing, all note holders with convertible notes payable maturing in February 2012 extended the maturity
date through May 2012. As consideration to the note holders for the extension of the maturity date, we provided allonges which consisted of the
accrued interest on each convertible note payable as of January 31, 2012. The allonges were convertible into shares of common stock at the latest
financing price. The value of the allonges was recorded as a derivative liability at the issuance date.
On June 17, 2013, the number of common shares issuable under the allonges was determined to be 527,679 and these shares were issued in July
2013.
Non-employee Warrants
As discussed in Note 7 under Warrants, we previously accounted for warrants issued to non-employees as derivative liabilities. On June 17,
2013, the equity environment was no longer tainted and the value of the derivative liabilities related to the non-employee warrants totaling
$176,555 were reclassified to additional paid-in capital.
Summary
The fair values of our derivative liabilities are estimated at the issuance date and are revalued at each subsequent reporting date using a Monte
Carlo simulation discussed below.
At September 30, 2013 and December 31, 2012, we recorded current derivative liabilities of $237,098 and $3,074,504, respectively, which are
detailed by instrument type in the table below.
The net change in fair value of the derivative liabilities for the three months ended September 30, 2013 and 2012 was a loss of $51,913 and a gain
of $213,089, respectively.
The net change in fair value of the derivative liabilities for the nine months ended September 30, 2013 and 2012 was a loss of $3,865,511 and a
gain of $407,079, respectively.
-13-
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The following table presents the derivative liabilities by instrument type as of September 30, 2013 and December 31, 2012:
September 30,
2013

Derivative Value by Instrument Type
Convertible Bridge Notes
Common Stock and Warrants
Non-employee Warrants

$
$

237,098
237,098

December 31,
2012
$
2,850,085
129,378
95,041
$
3,074,504

The following table presents details of our derivative liabilities from December 31, 2012 to September 30, 2013:
Balance December 31, 2012
Issuances in derivative value due to new security issuances of notes
Issuances in derivative value due to vesting of non-employee warrants
Adjustment to derivative liability due to note repayment
Adjustment to derivative liability due to note conversion into new notes
Adjustment to derivative liability due to note conversion into equity
Adjustment to derivative liability due to non-employee warrant conversion
Adjustment to derivative liability due to warrant exercises
Change in fair value of derivative liabilities
Balance September 30, 2013

$

3,074,504
4,614,714
26,969
(40,511)
(3,152,786)
(7,923,875)
(176,555)
(23,904)
3,838,542
$
237,098

An independent valuation expert calculated the fair value of the compound embedded derivatives using a complex, customized Monte Carlo
simulation model suitable to value path dependent 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.
Key inputs and assumptions used in valuing our derivative liabilities are as follows:
For issuances of notes, common stock and warrants:
● Stock prices on all measurement dates were based on the fair market value
● Down round protection for dates prior to April 15, 2013 is based on the subsequent issuance of common stock at prices less than $0.50
per share and warrants with exercise prices less than $0.50 per share. Down round protection for dates between April 15, 2013 and June
17, 2013 is based on the subsequent issuance of common stock at prices less than $0.25 per share and warrants with exercise prices less
than $0.25 per share. Thereafter, down round protection is based on the subsequent issuance of common stock at prices less than $0.20
per share and warrants with exercise prices less than $0.20 per share
● The probability of a future equity financing event triggering the down round protection was estimated at 100% for dates prior to June 17,
2013 and 0% for subsequent measurement dates
● Computed volatility ranging from 86.1% to 128.9%
● Risk free rates ranging from 0.05% to1.41%
For issuances of non-employee warrants through June 17, 2013:
● Computed volatility of 128.9%
● Risk free rates ranging from 0.30% to 0.66%
● Expected life (years) ranging from 2.48 to 3.27
See Note 9 for a discussion of fair value measurements.
6. Bridge Financing, Notes Payable, and Accrued Interest
Bridge Financing
Summary
Prior to June 2013, we issued 10% Senior Secured Convertible Bridge Notes Payable (“Bridge Notes” or “new Bridge Notes”) to various
accredited investors, and then extended the due dates on the majority of the Bridge Notes several times. In June 2013, the outstanding principal of
the Bridge Notes totaling $4,984,720 was converted into 24,923,602 shares of our common stock at $0.20 per share. We no longer have any
outstanding Bridge Notes.
-14-
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The Bridge Notes contained variable maturity dates and additional share issuance obligations and we recorded discounts to the Bridge Notes for
the VMCO and ASID. The discounts were amortized to interest expense over the term of the Bridge Notes using the effective interest method.
We determined that the VMCO and the ASID represented embedded derivative features, and these were recorded as derivative liabilities. See
Note 5.
We capitalized costs associated with the issuance of the Bridge Notes, and amortized these costs to interest expense over the term of the related
Bridge Notes using the effective interest method.
The following table summarizes information relative to the outstanding Bridge Notes at December 31, 2012:
December 31,
2012
$ 4,342,418

Bridge notes payable
Less unamortized discounts:
VMCO
ASID
Bridge notes payable, net of discounts

(481,390)
(1,003,359)
$ 2,857,669

Following is a detailed discussion of the Bridge Notes transactions.
2012
As of January 1, 2012, the principal balance on our outstanding Bridge Notes totaled $1,062,500. The principal balance and accrued interest was
due on the earlier of (i) the date we completed 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 amount (a qualifying
financing), and (ii) February 2, 2012. If the Bridge Notes were held to maturity, we would have paid, at the option of the holder: i) in cash or ii)
in securities to be issued by us in the qualifying financing at the same price paid by other investors. The Bridge Notes were secured by a first
priority lien and security interest in all of our assets.
In January 2012, we issued additional Bridge Notes in the aggregate principal amount of $520,000. These Bridge Notes were due February 2,
2012 and contained the same rights and privileges as the previously issued Bridge Notes.
In March 2012, we repaid Bridge Notes totaling $65,000.
In April 2012, all note holders with Bridge Notes maturing on February 2, 2012 extended the maturity date through May 2, 2012. As
consideration to the note holders for the extension of the maturity date, we provided allonges which consisted of the accrued interest for each
Bridge Note as of January 31, 2012, which are convertible into shares of our common stock at the latest financing price. The value of the allonges
was recorded as a derivative liability. See Note 5.
In March 2012 and April 2012, we issued additional Bridge Notes in the aggregate principal amount of $220,100 with a due date of May 2,
2012. In May 2012, theses notes were cancelled and converted into new Bridge Notes discussed below.
In May and June 2012, we issued to a number of accredited investors our new Bridge Notes in the aggregate principal amount of $4,347,419,
consisting of (i) $2,656,250 of new funds and (ii) $1,691,169 of principal amount and accrued interest due under our previously issued Bridge
Notes that were cancelled and converted into new Bridge Notes. The new Bridge Notes accrued interest at the rate of 10% per annum.
The principal amount under the new Bridge Notes plus all accrued and unpaid interest was due on the earlier of (i) the date we completed 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 amount (a qualifying financing), and (ii) October 15, 2012, which date, as described
below, was later extended to April 15, 2013. Payments could have been made in cash, or, at the option of the holder of the new Bridge Notes, in
securities to be issued by us in the qualifying financing at the same price paid for such securities by other investors. The new Bridge Notes were
secured by a first priority lien and security interest in all of our assets.
-15-
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We also had the obligation to issue to the holders of the new Bridge Notes on the date that is the earlier of the repayment of the new Bridge Notes
or the completion of the qualifying financing, at their option:
●

five year warrants to purchase that number of shares of common stock equal to the principal amount plus accrued interest divided by the
per share purchase price of the common stock offered and sold in the qualifying financing (the offering price) which warrants were to
be exercisable at the offering price and would include cashless exercise provisions commencing eighteen months from the date of
issuance of the warrants if there is not at that time an effective registration statement covering the shares of common stock exercisable
upon exercise of the warrants, or

●

that number of shares of common stock equal to the product arrived at by multiplying (x) the principal amount plus accrued interest
divided by the offering price and (y) 0.33.

We granted piggy-back registration rights with respect to the securities to be issued in connection with the new Bridge Notes.
The new Bridge Notes further provided that in the event of a change of control transaction, the proceeds from such transaction must be used by
us to pay to the holders of the new Bridge Notes, pro rata based on the amount of new Bridge Notes owned by each holder, an amount equal to
1.5 times the amount of the aggregate principal amount outstanding under the new Bridge Notes, plus accrued interest due there under, plus all
other fees, costs or other charges due there under.
The holders of the new Bridge Notes were also granted the right to appoint two designees to serve as members of our board of directors, which
members will also serve as members of the Compensation Committee and the Audit Committee of our board of directors.
We used $184,081 from the proceeds of the sale of the new Bridge Notes to pay off existing principal balances under the Bridge Notes that were
not cancelled and converted into the new Bridge Notes.
In October 2012 and continuing thereafter, we entered into amendments with the holders the new Bridge Notes. Under the terms of the
amendments, the holders of new Bridge Notes in the aggregate principal amount of $4,342,419 agreed to extend the maturity date of the new
Bridge Notes to April 15, 2013. In consideration of the new Bridge Note holders’ agreement to extend the maturity date, the amendment provides
that the holder shall have the option to convert the principal and interest under the new Bridge Note into the securities offered by us in a
qualifying equity financing at the lower of (a) the same price paid for such securities by other investors investing in the financing or (b) $0.50 per
share (subject to adjustment in the event of a stock split, reclassification or the like). Prior to the amendment, the conversion option under the new
Bridge Note entitled the holder to convert the principal and interest under the new Bridge Note into the securities offered by us in a qualifying
equity financing at the same price paid for such securities by other investors investing in the financing. The conversion price of $0.50 in (b)
above triggered the price protection guarantee contained in the warrants issued in our 2011 private placement, and the exercise price on the
warrants changed from $2.00 per share to $0.50 per share.
In November 2012, we repaid a new Bridge Note totaling $5,000.
2013
In January 2013, we partially repaid a new Bridge Note totaling $21,040.
In March 2013, we issued new Bridge Notes in the aggregate principal amount of $200,000 that contained the same rights and privileges as the
previously issued new Bridge Notes.
In April 2013, we issued new Bridge Notes in the aggregate principal amount of $75,000 that contained the same rights and privileges as the
previously issued new Bridge Notes.
In April 2013, we repaid a new Bridge Note totaling $36,659.
In April 2013, we issued a new Bridge Note to our Chief Financial Officer (“CFO”) totaling $20,000 that contained the same rights and
privileges as the previously issued new Bridge Notes, the due date of which was extended to October 15, 2013.
-16-
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In May 2013, a majority of the new Bridge Note holders agreed to extend the maturity date of the new Bridge Notes to October 15, 2013 from
April 15, 2013. In consideration of the new Bridge Note holders’ agreement to extend the maturity date, the amendment provides that the new
Bridge Note holders have the option to convert the principal and accrued interest under the new Bridge Note into the securities offered by us in a
qualifying equity financing at the lower of (a) the same price paid for such securities by other investors investing in the financing or (b) $0.25 per
share (subject to adjustment in the event of a stock split, reclassification or the like). Prior to the amendment, the conversion option under the new
Bridge Notes entitled the new Bridge Note holders to convert the principal and accrued interest under the new Bridge Notes into the securities
offered by us in a qualifying equity financing at the lower of (a) the same price paid for such securities by other investors investing in the
financing or (b) $0.50 per share (subject to adjustment in the event of a stock split, reclassification or the like).
As a result of this amendment and the additional consideration given, the embedded derivative features in the Bridge Notes were revalued on
April 15, 2013 to $4,052,148. We recorded new note discounts and derivative liabilities on April 15, 2013 based on the fair value of the
derivative instruments. During the period from April 15, 2013 through June 17, 2013, the entire balance of the note discounts was amortized to
interest expense as the conversion on June 17, 2013 triggered the immediate recognition of the full value of the debt discount.
In May 2013, we issued new Bridge Notes in the aggregate principal amount of $387,500 that contained the same rights and privileges as the
previously issued and amended new Bridge Notes.
In May 2013, we issued a new Bridge Note to our Chief Executive Officer (“CEO”) totaling $17,500 that contained the same rights and
privileges as the previously issued and amended new Bridge Notes.
In June 2013, we completed a qualifying equity financing at $0.20 per share. See Note 7. Pursuant to the terms of the new Bridge Notes, we
converted the principal amount of Bridge Notes totaling $4,984,720 into 24,923,602 shares of our common stock at $0.20 per share. Also, in
June 2013, we converted accrued interest on the Bridge Notes totaling $369,786 into 1,848,930 shares of our common stock at $0.20 per share.
Certain note holders elected to receive cash payment for their accrued interest, and the remaining accrued interest on the Bride Notes of $95,404
was paid in July 2013.
Discounts recorded related to the Bridge Notes
We recorded discounts to the Bridge Notes for the VMCO and ASID. The discounts were amortized to interest expense over the term of the
Bridge Notes using the effective interest method. All of the discounts related to the Bridge Notes were recognized as interest expense in June
2013 in conjunction with the conversion of the Bridge Notes into shares of our common stock.
We determined that the VMCO and the ASID represented embedded derivative features, and these were shown as derivative liabilities on the
balance sheet. See Note 5.
The following table presents details of the discounts to our Bridge Notes from December 31, 2011 to September 30, 2013:
VMCO
ASID
(12,031 ) $
(47,739 ) $
(1,409,797 )
(3,942,607 )
940,438
2,986,987
(481,390 )
(1,003,359 )
(1,936,191 )
(2,678,523 )
2,417,581
3,681,882
$
- $
- $

December 31, 2011
Additions
Amortization
December 31, 2012
Additions
Amortization
September 30, 2013

$

Total
(59,770 )
(5,352,404 )
3,927,425
(1,484,749 )
(4,614,714 )
6,099,463
-

During the three months ended September 30, 2013 and 2012, we recorded Bridge Note discount amortization to interest expense of $-0- and
$1,528,438 respectively.
During the nine months ended September 30, 2013 and 2012, we recorded Bridge Note discount amortization to interest expense of $6,099,463
and $2,543,979, respectively.
-17-

Table of Contents

Deferred financing costs related to the Bridge Notes
We capitalized deferred financing costs and amortized the capitalized amounts to interest expense over the term of the Bridge Notes using the
effective interest method.
During the three months ended September 30, 2013 and 2012, we recorded deferred financing cost amortization to interest expense of $-0- and
$139,086, respectively.
During the nine months ended September 30, 2013 and 2012, we recorded deferred financing cost amortization to interest expense of $-0- and
$239,943, respectively.
Digimark, LLC Notes
As partial consideration for the acquisition of Boomtext in 2011, we issued an unsecured subordinated promissory note in the principal amount
of $194,658. The promissory note did not bear interest, was payable in installments (varying in amount) from August 2011 through October
2012, and was subordinated to our obligations under the Bridge Notes discussed above.
We recorded the promissory note at the present value of the payments over the subsequent periods which amounted to $182,460. We amortized
the discount using the effective interest method.
As of December 31, 2012, the outstanding balance on the note payable was $100,000, which was paid in June 2013.
Summary of Notes Payable and Accrued Interest
The following table summarizes our notes payable and accrued interest as of September 30, 2013 and December 31, 2012:
Notes Payable
September 30, December 31,
2013
2012
$
- $ 2,857,669

Bridge notes, net, as discussed above
Convertible notes payable, net of discounts

Accrued Interest
September 30, December 31,
2013
2012
$
- $
261,213

-

2,857,669

-

261,213

20,000

20,000

16,117

13,775

Note payable due to a trust, interest accrues at the rate of 10% per annum,
all amounts due and payable December 31, 2006.

-

51,984

-

24,297

Digimark, LLC subordinated promissory note, net, as discussed above.

-

100,000

-

22,083

20,000

171,984

16,117

60,155

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. Currently past due.

Notes payable
Totals

$
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20,000

$

3,029,653

$

16,117

$

321,368
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Interest Expense
The following table summarizes interest expense for the three months and nine months ended September 30, 2013 and 2012:
Three months ended September
30,
2013
2012
$
- $ 1,530,412
139,086
807
111,627
$
807 $ 1,781,125

Amortization of note discounts
Amortization of deferred financing costs
Other interest expense

$
$

Nine months ended
September 30,
2013
2012
6,134,367 $ 2,551,161
239,943
212,993
228,521
6,347,360 $ 3,019,625

7. Stockholders’ Equity (Deficit)
Common Stock
In May 2013, we issued: 750,000 shares of common stock as part of the purchase price in the Sequence acquisition which were valued at
$183,750 based on the closing market price on the acquisition date, see Note 3; 7,000,000 shares of common stock as part of the purchase price
in the FDI acquisition which were valued at $1,112,310 based on the closing market price on the acquisition date, see Note 3; and 1,483,669
shares of common stock in satisfaction of the Boomtext earn-out payment, see Equity Payable below.
In June 2013, we issued 36,780,000 shares of common stock at $0.20 per share to accredited investors for net proceeds of $6,789,686.
Transaction costs netted against the proceeds totaled $566,315. This transaction constituted a qualified financing, pursuant to which the Bridge
Notes were converted into 26,772,532 shares of common stock, see Note 6.
In June 2013, we also issued 75,000 shares of common stock for services and recorded general and administrative expense of $18,375.
In July 2013, we issued: 527,679 shares of common stock in satisfaction of the allonges granted under the Bridge Notes valued at $131,248; and
32,825 common shares for the cashless exercise of warrants and recorded a reduction to our derivative liabilities of $18,731.
In August 2013, we issued 720,000 shares of common stock at $0.20 per share to accredited investors for net proceeds of $107,492. Transaction
costs netted against the proceeds totaled $36,508.
In August 2013, we also issued: 90,252 shares of common stock for services and recorded general and administrative expense of $51,444;
236,292 shares of common stock in satisfaction of our additional share issuance obligation under the Bridge Notes and reduced our equity
payable by $96,960; 78,125 shares of common stock in satisfaction of the accrued bonus to our CEO of $25,000; 37,500 shares of common
stock in satisfaction of the accrued bonus to our CFO of $12,000; and 9,986 shares of common stock for the cashless exercise of warrants and
recorded a reduction of our derivative liabilities of $5,173.
At September 30, 2013, we had 97,811,977 shares of common stock outstanding.
Equity Payable
We had an earn-out commitment associated with the acquisition of Boomtext from Digimark, LLC. The earn-out payment (payable March 31,
2013) consisted of a number of shares of our common stock equal to (a) 1.5, multiplied by our net revenue from acquired customers and
customer prospects for the twelve-month period beginning six months after the closing date, divided by (b) the average of the volume-weighted
average trading prices of our common stock for the 25 trading days immediately preceding the earn-out payment (subject to a collar of $1.49 and
$2.01 per share).
In June 2013, the final value of the earn-out payment of $2,210,667 was satisfied through the issuance of 1,483,669 shares of common stock. As
of December 31, 2012, the estimated value of the earn-out payment of $2,032,881 was recorded as a current liability.
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In June 2013, we recorded equity payable of $218,446 related to the additional share issuance obligations under the Bridge Notes. As discussed
above under Common Stock and below under Warrants Issued to Note Holders and Placement Agent, we satisfied a portion of these obligations
during the three months ended September 30, 2013 through the issuance of shares of common stock or warrants to purchase common stock.
Stock-based Plans
Stock Option Activity
The following table summarizes stock option activity for the nine months ended September 30, 2013:
Options
1,955,000
32,792,129
(408,334 )
34,338,795

Outstanding at January 1, 2013
Granted
Exercised
Canceled/forfeited/expired
Outstanding at September 30, 2013

The weighted average exercise price of stock options granted during the period was $0.33 and the related weighted average grant date fair value
was $0.29 per share.
The exercise of 32,317,129 options granted under our 2013 Plan was subject to our increasing the number of shares of common stock authorized
for issuance, which took place on November 12, 2013 as a result of the one for six reverse stock split and accompanying decrease in our
authorized common stock to 50,000,000 shares. See Note 11.
Stock-Based Compensation Expense
The impact on our results of operations of recording stock-based compensation expense for the three and nine months ended September 30, 2013
and 2012 was as follows:
Three months ended September
30,
2013
2012
General and administrative
Sales and marketing
Engineering, research, and development

$
$

386,347
656,396
3,081
1,045,824

$
$

84,886
19,217
458
104,561

Nine months ended
September 30,
2013
2012
$
$

662,510
1,656,052
5,056
2,323,618

$
$

248,911
54,083
11,996
314,990

Valuation Assumptions
An independent valuation expert calculated the fair value of each stock option award on the date of grant using the Black-Scholes option pricing
model. The following weighted average assumptions were used for the three months and nine months ended September 30, 2013 and 2012.
Three months ended
Nine months ended September
September 30,
30,
2013
2012
2013
2012
1.82%
0.57%
1.27%
0.52%
6.17
3.58
5.57
3.37
0%
0%
0%
0%
132.0%
61.0%
131.9%
67.6%

Risk-free interest rate
Expected life (years)
Expected dividend yield
Expected volatility
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The risk-free interest rate assumption is based upon published interest rates appropriate for the expected life of our employee stock options.
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.
The dividend yield assumption is based on our history of not paying dividends and no future expectations of dividend payouts.
The expected volatility in 2013 is based on the historical publicly traded price of our common stock. The expected volatility prior to 2013 is based
on the weighted average of the historical volatility of publicly traded surrogates in our peer group.
Warrants Issued to Non-Employees
We issued warrants to purchase 905,000 shares of common stock to non-employees in 2010 and 2011. Prior to June 17, 2013, the warrants were
accounted for as derivative liabilities because the equity environment was tainted as discussed in Note 5. The equity environment was no longer
tainted as of June 17, 2013, and our independent valuation expert began calculating the stock-based compensation for these warrants using the
Black-Scholes valuation model. The valuation assumptions used are consistent with the valuation information for options above.
We recorded stock-based compensation expense of $26,214 in general and administrative expense for the three months ended September 30,
2013, and we recorded a gain of $133,120 in change in fair value of derivative liabilities for the three months ended September 30, 2013.
We recorded stock-based compensation expense of $26,214 in general and administrative expense for the nine months ended September 30,
2013, and we recorded a loss of $91,720 in change in fair value of derivative liabilities for the nine months ended September 30, 2013.
A summary of non-employee warrant activity under the 2010 Plan from December 31, 2012 to September 30, 2013 is presented below:
Number
Outstanding
905,000
905,000

Outstanding at December 31, 2012
Granted
Exercised
Canceled/forfeited/expired
Outstanding at September 30, 2013
Warrants

During 2011, we issued warrants for the purchase of 688,669 shares of common stock at $2.00 per share in connection with a private placement.
During 2012, we issued warrants for the purchase of 153,515 shares of common stock at $2.00 per share in connection with the conversion of a
portion of our Bridge Notes. These warrants are exercisable for four years from the date of issuance, and contain anti-dilution, or down round,
price protection as long as the warrants remain outstanding. The current exercise price of these warrants is $0.20 per share as a result of the price
protection guarantee contained in the warrant agreements.
In June 2013, we issued warrants for the purchase of 27,249,549 shares of common stock at $0.20 per share in connection with the conversion
of the Bridge Notes into equity. The warrants are exercisable for five years from the date of issuance.
In June 2013, we issued warrants for the purchase of 3,602,558 shares of common stock at $0.20 per share to a placement agent connected with
the Bridge Note conversions and equity placements. The warrants are exercisable for five years from the date of issuance.
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In July 2013, we issued warrants for the purchase of 35,000 shares of common stock at $0.20 per share to a placement agent connected with the
equity placements. The warrants are exercisable for five years from the date of issuance.
In July 2013, we issued warrants for the purchase of 152,300 shares of common stock at $0.20 per share to previous note holders in satisfaction
of the ASID. The warrants are exercisable for three years from the date of issuance.
In July 2013, we issued warrants for the purchase of 53,069 shares of common stock at $0.20 per share to an individual for services rendered.
In July 2013, we recorded the cashless exercise of warrants for 51,167 shares of common stock, and issued 32,825 shares of common stock.
In August 2013, we issued warrants for the purchase of 32,900 shares of common stock at $0.20 per share to a placement agent connected with
the Bridge Note conversions and equity placements. The warrants are exercisable for five years from the date of issuance.
In August 2013, we recorded the cashless exercise of warrants for 14,076 shares of common stock, and issued 9,986 shares of common stock.
At September 30, 2013, we have warrants to purchase 31,901,917 shares of common stock at $0.20 per share that are outstanding. Of this
amount, warrants to purchase 776,541 shares expire in 2015, warrants to purchase 205,369 shares expire in 2016, and warrants to purchase
30,920,007 shares expire in 2018.
8. 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 requires us to develop our 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, we measure certain financial assets and liabilities at fair value, including our derivative liabilities.
The following table presents assets and liabilities that are measured and recognized at fair value as of September 30, 2013 on a recurring and nonrecurring basis:
Description
Goodwill (non-recurring)
Intangibles, net (non-recurring)
Derivatives (recurring)
Earn-out payable (non-recurring)

Level 1
$
$
$
$

Level 2
-

$
$
$
$

-

$
$
$
$

Level 3
4,175,032
1,651,692
237,098
224,000

Gains
(Losses)
$
$
$ (3,865,511 )
$
-

The following table presents assets and liabilities that are measured and recognized at fair value as of December 31, 2012 on a recurring and nonrecurring basis:
Description
Goodwill (non-recurring)
Intangibles, net (non-recurring)
Derivatives (recurring)

Level 1
$
$
$
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Level 2
-

$
$
$

-

Level 3
$ 2,259,624
$
444,112
$ 3,074,504

Gains
(Losses)
$ (742,446 )
$ (145,396 )
$
359,530
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The change in fair 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 price of our 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.
See Note 5 for a table that provides a reconciliation of the derivative liabilities from December 31, 2012 to September 30, 2013.
9. Commitments and Contingencies
Litigation
In September 2012, we initiated litigation against a former client (the “Defendant”) for failure to pay invoices for services rendered under its
Master License and Services Agreement. The complaint was filed in Superior Court of California, San Diego County. The litigation seeks to
recover $67,795 in services and interest penalties. As of September 30, 2013, negotiations to settle the litigation with the Defendant have ceased,
and we are seeking to obtain a judgment against the Defendant.
10. Related Party Transactions
Prior to our reverse merger on November 2, 2010, Optimal Payments Corporation converted $570,534 of debt into $370,534 worth of Mobivity
Inc. common stock and $200,000 of prepaid services to be rendered by Mobivity. A member of our Board of Directors is currently President of
Sterling Card Solutions, which has a minority ownership position in Optimal Payments Corporation. We recognized deferred revenue from this
related party during the three months ended September 30, 2013 and 2012 totaling $-0- and $73,538, respectively. We recognized deferred
revenue from this related party during the nine months ended September 30, 2013 and 2012 totaling $-0- and $157,538, respectively. Optimal
Payments Corporation ceased being a related party in June 2013. As of December 31, 2012, deferred revenue from this related party totaled
$35,262.
In April 2013, we issued a new Bridge Note to our CFO totaling $20,000 that contains the same rights and privileges as the previously issued
new Bridge Notes, the due date of which was extended to October 15, 2013. The note and accrued interest were converted into 101,507 shares of
common stock and he received five-year warrants to purchase 101,507 shares of common stock exercisable at $0.20 per share.
In May 2013, we issued a new Bridge Note to our CEO totaling $17,500 that contains the same rights and privileges as the previously issued and
amended new Bridge Notes. The note and accrued interest were converted into 88,243 shares of common stock and he received five-year
warrants to purchase 88,243 shares of common stock exercisable at $0.20 per share.
In August 2013, we issued 78,125 shares of common stock to our CEO in satisfaction of accrued bonus of $25,000; and we issued 37,500
shares of common stock to our CFO in satisfaction of accrued bonus of $12,000.
11. Subsequent Events
In October 2013, our shareholders approved a reverse stock split of our outstanding common stock at a specific range from 1-for-5 to 1-for-10 as
determined by the board of directors, and approved a decrease in the number of authorized shares of common stock from 150,000,000 to
50,000,000. The 1-for-6 reverse stock split and decrease in authorized shares of common stock became effective November 12, 2013.
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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 risks disclosed
in this report, under the caption “Risk Factors” included in our 2012 annual report on Form 10-K filed with the Securities and Exchange
Commission, or the SEC, on March 21, 2013 and in our subsequent filings with 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 in the business of developing and operating proprietary platforms over which resellers, brands and enterprises can conduct localized
mobile marketing campaigns. Our proprietary platforms allow resellers, brands and enterprises to market their products and services to
consumers through text messages sent directly to the consumers’ mobile phones, mobile device applications (which consists of software available
to both phones and tablet PCs. We generate revenue by charging the brands and enterprises a per-message transactional fee, or through fixed or
variable software licensing fees. Our customers include national franchisers, professional sports teams and associations and other national brands
such as the Los Angeles Clippers, Dallas Cowboys, Chick-Fil-A, Jamba Juice, and others.
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 unique and individual address to the end user. We believe that the future of digital media will
be significantly influenced by mobile phones where a direct, personal conversation can be had with the world’s largest target audience. According
to a report published by International Data Corporation (IDC) , by 2015, more U.S. Internet users will access the Internet through mobile devices
than through PCs or other wireline devices (Worldwide New Media Market Model 1H-2012 Highlights: Internet Becomes Ever More Mobile,
Ever Less PC-Based (IDC #237459)). The IDC study further reports that the number of people accessing the Internet, in the U.S., through PCs
will shrink from 240 million consumers in 2012 to 225 million in 2016. At the same time, the number of mobile users will increase from 174
million to 265 million.. We believe the future of mobile applications and services includes banking, commerce, advertising, video, games and just
about every other aspect of both on and offline life.
Our “C4” Mobile Marketing and Customer Relationship Management (CRM) platform is a Web-hosted software solution enabling our clients to
develop, execute, and manage a variety of marketing engagements to a consumer’s mobile phone. Our C4 solution allows our clients to
communicate directly with their customers through Short Messaging Service (SMS), Multi-Media Messaging (MMS), and Interactive Voice
Response (IVR) interactions, all of which are facilitated via a set of Graphical User Interfaces (GUIs) operated from any Web browser.
Our C4 platform also allows our customers to deploy and administer our “Stampt” mobile device loyalty application. Stampt is a smartphone
replacement for “Buy 10, Get 1 free” punch cards. Consumers no longer need to worry about forgetting paperbased loyalty punch cards. Stampt
makes it easy to receive all of the rewards consumers want from their favorite businesses. Consumer’s can use Stampt throughout the United
States to earn free sandwiches, coffee, pizza, frozen yogurt, donuts, bagels and more.
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Stampt’s nearby feature shows consumers all of the rewards they can earn at nearby businesses. From the Stampt mobile device application,
consumers simply tap any business to learn more about that business and to see all of the loyalty points they have earned at that business.
Consumers can keep track of all of the rewards they are close to earning through the “my cards” feature displayed in the application’s interface.
Once a consumer has earned all of the Stampt’s they need for a reward, they simply show the cashier and click “tap to redeem” button from the
application interface on their device. Our customers can create and manage any Stampt program from the C4 platform’s set of Web-based
interfaces.
We also offer our clients reporting and analytics capabilities through the C4 solution which allows our clients to assess the effectiveness of their
mobile marketing campaigns and design more effective campaigns. Our proprietary platform connects to all wireless carriers so that any
consumer, on any wireless service (for example, Verizon), can join our customer’s mobile marketing campaign. Once the consumer has
subscribed to our customer’s mobile marketing campaign, our C4 Web-based software solution serves as a tool by which our customers can
initiate messages and other communications back to their subscribed consumers, as well as configure and administer their mobile marketing
campaigns.
We believe that mobile devices are emerging as an important interactive channel for brands to reach consumers since it is the only media platform
that has access to the consumer virtually anytime and anywhere. According to eMarketer’s article, published August 1, 2013
(http://www.emarketer.com/Article/Digital-Set-Surpass-TV-Time-Spent-with-US-Media/1010096), U.S. adults now spend more time on their
mobile device than any other digital channel such as PCs. eMarketer also reports that U.S. adults already spend more time on their mobile phone
than viewing print or listening to radio combined. We believe that 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.
Recent Events
Reverse Stock Split
In October 2013, our shareholders approved a reverse stock split of our outstanding common stock at a specific range from 1-for-5 to 1-for-10 as
determined by the board of directors, and approved a decrease in the number of authorized shares of common stock from 150,000,000 to
50,000,000. The 1-for-6 reverse stock split and decrease in authorized shares of common stock became effective November 12, 2013.
Acquisitions
In May 2013, we acquired the assets of Sequence, LLC (“Sequence”) related to a mobile customer loyalty application. The acquired assets
include all application software, URL’s, websites, trademarks, brands, customers and customer lists. We assumed no liabilities of Sequence.
The purchase price consisted of: (1) $300,000 in cash; (2) 750,000 shares of our common stock which were valued at $183,750 based on the
closing market price on the acquisition date; and (3) twenty-four monthly earn-out payments consisting of 10% of the eligible monthly revenue
subsequent to closing.
Also in May 2013, we acquired certain assets and liabilities of Front Door Insights, LLC (“FDI”) pursuant to an asset purchase agreement. The
assets and liabilities acquired from FDI consisted of cash on hand, accounts receivable, all rights under all contracts other than excluded contracts,
prepaid expenses, all technology and intellectual property rights, accounts payable, and obligations under a commercial lease.
The purchase price consisted of: (1) $100,000 in cash; (2) a promissory note in the principal amount of $1,400,000; and (3) 7,000,000 shares of
our common stock which were valued at $1,112,310 based on the closing market price on the acquisition date.
Private Placement and Conversion of Bridge Notes
In June 2013, we sold 36,780,000 shares of our common stock at $0.20 per share and received net proceeds of $6,789,685. We also converted
all of our outstanding Bridge Notes and substantially all of our interest payable on the Bridge Notes into 26,772,532 shares of our common stock
at $0.20 per share. We no longer have any Bridge Notes outstanding.
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In August 2013, we completed the full amount authorized in the private placement of $7,500,000 by selling the remaining 720,000 shares of our
common stock at $0.20 per share and received net proceeds of $107,492.
Results of Operations
Revenues
Revenues for the three months ended September 30, 2013 were $1,035,952, an increase of $29,690, or 3.0%, compared to the same period in
2012. The small net increase is primarily attributable to an increase of 79% in revenues from subscriber-based licensing and approximately
$69,000 in revenues from recent acquisitions. This increase was offset by the loss of several large-enterprise accounts that were not replaced
with new accounts in 2013, primarily due to increased focus on small businesses, and other minor factors.
Revenues for the nine months ended September 30, 2013 were $3,149,555, an increase of $120,689, or 4.0%, compared to the same period in
2012. The small net increase is primarily attributable to an increase of 260% in subscriber-based licensing and approximately $98,000 in revenues
from recent acquisitions. This increase was offset by the loss of several large-enterprise accounts that were not replaced with new accounts in
2013, primarily due to increased focus on small businesses, and other minor factors.
Cost of Revenues
Cost of revenues for the three months ended September 30, 2013 was $268,507, a decrease of $38,544, or 12.6% compared to the same period in
2012. This decrease is primarily attributable to lower outsourced project consulting costs, IT related expenses, and sales commission expenses.
IT related expenses decreased 10.7% as compared to the same period in 2012, due to consolidation of providers and reduced co-location
expenses. Sales commission expense decreased 76.4% as compared to the same period in 2012, due primarily to fewer closed sales of corporate
accounts, turnover of outside sales staff, and a smaller inside sales staff.
Cost of revenues for the nine months ended September 30, 2013 was $864,519, a decrease of $142,769, or 14.2% compared to the same period
in 2012. This decrease is primarily attributable to lower costs for outsourced project consulting costs and sales commission expenses. Sales
commission expense decreased 45.8% as compared to the same period in 2012, due primarily to fewer closed sales of corporate accounts,
turnover of outside sales staff, and a smaller inside sales staff.
General and Administrative
General and administrative expenses consist primarily of salaries and personnel related expenses, stock-based compensation expense, consulting
costs and other expenses.
General and administrative expenses increased $688,033, or 108.1%, during the three months ended September 30, 2013 compared to the same
period in 2012. The increase in general and administrative expense was primarily due to higher stock-based compensation expense related to
options granted to our new officers and employees and higher legal costs associated with our business activities during the period.
General and administrative expenses increased $293,827, or 12.5%, during the nine months ended September 30, 2013 compared to the same
period in 2012. The increase in general and administrative expense was primarily due to higher stock-based compensation expense related to
options granted to our new officers and employees and higher legal costs associated with our business activities during the period, which were
offset by lower bad debt expense.
Sales and Marketing
Sales and marketing expenses consist primarily of salaries and personnel related expenses, stock-based compensation expense, sales travel,
consulting costs and other expenses
Sales and marketing expenses increased $1,084,748, or 266.6%, during the three months ended September 30, 2013 compared to the same period
in 2012.
Sales and marketing expenses increased $2,153,970, or 189.6%, during the nine months ended September 30, 2013 compared to the same period
in 2012.
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The increase in sales and marketing expense for both periods was primarily related to higher employee related expenses and higher stock-based
compensation expense of our new officers and employees.
Depreciation and Amortization
Depreciation and amortization expense consists of depreciation on our equipment and amortization of our intangible assets.
Depreciation and amortization expense decreased $41,446, or 31.7%, during the three months ended September 30, 2013 compared to the same
period in 2012.
Depreciation and amortization expense decreased $250,700, or 58.0%, during the nine months ended September 30, 2013 compared to the same
period in 2012.
The amortizable base of our intangible assets was lower in the 2013 periods than the 2012 periods because of the write-offs we recorded in
December 2012.
Interest Expense
Interest expense consists of stated or implied interest expense on our notes payable, amortization of note discounts, and amortization of deferred
financing costs.
Interest expense decreased $1,780,318, or 100%, during the three months ended September 30, 2013 compared to the same period in 2012. We
converted substantially all of our debt into equity in June 2013.
Interest expense increased $3,327,735 or 110.2%, during the nine months ended September 30, 2013 compared to the same period in 2012. The
increase in interest expense was primarily attributable to our increased debt balance during the period and the amortization of note discounts upon
conversion of the debt in June 2013.
Change in Fair Value of Derivative Liabilities
The change in fair value of derivative liabilities for the nine months ended September 30, 2013 and 2012 was a loss of $3,865,511 and a gain of
$407,079, respectively. The value of the derivative liabilities at any given date is based primarily on the value and volatility of our common stock,
among other less significant factors. In periods when our stock price or volatility rises, we expect to record a loss in the change in fair value of
the derivative liabilities. During the period ended September 30, 2013, the volatility assumptions input into the Monte Carlo models were
updated with our own stock (as two years of comparable data was now available), as compared to the use of guideline companies during
previous periods, which increases the reliability of the underlying data in the models, but which also increased the value of the derivatives which
in turn caused the increased losses in the current period. In addition, during the nine months ending September 30, 2013, the conversion of the
convertible notes payable into common shares significantly reduced our ongoing exposure to share price movements as the tainted equity
environment was relieved on June 17, 2013; thereby reducing the number of warrants subject to derivative liability treatment. See Note 5 for
further information.
Liquidity and Capital Resources
As of September 30, 2013, we had current assets of $4,126,265, including $3,500,245 in cash, and current liabilities of $1,369,718, resulting in
working capital of $2,756,547.
As of the date of this report, we believe we have working capital on hand to fund our current level of operations through, at least, the next 12
months. However, there can be no assurance that we will not require additional capital within the next 12 months. If we require additional
capital, we will seek to obtain additional working capital through the sale of our securities and, if available, bank lines of credit. However, there
can be no assurance we will be able to obtain access to capital as and when needed and, if so, the terms of any available financing may not be
subject to commercially reasonable terms.
-27-

Table of Contents

Cash Flows
Nine Months Ended September
30,
2013
2012
Net cash provided by (used in):
Operating activities
Investing activities
Financing activities
Net change in cash

$ (2,084,814) $ (2,065,943)
(402,799)
(9,732)
5,987,495
2,241,670
$ 3,499,882 $
165,995

Investing Activities
Investing activities during the nine months ended September 30, 2013 include $400,000 in cash consideration used in our acquisitions during the
period.
Financing Activities
Financing activities for the nine months ended September 30, 2013 include net proceeds from the sale of common stock of $6,897,177, proceeds
from the issuance of notes payable of $700,000 and payment on notes payable of $1,609,682. Financing activities for the nine months ended
September 30, 2012 include proceeds from the issuance of notes payable of $3,148,470 and payments on our notes payable and other obligations
of $906,800.
Critical Accounting Policies and Estimates
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.
Off-Balance Sheet Arrangements
We have no off-balance sheet arrangements.
Item 3.

Quantitative and Qualitative Disclosures about Market Risk.

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

Controls and Procedures.

Evaluation of Disclosure Controls and Procedures
As required by Rule 13a-15(b) promulgated under the Securities Exchange Act of 1934, as amended (the “Exchange Act”), our management,
with the participation of our chief executive officer and chief financial officer, evaluated the effectiveness of the design and operation of our
disclosure controls and procedures, as defined in Exchange Act Rule 13a-15(e), as of the end of the period covered by this report. Disclosure
controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed by us in the
reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the
SEC’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by us in the reports that we file under the Exchange Act is accumulated and communicated to our
management, as appropriate to allow timely decisions regarding required disclosure. Based on this evaluation, our management, including our
chief executive officer and chief financial officer, concluded that as of September 30, 2013 our disclosure controls and procedures were not
effective due to existing material weaknesses in our internal control over financial reporting, as described below.
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In connection with our evaluation of our internal control over financial reporting as of December 31, 2012, and included in our annual report on
Form 10-K filed with the SEC on March 21, 2013, we determined that there were control deficiencies that constituted material weaknesses which
are indicative of many small companies with small staff, including:
(1) Inadequate segregation of duties and effective risk assessment;
(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 SEC; and
(3) Inadequate closing processes to ensure all material misstatements are corrected in the financial statements, as evidenced by the fact that
there were audit adjustments and restatements of our financial statements.
Changes in Internal Control
There were no changes in our internal control over financial reporting during the three months ended September 30, 2013 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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Part II - Other Information
Item 6.

Exhibits

Exhibit No.
3.1

Description
Amendment to Articles of Incorporation filed with the Nevada Secretary of
State on November 12, 2013
Amendment No. 2 to the Bylaws of the Registrant effective
as of May 20, 2013
Form of Common Stock Purchase Warrant issued pursuant to
Securities Purchase Agreement dated June 17, 2013 and Convertible Secured
Promissory Note Conversion Agreement dated June 17, 2013
Form of Amendment to 10% Senior Secured Convertible Bridge Notes due
October 15, 2013
Asset Purchase Agreement by and among the Registrant
and Sequence LLC
Asset Purchase Agreement dated May 20, 2013 between the Registrant
and Front Door Insights, LLC
Promissory Note dated May 20, 2013 made by the Registrant in favor of Front
Door Insights, LLC
Employment Agreement dated May 20, 2013 between the Registrant and
Michael K. Bynum*
Employment Agreement dated May 20, 2013 between the Registrant and Tom
Tolbert*
Securities Purchase Agreement dated June 17, 2013 by and among
the Registrant and the signatories thereto
Convertible Secured Promissory Note Conversion Agreement dated June 17,
2013 by and among the Registrant and the signatories thereto
Registration Rights Agreement dated June 17, 2013 by and among
the Registrant and the signatories thereto
Employment Agreement entered into June 21, 2013 by and between the
Registrant and Geri Suster*
2013 Stock Incentive Plan of the Registrant adopted July 18, 2013*

3.2
4.1
10.1
10.2
10.3
10.4
10.5
10.6
10.7
10.8
10.9
10.10
10.11
10.12
31.1
31.2
32.1
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Employment Agreement dated July 22, 2013 between the Registrant and Jeff
Hasen*
Certification by Chief Executive Officer pursuant to Section 302 of Sarbanes
Oxley Act of 2002
Certification by Chief Financial Officer pursuant to Section 302 of Sarbanes
Oxley Act of 2002
Certification Pursuant to 18 U.S.C. Section 1350
XBRL Instance Document**
XBRL Taxonomy Schema Document**
XBRL Taxonomy Calculation Linkbase Document**
XBRL Taxonomy Definition Linkbase Document**
XBRL Taxonomy Label Linkbase Document**
XBRL Taxonomy Presentation Linkbase Document**

Method of Filing
Filed electronically herewith
Filed as Exhibit to Current Report on Form 8-K
filed on May 24, 2013
Filed as Exhibit to Current Report on Form 8-K
filed on June 20, 2013
Filed as Exhibit to Current Report on Form 8-K
filed on May 10, 2013
Filed as Exhibit to Quarterly Report on Form
10-Q filed on May 15, 2013
Filed as Exhibit to Current Report on Form 8-K
filed on May 24, 2013
Filed as Exhibit to Current Report on Form 8-K
filed on May 24, 2013
Filed as Exhibit to Current Report on Form 8-K
filed on May 24, 2013
Filed as Exhibit to Current Report on Form 8-K
filed on May 24, 2013
Filed as Exhibit to Current Report on Form 8-K
filed on June 20. 2013
Filed as Exhibit to Current Report on Form 8-K
filed on June 20. 2013
Filed as Exhibit to Current Report on Form 8-K
filed on June 20. 2013
Filed as Exhibit to Current Report on Form 8-K
filed on June 26. 2013
Filed as Exhibit to Quarterly Report on Form
10-Q filed on August 14, 2013
Filed as Exhibit to Current Report on Form 8-K
filed on August 1. 2013
Filed electronically herewith
Filed electronically herewith
Filed electronically herewith
Filed electronically herewith
Filed electronically herewith
Filed electronically herewith
Filed electronically herewith
Filed electronically herewith
Filed electronically herewith

* Indicates management compensation, agreement, plan or arrangement
** In accordance with Rule 406T of Regulation S-T, the XBRL related information in Exhibit 101 to this Quarterly Report on Form 10-Q shall
not be deemed to be “filed” for purposes of Section 18 of the Exchange Act, or otherwise subject to the liability of that section, and shall not be
incorporated by reference into any registration statement or other document filed under the Securities Act of 1933, as amended, or the Exchange
Act, except as shall be expressly set forth by specific reference in such filing.
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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
Mobivity Holdings Corp.
Date: November 14, 2013

By:

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

Date: November 14, 2013

By:

/s/ Timothy Schatz
Timothy Schatz
Chief Financial Officer
(Principal Accounting Officer)

(Principal Accounting Officer)

Exhibit 3.1

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 Mobivity Holdings Corp. for the quarter ended September 30, 2013;

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: November 14, 2013

By:

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

(Principal Executive Officer)

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

I have reviewed this Quarterly Report on Form 10-Q of Mobivity Holdings Corp. for the quarter ended September 30, 2013;

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: November 14, 2013

By:

/s/ Timothy Schatz
Timothy Schatz
Chief Financial Officer

Chief Financial Officer

Exhibit 32
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report on Form 10-Q of Mobivity Holdings Corp., a Nevada corporation (the “Company”), for the
period ended September 30, 2013, as filed with the Securities and Exchange Commission on the date hereof (the “Report”), we, Dennis Becker,
Chief Executive Officer of the Company, and Timothy Schatz, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the
Company.
Dated: November 14, 2013
/s/ Dennis Becker
Dennis Becker
Chief Executive Officer
(Principal Executive Officer)
/s/ Timothy Schatz
Timothy Schatz
Chief Financial Officer
(Principal Financial and Accounting Officer)

(Principal Financial and Accounting Officer)

