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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
Nxt-ID, Inc. and Subsidiaries

CONDENSED CONSOLIDATED BALANCE SHEETS
 

  
September 30, 

2017   
December 31, 

2016  
  (Unaudited)     

Assets       
Current Assets       
Cash  $ 514,602  $ 3,299,679 
Restricted cash   40,371   40,371 
Accounts receivable   2,513,883   1,218,705 
Inventory, net   4,878,195   5,341,500 
Prepaid expenses and other current assets   2,144,224   1,347,627 
Total Current Assets   10,091,275   11,247,882 
         
Property and equipment:         

Equipment   204,300   175,537 
Furniture and fixtures   98,828   79,062 
Tooling and molds   581,881   581,881 

   885,009   836,480 
Accumulated depreciation   (574,485)   (456,752)
Property and equipment, net   310,524   379,728 
         
Goodwill   23,433,922   15,479,662 
Other intangible assets, net of amortization of $1,155,257 and $318,842, respectively   12,694,710   8,285,725 
         
Total Assets  $ 46,530,431  $ 35,392,997 

         
Liabilities, Series C Preferred Stock and Stockholders’ Equity         

         
Current Liabilities         
Accounts payable  $ 2,301,268  $ 2,070,658 
Accrued expenses   3,139,072   2,901,672 
Customer deposits   3,676,395   6,068,894 
Short-term debt   212,960   773,969 
Convertible notes payable, net of discount of $351,078 and $1,366,667, respectively, and net of deferred debt issuance costs of $0

and $123,563, respectively   1,743,330   9,770 
Other current liabilities – contingent consideration   5,340,432   1,496,442 
Total Current Liabilities   16,413,457   13,321,405 
         
Other long-term liabilities – contingent consideration   3,839,875   4,832,028 
Long-term debt   638,881   - 
Revolving loan facility, net of deferred debt issuance costs of $365,000 and $769,453, respectively   14,635,000   14,230,547 
Deferred tax liability   2,267,325   190,286 
Total Liabilities   37,794,538   32,574,266 
         
Commitments and Contingencies         
         
Series C Preferred Stock         
Series C Preferred Stock, $0.0001 par value: 2,000 shares designated, 2,000 and 0 shares issued and outstanding as of September 30,

2017 and December 31, 2016, respectively   1,900,000   - 
         
Stockholders’ Equity         
Preferred Stock, $0.0001 par value: 10,000,000 shares authorized         
Series A Preferred Stock, $0.0001 par value: 3,125,000 shares designated; 0 and 211,424 shares issued and outstanding (aggregate

liquidation preferences of $0 and $440,594) as of September 30, 2017 and December 31, 2016, respectively   -   182,851 
Series B Preferred Stock, $0.0001 par value: 4,500,000 shares designated; 0 and 4,500,000 shares issued and outstanding (aggregate

liquidation preferences of $0 and $5,625,000) as of September 30, 2017 and December 31, 2016, respectively   -   4,090,000 
Common Stock, $0.0001 par value: 100,000,000 shares authorized; 16,069,477 and 7,379,924 shares issued and outstanding,

respectively   1,607   738 
Additional paid-in capital   47,454,771   33,204,943 
Accumulated deficit   (40,620,485)   (34,659,801)
         
Total Stockholders’ Equity   6,835,893   2,818,731 
         
Total Liabilities, Series C Preferred Stock and Stockholders’ Equity  $ 46,530,431  $ 35,392,997 

 
The accompanying notes are an integral part of these condensed consolidated financial statements.
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Nxt-ID, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

 
  For the Nine Months Ended  
  September 30,  
  2017   2016  
       
Revenues  $ 18,867,564  $ 3,174,151 
Cost of goods sold   8,740,792   1,886,802 
         
Gross Profit   10,126,772   1,287,349 
         
Operating Expenses         
General and administrative   5,764,111   4,659,647 
Selling and marketing   3,373,370   1,910,030 
Research and development   939,726   824,888 
         
Total Operating Expenses   10,077,207   7,394,565 
         
Operating Income (Loss)   49,565   (6,107,216)
         
Other Income and (Expense)         
Interest income   -   23 
Interest expense   (5,596,931)   (1,684,959)
Change in fair value of derivative liabilities   -   (2,299,020)
Change in fair value of contingent consideration   (133,755)   - 
Loss on extinguishment of debt   -   (272,749)
Total Other Expense, Net   (5,730,686)   (4,256,705)
         
Loss before Income Taxes   (5,681,121)   (10,363,921)
Provision for Income Taxes   (279,563)   (5,000)
         
Net Loss   (5,960,684)   (10,368,921)
Preferred stock dividends   (705,149)   (581,303)
         
Net Loss applicable to Common Stockholders  $ (6,665,833)  $ (10,950,224)

         
Net Loss Per Share – Basic and Diluted applicable to Common Stockholders  $ (0.60)  $ (1.87)

         
Weighted Average Number of Shares of Common Stock Outstanding – Basic and Diluted   11,023,375   5,841,933 

 
The accompanying notes are an integral part of these condensed consolidated financial statements.
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Nxt-ID, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

 
  For the Three Months Ended  
  September 30,  
  2017   2016  
       
Revenues  $ 4,530,088  $ 3,093,356 
Cost of goods sold   1,706,020   1,747,633 
         
Gross Profit   2,824,068   1,345,723 
         
Operating Expenses         
General and administrative   2,541,753   1,946,233 
Selling and marketing   1,288,949   792,481 
Research and development   677,104   80,208 
         
Total Operating Expenses   4,507,806   2,818,922 
         
Operating Loss   (1,683,738)   (1,473,199)
         
Other Income and (Expense)         
Interest expense   (2,173,919)   (969,450)
Change in fair value of contingent consideration   (80,307)   - 
Total Other Expense, Net   (2,254,226)   (969,450)
         
Loss before Income Taxes   (3,937,964)   (2,442,649)
Provision for Income Taxes   (93,188)   (5,000)
         
Net Loss   (4,031,152)   (2,447,649)
Preferred stock dividends   (97,080)   (438,717)
         
Net Loss applicable to Common Stockholders  $ (4,128,232)  $ (2,886,366)

         
Net Loss Per Share – Basic and Diluted applicable to Common Stockholders  $ (0.28)  $ (0.44)

         
Weighted Average Number of Shares of Common Stock Outstanding – Basic and Diluted   14,849,099   6,576,004 

 
The accompanying notes are an integral part of these condensed consolidated financial statements.
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Nxt-ID, Inc. and Subsidiaries

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

 
  For the Nine Months Ended  
  September 30,  
  2017   2016  
       
Cash Flows from Operating Activities       
Net Loss  $ (5,960,684)  $ (10,368,921)
Adjustments to reconcile net loss to net cash used in operating activities:         

Depreciation   117,733   191,545 
Stock based compensation   1,381,974   926,676 
Amortization of debt discount   1,448,506   515,032 
Amortization of intangible assets   836,415   136,232 
Amortization of discount on contingent consideration   124,701   - 
Change in fair value of contingent consideration   133,755   - 
Non-cash charge for modification of convertible exchange note terms   191,630   - 
Non-cash charge for modification of warrant terms   37,000   - 
Loss on extinguishment of debt   -   272,749 
Amortization of deferred debt issuance costs   985,516   282,822 
Non-cash inventory charge   -   48,405 
Deferred taxes   279,563   - 
Change in fair value of derivative liabilities   -   2,299,020 
Loss on conversion of convertible note interest   -   44,628 

Changes in operating assets and liabilities:         
Accounts receivable   (1,203,368)   (372,375)
Inventory   463,305   (461,445)
Prepaid expenses and other current assets   (437,112)   (325,338)
Accounts payable   (45,509)   236,956 
Accrued expenses   218,383   887,344 
Customer deposits   (2,641,948)   2,670,581 

Total Adjustments   1,890,544   7,352,832 
Net Cash Used in Operating Activities   (4,070,140)   (3,016,089)
         
Cash Flows from Investing Activities         
Restricted cash   -   1,495,449 
Pay down of contingent consideration   (1,500,000)   - 
Acquisition, net of cash acquired   (89,111)   (17,390,290)
Purchase of equipment   (6,486)   (39,073)
Net Cash Used in Investing Activities   (1,595,597)   (15,934,698)
         
Cash Flows from Financing Activities         
Proceeds received from issuance of Series A preferred stock, net   -   1,869,775 
Proceeds received from issuance of Series B preferred stock, net   -   4,090,000 
Proceeds received from short-term promissory note   -   400,000 
Revolver borrowings, net   -   14,000,000 
Pay down of short-term debt   (773,969)   (250,000)
Proceeds received in connection with issuance of common stock and warrants, net   3,069,940   - 
Proceeds received from issuance of convertible exchange notes, net   594,408   - 
Fees paid in connection with equity offerings   (9,719)   (44,521)
Proceeds from exercise of common stock warrants   -   50,000 
Net Cash Provided by Financing Activities   2,880,660   20,115,254 
Net (Decrease) Increase in Cash   (2,785,077)   1,164,467 
Cash – Beginning of Period   3,299,679   418,991 
Cash – End of Period  $ 514,602  $ 1,583,458 

         
Supplemental Disclosures of Cash Flow Information:         
Cash paid during the periods for:         
Interest  $ 2,832,934  $ 237,500 
Taxes  $ 4,500  $ 8,764 
Non-cash financing activities:         
Equipment purchases on payment terms  $ 10,075  $ - 
Fees incurred in connection with revolving credit facility  $ 450,000  $ 350,000 
Accrued fees incurred in connection with equity offerings  $ 102,123  $ 160,467 
Issuance of common stock in connection with accelerated installments of notes payable  $ -  $ 3,294,850 
Issuance of common stock in connection with conversion of interest on convertible notes  $ -  $ 291,588 
Reclassification of conversion feature liability in connection with note modification  $ -  $ 1,702,400 
Issuance of common stock in connection with conversion of Series A preferred stock  $ -  $ 1,556,706 
Exchange of short-term promissory note for Series A preferred stock  $ -  $ 400,000 



Issuance of common stock in connection with conversion of Series A preferred stock and related dividends  $ 338,749  $ - 
Issuance of common stock in connection with conversion of Series B preferred stock and related dividends and

liquidated damages  $ 6,075,000  $ - 
Accrued Series A preferred dividends  $ -  $ 143,471 
Accrued Series B preferred dividends  $ -  $ 209,375 
Accrued Series C preferred dividends  $ 35,890  $ - 
Non cash consideration paid for LogicMark acquisition  $ -  $ 9,900,000 
Preliminary Purchase Price Allocation in Connection with Fit Pay Acquisition:         

Assets acquired and liabilities assumed:         
Current assets, including cash acquired  $ 179,794  $ - 
Property and equipment   31,967   - 
Other intangible assets   5,245,400   - 
Goodwill   7,954,260   - 
Accounts payable and accrued liabilities   (1,130,113)   - 
Customer deposits   (286,948)   - 
Deferred taxes   (1,797,476)   - 

         
Net Assets Acquired   10,196,884   - 

         
Less: cash paid to acquire Fit Pay   (100,000)   - 

         
Non cash consideration  $ 10,096,884  $ - 

         
Non-cash consideration consisted of:         

Note payable issued to seller  $ 851,842  $ - 
Common stock issued to sellers   3,289,161   - 
Series C preferred stock issued to sellers   1,900,000   - 
Earn-out provision   4,055,881   - 

         
Non-cash consideration  $ 10,096,884  $ - 

 
The accompanying notes are an integral part of these condensed consolidated financial statements.
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Nxt-ID, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

 
NOTE 1 – ORGANIZATION AND BASIS OF PRESENTATION

 
ORGANIZATION AND PRINCIPAL BUSINESS ACTIVITIES

 
Nxt-ID, Inc. (“Nxt-ID” or the “Company”) was incorporated in the State of Delaware on February 8, 2012. Nxt-ID is a security technology company and
operates its business in one segment — hardware and software security systems and applications. The Company’s innovative MobileBio® solution mitigates
risks associated with mobile computing, m-commerce and smart OS-enabled devices. With extensive experience in biometric identity verification, security,
privacy, encryption and data protection, payments, miniaturization and sensor technologies, the Company partners with companies to provide solutions for
modern payment and the “Internet of Things” (“IoT”) applications.
 
On July 25, 2016, the Company completed the acquisition of LogicMark, LLC (“LogicMark”) pursuant to an Interest Purchase Agreement by and among the
Company, LogicMark and the holders of all of the membership interests of LogicMark (the “LogicMark Sellers”), dated May 17, 2016. The Company was
required to pay the LogicMark Sellers an earn-out payment of (i) $1,500,000 for calendar year 2016 and (ii) and may be required to pay the LogicMark
Sellers an earn-out payment of up to $5,000,000 for calendar year 2017 if LogicMark meets certain gross profit targets set forth in the Interest Purchase
Agreement. The secured subordinated promissory note originally issued to LogicMark Investment Partners on July 25, 2016 and amended on November 29,
2016 (the “LogicMark Note”) was to mature on September 23, 2016 but was extended to April 15, 2017 and then extended to July 15, 2017. The Company
and the LogicMark Sellers also agreed to extend the due date on the 2016 earn-out payment to July 15, 2017. On July 19, 2017, the Company paid the 2016
earn-out payment in the amount of $1,500,000 to the LogicMark Sellers. In addition, in July 2017, the remaining balance of $594,403 owed on the
LogicMark Note, including accrued and unpaid interest, was purchased by certain investors in exchange for $594,408 in principal amount of convertible notes
of the Company and warrants exercisable for 297,202 shares of Common Stock. See Note 7
 
On May 23, 2017, the Company completed a merger (the “Merger”) pursuant to an executed Agreement and Plan of Merger (the “Merger Agreement”) by
and among the Company, Fit Merger Sub, Inc., a wholly-owned subsidiary of the Company (the “Merger Sub”), Fit Pay, Inc. (“Fit Pay”), Michael Orlando
(“Orlando”), Giesecke & Devrient Mobile Security America, Inc. (“G&D”), the other stockholders of Fit Pay (the “Other Holders”) and Michael Orlando in
his capacity as stockholder representative representing the Other Holders (the “Stockholder Representative”, and together with Orlando and G&D, the
“Sellers”). Pursuant to the Merger, Fit Pay merged with and into the Merger Sub, with the Merger Sub continuing as the surviving entity and a wholly-owned
subsidiary of the Company. See Note 5.
 
The Company’s wholly-owned subsidiary, LogicMark, manufactures and distributes non-monitored and monitored personal emergency response systems sold
through the United States Department of Veterans Affairs, healthcare durable medical equipment dealers and distributors and monitored security dealers and
distributors. The Company’s wholly-owned subsidiary, Fit Pay, has a proprietary technology platform that delivers payment, credential management,
authentication and other secure services to the IoT ecosystem. The platform uses tokenization, a payment security technology that replaces cardholders’
account information with a unique digital identifier, to transact highly secure contactless payment and authentication services.
 
BASIS OF PRESENTATION

 
The accompanying unaudited condensed consolidated financial statements as of September 30, 2017 and for the nine and three months then ended have been
prepared in accordance with the accounting principles generally accepted in the United States of America (“GAAP”) for interim financial information and
pursuant to the instructions to Form 10-Q and Article 8 of Regulation S-X of the Securities and Exchange Commission (“SEC”) and on the same basis as the
Company prepares its annual audited consolidated financial statements. The unaudited condensed consolidated balance sheet as of September 30, 2017 and
the condensed consolidated statements of operations for the nine and three months ended September 30, 2017 and September 30, 2016 and the condensed
consolidated statements of cash flows for the nine months ended September 30, 2017 and September 30, 2016 are unaudited, but include all adjustments,
consisting only of normal recurring adjustments, which the Company considers necessary for a fair presentation of the financial position, operating results and
cash flows for the periods presented. The results for the nine and three months ended September 30, 2017 are not necessarily indicative of results to be
expected for the year ending December 31, 2017 or for any future interim period. The condensed consolidated balance sheet at December 31, 2016 has been
derived from audited consolidated financial statements. However, it does not include all of the information and notes required by GAAP for complete
consolidated financial statements. The accompanying condensed consolidated financial statements should be read in conjunction with the consolidated
financial statements for the year ended December 31, 2016, and notes thereto included in the Company’s annual report on Form 10-K, which was filed with
the SEC on April 14, 2017 (the “2016 10-K”), and Amendment No. 1 to the 2016 10-K filed with the SEC on July 7, 2017.
 
NOTE 2 – REVERSE STOCK SPLIT

 
On September 1, 2016, the Company’s board of directors and stockholders approved a resolution to amend the Company’s Certificate of Incorporation and to
authorize the Company to effect a reverse split of the Company’s outstanding common stock at a ratio of 1-for-10 (the “Reverse Split”). On September 9,
2016, the Company effected the Reverse Split. Upon effectiveness of the Reverse Split, every ten (10) shares of outstanding common stock decreased to one
(1) share of common stock. Throughout this report, the Reverse Split was retroactively applied to all periods presented.
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NOTE 3 - LIQUIDITY AND MANAGEMENT PLANS

 
The Company is an emerging growth company and recorded operating income of $49,565 and a net loss of $5,960,684 during the nine months ended
September 30, 2017. As of September 30, 2017, the Company had a working capital deficiency of $6,322,182 (including contingent consideration of
$5,340,432) and stockholders’ equity of $6,835,893. Given the Company’s cash position at September 30, 2017, proceeds from equity and note offerings
subsequent to September 30, 2017 (See Note 10) and its projected cash flow from operations over the next twelve months, the Company believes that it will
have sufficient capital to sustain operations over the next twelve months following the date of this filing. In order to execute the Company’s long-term
strategic plan to develop and commercialize its core products, fulfill its product development commitments and fund its obligations as they come due, the
Company may need to raise additional funds, through public or private equity offerings, debt financings, or other means. Should the Company not be
successful in obtaining the necessary financing, or generate sufficient revenue to fund its operations, the Company would need to engage in certain cost
containment efforts, and/or curtail certain of its operational activities.

 
NOTE 4 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

 
USE OF ESTIMATES IN THE FINANCIAL STATEMENTS

 
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 revenues and
expenses during the reporting period. The Company’s management evaluates these significant estimates and assumptions including those related to the fair
values of acquired assets and liabilities assumed in business combinations, stock based compensation, derivative financial instruments, income taxes and
related valuation allowances, accounts receivable and inventory, and other matters that affect the condensed consolidated financial statements and disclosures.
Actual results could differ from those estimates.

 
PRINCIPLES OF CONSOLIDATION

 
The condensed consolidated financial statements include the accounts of Nxt-ID and its wholly-owned subsidiaries, 3D-ID, LogicMark and Fit Pay.
Intercompany balances and transactions have been eliminated in consolidation.

 
CONCENTRATIONS OF CREDIT RISK

 
During the nine and three months ended September 30, 2017, the Company recognized revenue of $7,057,032 and $767,751, respectively, from World-
Ventures Holdings, LLC (“WVH”), a related party based on its position as the Company’s largest stockholder. At September 30, 2017, the Company’s
accounts receivable balance included $1,893,662 due from WVH.

 
REVENUE RECOGNITION

 
The Company recognizes revenue from product sales when persuasive evidence of an arrangement exists, the service has been rendered or product delivery
has occurred, the price is fixed or readily determinable and collectability of the sale is reasonably assured.
 
ACCOUNTS RECEIVABLE

 
Accounts receivable is stated at net realizable value. The Company regularly reviews accounts receivable balances and adjusts the receivable reserves as
necessary whenever events or circumstances indicate the carrying value may not be recoverable. The Company had no allowance for doubtful accounts at
September 30, 2017 and December 31, 2016.
 
INVENTORY

 
The Company performs regular reviews of inventory quantities on hand and evaluates the realizable value of its inventories. The Company adjusts the
carrying value of the inventory as necessary with estimated valuation reserves for excess, obsolete, and slow-moving inventory by comparing the individual
inventory parts to forecasted product demand or production requirements. As of September 30, 2017, inventory was comprised of $3,756,866 in raw materials
and $1,121,329 in finished goods on hand. Inventory at December 31, 2016 was comprised of $3,797,499 in raw materials and $1,544,001 in finished goods
on hand. The Company is required to prepay for raw materials with certain vendors until credit terms can be established. As of September 30, 2017, and
December 31, 2016, the Company had prepaid inventory of $1,321,230 and $1,089,770, respectively. These prepayments were made primarily for raw
materials inventory and prepaid inventory is included in prepaid expenses and other current assets on the condensed consolidated balance sheet.
 
GOODWILL

 
The Company’s goodwill relates to the acquisitions of LogicMark and Fit Pay. The Company began testing goodwill for impairment in the third quarter of
2017 as it relates to the acquisition of LogicMark which occurred on July 25, 2016. As part of the annual evaluation, the Company utilized the option to first
assess qualitative factors, which include but are not limited to, economic, market and industry conditions, as well as the financial performance of LogicMark.
In accordance with applicable guidance, an entity is not required to calculate the fair value of a reporting unit if, after assessing these qualitative factors, the
Company determines that it is more likely than not that its reporting unit’s fair value is greater than its carrying amount. During the three and nine months
ended September 30, 2017, the Company determined that it was more likely than not that the fair value of LogicMark exceeded its respective carrying amount
and therefore, a quantitative assessment was not required. The Company has not recognized any goodwill impairment in 2017 in connection with its annual
impairment test. The Company will begin testing the Fit Pay related goodwill for impairment annually in the second quarter of each year.
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OTHER INTANGIBLE ASSETS

 
The Company’s intangible assets are all related to the acquisitions of LogicMark and Fit Pay and are included in other intangible assets in the Company’s
condensed consolidated balance sheets at September 30, 2017 and December 31, 2016.
 
At September 30, 2017, the other intangible assets related to the acquisition of LogicMark are comprised of patents of $3,657,833; trademarks of $1,182,973;
and customer relationships of $2,875,123. At December 31, 2016, the other intangible assets are comprised of patents of $3,936,612; trademarks of
$1,230,002; and customer relationships of $3,119,111. The Company will continue amortizing these intangible assets using the straight-line method over their
estimated useful lives which for the patents, trademarks and customer relationships are 11 years; 20 years; and 10 years, respectively. During the nine and
three months ended September 30, 2017, the Company had amortization expense of $569,796 and $192,019, respectively related to the LogicMark intangible
assets.
 
At September 30, 2017, the other intangible assets related to the acquisition of Fit Pay, which was completed on May 23, 2017, are comprised of trademarks
of $392,286; technology of $3,225,675; and customer relationships of $1,360,820. The Company will continue amortizing these intangible assets using the
straight-line method over their estimated useful lives which for trademarks, technology and customer relationships are 25 years; 7 years; and 6 years,
respectively. During the nine and three months ended September 30, 2017, the Company had amortization expense of $266,619 and $187,244, respectively,
related to the Fit Pay intangible assets.
 
As of September 30, 2017, amortization expense estimated for the remainder of fiscal year 2017 related to both the LogicMark and Fit Pay intangibles is
approximately $380,000 and for each of the next five(5) fiscal years, 2018 through 2022, the amortization expense is estimated to be approximately
$1,505,000 per year.
 
STOCK-BASED COMPENSATION

 
The Company accounts for share-based awards exchanged for employee services at the estimated grant date fair value of the award. The Company accounts
for equity instruments issued to non-employees at their fair value on the measurement date. The measurement of stock-based compensation is subject to
periodic adjustment as the underlying equity instrument vests or becomes non-forfeitable. Non-employee stock-based compensation charges are amortized
over the vesting period or as earned. The Company generally issues new shares of common stock to satisfy conversion and warrant exercises.
 
NET LOSS PER SHARE

 
Basic loss per share was computed using the weighted average number of common shares outstanding. Diluted loss per share includes the effect of diluted
common stock equivalents. Potentially dilutive securities of 1,151,374 realizable from the convertible exchange notes and related accrued interest and from
the exercise of 3,926,251 warrants as of September 30, 2017 were excluded from the computation of diluted net loss per share because the effect of their
inclusion would have been anti-dilutive for the nine and three months ended September 30, 2017. As of September 30, 2016, potentially dilutive securities
realizable from the convertible Series A and Series B Preferred Stock, and from the exercise of 1,319,049 warrants were excluded from the computation of
diluted net loss per share because the effect of their inclusion would have been anti-dilutive.
 
RECENT ACCOUNTING PRONOUNCEMENTS

 
In May 2014, the Financial Accounting Standards Board (the “FASB”) issued Accounting Standards Update No. 2014-09, Revenue from Contracts with
Customers (“ASU 2014-09”), which stipulates that an entity should recognize revenue to depict the transfer of promised goods or services to customers in an
amount that reflects the consideration to which the entity expects to be entitled in exchange for such goods or services. To achieve this core principle, an
entity should apply the following steps: (1) identify the contract(s) with a customer; (2) identify the performance obligations in the contract(s); (3) determine
the transaction price(s); (4) allocate the transaction price(s) to the performance obligations in the contract(s); and (5) recognize revenue when (or as) the entity
satisfies a performance obligation. The guidance also requires advanced disclosures regarding the nature, amount, timing and uncertainty of revenue and cash
flows arising from an entity’s contracts with customers. In August 2015, the FASB issued Accounting Standards Update No. 2015-14, Revenue from
Contracts with Customers (Topic 606): Deferral of the Effective Date (“ASU 2015-14”), which defers the effective date of FASB’s revenue standard under
ASU 2014-09 by one year for all entities and permits early adoption on a limited basis. As a result of ASU 2015-14, the guidance under ASU 2014-09 shall
apply for annual reporting periods beginning after December 15, 2017, including interim reporting periods within that period. Early adoption is permitted as
of annual reporting periods beginning after December 15, 2016, including interim reporting periods within those annual periods. In March 2016, the FASB
issued Accounting Standards Update No. 2016-08, Revenue from Contracts with Customers (Topic 606): Principal versus Agent Considerations (Reporting
Revenue Gross versus Net), which clarified the implementation guidance on principal versus agent considerations. In April 2016, the FASB issued
Accounting Standards Update No. 2016-10, Revenue from Contracts with Customers (Topic 606): Identifying Performance Obligations and Licensing, which
clarified the implementation guidance regarding performance obligations and licensing arrangements. As permitted under the standard, the Company plans to
adopt ASU 2014-09 in the first quarter of 2018 using the modified retrospective approach and recognize the cumulative effect to existing contracts in opening
retained earnings on the effective date. The Company is currently reviewing and evaluating this guidance and its impact on its consolidated financial
statements.
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In March 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2016-09 (“ASU 2016-09”),
“Compensation—Stock Compensation (Topic 718): Improvements to Employee Share-Based Payment Accounting.” ASU 2016-09 will affect all entities that
issue share-based payment awards to their employees and is effective for annual periods beginning after December 15, 2016 for public entities. The areas for
simplification in ASU 2016-09 involve several aspects of the accounting for share-based payment transactions, including the income tax consequences,
classification of awards as either equity or liabilities, and classification on the statement of cash flows. The Company adopted this standard in the first quarter
of 2017 and it did not have a material impact on its condensed consolidated financial statements.
 
In May 2016, the FASB issued ASU No. 2016-12 (“ASU 2016-12”), “Revenue from Contracts with Customers (Topic 606): Narrow- Scope Improvements
and Practical Expedients.” ASU 2016-12 will affect all entities that enter into contracts with customers to transfer goods or services (that are an output of the
entity’s ordinary activities) in exchange for consideration. The amendments in this update affect the guidance in ASU 2014-09 which is not yet effective, the
amendments in this update affect narrow aspects of Topic 606 including among others: assessing collectability criterion, noncash consideration, and
presentation of sales taxes and other similar taxes collected from customers. The effective date and transition requirements for the amendments in this update
are the same as the effective date and transition requirements for ASU 2014-09. The Company is currently evaluating the effect that ASU 2016-12 will have
on the Company’s condensed consolidated financial position and results of operations.
 
In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows: Restricted Cash (“ASU No. 2016-18”). The amendments address diversity
in practice that exists in the classification and presentation of changes in restricted cash and require that a statement of cash flows explain the change during
the period in the total of cash, cash equivalents, and amounts generally described as restricted cash or restricted cash equivalents. This ASU is effective
retrospectively for fiscal years and interim periods within those years beginning after December 15, 2017. The Company does not expect the adoption of this
ASU to have a material impact on its consolidated financial statements.
 
In January 2017, the FASB issued ASU No. 2017-01, “Business Combinations (Topic 805): Clarifying the Definition of a Business.” The amendments in this
update clarify the definition of a business with the objective of adding guidance to assist entities with evaluating whether transactions should be accounted for
as acquisitions (or disposals) of businesses. The amendments in this update provide a screen to determine when a set is not a business. If the screen is not met,
it (1) requires that to be considered a business, a set must include, at a minimum, an input and a substantive process that together significantly contribute to
the ability to create output and (2) removes the evaluation of whether a market participant could replace the missing elements. The amendments in this Update
are effective for all entities for annual periods, and interim periods within those annual periods, beginning after December 15, 2017. Early adoption is
permitted. This ASU is not expected to have a material impact on the Company’s condensed consolidated financial statements.
 
In May 2017, the FASB issued ASU 2017-09, “Compensation—Stock Compensation (Topic 718): Scope of Modification Accounting” to provide clarity and
reduce both (1) diversity in practice and (2) cost and complexity when applying the guidance in Topic 718, Compensation—Stock Compensation, to a change
to the terms or conditions of a share-based payment award. The amendments in this Update provide guidance about which changes to the terms or conditions
of a share-based payment award require an entity to apply modification accounting in Topic 718. The amendments in this Update are effective for all entities
for annual periods, and interim periods within those annual periods, beginning after December 15, 2017. Early adoption is permitted. This ASU is not
expected to have a material impact on the Company’s condensed consolidated financial statements.
 
NOTE 5 – ACQUISITIONS

 
ACQUISITION OF LOGICMARK LLC
 
On July 25, 2016, the Company completed the acquisition of LogicMark. The Company determined that as of July 25, 2016, it was more likely than not that
the gross profit targets as they relate to the contingent considerations would be achieved and any fair value adjustment of the earn-out was due to time value
of the payout.
 
On July 25, 2016, in order to fund part of the acquisition purchase price of LogicMark, the Company and a group of lenders, including ExWorks Capital Fund
I, L.P. as agent for the lenders (collectively, the “Lenders”), entered into a Loan and Security Agreement (the “Loan Agreement”), whereby the Lenders
extended a revolving loan (the “Revolving Loan”) to the Company in the principal amount of $15,000,000 (the “Debt Financing”). The Company originally
incurred $1,357,356 in deferred debt issue costs related to the revolving loan. In addition, the Company incurred an additional $450,000 in deferred debt issue
costs as a result of extending the revolving loan. At September 30, 2017 the unamortized balance of those deferred debt issue costs was $365,000. The initial
maturity date of the Revolving Loan was July 25, 2017, and the Revolving Loan bears interest at a rate of 15% per annum.

 
The Company has the ability to extend the Revolving Loan for one (1) additional year at its sole discretion with no subjective acceleration by the Lender,
provided the Company is not in default on the loan. The Company exercised the option to extend the maturity date to July 25, 2018 and accordingly, the
Company has classified the Revolving Loan as a non-current liability as of September 30, 2017 and December 31, 2016.
 
The Loan Agreement contains customary covenants, including an EBITDA requirement and a fixed charges ratio, as defined in the loan agreement. As of
September 30, 2017, the Company was in compliance with such covenants.
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On September 23, 2016, the Company entered into a forbearance agreement with LogicMark Investment Partners, LLC in connection with the LogicMark
Note originally issued on July 22, 2016 in the amount of $2,500,000 which expired on September 22, 2016. The Company formally requested that the lender
extend the LogicMark Note on September 20, 2016. As discussed below, the LogicMark Note was extended to July 15, 2017 pursuant to an amendment.
 
Under the terms of the forbearance agreement, the LogicMark Sellers agreed to extend the maturity date of the LogicMark Note and the Company agreed to
pay to the LogicMark Sellers in immediately available funds: (i) $250,000 on September 23, 2016; (ii) $100,000 on October 24, 2016; and (iii) $1,150,000,
plus all accrued and unpaid interest due under the LogicMark Note on October 31, 2016. The Company also agreed to reduce the Escrow Amount (as defined
in the Interest Purchase Agreement) by a total of $500,000, and to make certain other changes to the definition of “Escrow Amount” in the Purchase
Agreement. The Company also agreed to make certain representations and warranties in respect of the LogicMark Seller’s forbearance. During June 2017, the
Company paid down $250,000 of the LogicMark Note with cash generated from operations. The LogicMark Note originally was to mature on September 23,
2016 but was extended to July 15, 2017. In July 2017, the remaining balance of the LogicMark Note including the accrued interest owed was settled.
 
ACQUISITION OF FIT PAY

 
As discussed in Note 1, the Company completed the “Merger” on May 23, 2017. Pursuant to the terms of the Merger Agreement, the aggregate purchase price
paid for Fit Pay stock was: (i) 1,912,303 shares of common stock which was equivalent to 19.96% of the outstanding shares of common stock of the
Company (the “Common Stock”); (ii) 2,000 shares of the Series C Non-Convertible Preferred Stock of the Company (the “Series C Preferred Stock”); (iii)
the payment of certain debts by the Company; and (iv) the payment of certain unpaid expenses of the Fit Pay Sellers of $724,116 by the Company. In
addition, the Company will be required to pay the Fit Pay Sellers an earn-out payment equal to 12.5% of the gross revenue derived from Fit Pay’s technology
for sixteen (16) fiscal quarters commencing on October 1, 2017 and ending on December 31, 2021. To date, Fit Pay has had minimal revenue. The operating
results of Fit Pay have been included in the condensed consolidated financial statements from the effective date of the acquisition, May 23, 2017.
 
In connection with the merger on May 23, 2017, the Company recorded deferred tax liabilities of $1,797,476 as part of its preliminary purchase price
allocation. As indicated below, the Company is in the process of completing its analysis of the fair value of the net assets acquired and the consideration
granted and therefore the deferred tax liabilities recorded are considered preliminary and subject to change.
 
Preliminary Allocation of Purchase Price of Fit Pay
 
The Merger Agreement was accounted for under the acquisition method of accounting. The purchase price was preliminarily allocated to the tangible and
identifiable assets acquired and liabilities assumed of Fit Pay based upon their estimated fair values. The excess purchase price over the fair value of the
underlying net assets acquired was allocated to goodwill. The Company is in the process of completing its analysis of the fair value of the net assets acquired
and the consideration granted through the use of an independent valuation firm and management’s preparation of estimates. Since the following information is
based on preliminary assessments made by management, the acquisition accounting for Fit Pay is subject to final adjustment and it is possible that the final
assessment of values may differ from the preliminary assessment. The following table summarizes the preliminary assessment of the estimated fair values of
the identifiable assets acquired and liabilities assumed net of cash acquired, as of the date of acquisition of May 23, 2017.
 
Cash  $ 10,889 
Accounts receivable   91,810 
Other current assets   77,095 
Property and equipment   31,967 
Goodwill   7,954,260 
Intangible assets (See Note 4)   5,245,400 
Assets acquired   13,411,421 
     
Accounts payable   165,650 
Accrued liabilities   964,463 
Customer deposits   286,948 
Deferred taxes   1,797,476 
Liabilities assumed   3,214,537 
     
Net assets acquired  $ 10,196,884 
 
Goodwill arising from the transaction consists of the expected operational synergies upon combining the entity and intangibles not qualifying for separate
recognition.
 
In connection with the Fit Pay transaction, the Company entered into an employment agreement with Michael Orlando, the former Chief Executive Officer of
Fit Pay.
 

 9  



 

 
Mr. Orlando is now the Chief Operating Officer of the Company and President of the wholly-owned subsidiary, Fit Pay. The term of the employment
agreement is for one (1) year and the employment agreement includes provisions for term extensions. In addition to Mr. Orlando’s salary, the employment
agreement also provides for all necessary and reasonable out-of-pocket expenses incurred in the performance of his duties under the agreement, eligibility to
participate in bonus or incentive compensation plans of the Company and eligibility to receive equity awards as determined by the board of directors.
 
Pro Forma Financial Information
 
The following table summarizes the unaudited pro forma financial information assuming that the acquisitions of LogicMark and Fit Pay occurred on January
1, 2016, and their respective results had been included in the Company’s financial results for the nine and three months ended September 30, 2017 and
September 30, 2016. The pro forma combined amounts are based upon available information and reflect a reasonable estimate of the effects of the
acquisitions of LogicMark and Fit Pay for the periods presented on the basis set forth herein. The following unaudited pro forma combined financial
information is presented for informational purposes only and does not purport to represent what the financial position or results of operations would have
been had the acquisitions of LogicMark and Fit Pay in fact occurred on the date assumed, nor is it necessarily indicative of the results that may be expected in
future periods.
 

  
Nine Months

Ended   
Three Months

Ended   
Nine Months

Ended   
Three Months

Ended  
  September 30, 2017   September 30, 2016  
  (unaudited)   (unaudited)  
Pro forma:             
Net Sales  $ 18,961,528  $ 4,530,088  $ 11,490,257  $ 4,014,154 
Net Loss applicable to Common Stockholders  $ (7,862,415)  $ (4,101,606)  $ (16,898,135)  $ (4,614,264)
Net Loss Per Share - Basic and Diluted applicable to Common Stockholders  $ (0.71)  $ (0.28)  $ (2.09)  $ (0.53)
 
The unaudited pro forma net loss attributable to the Company has been calculated using actual historical information and is adjusted for certain pro forma
adjustments based on the assumption that the acquisitions of LogicMark and Fit Pay and the application of fair value adjustments to intangible assets occurred
on January 1, 2016. For the three and nine months ended September 30, 2017, the pro forma financial information excluded the Fit Pay acquisition-related
expenses of $26,626 and $149,443, respectively, which are included in the actual reported results, as general and administrative expenses, but excluded from
the pro forma amounts above due to their nonrecurring nature. In addition, the pro forma adjustments for the three and nine months ended September 30,
2017 include the following adjustments; (a) amortization expense related to the acquired intangible assets of $nil and $289,066, respectively; (b) interest
expense of $nil and $211,406, respectively; and (c) dividends related to the Series C Preferred Stock of $nil and $38,904, respectively.
 
For the three and nine months ended September 30, 2016, the pro forma financial information reflects the following adjustments; (a) the exclusion of the
acquisition-related expenses of $275,948 and $609,466; (b) amortization of the inventory fair value adjustment of $nil and $945,212, respectively; (c)
reduction in depreciation expense of $15,719 and $28,935, respectively; (d) amortization expense related to the acquired intangible assets of $378,881 and
$1,124,291, respectively; (e) interest expense including the amortization of deferred debt issue costs of $1,443,667 and $4,325,190, respectively; and (f)
dividends related to the Series B Preferred Stock and Series C Preferred Stock of $306,456 and $918,545, respectively.
 
NOTE 6 – STRATEGIC AGREEMENTS WITH WORLD VENTURES HOLDINGS

 
The Company is a party to a Master Product Development Agreement with WVH, a related party. During the nine and three months ended September 30,
2017, the Company recorded revenue of $7,057,032 and $767,751, respectively related to WVH. At September 30, 2017, the Company’s accounts receivable
balance included $1,893,662 due from WVH.
 
NOTE 7 – CONVERTIBLE NOTES PAYABLE

 
July 2017 Exchange
 
In order to consummate a registered direct offering and concurrent private placement on July 13, 2017 (See Note 8), the Company was required to obtain
consent from the holders (the “November Holders”) of the Company’s (i) Amended and Restated Secured Subordinated Promissory Notes, originally issued
on July 25, 2016 (i.e., the LogicMark Note), and amended on November 29, 2016 (the “November Notes”), and (ii) certain common stock purchase warrants
(the “November Warrants”) that were initially exercisable on November 29, 2016. In consideration of the November Holders providing such consent to the
registered direct offering and concurrent private placement, the Company and the November Holders agreed, as of July 11, 2017, to the following
amendments to their respective November Notes, November Warrants, and that certain Exchange Agreement, dated November 29, 2016 (the “Exchange
Agreement”):
 
 1. The conversion price of the November Notes was lowered from $3.00 to $2.00.
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 2. The exercise price of the November Warrants was lowered from $3.00 to $2.00.
 
 3. The Company’s prohibition under the Exchange Agreement providing that for so long as the November Holders are holders of the November Notes,

the November Warrants, or the shares of Common Stock issuable thereunder, the Company may not issue shares of our Common Stock at a price per
share less than $3.00 per share, was lowered to $2.00 per share.

 
In connection with the reduction in conversion price of the November Notes from $3.00 to $2.00, the Company incurred a non-cash charge for modification
of convertible exchange note terms of $191,630 for the three and nine months ended September 30, 2017. In addition, the Company expensed the remaining
unamortized note discount and deferred debt issue costs related to the November Notes of $491,667 and $35,949, respectively. As a result of lowering the
conversion price of the November Warrants from $3.00 to $2.00, the Company also incurred a non-cash charge for modification of terms related to the
November Warrants of $37,000 for the three and nine months ended September 30, 2017. 
 
On July 19, 2017, the November Holders purchased from LogicMark Investment Partners, LLC (“LogicMark Investment Partners”), the representative of
LogicMark, LLC, the outstanding balance of $594,403, including accrued and unpaid interest on the LogicMark Note. In connection therewith, the Company,
LogicMark Investment Partners and the November Holders entered into an Assignment and Assumption Agreement, dated July 19, 2017, pursuant to which
LogicMark Investment Partners assigned the LogicMark Note to the November Holders. In addition, on July 19, 2017, the Company and the November
Holders entered into a Securities Exchange Agreement pursuant to which the Company exchanged the LogicMark Note held by the November Holders for (i)
an aggregate principal amount of $594,408 of secured subordinated convertible promissory notes of the Company (the “July 2017 Notes”) due in July 2018,
and (ii) warrants exercisable into 297,202 shares of Common Stock (the “July 2017 Warrants”). The July 2017 Notes are convertible into shares of Common
Stock at a conversion price of $2.00 per share and the July 2017 Warrants are exercisable into shares of Common Stock with a five year term and an exercise
price of $2.00 per share. The exercise and the amount of shares of common stock issuable upon exercise of the July 2017 Warrants are subject to adjustment
upon certain events, such as stock splits, combinations, dividends, distributions. reclassifications, mergers or other corporate changes and dilutive issuances.
 
The conversion option embedded in the convertible exchange notes was determined to contain beneficial conversion features, resulting in the bifurcation of
those features as an equity instrument (resulting in a debt discount) at issuance. After allocation of the gross proceeds to the warrants (discussed above) and
beneficial conversion feature, the total debt discount recognized was $432,917. The debt discount is being amortized over the term of the debt and the
Company amortized $81,839 of the debt discount for the three and nine months ended September 30, 2017.
 
NOTE 8 - STOCKHOLDERS’ EQUITY

 
July 2017 Offerings
 
On July 13, 2017, the Company closed a registered direct offering of an aggregate of 2,170,000 shares of the Company’s common stock, and pre-funded
warrants to purchase 230,000 shares of common stock. The Company sold the shares at a price of $1.43 per share and received $1.42 per pre-funded warrant.
The Company received gross proceeds from the offering, before deducting placement agent fees and other estimated offering expenses payable by the
Company, of approximately $3,429,700. The pre-funded warrants were converted into shares of common stock on September 23, 2017 and as a result were
included in the common stock outstanding balance for purposes of computing earnings per share.
 
On July 13, 2017, the Company also closed on a concurrent private placement with the same investors for no additional consideration, of warrants to purchase
1,800,000 shares of common stock. The warrants will be exercisable beginning on the six (6) month anniversary of the date of issuance, at an exercise price
of $2.00 per share and will expire on the fifth anniversary of the initial exercise date.
 
Series A Preferred Stock
 
For the nine and three months ended September 30, 2017, the Company recorded Series A Preferred Stock dividends of $34,884 and $0, respectively. During
the nine months ended September 30, 2017 holders, of 211,424 shares of Series A Preferred Stock converted $338,749 of Series A Preferred Stock and
dividends into 159,219 shares of common stock. As of September 30, 2017, there was no remaining outstanding principal balance on the Series A Preferred
Stock.
 
Series B Preferred Stock
 
For the nine and three months ended September 30, 2017, the Company recorded Series B Preferred Stock dividends of $634,375 and $71,875, respectively.
During the nine months ended September 30, 2017, holders of 4,500,000 shares of Series B Preferred Stock converted $6,075,000 of Series B Preferred
Stock, dividends and liquidated damages into 3,106,802 shares of common stock. As of September 30, 2017, there was no remaining outstanding principal
balance on the Series B Preferred Stock.
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Series C Preferred Stock
 
In May 2017, the Company authorized a new Series C Preferred Stock. The terms of the Series C Preferred Stock are as follows:
  
Dividends on Series C Preferred Stock
 
Holders of Series C Preferred Stock are entitled to receive from and after the first date of issuance of the Series C Preferred Stock, cumulative dividends at a
rate of 5% per annum on a compounded basis, which dividend amount shall be guaranteed. Accrued and unpaid dividends are payable in cash. For the nine
and three months ended September 30, 2017, the Company recorded Series C Preferred Stock dividends of $35,890 and $25,205, respectively.
 
Redemption of Series C Preferred Stock
 
The Series C Preferred Stock may be redeemed by the Company solely at the Company’s option in cash at any time, in whole or in part, upon payment of the
stated value of the Series C Preferred Stock, and all related accrued but unpaid dividends.
 
Fundamental Change
 
If a “fundamental change” occurs at any time while the Series C Preferred Stock is outstanding, the holders of shares of Series C Preferred Stock then
outstanding shall be immediately paid, out of the assets of the Company or the proceeds of such fundamental change, as applicable, and legally available for
distribution to its stockholders, an amount in cash equal to the stated value of the Series C Preferred Stock, and all related accrued but unpaid dividends.
 
If the legally available assets of the Company and the proceeds of such “fundamental change” are insufficient to pay the all of the Holders of the Series C
Preferred Stock, then the Holders of the Series C Preferred Stock shall share ratably in any such distribution in proportion to the amount that they would have
been entitled to. A fundamental change includes but is not limited to any change in the ownership of at least fifty percent (50%) of the voting stock;
liquidation or dissolution; or the Common Stock ceases to be listed on the market upon which it currently trades.
 
Voting Rights
 
The holders of the Series C Preferred Stock are entitled to vote on any matter submitted to the stockholders of the Company for a vote. One (1) share of Series
C Preferred Stock shall carry the same voting rights as one (1) share of Common Stock.
 
Classification
 
The Series C Preferred Stock was accounted for under Section 480-10-S99 - Distinguishing Liabilities from Equity (FASB Accounting Standards
Codification 480) as amended by ASU 2009-04 - for Redeemable Equity Instruments (“ASU 2009-04”). Under ASU 2009-04, a redeemable equity security is
to be classified as temporary equity if it is conditionally redeemable upon the occurrence of an event that is not solely within the control of the issuer. The
Company’s financing is redeemable at the option of the holder under the specified terms and conditions of such preferred stock however, the instrument was
not redeemable as of September 30, 2017. Therefore, the Company classified the Series C Preferred Stock as temporary equity in the condensed consolidated
balance sheet at September 30, 2017.
 
Long-Term Stock Incentive Plan
 
On January 4, 2013, a majority of the Company’s stockholders approved by written consent the Company’s 2013 Long-Term Stock Incentive Plan (“LTIP”).
The maximum aggregate number of shares of common stock that may be issued under the LTIP, including stock awards, stock issued to directors for serving
on the Company’s board, and stock appreciation rights, is limited to 10% of the shares of Common Stock outstanding on the first business or trading day of
any fiscal year, which is 737,992 at January 1, 2017.
 
During the nine months ended September 30, 2017, the Company issued 131,363 shares of common stock under the LTIP to five (5) non-executive directors
for serving on the Company’s board. The aggregate fair value of the shares issued to the directors was $260,000. Also during the nine months ended
September 30, 2017, the Company issued 237,559 shares of Common Stock with an aggregate fair value of $400,000 to executive and certain non-executive
employees related to the Company’s 2016 management incentive plan. In September 2017, the Company granted 622,507 restricted shares of common stock
with an aggregate value of $1,067,231 to certain executive and non-executive employees. The vesting period for these restricted shares of common stock is
twelve months. During the nine months ended September 30, 2017, the Company expensed $614,655 related to these restricted stock awards. At September
30, 2017, a total of 737,992 shares of common stock have been issued from the LTIP and there are no further shares available to be issued under the LTIP for
the remainder of 2017.
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2017 Stock Incentive Plan
 
On August 24, 2017, a majority of the Company’s stockholders approved at the Company’s annual meeting the Company’s 2017 Stock Incentive Plan (“2017
SIP”). The purpose of the 2017 SIP is to enable the Company to provide a means to issue shares of Common Stock or stock options which may be exercised
for shares of Common Stock to certain eligible consultants, employees and service providers of the Company as a substitute for, or as an additional incentive
to, paying cash compensation to consultants and non-payroll employees or as a portion of severance packages in certain scenarios. The 2017 SIP works in
tandem with the 2013 LTIP to provide additional means to compensate our employees. The maximum aggregate number of shares of common stock that may
be issued under the 2017 SIP, including stock awards, stock issued to directors for serving on the Company’s board, and stock appreciation rights, is limited to
10% of the shares of Common Stock outstanding on the first business or trading day of any fiscal year, which is at January 1, 2018; provided that for fiscal
year 2017, 1,500,000 shares of Common Stock may be delivered to participants under the 2017 SIP.
 
During the nine months ended September 30, 2017, the Company issued 437,384 shares of common stock under the 2017 SIP.
 
Warrants
 
As of September 30, 2017, the Company had 3,926,251 warrants outstanding with a weighted average exercise price and remaining life in years of $6.54 and
4.043, respectively. At September 30, 2017, the warrants had no intrinsic value.
 
During the nine months ended September 30, 2017, the Company accrued $700,000 of discretionary management and employee bonus expense.

 
During the nine months ended September 30, 2017, the Company issued 119,800 fully-vested shares of common stock with a fair value of $240,535 to non-
employees for services rendered.
 
NOTE 9 - COMMITMENTS AND CONTINGENCIES

 
LEGAL MATTERS

 
From time to time we may be involved in various claims and legal actions arising in the ordinary course of our business. There is no action, suit, proceeding,
inquiry or investigation before or by any court, public board, government agency, self-regulatory organization or body pending or, to the knowledge of the
executive officers of our company or any of our subsidiaries, threatened against or affecting our company, or any of our subsidiaries in which an adverse
decision could have a material adverse effect upon our business, operating results, or financial condition.
 
COMMITMENTS

 
The Company is a party to certain leases for office space and warehouse facilities, with monthly payments ranging from $1,750 to $6,911, expiring on various
dates through August 2020. The Company incurred rent expense of $150,730 and $103,232 for the nine months ended September 30, 2017 and September 30,
2016, respectively. Minimum future lease payments for non-cancelable operating leases are as follows:

 
2017  $ 50,775 
2018   110,867 
2019   112,015 
2020   65,235 
Total future lease obligations  $ 338,891 

 
The maturity of the Company’s debt is as follows:
 
2017  $ - 
2018   266,200 
2019   212,961 
2020   212,961 
2021   159,719 
Total debt  $ 851,841 

 
NOTE 10 – SUBSEQUENT EVENTS

 
The Company evaluates events that have occurred after the balance sheet date but before the financial statements are issued.
 
On October 2, 2017, the Company issued 6,000 shares of its common stock for the payment of services with a grant date fair value of $13,200.
 
On November 13, 2017, the Company closed a registered direct offering of an aggregate of 2,941,177 shares of the Company’s common stock. The Company
sold the shares at a price of $1.36 per share. The Company received gross proceeds from the offering, before deducting placement agent fees and other
estimated offering expenses payable by the Company, of approximately $4,000,000.
 
On November 13, 2017, the Company also closed on a concurrent private placement with the same investors for no additional consideration, of warrants to
purchase 2,500,000 shares of common stock. 
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Item 2.  Management’s Discussion and Analysis of Financial Condition and Results of Operations

 
The following discussion and analysis of our financial condition and results of operations for the nine and three months ended September 30, 2017 should be
read together with our condensed consolidated financial statements and related notes included elsewhere in this quarterly report. This discussion contains
forward-looking statements and information relating to our business that reflect our current views and assumptions with respect to future events and are
subject to risks and uncertainties that may cause our or our industry’s actual results, levels of activity, performance or achievements to be materially different
from any future results, levels of activity, performance or achievements expressed or implied by these forward-looking statements. These forward-looking
statements speak only as of the date of this report. Although we believe that the expectations reflected in the forward-looking statements are reasonable, we
cannot guarantee future results, levels of activity, or achievements. Except as required by applicable law, including the securities laws of the United States, we
expressly disclaim any obligation or undertaking to disseminate any update or revisions of any of the forward-looking statements to reflect any change in our
expectations with regard thereto or to conform these statements to actual results.

 
Overview

 
We were incorporated in the state of Delaware on February 8, 2012. Nxt-ID is an emerging technology company engaged in the development of proprietary
products, services and solutions for security that serve multiple end markets, including Security, Healthcare, Finance and Internet of Things (“IoT”).

 
On June 25, 2012, the Company acquired 100% of the membership interests in 3D-ID LLC (“3D-ID”), a limited liability company formed in Florida in
February 2011 and owned by the Company’s founders. By acquiring 3D-ID, the Company gained the rights to a portfolio of patented technology in the field
of three-dimensional facial recognition and imaging including 3D facial recognition products for access control, law enforcement and travel and immigration.
3D-ID was an early stage company engaged in the design, research and development, integration, analysis, modeling, system networking, sales and support of
intelligent surveillance, three-dimensional facial recognition and three-dimensional imaging devices and systems primarily for identification and access
control in the security industries. Since the Company’s acquisition of 3D-ID was a transaction between entities under common control in accordance with
Accounting Standards Codification (“ASC”) 805, “Business Combinations”, Nxt-ID recognized the net assets of 3D-ID at their carrying amounts in the
accounts of Nxt-ID on the date that 3D-ID was organized, February 14, 2011.

 
On July 25, 2016, we completed the acquisition of LogicMark, LLC (“LogicMark”) pursuant to an Interest Purchase Agreement by and among the Company,
LogicMark and the holders of all of the membership interests of LogicMark (the “LogicMark Sellers”), dated May 17, 2016 (the “Interest Purchase
Agreement”). Pursuant to the Interest Purchase Agreement, we acquired all of the membership interests of LogicMark from the LogicMark Sellers for (i)
$17.5 million in cash consideration (ii) $2.5 million in a secured promissory note (the “LogicMark Note”) issued to LogicMark Investment Partners, LLC, as
representative of the LogicMark Sellers (the “LogicMark Representative”) (iii) 78,740 shares of common stock, which were issued upon signing of the
Interest Purchase Agreement (the “LogicMark Shares”), and (iv) warrants (the “LogicMark Warrants,”) to purchase an aggregate of 157,480 shares of
common stock (the “LogicMark Warrant Shares”) for no additional consideration. In addition, we may be required to pay the LogicMark Sellers earn-out
payments of (i) up to $1,500,000 for calendar year 2016 and (ii) up to $5,000,000 for calendar year 2017 if LogicMark meets certain gross profit targets set
forth in the Interest Purchase Agreement. The LogicMark Note originally was to mature on September 23, 2016 but was extended to July 15, 2017. The earn-
out payment related to 2016 and the remaining balance owed on the LogicMark Note including accrued interest were both paid in July 2017.
 
In order to consummate a registered direct offering and concurrent private placement on July 13, 2017, the Company was required to obtain consent from the
holders (the “November Holders”) of the Company’s (i) Amended and Restated Secured Subordinated Promissory Notes, originally issued on July 25, 2016
(i.e., the LogicMark Note), and amended on November 29, 2016 (the “November Notes”), and (ii) certain common stock purchase warrants (the “November
Warrants”) that were initially exercisable on November 29, 2016. In consideration of the November Holders providing such consent to the registered direct
offering and concurrent private placement, the Company and the November Holders agreed, as of July 11, 2017, to the following amendments to their
respective November Notes, November Warrants, and that certain Exchange Agreement, dated November 29, 2016 (the “Exchange Agreement”):
 
 1. The conversion price of the November Notes was lowered from $3.00 to $2.00.
 
 2. The exercise price of the November Warrants was lowered from $3.00 to $2.00.
 
 3. The Company’s prohibition under the Exchange Agreement providing that for so long as the November Holders are holders of the November Notes,

the November Warrants, or the shares of Common Stock issuable thereunder, the Company may not issue shares of our Common Stock at a price per
share less than $3.00 per share, was lowered to $2.00 per share.
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On July 19, 2017, the November Holders purchased from LogicMark Investment Partners, LLC (“LogicMark Investment Partners”), the representative of
LogicMark, LLC, the outstanding balance of $594,403, including accrued and unpaid interest on the LogicMark Note. In connection therewith, the Company,
LogicMark Investment Partners and the November Holders entered into an Assignment and Assumption Agreement, dated July 19, 2017, pursuant to which
LogicMark Investment Partners assigned the LogicMark Note to the November Holders. In addition, on July 19, 2017, the Company and the November
Holders entered into a Securities Exchange Agreement pursuant to which the Company exchanged the LogicMark Note held by the November Holders for (i)
an aggregate principal amount of $594,408 of secured subordinated convertible promissory notes of the Company (the “July 2017 Notes”) due in July 2018,
and (ii) warrants exercisable into 297,202 shares of Common Stock (the “July 2017 Warrants”). The July 2017 Notes are convertible into shares of Common
Stock at a conversion price of $2.00 per share and the July 2017 Warrants are exercisable into shares of Common Stock with a five year term and an exercise
price of $2.00 per share. The exercise and the amount of shares of common stock issuable upon exercise of the July 2017 Warrants are subject to adjustment
upon certain events, such as stock splits, combinations, dividends, distributions. reclassifications, mergers or other corporate changes and dilutive issuances.
 
On May 23, 2017, the Company completed a merger (the “Merger”) pursuant to an executed Agreement and Plan of Merger (the “Merger Agreement”) by
and among the Company, Fit Merger Sub, Inc., a wholly-owned subsidiary of the Company (the “Merger Sub”), Fit Pay, Inc. (“Fit Pay”), Michael Orlando
(“Orlando”), Giesecke & Devrient Mobile Security America, Inc. (“G&D”), the other stockholders of Fit Pay (the “Other Holders”) and Michael Orlando in
his capacity as stockholder representative representing the Other Holders (the “Stockholder Representative”, and together with Orlando and G&D, the “Fit
Pay Sellers”). In connection with the Merger, Fit Pay merged with and into the Merger Sub, with the Merger Sub continuing as the surviving entity and a
wholly owned subsidiary of the Company.
 
Pursuant to the terms of the Merger Agreement, the aggregate purchase price paid for Fit Pay was: (i) 19.96% of the outstanding shares of Common Stock;
(ii) 2,000 shares of the Series C Preferred Stock; (iii) the payment of certain debts by the Company; and (iv) the payment of certain unpaid expenses by the
Company. In addition, the Company will be required to pay the Sellers an earnout payment equal to 12.5% of the gross revenue derived from Fit Pay’s
technology for sixteen (16) fiscal quarters commencing on October 1, 2017 and ending on December 31, 2021.
 
Our innovative MobileBio® security technologies that serve these end markets include encryption and payments, biometrics, security and privacy, sensors
and miniaturization. Our core competencies and intellectual property in biometrics, security, sensors, and miniaturization – developed through intensive
research and development over the past decade enable us to target and serve multiple large and growing end markets globally.

 

 
 

We believe that our MobileBio® products will provide distinct advantages within m-commerce market by improving mobile security. Currently, most mobile
devices continue to be protected simply by PIN numbers. This security methodology is easily duplicated on another device, and can easily be spoofed or
hacked. Our security paradigm is Dynamic Pairing Codes (“DPC”). DPC is a new, proprietary method to secure users, devices, accounts, locations and
servers over any communication media by sharing key identifiers, including biometric-enabled identifiers, between end-points by passing dynamic pairing
codes (random numbers) between end-points to establish sessions and/or transactions without exposing identifiers or keys. The ongoing high-level breaches
of personal credit card data demand new securities to offer higher level of consumer protection through the use of biometrics and other proprietary solutions.
Our strategic plan envisions using our core biometric facial and voice recognition algorithms to develop security applications (both cloud based and locally
hosted) that can be used for companies (for industrial uses, such as enterprise computer networks) as well as individuals (for consumer uses, such as
smartphones, tablets or personal computers), law enforcement, the defense industry, and the U.S. Department of Defense. Nxt-ID has numerous patents
pending. Many of these patents pending focus on tokenization and protection, as well as payment methodology, voice biometrics, and other biometric forms
of directed payment.
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In healthcare, our business initiatives were bolstered by the acquisition of LogicMark, on July 25, 2016. LogicMark serves a market that enables two-way
communication, sensors, biometrics and security to make home care for chronic medical conditions, including “aging in place,” a reality. There are three
major trends driving this market: (1) an aging population; (2) desire to “age in place”; and (3) the acute need to lower cost of care. These trends together have
produced a large and growing market for us to serve. LogicMark has built a business around emergency communications in healthcare. We have a strong
business with the U.S. Department of Veterans Affairs (VA) today serving veterans who suffer from chronic conditions that often require emergency
assistance. This business is steady and growing. Our strategic plan calls for expanding LogicMark’s business into other retail and enterprise channels to better
serve the expanding demand for secure and remote healthcare.

  
Remote healthcare, which includes health monitoring and management using IoT and cloud-based processing, is an emerging area for LogicMark. The long-
term trend toward more home-based care is a massive shift that is being driven by demographics (an aging population) and basic economics. People also
value autonomy and privacy which are important factors in determining which solutions will suit the market. Consumers are beginning to enjoy the benefits
of smart home technologies and online digital assistants. One of the promising applications of our VoiceMatch™ technology is enabling secure commands for
restricted medical access. This solution, when coupled with our BioCloud™, combines biometrics with encryption and distributed access control.
  
Security and privacy concerns are already central to the adoption of IoT solutions that provides a large opportunity for the Company to collaborate and license
its technology to the consumer-facing firms that are aggressively pursuing IoT opportunities.

 
In finance, the technology pioneered by our “Wocket” has continued to develop its range of capability while shrinking in size. This provides a technology
package that can be integrated into a “smart wallet” that has the same or substantially similar technology as Apple Pay or into a card that can be used for a
variety of transactions including – magnetic stripe emulation (Wi-Mag), Near Field Communication (NFC), tokens, barcode/QR codes and a Bluetooth
Beacon for remote sensing and response applications. Versions of this technology package provide a functional and secure “vault” that allows for full
consumer control and customization by OEMs and solution providers.

 
Our finance business is being driven by the development of an innovative smartcard that leverages “Wocket” technology. The smartcard is called “Flye” and
it is being developed in our partnership with World-Ventures Holdings, LLC (“WVH”). Flye is poised to finally deliver on the smart card vision that appeared
in videos years ago. Flye offers new and unique features compared to any other “smartcards” in the market. It handles the core functions such as loading in
multiple cards, gathering loyalty points while opening – up new opportunities - for example the Bluetooth Beacon makes it simpler for service providers to
automatically open doors, provide access, initiate requests among other things – all with software. Flye is targeted at WVH members who care about travel,
food and entertainment. These concerns demand more than payments and include loyalty programs and security features for peace of mind when traveling.
Flye is designed to work in synchrony with the WVH smartphone application. It is a “tethered” solution, albeit a wireless one. WVH has a comprehensive
vision for its card that includes the ability to deliver a highly tailored membership experience.

 
With respect to IoT, the Company has joined the Cisco Solution Partner program to provide biometric and encryption solutions in conjunction with other
ecosystem partners. Cisco sees security as integral to IoT. Cisco is integrating security directly into network infrastructure to enable companies to use their
IoT networks in a secure fashion.

 
Our merger with FitPay has provided us with a proprietary technology platform that adds contactless payment capabilities to wearable and IoT devices with
very little start-up time, investment in software development and instant access to the leading card networks. With payment capabilities powered by FitPay,
IoT device manufacturers can create customer loyalty, tab into recurring revenue streams, open new markets, and differentiate their products in a competitive
marketplace. FitPay’s lead customer currently is Garmin International.

 
Our plan also anticipates that we will use our core biometric facial and voice recognition algorithms to develop security applications (both cloud based and
locally hosted) that can be used for companies (for industrial uses, such as enterprise computer networks) as well as individuals (for consumer uses, such as
smart phones, tablets or personal computers), law enforcement, the defense industry, and the U.S. Department of Defense.

 
Results of Operations

 
Comparison of nine and three months ended September 30, 2017 and September 30, 2016

 
Revenue. Our revenues for the nine and three months ended September 30, 2017 were $18,867,564 and $4,530,088, respectively, compared to $3,174,151 and
$3,093,356, respectively, for the nine and three months ended September 30, 2016. The increase in our revenues for the nine and three months ended
September 30, 2017 versus the nine and three months ended September 30, 2016 is directly related to shipments of the Flye card for WVH and LogicMark
product sales.
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Cost of Revenue and Gross Profit. Our gross profit for the nine and three months ended September 30, 2017 was $10,126,772 and $2,824,068, respectively,
compared to gross profit of $1,287,349 and $1,345,723, respectively, for the nine and three months ended September 30, 2016. The increase in gross profit
resulted from the shipments of the Flye smartcard and strong gross margin contributed by LogicMark. For the three and nine months ended September 30,
2016, the gross profit of LogicMark which was acquired on July 25, 2016, was included for the post acquisition period only.
 
Operating Expenses. Operating expenses for the nine months ended September 30, 2017 totaled $10,077,207 and consisted of research and development
expenses of $939,726, selling and marketing expenses of $3,373,370 and general and administrative expenses of $5,764,111. Our operating expenses for the
nine months ended September 30, 2017 were higher by $2,682,642 as compared to the nine months ended September 30, 2016. The primary reason for the
increase is the inclusion of the operating expenses of LogicMark for the full nine months ended September 30, 2017, whereas for the nine months ended
September 30, 2016, LogicMark only was included for the post acquisition period since it was acquired on July 25, 2016. In addition, Fit Pay was not part of
our consolidated operating results for the nine months ended September 30, 2016. The research and development expenses relate primarily to salaries and
consulting services of $723,781. Selling and marketing expenses consisted primarily of salaries and consulting services of $895,489, amortization of
intangibles of $836,415, merchant processing fees of $292,866, sales commissions of $215,389 and advertising and promotional expenses of $146,828.
General and administrative expenses consisted of salaries and consulting services of $1,956,608, accrued management and employee incentives of $700,000,
legal, audit and accounting fees of $700,181, and fees incurred of $149,443 related to the acquisition of Fit Pay. Also included in general and administrative
expenses is $1,024,584 in non-cash stock compensation to employees, consultants and board members.

 
Operating expenses for the nine months ended September 30, 2016 totaled $7,394,565 and consisted of research and development expenses of $824,888,
selling and marketing expenses of $1,910,030 and general and administrative expenses of $4,659,647. The research and development expenses relate
primarily to salaries and consulting services of $392,991, as well as expenses of 218,584 primarily related to the design and development of the “smart card”
for WVH and manufacturing of the Wocket®. Selling and marketing expenses consisted primarily of salaries and consulting services of $532,866 and
advertising and promotional expenses, including trade shows, of $412,351. General and administrative expenses for the nine months ended September 30,
2016 consisted of salaries and consulting services of $787,758, accrued management and employee incentives of $450,000, legal, audit and accounting fees of
$1,425,975 and fees incurred of $609,466 related to the acquisition of LogicMark. Also included in general and administrative expenses is $282,300 in non-
cash stock compensation to consultants and board members.
 
Operating expenses for the three months ended September 30, 2017 totaled $4,507,806 and consisted of research and development expenses of $677,104,
selling and marketing expenses of $1,288,949 and general and administrative expenses of $2,541,753. Our operating expenses for the three months ended
September 30, 2017 were higher by $1,688,884 as compared to the three months ended September 30, 2016. The primary reason for the increase is the
inclusion of the operating expenses of LogicMark for the entire three months ended September 30, 2017 versus a partial inclusion for the three months ended
September 30, 2016, since LogicMark was on acquired on July 25, 2016. In addition, Fit Pay was not part of our consolidated operating results for the three
months ended September 30, 2016. The research and development expenses relate primarily to salaries and consulting services of $595,645. Selling and
marketing expenses consisted primarily of salaries and consulting services of $345,062, amortization of intangibles of $379,263, merchant processing fees of
$82,560, sales commissions of $70,231 and advertising and promotional expenses of $49,059. General and administrative expenses for the three months
ended September 30, 2017 consisted of salaries and consulting services of $619,019, accrued management and employee incentives of $400,000, legal, audit
and accounting fees of $219,990, and fees incurred of $26,626 related to the acquisition of Fit Pay. Also included in general and administrative expenses is
$820,029 in non-cash stock compensation to employees, consultants and board members.
 
Operating expenses for the three months ended September 30, 2016 totaled $2,818,922 and consisted of research and development expenses of $80,208,
selling and marketing expenses of $792,481 and general and administrative expenses of $1,946,233. The research and development expenses relate primarily
to the design, development and manufacturing of the smart card for WVH. Selling and marketing expenses consisted primarily of salaries and consulting
services of $219,595, merchant processing fees of $74,008 and sales commissions of $57,585. General and administrative expenses for the three months
ended September 30, 2016 consisted of salaries and consulting services of $328,565, accrued management and employee incentives of $150,000, legal, audit
and accounting fees of $605,488 and fees incurred of $275,948 related to the acquisition of LogicMark. Also included in general and administrative expenses
is $87,028 in non-cash stock compensation to consultants and board members.
 
Operating Income (Loss). The operating income for the nine months ended September 30, 2017 was $49,565 and the operating loss for the three months
ended September 30, 2017 was $1,683,738, respectively, compared with an operating loss of $6,107,216 and $1,473,199, respectively, for the nine and three
months ended September 30, 2016. The significant favorable change in operating income for the nine months ended September 30, 2017 is attributable to the
enhanced gross margin discussed above as well as certain cost containment efforts related to advertising and trade show expenses and professional fees
included in operating expenses.
 
Net Loss. The net loss for the nine months ended September 30, 2017, was $5,960,684. The net loss for the nine months ended September 30, 2017 was
primarily attributable to the interest expense incurred of $5,596,131, an unfavorable change in fair value of contingent consideration of $133,755, and an
income tax provision of $279,563 all of which were partially offset by operating income of $49,856. The net loss for the three months ended September 30,
2017 was $4,031,152 and was primarily attributable to an operating loss of $1,683,738, interest expense of $2,173,919, an unfavorable change in fair value of
contingent consideration of $80,307, and an income tax provision of $93,188. The net loss for the nine and three months ended September 30, 2016, was
$10,368,921 and $2,447,649, respectively, and resulted in part from the operational expenses incurred during the nine and three months ended September 30,
2016. In addition, the net loss was attributable to interest expense incurred of $1,684,959 and $969,450, respectively. For the nine months ended September
30, 2016, the net loss also included, unfavorable changes in fair value of derivative liabilities of $2,299,020 and a loss on extinguishment of debt of $272,749
resulting from the accelerated installment payments made during the nine months ended September 30, 2016.
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Liquidity and Capital Resources
 
We have incurred operating income of $49,565 and a net loss of $5,960,684, for the nine months ended September 30, 2017.
 
Cash and Working Capital. As of September 30, 2017, the Company had cash and stockholders’ equity of $514,602 and $6,835,893, respectively. At
September 30, 2017, the Company had a working capital deficiency of $6,322,182 (including contingent consideration of $5,340,432).
 
Cash (Used in) Operating Activities. Our primary ongoing uses of operating cash relate to payments to subcontractors and vendors for product, research and
development, salaries and related expenses and professional fees. Our vendors and subcontractors generally provide us with normal trade payment terms.
During the nine months ended September 30, 2017, net cash used in operating activities totaled $4,070,140, which was comprised of a net loss of $5,960,684,
positive non-cash adjustments to reconcile net loss to net cash used in operating activities of $5,536,793, and changes in operating assets and liabilities of
negative $3,646,249, as compared to net cash used in operating activities of $3,016,089 for the nine months ended September 30, 2016, which was comprised
of a net loss of $10,368,921, positive non-cash adjustments to reconcile net loss to net cash used in operating activities of $4,717,109, and changes in
operating assets and liabilities of positive $2,635,723.
 
Cash (Used in) Investing Activities. During the nine months ended September 30, 2017, net cash used in investing activities totaled $1,595,597 and was
primarily related to the payment of $1,500,000 of contingent consideration related to the earnout payment due to the LogicMark Sellers for 2016. In addition,
we had purchases of equipment of $6,486 and the cash portion of the purchase price to acquire Fit Pay, net of cash acquired of $89,111 which closed on May
23, 2017. During the nine months ended September 30, 2016, net cash used in investing activities amounted to $15,934,698 and was related to changes in
restricted cash of $1,494,665 which was primarily attributable to the cash proceeds received as a result of the transaction with WVH offset in part by
purchases of tooling of $39,073. In addition, the Company used $17,390,290 in cash to acquire LogicMark net of cash acquired.
 
Cash (Used in) Provided by Financing Activities. During the nine months ended September 30, 2017, net cash provided by financing activities totaled
$2,880,660 and was primarily related to the net proceeds received from the issuance of common stock and warrants of $3,069,940 and the net proceeds
received from the issuance of convertible exchange notes of $594,408. The Company also paid down the LogicMark Note of $773,969 and we also paid
$9,719 for legal and other expenses related to equity offerings. During the nine months ended September 30, 2016, the Company received proceeds of
$2,269,775 (including $400,000 in proceeds received from a short-term promissory note that was exchanged for Series A preferred stock) from the issuance
of Series A Preferred Stock and $4,090,000 in net proceeds from the issuance of Series B Preferred Stock. The Company also received net proceeds from the
revolving credit facility which were used in part to fund the LogicMark acquisition. In addition, the Company received proceeds of $50,000 in connection
with the exercise of 100,000 warrants. The Company also paid down $250,000 of the seller’s note resulting from the LogicMark acquisition.
 
Sources of Liquidity. We are an emerging growth company and have generated losses from operations since inception. We incurred a net loss of $5,960,684
during the nine months ended September 30, 2017. As of September 30, 2017, the Company had a working capital deficiency of $6,322,182 (including
contingent consideration of $5,340,432) and stockholders’ equity of $6,835,893, respectively.
 
Given our cash position at September 30, 2017, proceeds from equity and debt offerings subsequent to September 30, 2017 and our projected cash flow from
operations over the next twelve months, we believe that we will have sufficient capital to sustain operations over the next twelve months following the date of
this filing. In order to execute our long-term strategic plan to develop and commercialize our core products, fulfill our product development commitments and
fund our obligations as they come due, including the earn-out payments related to the acquisitions of LogicMark and Fit Pay, we may need to raise additional
funds, through public or private equity offerings, debt financings, or other means. Should we not be successful in obtaining the necessary financing, or
generate sufficient revenue to fund our operations, we would need to curtail certain of our operational activities.
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Off Balance Sheet Arrangements
 
We do not have any relationships with unconsolidated entities or financial partnerships, such as entities often referred to as structured finance or special
purpose entities, which would have been established for the purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited
purposes. In addition, we do not have any undisclosed borrowings or debt, and we have not entered into any synthetic leases. We are, therefore, not materially
exposed to any financing, liquidity, market or credit risk that could arise if we had engaged in such relationships.
 
RECENT ACCOUNTING PRONOUNCEMENTS
 
See Note 4 to our condensed consolidated financial statements for the nine months ended September 30, 2017, included elsewhere in this document.
 
Item 3. Quantitative and Qualitative Disclosures About Market Risk
 
We are not required to provide the information required by this Item since we are a smaller reporting company, as defined in rule 12b-2 of the Securities
Exchange Act of 1934, as amended (the “Exchange Act”).
 
Item 4. Controls and Procedures
 
Disclosure Controls and Procedures
 
Under the supervision and with the participation of our management, including our principal executive officer and principal financial officer, we conducted an
evaluation of our disclosure controls and procedures, as such term is defined in Rule 13a-15(e) under the Exchange Act. In designing and evaluating the
disclosure controls and procedures, management recognizes that any disclosure controls and procedures, no matter how well designed and operated, can
provide only reasonable and not absolute assurance of achieving the desired control objectives. In reaching a reasonable level of assurance, management
necessarily is required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures. In addition, the design of any
system of controls is based upon certain assumptions about the likelihood of future events, and there can be no assurance that any design will succeed in
achieving its stated goals under all potential future conditions.
 
Based on this evaluation, our management concluded that our disclosure controls and procedures were not effective to provide reasonable assurance that
information required to be disclosed by us in reports 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, and is accumulated and communicated to our management, including our principal executive officer and
principal financial officer, as appropriate to allow timely decisions regarding required disclosures. Specifically, as of September 30, 2017, our management
identified certain material weaknesses in our internal control over financial reporting, which include difficulty in accounting for complex accounting
transactions due to an insufficient number of accounting personnel with experience in such area and limited segregation of duties within our accounting and
financial reporting functions. In addition, management needs additional time to fully document the systems and controls related to the acquisition of Fit Pay
in May 2017.
 
As part of our remediation plan to address such material weaknesses, our management hired an assistant controller in March 2017 with significant experience
to help to improve our internal control over financial reporting and implement new policies, procedures and controls as necessary.

  
Changes in Internal Controls
 
During the three months ended September 30, 2017, there were no changes in the Company’s internal control over financial reporting that have materially
affected or are reasonably likely to materially affect our internal control over financial reporting.
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PART II. OTHER INFORMATION

 
Item 1. Legal Proceedings
 
From time to time we may be involved in various claims and legal actions arising in the ordinary course of our business. There is no action, suit, proceeding,
inquiry or investigation before or by any court, public board, government agency, self-regulatory organization or body pending or, to the knowledge of the
executive officers of our company or any of our subsidiaries, threatened against or affecting our company, or any of our subsidiaries in which an adverse
decision could have a material adverse effect upon our business, operating results, or financial condition.
 
Item 1A. Risk Factors
 
As a smaller reporting company, we are not required to provide the information required by this Item.
 
Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
 
On July 13, 2017, the Company closed on a concurrent private placement with the same investors as those that participated in the Company’s registered direct
offering that closed on July 13, 2017, for no additional consideration, of warrants to purchase 1,800,000 shares of the Company’s common stock, par value
$0.0001 per share (the “Common Stock”). Such warrants are exercisable beginning on the six (6) month anniversary of the date of issuance, at an exercise
price of $2.00 per share and will expire on the fifth anniversary of the initial exercise date.
 
On July 19, 2017, the Company entered into a Securities Exchange Agreement with certain investors pursuant to which the Company issued to such investors,
as partial consideration for an aggregate of $594,408, warrants convertible into 297,202 shares of Common Stock. Such warrants are exercisable as of July
19, 2017, at an exercise price of $2.00 per share, and will expire on the fifth anniversary of the initial exercise date.
 
Item 3. Defaults Upon Senior Securities
 
None.
 
Item 4. Mine Safety Disclosures
 
Not applicable.
 
Item 5. Other Information
 
There have been no material changes to the procedures by which security holders may recommend nominees to our Board of Directors.
 
Item 6. Exhibits
 
Exhibit
Number

 
Description

31.1  Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31.2  Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
32.1  Certification of Principal Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-

Oxley Act of 2002
32.2  Certification of Principal Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-

Oxley Act of 2002
101.INS  XBRL Instance Document
101.SCH  XBRL Schema Document
101.CAL  XBRL Calculation Linkbase Document
101.DEF  XBRL Definition Linkbase Document
101.LAB  XBRL Label Linkbase Document
101.PRE  XBRL Presentation Linkbase Document
 
In accordance with SEC Release 33-8238, Exhibits 32.1 and 32.2 are being furnished and not filed.
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SIGNATURES

 
 Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned,
thereunto duly authorized. 
 
 Nxt-ID, Inc.
  
Date: November 14, 2017 By: /s/ Gino M. Pereira
  Gino M. Pereira
  Chief Executive Officer

(Duly Authorized Officer and
Principal Executive Officer)

   
Date: November 14, 2017 By: /s/ Vincent S. Miceli
  Vincent S. Miceli
  Principal Financial Officer

(Duly Authorized Officer and
Principal Financial Officer)
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EXHIBIT INDEX
 
Exhibit
Number

 
Description

31.1  Certification of Principal Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
31.2  Certification of Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
32.1  Certification of Principal Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-

Oxley Act of 2002
32.2  Certification of Principal Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-

Oxley Act of 2002
101.INS  XBRL Instance Document
101.SCH  XBRL Schema Document
101.CAL  XBRL Calculation Linkbase Document
101.DEF  XBRL Definition Linkbase Document
101.LAB  XBRL Label Linkbase Document
101.PRE  XBRL Presentation Linkbase Document
 
In accordance with SEC Release 33-8238, Exhibits 32.1 and 32.2 are being furnished and not filed.
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Exhibit 31.1
 

CERTIFICATION
OF PRINCIPAL EXECUTIVE OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 302 OF

THE SARBANES-OXLEY ACT OF 2002
 

I, Gino M. Pereira, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q of Nxt-ID, Inc.;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 
4. The registrant’s other certifying officer 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 13a-15(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, 2017 By: /s/ Gino M. Pereira
  Gino M. Pereira
  Chief Executive Officer

(Duly Authorized Officer and
Principal Executive Officer)

 



Exhibit 31.2
 

CERTIFICATION
OF PRINCIPAL FINANCIAL OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 302 OF

THE SARBANES-OXLEY ACT OF 2002
 

I, Vincent S. Miceli, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q of Nxt-ID, Inc.;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

 
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

 
4. The registrant’s other certifying officer 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 13a-15(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, 2017 By: /s/ Vincent S. Miceli
  Vincent S. Miceli
  Principal Financial Officer

(Duly Authorized Officer and 
Principal Financial Officer)



Exhibit 32.1
 

CERTIFICATION
OF PRINCIPAL EXECUTIVE OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF

THE SARBANES-OXLEY ACT OF 2002
 

In connection with the Quarterly Report of Nxt-ID, Inc. (the “Company”) on Form 10-Q for the period ended September 30, 2017, as filed with the Securities
and Exchange Commission on the date hereof (the “Report”), I, Gino M. Pereira, Chief Executive Officer of Nxt-ID, Inc., certify, pursuant to 18 U.S.C.
§1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge:

 
 (1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

 
 (2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

 
Date: November 14, 2017 By: /s/ Gino M. Pereira
  Gino M. Pereira
  Chief Executive Officer
  (Duly Authorized Officer and

Principal Executive Officer)



Exhibit 32.2
 

CERTIFICATION
OF PRINCIPAL FINANCIAL OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF

THE SARBANES-OXLEY ACT OF 2002
 

In connection with the Quarterly Report of Nxt-ID, Inc. (the “Company”) on Form 10-Q for the period ended September 30, 2017, as filed with the Securities
and Exchange Commission on the date hereof (the “Report”), I, Vincent S. Miceli, Vice President and Chief Financial Officer of Nxt-ID, Inc., certify,
pursuant to 18 U.S.C. §1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of my knowledge:

 
 (1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

 
 (2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

 
Date: November 14, 2017 By: /s/ Vincent S. Miceli
  Vincent S. Miceli
  Principal Financial Officer

(Duly Authorized Officer and 
Principal Financial Officer)


