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PART I. FINANCIAL INFORMATION

 
Item 1. Financial Statements

 
Nxt-ID, Inc. and Subsidiaries

CONDENSED CONSOLIDATED BALANCE SHEETS
 

  
September 30, 

2018   
December 31, 

2017  
  (Unaudited)     

Assets       
Current Assets       
Cash  $ 780,492  $ 5,636,415 
Restricted cash   1,242,734   40,371 
Accounts receivable, net   339,919   382,282 
Inventory, net   1,349,949   706,322 
Prepaid expenses and other current assets   694,437   805,844 
Assets associated with discontinued operations   3,788,666   4,428,944 
Total Current Assets   8,196,197   12,000,178 
Property and equipment:         

Equipment   193,119   193,119 
Furniture and fixtures   89,829   79,063 
Tooling and molds   630,481   630,481 

   913,429   902,663 
Accumulated depreciation   (703,753)   (616,409)
Property and equipment, net   209,676   286,254 
Assets associated with discontinued operations   12,420,544   12,952,744 
Goodwill   15,479,662   15,479,662 
Other intangible assets, net of amortization of $1,650,456 and $1,080,660, respectively   6,954,111   7,523,907 
Total Assets  $ 43,260,190  $ 48,242,745 

Liabilities, Series C Preferred Stock and Stockholders’ Equity         
Current Liabilities         
Accounts payable  $ 1,556,046  $ 1,146,552 
Accrued expenses   1,466,506   2,448,157 
Short-term debt   1,265,192   266,201 
Other current liabilities – contingent consideration   535,948   3,656,660 
Liabilities associated with discontinued operations   2,217,744   3,165,342 
Total Current Liabilities   7,041,436   10,682,912 
Other long-term liabilities – contingent consideration   3,088,458   3,902,068 
Long-term debt   425,921   585,641 
Revolving loan facility, net of deferred debt issuance costs of $0 and $200,744, respectively   -   11,799,256 
Term loan facility, net of debt discount of $655,470 and deferred debt issuance costs of $1,164,979, respectively   13,127,319   - 
Deferred tax liability   83,853   335,401 
Total Liabilities   23,766,987   27,305,278 
Commitments and Contingencies         
Series C Preferred Stock         
Series C Preferred Stock, par value $0.0001 per share: 2,000 shares designated; 2,000 shares issued and outstanding as

of September 30, 2018 and December 31, 2017, respectively   1,807,300   1,807,300 
Stockholders’ Equity         
Preferred Stock, par value $0.0001 per share: 10,000,000 shares authorized         
Series A Preferred Stock, par value $0.0001 per share: 3,125,000 shares designated; 0 shares issued and outstanding as

of September 30, 2018 and December 31, 2017, respectively   -   - 
Series B Preferred Stock, par value $0.0001 per share: 4,500,000 shares designated; 0 shares issued and outstanding as

of September 30, 2018 and December 31, 2017, respectively   -   - 
Common Stock, par value $0.0001 per share: 100,000,000 shares authorized; 24,879,352 and 23,583,593 shares issued

and outstanding as of September 30, 2018 and December 31, 2017, respectively   2,488   2,358 
Additional paid-in capital   64,482,214   62,052,483 
Accumulated deficit   (46,798,799)   (42,924,674)
Total Stockholders’ Equity   17,685,903   19,130,167 
Total Liabilities, Series C Preferred Stock and Stockholders’ Equity  $ 43,260,190  $ 48,242,745 

 
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,  
  2018   2017  
       
Revenues  $ 13,082,764  $ 11,686,813 
Cost of goods sold   3,575,300   3,479,337 
         
Gross Profit   9,507,464   8,207,476 
         
Operating Expenses         
General and administrative   5,089,874   5,400,471 
Selling and marketing   3,026,108   2,889,870 
Research and development   522,043   513,422 
         
Total Operating Expenses   8,638,025   8,803,763 
         
Operating Income (Loss)   869,439   (596,287)
         
Other Income and (Expense)         
Interest expense   (2,378,519)   (5,595,324)
Loss on the extinguishment of debt   (68,213)   - 
Warrant modification expense   (345,280)   - 
Change in fair value of contingent consideration   778,234   (133,755)
Total Other Expense, Net   (2,013,778)   (5,729,079)
         
Loss before Income Taxes   (1,144,339)   (6,325,366)
Income Tax Benefit (Expense)   251,548   (279,563)
         
Loss from Continuing Operations   (892,791)   (6,604,929)
(Loss) Income from Discontinued Operations   (2,981,334)   644,245 
Net Loss   (3,874,125)   (5,960,684)
Preferred stock dividends   (75,000)   (705,149)
         
Net Loss applicable to Common Stockholders  $ (3,949,125)  $ (6,665,833)

Loss Per Share from Continuing Operations – Basic and Diluted  $ (0.04)  $ (0.66)
(Loss) Income Per Share from Discontinued Operations – Basic and diluted  $ (0.12)  $ 0.06 
         
Net Loss Per Share – Basic and Diluted  $ (0.16)  $ (0.60)

         
Weighted Average Number of Common Shares Outstanding – Basic and Diluted   24,397,654   11,023,375 

 
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,  
  2018   2017  
       
Revenues  $ 4,367,719  $ 3,665,862 
Cost of goods sold   1,172,409   1,103,931 
         
Gross Profit   3,195,310   2,561,931 
         
Operating Expenses         
General and administrative   1,698,894   2,291,680 
Selling and marketing   1,067,448   985,116 
Research and development   200,519   355,438 
         
Total Operating Expenses   2,966,861   3,632,234 
         
Operating Income (Loss)   228,449   (1,070,303)
         
Other Income and (Expense)         
Interest expense   (580,152)   (2,172,748)
Warrant modification expense   (345,280)   - 
Change in fair value of contingent consideration   461,916   (80,307)
Total Other Expense, Net   (463,516)   (2,253,055)
         
Loss before Income Taxes   (235,067)   (3,323,358)
Income Tax Benefit (Expense)   83,850   (93,188)
         
Loss from Continuing Operations   (151,217)   (3,416,546)
Loss from Discontinued Operations   (1,111,283)   (614,606)
Net Loss   (1,262,500)   (4,031,152)
Preferred stock dividends   (25,000)   (97,080)
         
Net Loss applicable to Common Stockholders  $ (1,287,500)  $ (4,128,232)

         
Loss Per Share from Continuing Operations – Basic and Diluted  $ (0.01)  $ (0.24)
Loss Per Share from Discontinued Operations – Basic and Diluted  $ (0.04)  $ (0.04)
         
Net Loss Per Share – Basic and Diluted  $ (0.05)  $ (0.28)

         
Weighted Average Number of Common Shares Outstanding – Basic and Diluted   24,656,817   14,849,099 

 
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,  
  2018   2017  
       
Cash Flows from Operating Activities       
Net Loss  $ (3,874,125)  $ (5,960,684)
(Loss) Income from discontinued operations   (2,981,334)   644,245 
Loss from continuing operations   (892,791)   (6,604,929)
Adjustments to reconcile net loss to net cash used in operating activities of continuing operations:         

Depreciation   87,344   112,852 
Stock based compensation   819,992   1,381,974 
Amortization of debt discount   50,071   1,448,506 
Amortization of intangible assets   569,796   569,796 
Loss on extinguishment of debt   60,713   - 
Amortization of discount on contingent consideration   -   124,701 
Amortization of deferred debt issuance costs   229,022   985,516 
Change in fair value of contingent consideration   (778,234)   133,755 
Non-cash charge for modification of convertible exchange note terms   -   191,630 
Non-cash charge for modification of warrant terms   345,280   37,000 
Deferred taxes   (251,548)   279,563 

Changes in operating assets and liabilities:         
Accounts receivable   42,363   77,055 
Inventory   (643,627)   362,788 
Prepaid expenses and other current assets   10,266   (320,254)
Accounts payable   411,903   (54,011)
Accrued expenses   (863,632)   389,713 

Total Adjustments   89,709   5,720,584 
Net Cash Used in Operating Activities of Continuing Operations   (803,082)   (884,345)
Cash Flows from Investing Activities         
Restricted cash   (1,202,363)   - 
Pay down of contingent consideration   -   (1,500,000)
Acquisition, net of cash acquired   -   (89,111)
Purchase of equipment   (10,766)   (1,459)
Net Cash Used in Investing Activities of Continuing Operations   (1,213,129)   (1,590,570)
Cash Flows from Financing Activities         
Pay down of short-term debt   (212,961)   (773,969)
Proceeds received in connection with issuance of common stock and warrants, net   -   3,069,940 
Proceeds received from issuance of convertible exchange notes   -   594,408 
Pay down of contingent consideration   (3,156,088)   - 
Term loan borrowings, net of deferred debt issue costs   14,906,030   - 
Payment of closing related fees   (45,239)   (9,719)
Revolver pay down, net   (12,000,000)   - 
Proceeds from exercise of common stock warrants   425,000   - 
Net Cash (Used in) Provided by Financing Activities of Continuing Operations   (83,258)   2,880,660 
Net (Decrease) Increase in Cash from Continuing Operations   (2,099,469)   405,745 
Cash Flows from Discontinued Operations:         
Cash used by operating activities of discontinued operations   (2,749,588)   (3,185,795)
Cash used in investing activities of discontinued operations   (6,866)   (5,027)
Net Cash Used by Discontinued Operations   (2,756,454)   (3,190,822)
Net Decrease in Cash   (4,855,923)   (2,785,077)
Cash – Beginning of Period   5,636,415   3,299,679 
Cash – End of Period  $ 780,492  $ 514,602 

Supplemental Disclosures of Cash Flow Information:         
Cash paid during the periods for:         
Interest  $ 2,670,897  $ 2,832,934 
Taxes  $ 13,775  $ 4,500 
Non-cash financing activities:         
Equipment purchases on payment terms  $ -  $ 10,075 
Fees incurred in connection with revolving credit facility  $ -  $ 450,000 
Accrued fees incurred in connection with equity offerings  $ 40,097  $ 102,123 
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 C Preferred Stock dividends  $ 75,000  $ 35,890 
Non cash consideration paid for Fit Pay acquisition  $ -  $ 10,004,184 

 
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. The Company is a security technology company
and operates its business in one segment – hardware and software security systems and applications. The Company is engaged in the development of
proprietary products and solutions that serve multiple end markets, including the security, healthcare, financial technology and the Internet of Things (“IoT”)
markets. The Company evaluates the performance of its business on, among other things, profit and loss from operations. With extensive experience in access
control, biometric and behavior-metric identity verification, security and privacy, encryption and data protection, payments, miniaturization, and sensor
technologies, the Company develops and markets solutions for payment, IoT and healthcare 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 “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 our 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. Such warrants were exercised on July 27, 2016. In addition, the Company
was 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 met certain gross profit targets set forth in the Interest Purchase Agreement. 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. See Note 4. Based on LogicMark’s operating results for the year ended
December 31, 2017, the 2017 earnout amount owed by the Company was $3,156,088. As a result, the Company reduced the amount of contingent
consideration due to the LogicMark Sellers by $1,843,912. The Company paid the 2017 earnout amount of $3,156,088 to the LogicMark Sellers in the second
quarter of 2018.
 
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. See Note 4.
 
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.
 
On September 21, 2018, the Company announced that its board of directors approved a plan to separate the Company’s financial technology business from its
healthcare business into an independent publicly traded company. The Company will distribute shares of the newly created company to the Company’s
shareholders through the execution of a spin-off. As a result, the Company reclassified its financial technology business to discontinued operations for all
periods reported. The Company’s financial technology business is comprised of its Fit Pay subsidiary and the intellectual property developed by Nxt-ID, Inc.,
including the Flye Smartcard and the Wocket.
 
BASIS OF PRESENTATION

 
The accompanying unaudited condensed consolidated financial statements as of September 30, 2018, and for the nine and three months ended September 30,
2018 and September 30, 2017 have been prepared in accordance with the accounting principles generally accepted in the United States of America (“U.S.
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, 2018 and the condensed consolidated statements of operations for the nine and three months ended September
30, 2018 and September 30, 2017 and the condensed consolidated statements of cash flows for the nine months ended September 30, 2018 and September 30,
2017 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, 2018 are not necessarily indicative of results to be expected for the year ending December 31, 2018, or for any future interim period. The
condensed consolidated balance sheet at December 31, 2017 has been derived from audited consolidated financial statements. However, it does not include all
of the information and notes required by U.S. 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, 2017 and the notes thereto included in
the Company’s Annual Report on Form 10-K, which was filed with the SEC on April 2, 2018.
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Nxt-ID, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

 
NOTE 2 – LIQUIDITY AND MANAGEMENT PLANS

 
The Company is an emerging growth company and recorded operating income from continuing operations of $869,439 and a net loss from continuing
operations of $892,791 during the nine months ended September 30, 2018. Certain of these factors raise substantial doubt about the Company’s ability to
sustain operations for at least one year from the issuance of these financial statements. However, given the Company’s cash position at September 30, 2018
and its projected cash flow from operations, the Company believes that it will have sufficient capital to sustain operations over the next twelve months
following the date of this filing to alleviate such substantial doubt. As of September 30, 2018, the Company (excluding discontinued operations) had a
working capital deficiency of $416,161 and stockholders’ equity of $17,685,903. 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.
 
The Company can give no assurance that any cash raised subsequent to September 30, 2018 will be sufficient to execute its business plan or meet its
obligations. The Company can give no assurance that additional funds will be available on reasonable terms, or available at all, or that it will generate
sufficient revenue to alleviate these conditions.

 
NOTE 3 – SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

 
USE OF ESTIMATES IN THE FINANCIAL STATEMENTS

 
The preparation of condensed consolidated financial statements in conformity with U.S. 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 consolidated 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 value of acquired assets and liabilities, stock based compensation, derivative instruments, income taxes,
accounts receivable and inventories, 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

 
Financial instruments that potentially subject the Company to concentrations of credit risk consist principally of cash. The Company maintains its cash
balances in large well-established financial institutions located in the United States. At times, the Company’s cash balances may be uninsured or in deposit
accounts that exceed the Federal Deposit Insurance Corporation (“FDIC”) insurance limits.
 
REVENUE RECOGNITION

 
The Company’s primary source of revenues is from product sales to its customers. The Company recognizes revenue 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. The Company’s revenue is recorded at the net amount to be received after deductions for discounts, allowances and product returns.
 
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. At September 30, 2018 and December 31, 2017, the
Company had an allowance for doubtful accounts of $132,383.
 
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, 2018, inventory was comprised of $1,349,949 in finished
goods on hand. Inventory at December 31, 2017 was comprised of $706,322 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, 2018 and December 31, 2017, the Company had prepaid inventory of
$272,571 and $326,651, respectively. These prepayments were made primarily for finished goods inventory, and prepaid inventory is included in prepaid
expenses and other current assets on the condensed consolidated balance sheets.
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Nxt-ID, Inc. and Subsidiaries

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

 
GOODWILL

 
The Company’s goodwill relates to the acquisitions of LogicMark and Fit Pay. Fit Pay is included in the Company’s discontinued operations (See Note 4).
The Company began testing goodwill for impairment in the third quarter of 2017 as it relates to the acquisition of LogicMark. Authoritative accounting
guidance allows the Company to first assess qualitative factors to determine whether it is necessary to perform the more detailed two-step quantitative
goodwill impairment test. The Company performs the quantitative test if its qualitative assessment determined it is more likely than not that a reporting unit’s
fair value is less than its carrying amount. The Company may elect to bypass the qualitative assessment and proceed directly to the quantitative test for any
reporting units or assets. The quantitative goodwill impairment test, if necessary, is a two-step process. The first step is to identify the existence of a potential
impairment by comparing the fair value of a reporting unit (the estimated fair value of a reporting unit is calculated using a discounted cash flow model) with
its carrying amount, including goodwill. If the fair value of a reporting unit exceeds its carrying amount, the reporting unit’s goodwill is considered not to be
impaired and performance of the second step of the quantitative goodwill impairment test is unnecessary. However, if the carrying amount of a reporting unit
exceeds its fair value, the second step of the quantitative goodwill impairment test is performed to measure the amount of impairment loss to be recorded, if
any. The second step of the quantitative goodwill impairment test compares the implied fair value of the reporting unit’s goodwill with the carrying amount of
that goodwill. If the carrying amount of the reporting unit’s goodwill exceeds its implied fair value, an impairment loss is recognized in an amount equal to
that excess. The implied fair value of goodwill is determined using the same approach as employed when determining the amount of goodwill that would be
recognized in a business combination. That is, the fair value of the reporting unit is allocated to all of its assets and liabilities as if the reporting unit had been
acquired in a business combination and the fair value was the purchase price paid to acquire the reporting unit.
 
As part of the annual evaluation of the LogicMark related goodwill, 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. As of September 30, 2018, 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.
 
As part of the evaluation of Fit Pay, 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 Fit Pay. In accordance with the applicable guidance, an entity is not required to calculate the
fair value of a reporting unit if, after assessing these qualitative factors, it is determined that it is more likely than not that the reporting units fair value is
greater than its carrying amount. Based on its assessment of the qualitative factors which included Fit Pay’s financial performance thus far, a quantitative
analysis was performed, and as of September 30, 2018, the Company determined that based on a goodwill impairment analysis prepared by a third party
valuation firm, the fair value of Fit Pay exceeded its respective carrying amount. Therefore, the Company has not recognized any goodwill impairment in
2018 as it relates to Fit Pay.
 
OTHER INTANGIBLE ASSETS

 
The Company’s intangible assets are related to the acquisition of LogicMark and are included in other intangible assets in the Company’s condensed
consolidated balance sheets at September 30, 2018 and December 31, 2017.
 
At September 30, 2018, the other intangible assets relating to the acquisition of LogicMark are comprised of patents of $3,285,105; trademarks of $1,120,093;
and customer relationships of $2,548,912. At December 31, 2017, the other intangible assets relating to the acquisition of LogicMark are comprised of patents
of $3,563,885; trademarks of $1,167,122; and customer relationships of $2,792,900. 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, 2018, the Company had amortization expense of $569,796 and $192,019, respectively,
related to the LogicMark intangible assets. 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.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

 
As of September 30, 2018, total amortization expense estimated for the remainder of fiscal year 2018 is approximately $190,000, and for each of the next five
fiscal years, 2019 through 2023, the total amortization expense is estimated to be as follows: 2019 - $762,000; 2020 - $762,000; 2021 - $762,000; and 2022 -
$762,000.
 
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. Stock-based compensation is recorded in the same component of operating expenses as if it were paid in cash. 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 shares of common stock outstanding. Diluted loss per share includes the effect of
diluted common stock equivalents. Potentially dilutive securities from the exercise of warrants to purchase 5,090,352 shares of common stock as of
September 30, 2018 were excluded from the computation of diluted net loss per share because the effect of their inclusion would have been anti-dilutive. As
of September 30, 2017, potentially dilutive securities of 1,151,374 realizable from the convertible exchange notes and related accrued interest and from the
exercise of warrants to purchase 3,926,251 shares of common stock 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 July 2018, the Financial Accounting Standards Board (the “FASB”) issued ASU 2018-07, “Compensation-Stock Compensation (Topic 718): Improvements
to Nonemployee Share-Based Payment Accounting” (“ASU 2018-17”). The amendments in ASU 2018-17 expand the scope of Topic 718, Compensation-
Stock Compensation (which currently only includes share-based payments to employees) to include share-based payments issued to nonemployees for goods
or services. Consequently, the accounting for share-based payments to nonemployees and employees will be substantially aligned. ASU 2018-17 supersedes
Subtopic 505-50, Equity-Equity-Based Payments to Non-Employees. For public companies, the amendments in ASU 2018-17 are effective for fiscal years
beginning after December 15, 2018, including interim periods within that fiscal year. Early adoption is permitted, but no earlier than a company’s adoption of
Topic 606, Revenue from Contracts with Customers. The Company is currently evaluating the effect that ASU 2018-07 will have on the Company’s financial
position and results of operations.
 
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 ASU 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 ASU 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 was adopted and
did not have a material impact on the Company’s condensed 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
ASU 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 ASU 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 ASU
are effective for all entities for annual periods, and interim periods within those annual periods, beginning after December 15, 2017. This ASU was adopted
and it did not have a material impact on the Company’s condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

 
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. ASU No. 2016-18 is
effective retrospectively for fiscal years and interim periods within those years beginning after December 15, 2017. As permitted under the standard for
emerging growth companies, the Company plans to adopt ASU 2016-18 in the first quarter of 2019. The Company is currently reviewing and evaluating this
guidance and its impact on the Company’s condensed consolidated financial statements.
 
In May 2016, the FASB issued ASU No. 2016-12, “Revenue from Contracts with Customers (Topic 606): Narrow- Scope Improvements and Practical
Expedients” (“ASU 2016-12”). 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 ASU 2016-12 affect the guidance in ASU 2014-09 which is not yet
effective. The amendments in ASU 2016-12 also 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 ASU 2016-12 are the same as the effective date and transition requirements for ASU 2014-09 (discussed below). The Company is currently
evaluating the effect that ASU 2016-12 will have on the Company’s financial position and results of operations. 
  
In May 2014, 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 for emerging growth companies, the Company plans to adopt ASU
2014-09 in the fourth quarter of 2018 using the modified retrospective approach and recognize the cumulative effect to existing contracts (if any) in opening
retained earnings as of January 1, 2018. The Company is currently reviewing and evaluating this guidance and its impact on its condensed consolidated
financial statements. Therefore, the Company’s results may not be comparable with other companies in our industry until ASU 2014-09 is adopted.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

 
NOTE 4 – DISCONTINUED OPERATIONS

 
On September 21, 2018, the Company announced that its board of directors approved a plan to separate the Company’s financial technology from its
healthcare business into an independent publicly traded company. As a result, the Company has treated the financial technology business as a discontinued
operation. The Company’s financial technology business is comprised of its Fit Pay subsidiary and the intellectual property developed by Nxt-ID, Inc.,
including the Flye Smartcard and the Wocket.
 
The following table presents the assets and liabilities related to the financial technology product line classified as assets and liabilities associated with
discontinued operations in the condensed consolidated balance sheets as of September 30, 2018 and December 31, 2017:
 
  September 30,   December 31,  
  2018   2017  
       
Accounts receivable, net  $ 1,076,547  $ 1,424,503 
Inventory, net   1,974,656   2,353,195 
Prepaid expenses and other assets   737,463   651,246 
Total current assets associated with discontinued operations  $ 3,788,666  $ 4,428,944 
Property and equipment, net   28,209   30,386 
Goodwill   9,119,709   9,119,709 
Other intangible assets   3,272,626   3,802,649 
Total non-current assets associated with discontinued operations  $ 12,420,544  $ 12,952,744 

         
Accounts payable  $ 175,465  $ 319,827 
Accrued expenses   55,703   16,910 
Customer deposits   1,986,576   2,828,605 

Total liabilities associated with discontinued operations  $ 2,217,744  $ 3,165,342 

 
The following table represents the financial results of the discontinued operations for the nine and three months ended September 30, 2018 and 2017:
 

 Nine Months Ended   Three Months Ended  
  September 30,   September 30,  
  2018   2017   2018   2017  
             
Net sales  $ 1,521,732  $ 7,180,751  $ 122,464  $ 864,226 
Cost of sales   794,313   5,261,455   66,595   602,089 
Gross profit   727,419   1,919,296   55,869   262,137 
Operating expenses   3,706,873   1,273,444   1,165,999   875,572 
Interest expense   1,880   1,607   1,153   1,171 
(Loss) income from discontinued operations  $ (2,981,334)  $ 644,245  $ (1,111,283)  $ (614,606)
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(Unaudited)

 
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
these gross profit targets as they relate to the contingent considerations would be achieved and any fair value adjustment of the earnout was due to time value
of the payout. Based on LogicMark’s operating results for the year ended December 31, 2017, the Company reduced the amount of contingent consideration
due to the LogicMark Sellers by $1,843,912. The Company paid the 2017 earnout amount of $3,156,088 to the LogicMark Sellers in the second quarter of
2018.
 
On July 25, 2016, in order to fund part of the proceeds of the LogicMark acquisition, 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 interest rate on the
Revolving Loan is 15% per annum and the Revolving Loan was scheduled to mature in July 2018. During the year ended December 31, 2017, the Company
paid down $3,000,000 of the Revolving Loan. 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 facility for one additional year.
At September 30, 2018 and December 31, 2017, the unamortized balance of deferred debt issue costs was $0 and $200,744, respectively.
 
In April 2018, the Company borrowed $1,500,000 against the Revolving Loan and on May 24, 2018, the Company repaid the entire outstanding revolver
balance of $13,500,000 due to the Lenders with funds received as a result of the refinancing with Sagard Holdings Manager LP. See Note 6. In addition, the
Company also paid $1,179,375 in accrued interest due to the Lenders. In connection with the pay down and termination of the revolving loan facility, the
Company recorded a loss from the extinguishment of debt totaling $68,213 which was comprised of $60,713 of unamortized deferred debt issue costs related
to the extension of the revolving loan facility for one additional year and the Company also paid $7,500 in legal fees incurred by the Lenders of the Revolving
Loan for the refinancing and termination of the revolving credit facility.
 
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; (ii) 2,000 shares of the Series C Non-Convertible Voting 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 $1,774,539 as part of its purchase price allocation.
 
Allocation of Purchase Price of Fit Pay
 
The purchase price to acquire Fit Pay was $10,104,184, of which $100,000 was paid by the Company in cash and $10,004,184 in non-cash consideration.
 
The non-cash consideration was comprised of a $851,842 seller note, $3,289,161 shares of our common stock issued to the Fit Pay Sellers, $1,807,300 of
Series C Preferred Stock issued to the Fit Pay Sellers and $4,055,881 in an earn-out provision. At the date of acquisition, the earn-out provision was
discounted using a prime borrowing rate of 3.5%.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

 
The Merger Agreement was accounted for under the acquisition method of accounting. The purchase price was 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 completed 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. The following table summarizes the 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   92,629 
Other current assets   53,966 
Property and equipment   31,968 
Goodwill   9,119,709 
Intangible assets (See Note 3)   4,137,400 
Assets acquired   13,446,561 
     
Accounts payable   165,650 
Accrued liabilities   1,139,774 
Customer deposits   262,414 
Deferred taxes   1,774,539 
Liabilities assumed   3,342,377 
     
Net assets acquired  $ 10,104,184 
 
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 acquisition, the Company entered into an employment agreement with Michael Orlando, the former Chief Executive Officer of
Fit Pay. Mr. Orlando is now the Chief Operating Officer of the Company and President of our 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 Company’s board of
directors.
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NOTE 6 – DEBT REFINANCING

 
On May 24, 2018, LogicMark, a wholly owned subsidiary of Nxt-ID, entered into a Senior Secured Credit Agreement (the “Credit Agreement”) with the
lenders thereto and Sagard Holdings Manager LP, as administrative agent and collateral agent for the lenders party to the Credit Agreement (collectively, the
“Lender”), whereby the Lender extended a term loan (the “Term Loan”) to LogicMark in the principal amount of $16,000,000. The maturity date of the Term
Loan is May 24, 2023. The outstanding principal amount of the Term Loan bears interest at a rate of LIBOR, adjusted monthly, plus 9.5% per annum
(approximately 11.5% as of September 30, 2018). The Company incurred $1,253,970 in deferred debt issue costs related to the Term Loan. During the nine
and three months ended September 30, 2018, the Company amortized $88,991 and $62,698, respectively, of the deferred debt issue costs which is included in
interest expense in the condensed consolidated statement of operations. At September 30, 2018 the unamortized balance of deferred debt issue costs was
$1,164,979. Pursuant to the terms and conditions of the Credit Agreement, LogicMark is required to deposit 50% of its excess cash flow generated into a
restricted bank account for a maximum period of one (1) year. Excess cash flow is defined as LogicMark’s adjusted earnings before interest, taxes,
depreciation and amortization less any debt service, debt prepayments and capital expenditures. At the end of the one (1) year period, the restricted cash may
be used either to pay down the Term Loan or LogicMark will have the ability to transfer the restricted cash balance to an operating bank account and use the
cash for operational purposes. This determination will be made solely at the discretion of the Lender. At September 30, 2018, the Company’s restricted cash
balance included $1,052,232 related to LogicMark’s excess cash flow generated.
 
The Credit Agreement contains customary covenants, including a covenant that (a) LogicMark shall not permit the Fixed Charge Coverage Ratio (as defined
in the Credit Agreement) as of the last day of any fiscal quarter, beginning with June 30, 2018, to be less than the correlative ratio indicated, which correlative
ratio is initially 3.00 : 1:00 for the fiscal quarter beginning June 30, 2018 and increasing by annual increments of 0.25 for each fiscal quarter until March 31,
2021, and thereafter, the correlative ratio is 4.00 : 1.00, and (b) LogicMark shall not permit the Leverage Ratio (as defined in the Credit Agreement) as of the
last day of any fiscal quarter, beginning with June 30, 2018, to exceed the correlative ratio indicated which correlative ratio is initially 2.60 : 1:00 for the
fiscal quarter beginning June 30, 2018 and decreasing by various annual increments for each fiscal quarter until March 31, 2021 and thereafter, the correlative
ratio is 2.00 : 1.00. 
 
The performance of LogicMark under the Credit Agreement is secured by: (a) a senior lien granted pursuant to a Security Agreement on all of the assets of
LogicMark, the Company, 3D-ID, LLC (one of our wholly-owned subsidiaries) and Fit Pay (one of our wholly-owned subsidiaries); (b) a senior lien granted
pursuant to an Intellectual Property Security Agreement on all of the intellectual property assets of the foregoing companies; and (c) a pledge of certain
pledged securities of the foregoing companies pursuant to a Securities Pledge Agreement. The performance of LogicMark is guaranteed pursuant to a
Guaranty Agreement by the Company, 3D-ID, LLC and Fit Pay.
 
Warrants and Registration Rights 
 
In addition to entering into the Credit Agreement, the Company issued two (2) common stock purchase warrants (each, a “Sagard Warrant”) to Sagard Credit
Partners, LP. Each Sagard Warrant is exercisable for 244,081 shares of the Company’s common stock (collectively, the “Sagard Warrant Shares”). Each
Sagard Warrant will be exercisable beginning on May 24, 2018, for a period of five (5) years. The exercise price per share is $3.90 for the first Sagard
Warrant and $4.88 for the second Sagard Warrant. The exercise price and the amount of shares of the Company’s common stock issuable upon exercise of
each Sagard Warrant are subject to adjustment upon certain events, such as stock splits, combinations, dividends, distributions, reclassifications, mergers or
other corporate changes or dilutive issuances.
 
On May 24, 2018 the Company recorded a debt discount of $705,541. The debt discount is attributable to the aggregate fair value on the issuance date of both
Sagard Warrants. The debt discount is being amortized using the effective interest method over the five-year term of the Term Loan. During the nine and three
months ended September 30, 2018, the Company recorded $50,071 and $35,277, respectively, of debt discount amortization related to the Sagard Warrants.
The debt discount amortization is included as part of interest expense in the condensed consolidated statement of operations.
 
Each Sagard Warrant contains a covenant of the Company that within ninety (90) days of May 24, 2018, at the Company’s sole cost and expense, it will file
or cause to be filed a registration statement covering the resale of the Sagard Warrant Shares, and will promptly provide confirmation of such registration to
the holder. The registration statement covering the resale of the Sagard Warrant Shares was filed and became effective in July 2018. To the extent a legal
opinion is required in connection therewith, such opinion shall be obtained by the Company at the Company’s expense. In no event shall the Company be
responsible for any broker or similar commissions of any holder or any legal fees or other costs of the holder of the Sagard Warrants.
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NOTE 7 – STOCKHOLDERS’ EQUITY

 
2013 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 of directors, 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 686,037 shares of common stock at January 1, 2018.
 
During the nine months ended September 30, 2018, the Company issued an aggregate of 170,640 shares of common stock under the LTIP to five (5) non-
employee directors for serving on the Company’s board. The aggregate fair value of the shares issued to the directors was $275,111.
 
2017 Stock Incentive Plan
 
On August 24, 2017, a majority of the Company’s stockholders approved at the 2017 Annual Stockholders’ Meeting the 2017 Stock Incentive Plan (“2017
SIP”). The aggregate maximum number of shares of common stock (including shares underlying options) that may be issued under the 2017 SIP pursuant to
awards of restricted shares or options will be limited to 10% of the outstanding shares of common stock, which calculation shall be made on the first (1st)
business day of each new fiscal year; provided that for fiscal year 2017, 1,500,000 shares of common stock may be delivered to participants under the 2017
SIP. Thereafter, the 10% evergreen provision shall govern the 2017 SIP. The number of shares of common stock that are the subject of awards under the 2017
SIP which are forfeited or terminated, are settled in cash in lieu of shares of common stock or are settled in a manner such that all or some of such shares
covered by an award are not issued to a participant or are exchanged for awards that do not involve shares of common stock will again immediately become
available to be issued pursuant to awards granted under the 2017 SIP. If shares of common stock are withheld from payment of an award to satisfy tax
obligations with respect to the award, those shares of common stock will be treated as shares that have been issued under the 2017 SIP and will not again be
available for issuance under the 2017 SIP.
 
In addition, during the nine months ended September 30, 2018, the Company issued 163,435 shares of common stock with an aggregate fair value of
$353,019 to executive and certain non-executive employees related to the Company’s 2017 management incentive plan.
 
During the nine months ended September 30, 2018, the Company accrued $575,000 of discretionary management and employee bonus expense.

 
During the nine months ended September 30, 2018, the Company issued 274,666 shares of common stock with a fair value of $489,163 to non-employees for
services rendered.
 
Warrants
 
On September 14, 2018, the Company entered into a Warrant Amendment and Exercise Agreement with certain holders (collectively, the “Investors”) of
previously issued Common Stock Purchase Warrants (the “Old Warrants”). In connection with those certain Common Stock Purchase Warrants between the
Company and the Investors dated July 13, 2017, July 19, 2017 and November 13, 2017 (the “Warrant Agreements”), the Company agreed to issue to the
Investors warrants to purchase up to 3,273,601 shares of common stock at an exercise price of $2.00 per share, (the “New Warrants”), under certain
circumstances. Under the terms of the Amendment Agreement, in consideration of the Investors’ exercising up to 3,273,601 of the Old Warrants, the exercise
price per share of the Old Warrants was reduced to $1.50 per share. The Investors may continue to exercise the Old Warrants after December 31, 2018, but
will not receive any New Warrants for any warrants exercised after that date. The exercise price per share of the New Warrants represented a 30% premium to
the closing price for the Company’s Common Stock on September 14, 2018.
 
The New Warrants, if issued, are exercisable for up to the original expiration dates of the Old Warrants, or July 19, 2022, January 23, 2023, or May 13, 2023,
as applicable. The exercise price and number of shares issuable upon exercise of the New Warrants are subject to traditional adjustments for stock splits,
combinations, recapitalization events and certain dilutive issuances. The New Warrants are required to be exercised for cash; however, if during the term of
the New Warrants there is not an effective registration statement under the Securities Act of 1933, as amended (the “Securities Act”), covering the resale of
the shares issuable upon exercise of the New Warrants, then the New Warrants may be exercised on a cashless (net exercise) basis.
 
As a result of this Warrant Amendment and Exercise Agreement, the Company recorded a warrant modification expense of $165,640 for the nine and three
months ended September 30, 2018 related to the reduction in the exercise price of the Old Warrants from $2.00 to $1.50. In addition, the Company also
recorded a warrant modification expense of $179,640 for the nine and three months ended September 30, 2018 resulting from the issuance of 150,000
replacement warrants with an exercise price of $2.00 for warrants that were exercised during the three months ended September 30, 2018.
 
As of September 30, 2018, the Company had outstanding warrants to purchase an aggregate of 5,090,352 shares of common stock with a weighted average
exercise price and remaining life of $5.42 and 3.565 years, respectively. At September 30, 2018, the warrants had no aggregate intrinsic value. During the
nine months ended September 30, 2018, warrants to purchase an aggregate of 1,075,000 shares of common stock were exercised on a cashless basis into
437,018 shares of common stock. In addition, the Company received proceeds of $425,000 in connection with the exercise of warrants into 250,000 shares of
common stock at an average exercise price of $1.70 per share. During the nine months ended September 30, 2018, 460 warrants with an exercise price of
$10.00 expired.
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NOTE 8 – 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 $961 to $7,157, expiring on various
dates through May 2021. The Company incurred rent expense of $127,684 and $136,520 for the nine months ended September 30, 2018 and September 30,
2017, respectively. Minimum lease payments for non-cancelable operating leases are as follows:

 
Future Lease Obligations    
    
2018  $ 24,173 
2019   97,597 
2020   70,310 
2021   5,155 
Total future lease obligations  $ 197,235 

 
The maturity of the Company’s debt is as follows:
 
2018  $ 53,240 
2019   212,961 
2020   212,961 
2021   159,719 
2022   - 
2023   16,000,000 
Total debt  $ 16,638,881 

 
NOTE 9 – SUBSEQUENT EVENTS

 
The Company evaluates events that have occurred after the balance sheet date but before the financial statements are issued.
 
On October 1, 2018, the Company issued 11,811 shares of its common stock for the payment of services with a grant date fair value of $15,000.
 
On October 11, 2018, the Company issued 158,750 shares of its common stock to employees with a grant date fair value of $193,750.
 
On October 12, 2018, the Company issued 16,393 shares of its common stock for the payment of services with a grant date fair value of $20,000.
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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, 2018, 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. We are a security technology company and we operate our business in one segment –
hardware and software security systems and applications. We are engaged in the development of proprietary products and solutions that serve multiple end
markets, including the security, healthcare, financial technology and the Internet of Things (“IoT”) markets. We evaluate the performance of our business on,
among other things, profits and loss from operations. With extensive experience in access control, biometric and behavior-metric identity verification, security
and privacy, encryption and data protection, payments, miniaturization, and sensor technologies, we develop and market solutions for payment, IoT and
healthcare applications.
 
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, 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 “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. Such warrants were exercised on July 27, 2016. In addition, the Company
was 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 met 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. See Note 4. Based on LogicMark’s operating results for the year ended December 31, 2017, the 2017 earnout amount
owed by the Company was $3,156,088. As a result, the Company reduced the amount of contingent consideration due to the LogicMark Sellers by
$1,843,912. The Company paid the 2017 earnout amount of $3,156,088 to the LogicMark Sellers in the second quarter of 2018. See Note 4 to the Company’s
condensed consolidated financial statements.
 
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. 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 (the “VA”), 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.
 
On September 21, 2018, the Company announced that its board of directors approved a plan to separate the Company’s financial technology business from its
healthcare business into an independent publicly traded company. The Company will distribute shares of the newly created Company to the Company’s
shareholders through the execution of a spin-off. As a result, the Company reclassified its financial technology business to discontinued operations for all
periods reported. The Company’s financial technology business is comprised of its Fit Pay subsidiary and the intellectual property developed by Nxt-ID Inc.,
including the Flye Smartcard and the Wocket.
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Healthcare
 
With respect to the healthcare market, our business initiatives are driven by LogicMark, which serves a market that enables two-way communication, medical
device connectivity and patient data tracking of key vitals through sensors, biometrics, and security to make home health care a reality. There are three major
trends driving this market: (1) an increased desire for connectivity; specifically, a greater desire for connected devices by people over 60 years of age who
now represent the fastest growing demographic for social media; (2) the growth of “TeleHealth”, which is the means by which telecommunications
technologies are meeting the increased need for health systems to better distribute doctor care across a wider range of health facilities, making it easier to treat
and diagnose patients; and (3) rising healthcare costs – as health spending continues to outpace the economy, representing between 6% and 7% of the overall
economy, the need to reduce hospital readmissions, increase staffing efficiency and improve patient engagement remain the highest priorities. Together, these
trends have produced a large and growing market for us to serve. LogicMark has built a successful business on emergency communications in healthcare. We
have a strong business relationship with the VA today, serving veterans who suffer from chronic conditions that often require emergency assistance. This
business is steady and growing, producing the highest annual revenue in its operational history in 2017. Our strategic plan calls for expanding LogicMark’s
business into other healthcare verticals as well as retail and enterprise channels in order to better serve the expanding demand for connected and remote
healthcare solutions.
 
Home 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 healthcare 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 Nxt-ID BioCloud™, combines biometrics with encryption and distributed access
control.
 
PERS devices are used to call for help and medical care during an emergency. These devices are also used by a wide patient pool, as well as the general
population, to ensure safety and security when living or traveling alone. The global medical alert systems market caters to different end-users across the
healthcare industry, including individual users, hospitals and clinics, assisted living facilities and senior living facilities. The growing demand for home
healthcare devices is mainly driven by an aging population and rising healthcare costs worldwide. We believe that this will spur the usage of medical alert
systems across the globe, as they offer safety and medical security while being affordable and accessible.
 
Payments and Financial Technology
 
With respect to the payments and financial technology market, our business initiatives are driven by Fit Pay, which was acquired by Nxt-ID in May 2017. Fit
Pay’s core technology is a proprietary platform that enables contactless payment capabilities, allowing manufacturers of “smart devices” to add payment
capabilities to their products with very little start-up time and minimal investment in software development, while granting them access to the leading card
network and global credit card issuing banks. It is one of the first successful commercializations of a token requestor service provider integrated with the
major payment card networks – Discover, Mastercard, and Visa. The existing propriety capabilities of the contactless payment companies are not available to
other original equipment manufacturers (“OEMs”). The Fit Pay Token Requestor Manager (TRM) Platform creates an opportunity for a whole new range of
devices to be payment-enabled.
 
Fit Pay has expanded its relationship with Garmin International, Inc. for which it provides technology, platform and tokenization services to power Garmin
Pay™, a contactless payment feature included on smartwatches manufactured by Garmin. The payment feature, which went live in the fall of 2017, is now
included in 10 of Garmin’s smartwatches.
 
In addition to expanding the number of devices on which Garmin Pay™ is available from 1 to 10, Fit Pay has made significant progress in expanding the
geographic and issuer footprint for Garmin Pay™. Garmin Pay™ is supported by an issuer network of 229 issuing banks in 27 countries (as of September 30,
2018) with additions being made regularly. This represents a significant increase from fiscal year-end 2017, at which time the network included 60 issuing
banks in 8 countries. As a part of this growth, Fit Pay announced agreements with Chase, Westpac and Discover. This expansion of the Garmin Pay™
network increases the overall revenue opportunity for this flagship customer.
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Our payment and financial technology business has also expanded to include new products and services. This includes growing the capabilities of the TRM
Platform to integrate it with additional payment networks and issuing banks. Fit Pay has also developed proprietary payment devices that it will offer through
business-to-business and direct-to-consumer channels. These new products will leverage the TRM Platform and allow us to access new customers and
emerging markets, such as cryptocurrency.
 
Fit Pay’s initial product offering is a platform extension and contactless payment device called Flip™, which enables Bitcoin holders to make contactless
payment transactions at millions of retail locations with value exchanged from their cryptocurrency. The development of the product and platform to support
Flip has been completed and Fit Pay is currently seeking the final network and bank approvals to begin the initial shipments of the product. While
commercialization of the product has taken longer than anticipated, the Company believes the product continues to represent an opportunity to bring to
market a unique offering in an emerging market segment.
 
In addition to these expansions of Fit Pay’s offerings, the Company was also announced as a technology partner for Visa’s Token Service for credential-on-
file (“COF”) token requestors. Through this program, Fit Pay will be able to tokenize credential-on-file digital payments on behalf of merchant and payment
ecosystem clients, greatly expanding the addressable market for the Company’s platform services. Leveraging the EMVCo Payment Tokenization Standard,
the tokenization COF record offers another layer of security for consumers and merchants. It replaces sensitive cardholder information, such as personal
account numbers and expiration dates, with a unique digital identifier (a “token”) that can be used for payment without exposing a cardholder’s more
sensitive account information.
 
In addition to enhancing security, expired or compromised payment credentials can be seamlessly updated in the background by the financial institution,
eliminating a significant point of friction for consumers and merchants. These additional services will be buoyed by the overall of growth in digital payments,
which is estimated by eMarketer to grow to $5.4 Trillion in total transaction value by 2022.
 
Together, these opportunities position our emerging payment and financial technology business for future growth as Fit Pay begins to monetize its core TRM
technology platform and expand its products and services to new markets and customers.
 
Our payments business operates within a rapidly expanding market. According to the research firm, Juniper Research, in-store contactless payments will
reach $2 trillion by 2020, representing 1 in 3 total point of sale transactions. Contactless payments will exceed the $1 trillion mark for the first time in 2018, a
year earlier than previously anticipated by Juniper. This growth is driven by an acceleration in consumer usage of contactless payment services as well as
merchant acceptance. 
 
In addition, according to the latest research from Counterpoint’s Global Smartwatch Tracker, global smartwatch shipments grew 37 percent year-over-year in
Q2 2018. Garmin shipments grew 35 percent year-over-year and it holds 3 percent market share. Importantly, the report noted that 50 percent of the market
operates on a proprietary platform (i.e., not Apple or Android) for which Fit Pay’s white label, operating system agnostic solution is well-suited.
 
As an early and established entrant into the contactless and digital payments market, we believe that we are well-positioned to take advantage of both the
growth of payment-enabled devices and the consumer demand for new forms of payments. 
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Results of Operations

 
Comparison of nine and three months ended September 30, 2018 and September 30, 2017

 
Revenue. Our revenues for the nine and three months ended September 30, 2018 were $13,082,764 and $4,367,719, respectively, compared to $11,686,813
and $3,665,862, respectively, for the nine and three months ended September 30, 2017. The increase in our revenues for the nine and three months ended
September 30, 2018 as compared to the nine and three months ended September 30, 2017 is directly attributable to LogicMark’s increased sales volume to the
Veterans Administration as well as a shift in product sales mix from land based products to mobile products which typically have a higher sales price on a per
unit basis.
 
Cost of Revenue and Gross Profit. Our gross profit for the nine and three months ended September 30, 2018 was $9,507,464 and $3,195,310 respectively,
compared to a gross profit of $8,207,476 and $2,561,931, respectively, for the nine and three months ended September 30, 2017. The increase in gross profit
in both the nine and three months ended September 30, 2018 as compared to the nine and three months ended September 30, 2017, is primarily attributable to
the higher gross profit resulting from the increased volume in LogicMark’s product sales as well as the favorable shift in sales mix discussed above.
 
Operating Expenses. Operating expenses for the nine months ended September 30, 2018 totaled $8,638,025 and consisted of research and development
expenses of $522,043, selling and marketing expenses of $3,026,108 and general and administrative expenses of $5,089,874. The research and development
expenses related primarily to salaries and consulting services of $434,118. Selling and marketing expenses consisted primarily of salaries and consulting
services of $932,067, amortization of intangibles of $569,796, freight charges of $451,476, merchant processing fees of $297,694, and sales commissions of
$217,502. General and administrative expenses consisted of salaries and consulting services of $1,423,742, accrued management and employee incentives of
$575,000 and legal, audit and accounting fees of $684,367. Also included in general and administrative expenses is $540,315 in non-cash stock compensation
to consultants and board members.
 
Operating expenses for the nine months ended September 30, 2017 totaled $8,803,763 and consisted of research and development expenses of $513,422,
selling and marketing expenses of $2,889,870 and general and administrative expenses of $5,400,471. The research and development expenses relate
primarily to salaries and consulting services of $343,125. Selling and marketing expenses consisted primarily of salaries and consulting services of $853,949,
amortization of intangibles of $596,796, merchant processing fees of $292,866, and sales commissions of $215,389. General and administrative expenses
consisted of salaries and consulting services of $1,363,311, accrued management and employee incentives of $700,000, legal, audit and accounting fees of
$658,910, and fees incurred of $149,443 related to the acquisition of Fit Pay. Also included in general and administrative expenses is $327,095 in non-cash
stock compensation to consultants and board members.

 
Operating expenses for the three months ended September 30, 2018 totaled $2,966,861 and consisted of research and development expenses of $200,519,
selling and marketing expenses of $1,067,448 and general and administrative expenses of $1,698,894. The research and development expenses related
primarily to salaries and consulting services of $185,084. Selling and marketing expenses consisted primarily of salaries and consulting services of $369,980,
amortization of intangibles of $192,019, freight charges of $146,591, merchant processing fees of $98,298, and sales commissions of $72,307. General and
administrative expenses consisted of salaries and consulting services of $486,999, accrued management and employee incentives of $150,000 and legal, audit
and accounting fees of $280,774. Also included in general and administrative expenses is $115,000 in non-cash stock compensation to consultants and board
members.
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Operating expenses for the three months ended September 30, 2017 totaled $3,632,234 and consisted of research and development expenses of $355,438,
selling and marketing expenses of $985,116 and general and administrative expenses of $2,291,680. The research and development expenses relate primarily
to salaries and consulting services of $307,413. Selling and marketing expenses consisted primarily of salaries and consulting services of $307,413,
amortization of intangibles of $192,019, merchant processing fees of $82,560, and sales commissions of $70,231. General and administrative expenses for the
three months ended September 30, 2017 consisted of salaries and consulting services of $456,408, accrued management and employee incentives of
$400,000, legal, audit and accounting fees of $188,981, and fees incurred of $26,626 related to the acquisition of Fit Pay. Also included in general and
administrative expenses is $122,540 in non-cash stock compensation to consultants and board members.
  
Operating Profit (Loss). The operating profit for the nine and three months ended September 30, 2018 was $869,439 and $228,449, respectively, compared
with an operating loss for the nine and three months ended September 30, 2017 of $596,287 and $1,070,303, respectively. The significant favorable changes
in operating profit (loss) for the nine and three months ended September 30, 2018 as compared to the nine and three months ended September 30, 2017 is
primarily attributable to the higher gross profit margin resulting from the higher LogicMark sales in 2018 as compared to 2017 and the lower operating
expenses attributable to the cost containment efforts in 2018 as compared to 2017.
 
Net Loss. The net loss for the nine months ended September 30, 2018 was $892,791 compared to a net loss of $6,604,929 for the nine months ended
September 30, 2017. The net loss for the nine months ended September 30, 2018 was primarily attributable to the operating profit discussed above of
$869,439, interest expense of $2,378,519, a loss on the extinguishment of debt of $68,213, a warrant modification expense of $345,280 all of which was
partially offset by operating profit of $869,439 discussed above and a favorable change in fair value of contingent consideration related to the acquisition of
Fit Pay of $778,234 and a tax benefit of $251,548. The net loss for the nine months ended September 30, 2017 was $6,604,929 and was primarily attributable
to an operating loss of $596,287, interest expense incurred of $5,595,324, an unfavorable change in fair value of contingent consideration of $133,765 and an
income tax provision of $279,563. 
 
The net loss for the three months ended September 30, 2018 was $151,217 compared to a net loss of $3,416,546 for the three months ended September 30,
2017. The net loss for the three months ended September 30, 2018 was primarily attributable to interest expense of $580,152, a warrant modification expense
of $345,280 all of which was partially offset by operating profit of $228,449 discussed above and a favorable change in fair value of contingent consideration
related to the acquisition of Fit Pay of $461,916 and a tax benefit of $83,850. The net loss for the nine months ended September 30, 2017 was $3,416,546 and
was primarily attributable to an operating loss of $1,070,303, interest expense incurred of $2,172,748, an unfavorable change in fair value of contingent
consideration of $80,307 and an income tax provision of $93,188.

 
Liquidity and Capital Resources

 
We have incurred operating income from continuing operations of $869,439 and a net loss from continuing operations of $892,791 for the nine months ended
September 30, 2018.
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Cash and Working Capital. As of September 30, 2018, the Company had cash and stockholders’ equity of $780,492 and $17,685,903, respectively. At
September 30, 2018, the Company’s continuing operations had a working capital deficiency of $416,161.
 
Cash Generated by 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, 2018, net cash used in operating activities totaled $803,082, which was comprised of a net loss of $892,791,
positive non-cash adjustments to reconcile net loss to net cash used in operating activities of $1,132,436, and changes in operating assets and liabilities of
negative $1,042,727, as compared to net cash used in operating activities of $884,345 for the nine months ended September 30, 2017, which was comprised
of a net loss of $6,604,929, positive non-cash adjustments to reconcile net loss to net cash used in operating activities of $5,265,293, and changes in operating
assets and liabilities of positive $455,291.

 
Cash Used in Investing Activities. During the nine months ended September 30, 2018, net cash used in investing activities totaled $1,213,129 and was
primarily related to an increase in restricted cash of $1,202,363 and the purchase of equipment of $10,766. During the nine months ended September 30,
2017, net cash used in investing activities totaled $1,590,570 and was primarily related to the payment of $1,500,000 of contingent consideration related to
the earnout due to the LogicMark Sellers for 2016. In addition, we had purchases of equipment of $1,459 and the cash portion of the purchase price to acquire
Fit Pay, net of the cash acquired of $89,111.

 
Cash (Used in) Provided by Financing Activities. During the nine months ended September 30, 2018, net cash used in financing activities totaled $83,258 and
was primarily related to the net pay down of $12,000,000 related to the revolver facility with ExWorks Capital Fund I, L.P., the 2017 earnout payment of
$3,156,088 to the LogicMark Sellers, pay downs in short term debt totaling $212,961 and fees paid in connection with equity offerings of $45,239. The cash
used in financing activities during the nine months ended September 30, 2018 was partially offset by $425,000 in proceeds received from the exercising of
warrants into common stock and $14,906,030 in net proceeds received from the refinancing with Sagard Holdings Manager, LP, which closed on May 24,
2018. 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 of $3,069,940 in connection with the issuance of common stock and warrants 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 also paid $9,719 for legal and other expenses
related to equity offerings.

 
Sources of Liquidity. We are an emerging growth company and have generated losses from operations since inception. We incurred operating income from
continuing operations of $869,439 and a net loss from continuing operations of $892,791 during the nine months ended September 30, 2018. As of September
30, 2018, the Company (excluding discontinued operations) had a working capital deficiency of $416,161 and stockholders’ equity of $17,685,903. Certain of
these factors raise substantial doubt about the Company’s ability to sustain operations for at least one year from the issuance of these financial statements.

 
As of September 30, 2018, the Company had cash of $780,492. 
  
Given our cash position at September 30, 2018 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 report to alleviate such substantial doubt. 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, 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 generating sufficient revenue to fund our operations, we would need to curtail certain of our operational activities.
 
The Company can give no assurance that any cash raised subsequent to September 30, 2018 will be sufficient to execute its business plan or meet its
obligations. The Company can give no assurance that additional funds will be available on reasonable terms, or available at all, or that it will generate
sufficient revenue to alleviate these conditions.
 
Impact of Inflation
 
We believe that our business has not been affected to a significant degree by inflationary trends during the past three years. However, inflation is still a factor
in the worldwide economy and may increase the cost of purchasing products from our contract manufacturers in Asia, as well as the cost of certain raw
materials, component parts and labor used in the production of our products. It also may increase our operating expenses, manufacturing overhead expenses
and the cost to acquire or replace fixed assets. We have generally been able to maintain or improve our profit margins through productivity and efficiency
improvements, cost reduction programs and to a lesser extent, price increases, and we expect to be able to do the same during the remainder of fiscal 2018. As
such, we do not believe that inflation will have a significant impact on our business during the remainder of fiscal 2018.
 
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 3 to our condensed consolidated financial statements for the nine months ended September 30, 2018, included elsewhere in this document.
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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 are required
to perform an evaluation of our disclosure controls and procedures, as such term is defined in Rule 13a-15(e) under the Exchange Act, as of September 30,
2018. Management has not completed such evaluation but has concluded, based on the material weaknesses in our internal controls over financial reporting
described below, that our disclosure controls and procedures were not effective as of September 30, 2018 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.
 
As of September 30, 2018, our management concluded that certain previously disclosed material weaknesses in our internal controls over financial reporting
continue to exist. Specifically, we have difficulty in accounting for complex accounting transactions due to an insufficient number of accounting personnel
with experience in that area and limited segregation of duties within our accounting and financial reporting functions. Management has recently hired an
assistant controller with significant experience to help address this situation.  Additional time is required to expand our staff, fully document our systems,
implement control procedures and test their operating effectiveness before we can conclude that we have remediated our material weaknesses.
 
Changes in Internal Controls

 
There were no changes in the Company’s internal control over financial reporting that occurred during the three months ended September 30, 2018, that have
materially affected or are reasonably likely to materially affect our internal control over financial reporting.
 
Limitations of the Effectiveness of Controls

 
Our management, including our Chief Executive Officer and Chief Financial Officer, do not expect that our disclosure controls and procedures will prevent
all errors and all fraud. A control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives
of the control system are met. Further, the design of a control system must reflect the fact that there are resource constraints and the benefits of controls must
be considered relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that
all control issues and instances of fraud, if any, have been detected. These inherent limitations include, but are not limited to, the realities that judgments in
decision making can be faulty and that breakdowns can occur because of simple errors. Additionally, controls can be circumvented by the individual acts of
some persons, by collusion of two or more people, or by management override of the control. The design of any system of controls is also based in part 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. Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be
detected.
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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

 
None.
 
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, 2018 By: /s/ Gino M. Pereira
  Gino M. Pereira
  Chief Executive Officer

(Duly Authorized Officer and
Principal Executive Officer)

   
Date: November 14, 2018 By: /s/ Vincent S. Miceli
  Vincent S. Miceli
  Principal Financial Officer

(Duly Authorized Officer and
Principal Financial Officer)
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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.

 

25

 



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, 2018 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, 2018 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, 2018, 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, 2018 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, 2018, 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, 2018 By: /s/ Vincent S. Miceli
  Vincent S. Miceli
  Principal Financial Officer

(Duly Authorized Officer and 
Principal Financial Officer)


