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(Mark One)

x         QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
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o          TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE EXCHANGE ACT

For the transition period from ____________ to ____________
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_____________________________________________________________
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Indicate by check mark whether the issuer (1) filed all reports required to be filed by Section 13 or 15(d) of the
Exchange Act during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days.   x  Yes     o  No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (232.405
of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company; as defined within Rule 12b-2 of the Exchange Act.

o Large
accelerated filer o Accelerated

filer o Non-accelerated
filer x Smaller reporting

company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).   o  Yes     x  No

The number of shares outstanding of each of the issuer's classes of common equity as of February 10,
2014:  142,832,217 shares of common stock.

Edgar Filing: SINGLE TOUCH SYSTEMS INC - Form 10-Q

2



Contents

Page
Number

PART I FINANCIAL INFORMATION 3

Item 1 Financial Statements 3

Condensed Consolidated Balance Sheets as of December 31, 2013
(unaudited) and September 30, 2013

3

Condensed Consolidated Statement of Operations for the Three Months
Ended December 31, 2013 and 2012 (unaudited)

5

Condensed Consolidated Statement of Cash Flows for the Three
Months Ended December 31, 2013 and 2012 (unaudited)

6

Notes to Condensed Consolidated Unaudited Financial Statements
December 31, 2013

8 -- 17

Item 2 Management's Discussion and Analysis of Financial Condition and
Results of Operations

18

Item 3 Quantitative and Qualitative Disclosures About Market Risk 23

Item 4 Controls and Procedures 24

PART II OTHER INFORMATION 24

Item 1 Legal Proceedings 24

Item1A  Risk Factors 24

Item 2 Unregistered Sales of Equity Securities and Use of Proceeds 25

Item 3 Defaults Upon Senior Securities 25

Item 4 Mine Safety Disclosures 25

Item 5 Other Information 25

Item 6 Exhibits 25

SIGNATURES 26

2

Edgar Filing: SINGLE TOUCH SYSTEMS INC - Form 10-Q

3



PART I - FINANCIAL  INFORMATION

Item 1 - Financial Statements

SINGLE TOUCH SYSTEMS INC.
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS    

December
31,

September
30,

2013 2013

Assets
Current assets
Cash and cash equivalents $2,291,619 $1,146,995
Accounts receivable, net - current portion 1,737,432 1,347,827
Prepaid consulting 890,489 1,081,553
Other prepaid expenses 120,153 150,183

Total current assets 5,039,693 3,726,558

Property and equipment, net 262,337 238,815

Other assets
Accounts receivable, net 450,000 -
Prepaid consulting - 81,547
Capitalized software development costs, net 346,909 343,575
Intangible assets:
  Patents 434,282 467,837
  Patent applications cost 793,417 768,646
  Software license 831,000 831,000
Other assets including security deposits 65,530 65,228

Total other assets 2,921,138 2,557,833

Total assets $8,223,168 $6,523,206

See accompanying notes.
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SINGLE TOUCH SYSTEMS INC.
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS        

December 31, September 30,
2013 2013

Liabilities and Stockholders' Equity
Current liabilities
Accounts payable $1,031,709 $1,352,203
Accrued expenses 464,810 209,323
Accrued compensation - related party 481,442 72,736
Current obligation under capital lease 16,412 16,331
Convertible debenture - related party 600,472 585,708
Convertible debentures - unrelated  parties 3,286,566 2,692,570

    Total current liabilities 5,881,411 4,928,871

Long-term liabilities
Obligation under capital lease 25,245 29,378
Convertible debentures - unrelated parties - 440,593

    Total long-term liabilities 25,245 469,971

    Total liabilities 5,906,656 5,398,842

Stockholders' Equity
Preferred stock, $.0001 par value, 5,000,000 shares authorized; none outstanding - -
Common stock, $.001 par value; 300,000,000 shares authorized, 142,430,717
shares issued and outstanding as of December 31, 2013 and 137,220,331 shares
issued and outstanding as of September 30, 2013 142,431 137,220
Additional paid-in capital 133,124,831 130,886,161
Accumulated deficit (130,950,750) (129,899,017)

    Total stockholders' equity 2,316,512 1,124,364

    Total liabilities and stockholders' equity $8,223,168 $6,523,206

See accompanying notes.
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SINGLE TOUCH SYSTEMS INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

For the Three Months Ended
December 31,

2013 2012

Revenue
Wireless applications $2,147,128 $1,947,278
Licensing and royalties 750,000 -
Media placement 10,000 -

2,907,128 1,947,278

Operating Expenses
Royalties and application costs 868,093 883,793
Research and development 24,093 8,706
Compensation expense (including stock based compensation of $317,795 in 2013
and $1,109,720 in 2012) 1,380,674 1,755,338
Depreciation and amortization 149,757 154,786
General and administrative (including stock based compensation of $523,911 in 2013
and $296,821 in 2012) 1,343,524 1,068,324

3,766,141 3,870,947

Loss from operations (859,013 ) (1,923,669 )

Other Income (Expenses)
Interest expense (192,720 ) (308,486 )

Net (loss) before income taxes (1,051,733 ) (2,232,155 )

Provision for income taxes - -

Net loss $(1,051,733 ) $(2,232,155 )

Basic and diluted loss per share $(0.01 ) $(0.02 )

Weighted average shares outstanding 140,815,604 132,472,392

See accompanying notes.
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SINGLE TOUCH SYSTEMS INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Three Months
Ended

December 31,
2013 2012

Cash Flows from Operating Activities
Net loss $(1,051,733) $(2,232,155)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation expense 22,133 23,345
Amortization expense - software development costs 94,069 97,887
Amortization expense - patents 33,555 33,554
Amortization expense - discount of convertible debt 97,844 183,915
Stock based compensation 841,706 1,406,541
(Increase) decrease in assets:
(Increase) in accounts receivable, net (839,605 ) (284,941 )
Decrease in prepaid expenses 32,019 24,255
(Increase) in other assets (2,290 ) (25,118 )
Increase (decrease) in liabilities:
Increase (decrease) in accounts payable (320,493 ) 276,165
Increase in accrued expenses 664,193 30,328
Increase in accrued interest 70,322 104,592

Net cash used in operating activities (358,280 ) (361,632 )

Cash Flows from Investing Activities
Patents and patent applications costs (24,771 ) (51,823 )
Purchase of property and equipment (45,655 ) -
Capitalized software development costs (97,403 ) (117,914 )
Payment on settlement regarding Anywhere software license - (600,000 )

Net cash used in investing activities $(167,829 ) $(769,737 )

See accompanying notes.
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SINGLE TOUCH SYSTEMS INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS            

December 31,
2013 2012

Cash Flows from Financing Activities
Proceeds from issuance of common stock $1,825,198 $-
Purchase of Company's common stock (150,413 ) -
Proceeds from issuance of convertible debt - unrelated parties - 688,000
Principal reduction on obligation under capital lease (4,052 ) -
Principal reduction on convertible debt - (200,000 )
Expenditures relating to private offerings - (48,475 )
Principal reduction on obligation on patent purchases - (87,500 )

Net cash provided by financing activities 1,670,733 352,025

Net (decrease) increase in cash 1,144,624 (779,344 )

Cash - Beginning balance 1,146,995 2,157,707

Cash - Ending balance $2,291,619 $1,378,363

Supplemental Information:

Interest paid $24,782 $20,000
Income taxes paid $- $-

Non-cash investing and financing activities:

For the three months ended December 31, 2013

During the three months ended December 31, 2013, the Company issued 147,981 shares of its common stock through
cashless exercises of 1,166,476 stock options granted to employees.

During the three months ended December 31, 2013, the Company issued 200,000 shares of its common stock to its
current Chief Financial Officer pursuant to his employment agreement.

For the three-months ended December 31, 2012

During the three months ended December 31, 2012, the Company received $688,000 through the issuance of
convertible debt including common stock warrants to purchase 1,376,000 shares of the Company's common stock at
$0.25 per share. The Company recognized discounts against the principal amounts due totaling $163,849 with an
offsetting amount charged to equity.

In connection with the above debt issuance, the Company paid placement fees that included cash totaling $48,475 and
warrants to purchase 110,000 shares of the Company's common stock at $0.304 per share. The warrants were valued
at $27,445. The total placement fee of $75,920 is recognized as a loan fee and is reflected in the balance sheet as an
additional discount against the principal and accrued interest due on the underlying convertible debt.
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During the three months ended December 31, 2012, the Company's Executive Chairman granted an option to a third
party to purchase a total of 5,750,000 shares of the Company's common stock personally owned by him. Of the
5,750,000 options granted, 3,750,000 have an exercise price of $0.295 per share and 2,000,000 have an exercise price
of $0.48 per share. The options expire two years from date of grant. The options were granted in exchange for
consulting services that directly benefit the Company. Therefore, the Company recorded the fair value of the options
granted of $847,300 to equity as contributed capital with an offset to prepaid expense. The $847,300 is being
amortized to operations over the two year term of the consulting agreement. During the three months ended December
31, 2012,  the amortized portion of prepaid expense that was charged to operations totaled $51,957.

During the three months ended December 31, 2012, the Company recognized stock-based compensation totaling
$1,406,541 of which $864,858 was recognized on the vesting of 2,999,400 options, $489,726 was recognized as
addiitonal compensation on the November 30, 2012 modification of 17,134,334 previously granted options, and
$51,957 from the above indicated amortization of prepaid consulting expense.

During the three months ended December 31, 2012, the Company charged amortization of a beneficial  conversion
feature on convertible debt due to a Director of $1,973 to equity.

See accompanying notes.
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SINGLE TOUCH SYSTEMS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Organization, History and Business

Single Touch Systems, Inc. (“the Company”) was incorporated in Delaware on May 31, 2000, under its original name,
Hosting Site Network, Inc.  On May 12, 2008, the Company changed its name to Single Touch Systems, Inc.

The Company is a technology based mobile solutions provider serving businesses, advertisers and brands. Through
patented technologies and a modular, adaptable platform, Single Touch's multi-channel messaging gateway enables
marketers to reach consumers on all types of connected devices, with information that engages interest, drives
transactions and strengthens relationships and loyalty.

2. Summary of Significant Accounting Policies

Reclassification

Certain reclassifications have been made to conform the 2012 amounts to the 2013 classifications for comparative
purposes.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Single Touch Systems Inc. and it’s
wholly- owned subsidiaries, Single Touch Interactive, Inc., and Single Touch Interactive R&D IP, LLC. (formed in
Delaware on September 25, 2013). Intercompany transactions and balances have been eliminated in consolidation.

Cash and Cash Equivalents

The Company considers cash and cash equivalents to include all stable, highly liquid investments with maturities of
three months or less.

Accounts Receivable, net

Accounts receivable is reported at the customers’ outstanding balances, less any allowance for doubtful
accounts.  Interest is not accrued on overdue accounts receivable.

Allowance for Doubtful Accounts

An allowance for doubtful accounts on accounts receivable is charged to operations in amounts sufficient to maintain
the allowance for uncollectible accounts at a level management believes is adequate to cover any probable
losses.  Management determines the adequacy of the allowance based on historical write-off percentages and
information collected from individual customers.  Accounts receivable are charged off against the allowance when
collectability is determined to be permanently impaired.

Property and Equipment, net

Property and equipment are stated at cost.  Major renewals and improvements are charged to the asset accounts while
replacements, maintenance and repairs that do not improve or extend the lives of the respective assets are
expensed.  At the time property and equipment are retired or otherwise disposed of, the asset and related accumulated
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depreciation accounts are relieved of the applicable amounts.  Gains or losses from retirements or sales are credited or
charged to income.

Depreciation is computed on the straight-line and accelerated methods for financial reporting and income tax reporting
purposes based upon the following estimated useful lives:

Software
development

2- 3 years

Equipment 5 years
Computer
hardware

5 years

Office
furniture

7 years

Long-Lived Assets

The Company accounts for its long-lived assets in accordance with Accounting Standards Codification (“ASC”) Topic
360-10-05, “Accounting for the Impairment or Disposal of Long-Lived Assets.”  ASC Topic 360-10-05 requires that
long-lived assets be reviewed for impairment whenever events or changes in circumstances indicate that the historical
cost carrying value of an asset may no longer be appropriate.  The Company assesses recoverability of the carrying
value of an asset by estimating the future net cash flows expected to result from the asset, including eventual
disposition.  If the future net cash flows are less than the carrying value of the asset, an impairment loss is recorded
equal to the difference between the asset’s carrying value and fair value or disposable value.  The Company determined
that none of its long-term assets at December 31, 2013 were impaired.

8

Edgar Filing: SINGLE TOUCH SYSTEMS INC - Form 10-Q

11



SINGLE TOUCH SYSTEMS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Capitalized Software Development Costs

The Company capitalizes internal software development costs subsequent to establishing technological feasibility of a
software application. Capitalized software development costs represent the costs associated with the internal
development of the Company’s software applications. Amortization of such costs is recorded on a software
application-by-application basis, based on the greater of the proportion of current year sales to total of current and
estimated future sales for the applications or the straight-line method over the remaining estimated useful life of the
software application. The Company continually evaluates the recoverability of capitalized software costs and will
charge to operations amounts that are deemed unrecoverable for projects it abandons.

Convertible Debentures

If the conversion features of conventional convertible debt provides for a rate of conversion that is below market value
at issuance, this feature is characterized as a beneficial conversion feature (“BCF”).  A BCF is recorded by the Company
as a debt discount pursuant to ASC Topic 470-20 “Debt with Conversion and Other Options.” In those circumstances,
the convertible debt is recorded net of the discount related to the BCF, and the Company amortizes the discount to
interest expense over the life of the debt using the effective interest method.

Capital Leases

Assets and liabilities under capital leases are recorded at the lower of the present value of the minimum lease
payments or the fair value of the leased assets. The assets are depreciated over the lower of their related lease terms or
their estimated productive lives. Depreciation of the assets under capital leases is included in depreciation expense.

Income Taxes

The Company accounts for its income taxes under the provisions of ASC Topic 740, “Income Taxes.” The method of
accounting for income taxes under ASC 740 is an asset and liability method. The asset and liability method requires
the recognition of deferred tax liabilities and assets for the expected future tax consequences of temporary differences
between tax bases and financial reporting bases of other assets and liabilities. The Company had no material
unrecognized income tax assets or liabilities for the three months ended December 31, 2013 or for the three months
ended December 31, 2012. The Company recognizes income tax interest and penalties as a separately identified
component of general and administrative expense. During the three months ended December 31, 2013 and 2012, there
were no income taxes, or related interest and penalty items in the income statement, or liabilities on the balance sheet.

Issuances Involving Non-cash Consideration

All issuances of the Company’s stock for non-cash consideration have been assigned a dollar amount equaling the
market value of the shares issued on the date the shares were issued for such services and property. The non-cash
consideration paid pertains to consulting services and the acquisition of a software license (See Notes 6 and 8).

Revenue Recognition

Revenue is derived on a per message/notification basis through the Company’s patented technologies and a modular,
adaptable platform designed to create multi-channel messaging gateways for all types of connected devices. The
Company also earns revenue for services, such as programming, licensure on Software as a Service (“SaaS”) basis, and
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on a performance basis, such as when a client acquires a new customer through our platform. Revenue is recognized
in accordance with Staff Accounting Bulletin (“SAB”) No. 101, “Revenue Recognition in Financial Statements,” as
revised by SAB No. 104. As such, the Company recognizes revenue when persuasive evidence of an arrangement
exists, title transfer has occurred, the price is fixed or readily determinable, and collectability is probable. Sales are
recorded net of sales discounts

Stock Based Compensation

The Company accounts for stock-based compensation under ASC Topic 505-50, formerly Statement of Financial
Accounting Standards (“SFAS”) No. 123R, "Share-Based Payment” and SFAS No. 148, "Accounting for Stock-Based
Compensation - Transition and Disclosure - An amendment to SFAS No. 123.”  These standards define a
fair-value-based method of accounting for stock-based compensation. In accordance with SFAS Nos. 123R and 148,
the cost of stock-based compensation is measured at the grant date based on the value of the award and is recognized
over the vesting period. The value of the stock-based award is determined using the Binomial or Black-Scholes
option-pricing models, whereby compensation cost is the excess of the fair value of the award as determined by the
pricing model at the grant date or other measurement date over the amount that must be paid to acquire the stock. The
resulting amount is charged to expense on the straight-line basis over the period in which the Company expects to
receive the benefit, which is generally the vesting period. During the three months ended December 31, 2013, the
Company recognized stock-based compensation expense totaling $841,706, of which $14,500 was recognized through
the issuance of 25,000 common shares to the Company’s Chief Financial Officer, $554,595 was recognized through
the vesting of 2,600,000 common stock options and $272,611 from the amortization of prepaid consulting fees
compensated through the granting of 5,750,000 options (See Note 5). During the three months ended December 31,
2012, the Company recognized stock-based compensation expense totaling $1,406,541, of which $864,858 was
recognized through the vesting of 2,999,400 common stock options, $489,726 was recognized on the November 30,
2012 modification of certain options previously granted (See Note 14), and $51,957 was recognized as compensation
during the period on the amortization of the fair value of 5,750,000 options granted personally by the former
Executive Chairman to a third-party consultant.

9
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SINGLE TOUCH SYSTEMS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Loss per Share

The Company reports earnings (loss) per share in accordance with ASC Topic 260-10, "Earnings per Share." Basic
earnings (loss) per share is computed by dividing income (loss) available to common shareholders by the weighted
average number of common shares available. Diluted earnings (loss) per share is computed similar to basic earnings
(loss) per share except that the denominator is increased to include the number of additional common shares that
would have been outstanding if the potential common shares had been issued and if the additional common shares
were dilutive. Diluted loss per share has not been presented since the effect of the assumed conversion of warrants and
debt to purchase common shares would have an anti-dilutive effect. Potential common shares as of December 31,
2013 that have been excluded from the computation of diluted net loss per share amounted to 52,496,500 shares and
include 13,791,000 warrants, 30,849,500 options and $3,928,000  of debt and accrued interest convertible
into  7,856,000 shares of the Company’s common stock.  Of the 51,971,500 potential common shares at December 31,
2013, 2,416,334 shares were not vested. Potential common shares as of December 31, 2012 that have been excluded
from the computation of diluted net loss per share amounted to 64,174,869 shares and include 23,116,595 warrants,
32,210,000 options and $4,424,137 of debt and accrued interest convertible into 8,848,274 shares of the Company’s
common stock.

Concentrations

The Company primarily transacts its business with one financial institution. The amount on deposit in that one
institution may from time to time exceed the federally-insured limit.

Of the Company’s revenue earned during the three months ended December 31, 2013, approximately 74% was
generated from contracts with nine customers covered under the Company’s master services agreement with AT&T. Of
the Company’s revenue earned during the three months ended December 31, 2012, approximately 99% was generated
from contracts with eight customers covered under the Company’s master services agreement with AT&T.

The Company’s accounts receivable are typically unsecured and are derived from U.S. customers in different
industries. The Company performs ongoing credit evaluations of its customers and maintains allowances for potential
credit losses. Historically, such losses have been within management’s expectations. As of December 31, 2013 and
2012, one customer accounted for 98% and 99%, respectively, of the Company’s net accounts receivable balance,
respectively.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period.  Actual results could differ from those estimates.

Recent Accounting Pronouncements

Our Company has not identified any recently issued accounting pronouncements that are expected to have a material
impact on our Company's financial statements.

3. Accounts Receivable, net
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Accounts receivable consist of the following:

December
31,

September
30,

2013 2013
Accounts receivable $2,190,310 $1,350,705
Less allowance for bad debts (2,878 ) (2,878 )

$2,187,432 $1,347,827
Current portion (1,737,432) (1,347,827)
Long-term portion $450,000 $-

On November 12, 2013, the Company entered into an agreement with an unrelated third party regarding its usage
since October 2010 of certain Company patented intellectual property.  The Company will receive $750,000 and
granted extended payment terms that consist of a $100,000 payment received in November 2013, a $200,000 payment
to be received in November 2014, a $225,000 payment to be received in November 2015 and a $225,000 payment to
be received in November 2016.  The Company has no obligations under the agreement.

10
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SINGLE TOUCH SYSTEMS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

4. Property and Equipment, net

The following is a summary of property and equipment:

December
31,

September
30,

2013 2013
Computer hardware $797,524 $797,524
Equipment 46,731 46,731
Office furniture 131,997 127,669
Equipment held under capital lease 53,112 53,112

1,029,364 983,709
Less accumulated depreciation (767,027 ) (744,894 )

$262,337 $238,815

Depreciation expense for the three months ended December 31, 2013 and 2012 was $22,133 and $23,345,
respectively.

5. Prepaid Consulting

During the three months ended December 31, 2012, the Company's Executive Chairman at the time personally granted
an option to a third party to purchase a total of 5,750,000 shares of the Company’s common stock that he owned in
exchange for consulting services provided by the third party that directly benefit the Company (the “Former Chairman
Options”). Of the 5,750,000 Former Chairman Options, 3,750,000 have an exercise price of $0.295 per share and
2,000,000 have an exercise price of $0.48 per share. The Former Chairman Options expire two years from date of
grant.  The Company recorded the $847,300 fair value of the Former Chairman Options as contributed capital with an
offset to prepaid consulting expense that is being amortized to operations over the two-year term of the consulting
agreement. The Company’s value of $847,300 was determined using a Binomial Option model based upon an expected
life of 5 years, trading prices ranging from $0.30 to $0.46 per share, a risk free interest rate ranging from 0.25% to
0.30%, and expected volatility ranging from 89.348% to 90.201%.

In September 2013, the Company, its former Executive Chairman and the above-indicated third party entered into an
agreement, whereby the Company granted options to the third party that have the same terms as the Former Chairman
Options in exchange for the third party’s assignment of its interest in the Former Chairman Options to the Company.
The Company valued  the options granted to the third party in September 2013 at $718,871 and added the cost to the
remaining unamortized prepaid consulting expense from the Former Chairman Options.  The total is being amortized
to operations over the remaining term of the consulting agreement. Consulting fees charged to operations for the three
months ended December 31, 2013 and 2012 was $272,611 and $51,957, respectively. As of December 31, 2013, the
unamortized prepaid consulting expense was $890,489, which will be fully amortized to operations during the next
twelve months.

6. Capitalized Software Development Costs, net

The following is a summary of capitalized software development costs:
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December
31,

September
30,

2013 2013
Beginning balance $343,575 $383,227
Additions 97,403 399,682
Amortization (94,069 ) (439,334 )
Charge offs - -
Ending balance $346,909 $343,575

Amortization expense for the three months ended December 31, 2013 and 2012 was $94,069 and $97,887,
respectively.

As of December 31, 2013, amortization expense for the remaining estimated lives of these costs is as follows:

Year Ending December 31,
2014 $266,969
2015 79,940

$346,909

11
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SINGLE TOUCH SYSTEMS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

7. Intangible Assets

Patents

The following is a summary of capitalized patent costs:

December
31,

September
30,

2013 2013
Patent costs $939,535 $939,535
Amortization (505,253 ) (471,698 )

$434,282 $467,837

Amortization expenses for the three months ended December 31, 2013 and 2012 was $33,555 and $33,554,
respectively.

As of December 31, 2013, amortization expense over the estimated remaining lives of the patents is as follows:

Year Ending December 31,
2014 $134,219
2015 134,219
2016 127,057
2017 35,244
2018 3,543

$434,282

Software license

On March 30, 2012, the Company acquired an exclusive perpetual license to utilize the “Anywhere” software and
related source code from Soap Box Mobile, Inc. (“Soapbox”), a company in which the Company’s Executive Chairman
at the time owned a majority preferred interest at the time of the license grant.  The Company paid $785,000 in cash
and 200,000 shares of Company common stock for the exclusive perpetual license, of which the former Executive
Chairman received $755,000 under terms of a November 27, 2012 agreement.  The Company has valued the license at
$831,000, which consists of the $785,000 in cash consideration and the $46,000 fair value assigned to the 200,000
shares of Company common stock.  The perpetual license is a long-term asset that is not subject to amortization.

8. Capital Lease

The Company leases certain computer hardware under a capital lease that expires in 2016. The equipment has a cost
of $53,111.

Minimum future lease payments under the capital lease at December 31, 2013 for each of the next three years and in
the aggregate are as follows:

Year Ending December 31,
2014 $17,098

Edgar Filing: SINGLE TOUCH SYSTEMS INC - Form 10-Q

18



2015 17,098
2016 8,550
               Total minimum lease payments $42,746
               Less amount representing interest (1,089 )
               Present value of net minimum lease payments $41,657

The effective interest rate charged on the capital lease is approximately 2.25% per annum. The lease provides for a $1
purchase option. Interest charged to operation for the three months ended December 31, 2013 and 2012 was $222 and
$0, respectively. Depreciation charged to operation for the three months ended December 31, 2013 and 2012 was
$2,656 and $0, respectively.
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SINGLE TOUCH SYSTEMS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

9. Income Taxes

As of December 31, 2013, the Company has a net operating loss carryover of approximately $45,500,000 available to
offset future income for income tax reporting purposes, which will expire in various years through 2033, if not
previously utilized. However, the Company’s ability to use the carryover net operating loss may be substantially
limited or eliminated pursuant to Internal Revenue Code Section 382.

We adopted the provisions of ASC 740-10-50, formerly FIN 48, “Accounting for Uncertainty in Income Taxes.” We
had no material unrecognized income tax assets or liabilities for the three months ended December 31, 2013 or for the
three months ended December 31, 2012.

Our policy regarding income tax interest and penalties is to expense those items as general and administrative expense
but to identify them for tax purposes. During the three months ended December 31, 2013 and 2012, there were no
income tax, or related interest and penalty items in the income statement, or liability on the balance sheet. We file
income tax returns in the U.S. federal jurisdiction and various state jurisdictions. The Company is no longer subject to
U.S. federal income tax examinations by tax authorities for years beginning on or after October 1, 2009 or California
state income tax examination by tax authorities for years beginning on or after October 1, 2008. We are not currently
involved in any income tax examinations.

10. Convertible Debt

During November and December 2011, the Company received a total of $1,800,000 in consideration for issuing
convertible notes and warrants to purchase 3,600,000 shares of the Company’s common stock to seven investors
including a Company director.  In February 2012, the Company received from two investors an additional $200,000 in
consideration for issuing convertible notes and warrants to purchase 400,000 shares of the Company’s common stock.
The notes bear interest at a rate of 10% per annum. Under the original terms of the promissory notes, the principal and
accrued interest was fully due one year from the respective date of each loan and could be extended by mutual
consent. Outstanding principal and the first year’s accrued interest are convertible into shares of the Company’s
common stock at a conversion rate of $0.50 per share. In September 2012, holders of nine notes with a face amount of
$1,700,000 agreed to modify the terms of their notes and extend the maturity date of their notes to August 31, 2014.
Of the remaining notes with an original principal of $300,000, $200,000 paid in December 2012, and $100,000 that
would otherwise been due in February 2013 was converted, together with $10,000 of interest, into 220,000 shares of
the Company’s common stock in February 2013. The expiration dates of common stock warrants issued in connection
with the modified notes were also extended to September 7, 2015. The modification of the terms of the convertible
debt did not extinguish any portion of debt; therefore no gain or loss was recorded due to the modifications.

In connection with the Company’s private offering dated September 7, 2012, the Company received a total of
$3,000,000 in consideration for issuing convertible notes and warrants to purchase 6,000,000 shares of the Company’s
common stock to 64 investors.  The notes bear interest at a rate of 10% per annum, and interest is payable
semi-annually. Principal and any unpaid accrued interest are fully due two years from the respective date of each loan.
Outstanding principal is convertible into shares of the Company’s common stock at a conversion rate of $0.50 per
share. The aforementioned warrants are fully exercisable into common shares commencing on the date of each loan at
a price of $0.25 per share and expire three years from the respective date of grant.

In connection with the private offering, the Company incurred offering costs totaling $424,843 including the fair value
of warrants issued to the Placement Agent to purchase 479,920 shares of the Company’s common stock at a purchase
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price of $0.304 per share. The value of the warrants of $166,319 was calculated using the Binomial Option model
with a risk-free interest rates ranging from 0.31% to 0.34%, volatility ranging from 94.17% to 95.23%, and trading
prices ranging from $0.28 to $0.33 per share. The $424,843 is being amortized over the two-year term of the related
debt using the effective interest method.

The convertible notes were recorded net of discounts that include the relative fair value of the warrants, the notes’
beneficial conversion features, and the above indicated loan fee, all totaling $1,530,415. The discounts are being
amortized to either interest expense over the term of the various notes using the effective interest method.  The initial
value of the warrants of $1,124,773 issued to investors was calculated using the Binomial Option model with a
risk-free interest rates ranging from 0.31% to 0.43%, volatility ranging from 94.17% to 103.00%, and trading prices
ranging from $0.22 to $0.35 per share. The beneficial conversion feature of $51,516 was calculated using trading
prices ranging from $0.26 to $0.35 per share and an effective conversion price $0.0322 per share.

During the six months ended June 30, 2013, , the Note holders converted debt and accrued interest totaling $1,052,000
into 2,104,000 shares of the Company’s common stock and exercised warrants for the issuance of 689,000 common
shares. The Company received a total of $131,100 on the exercise of the warrants.

Interest expense on the convertible debt for the three months ended December 31, 2013 and 2012 was $94,722 and
$124,592, respectively. Amortization of the discounts for the three months ended December 31, 2013 totaled $97,844,
which was charged to interest expense. Amortization of the discounts for the three months ended December 31, 2012
totaled $185,888 of which $183,915 was charged to interest expense and $1,973 was charged to equity.
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SINGLE TOUCH SYSTEMS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The balance of these convertible notes is as follows:

December
31,

September
30,

2013 2013
Principal balance $3,758,000 $3,758,000
Accrued interest 407,820 337,498

4,165,820 4,095,498
Less discounts (278,782 ) (376,627 )

3,887,038 3,718,871
Less current portion $(3,887,038) $(3,278,278)
Long-term portion $- $440,593

The convertible obligations mature during the next ten months, when the principal balance and accrued interest
become fully due and payable (See Note 15 - Subsequent Events).

11. Related Party Transactions

On October 10, 2013, the Company entered into a Consulting Agreement with a Company Director, whereby he gives
the Company advice and support in connection with its review, analysis and development of its intellectual property.
In consideration for his services, he receives $13,000 in monthly compensation and was granted options to purchase
500,000 shares of the Company’s common stock at a price of $0.609 per share.  The options expire on October 10,
2016 and immediately vested upon grant.  Either party may terminate the Consulting Agreement with ten days prior
written notice.

On October 15, 2013, the Company’s then Chief Financial Officer submitted his resignation, which took effect on
October 31, 2013. Pursuant to a Separation Agreement, 200,000 of his 425,000 options immediately fully vested and
the remaining 225,000 options are cancelled.

On October 18, 2013, the Company entered into an employment agreement with its new Chief Financial Officer that
is effective on November 1, 2013 and calls for successive one-year renewals unless either party elects against
renewal.  The Company agreed to grant 25,000 shares of its common stock under its 2009 Employee and Consultant
Stock Plan, subject to the restriction that the 25,000 shares shall be forfeited to the Company if the employment ceases
for any reason; provided, that such restriction and risk of forfeiture shall cliff-lapse on the 180th day after his start date
at the Company.  The Company agreed to grant stock options to him under its 2010 Stock Option Plan to purchase
750,000 shares of common stock at a strike price equal to the closing price of the Company’s stock on October 31,
2013 of $0.62, with the scheduled expiration date of the stock options to be November 1, 2018. The stock options vest
annually in equal installments of 250,000 over a three year period commencing on November 1, 2014.

On October 31, 2013, the Company granted stock options to its Chief Financial Officer under its 2010 Stock Option
Plan to purchase 750,000 shares of common stock at a strike price of $0.62. The stock options vest annually in equal
installments of 250,000 over a three year period commencing on November 1, 2014. The options expire five years
from date of grant.

On November 12, 2013, the Company granted a Director 200,000 fully vested stock options exercisable at $0.632 per
share. The options expire five years from date of grant.
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On December 13, 2013, the Company granted a Director 200,000 fully vested stock options exercisable at $0.528 per
share. The options expire five years from date of grant.

Effective December 13, 2013, the Executive Chairman’s employment under the employment agreement by and
between the Company and the Executive Chairman, or otherwise, was terminated.  As of December 31, 2013, the
Company has included $423,487 in accrued liabilities for its severance obligation and reflected full vesting of the
Executive Chairman’s unexercised stock options in stock based compensation expense for the three months ended
December 31, 2013.

During the three months ended December 31, 2013, employees exercised 1,166,476 common stock options through
various cashless exercises in exchange for the issuance of a total of 147,981 shares of the Company’s common stock.
Also during the three months ended December 31, 2013, the Company received $1,687,197 from employees and
consultants through exercises of 3,597,794 options in exchange for 3,597,794 common shares.
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12. Fair Value

The Company’s financial instruments at December 31, 2013 and 2012 consist principally of notes payable and
convertible debentures. Notes payable and convertible debentures are financial liabilities with carrying values that
approximate fair value.  The Company determines the fair value of notes payable and convertible debentures based on
the effective yields of similar obligations.

The Company believes all of the financial instruments’ recorded values approximate fair market value because of their
nature and respective durations.

ASC 820-10 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. ASC 820-10 establishes a fair value
hierarchy that distinguishes between (1) market participant assumptions developed based on market data obtained
from independent sources (observable inputs) and (2) an entity’s own assumptions, about market participant
assumptions, which  are developed based on the best information available in the circumstances (unobservable inputs).
The fair value hierarchy consists of three broad levels, which gives the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). The
three levels of the fair value hierarchy under ASC 820-10 are described below:

Level 1. Valuations based on quoted prices in active markets for identical assets or liabilities that an entity has the
ability to access.

Level 2. Valuations based on quoted prices for similar assets or liabilities, quoted prices for identical assets or
liabilities in markets that are not active, or other inputs that are observable or can be corroborated by observable data
for substantially the full term of the assets or liabilities.

Level 3. Valuations based on inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities.

The Company utilizes the best available information in measuring fair value. The following table summarizes, by
level within the fair value hierarchy, the financial assets and liabilities recorded at fair value on a recurring basis as
follows:

December 31, 2013:

Fair Value Measurements

Level 1 Level 2 Level 3
Total Fair
Value

Assets:
Accounts receivable, net $- $2,187,432 - $2,187,432

Liabilities:
  Convertible debentures $- $3,887,038 - $3,887,038
  Obligation under capital lease $- $41,657 - $41,657

13. Stockholders’ Equity
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Common Stock

The holders of the Company's common stock are entitled to one vote per share of common stock held.

During the three months ended December 31, 2013, the Company issued 5,495,957 shares of its common stock of
which 1,725,000 shares were issued for warrants exercised for which the Company received $138,000 in gross
proceeds,  147,981 shares were issued for cashless exercises of  common stock options, 3,597,976 shares were issued
for 3,597,976 stock options exercised  for which the Company received $1,687,197 in gross proceeds, and 25,000
shares were issued to the Company’s Chief Financial Officer pursuant to the Company’s November 1, 2013
Employment Agreement with him.

In October 2013, the Board of Directors authorized the Company to repurchase up to 20,000,000 shares of the
Company’s common stock.  For the three months ended December 31, 2013, the Company repurchased 285,471 shares
at an aggregate cost of $150,413 and cancelled all of the repurchased shares.  The Company reduced common stock
by $286, being the par value equivalent of the 285,471 shares and additional paid-in capital by $150,127, being the
remaining cost of the shares repurchased.

Warrants

During the three months ended December 31, 2013, a warrant holder exercised 1,725,000 warrants to purchase
1,725,000 shares of Company common stock at $0.08 per share.
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Options

For the three months ended December 31 2013

On October 10, 2013, the Company granted options to a Director to purchase 500,000 shares of the Company
common stock at a purchase price of $0.609 per share expiring three years from date of grant. The 500,000 options
were valued at $113,300 under a Binomial Option Model using a trading price of $0.54 per share, a risk free interest
rate of 0.68%, and volatility of 81.67%. The options immediately vest and the $113,300 was fully charged to
operations on the date of grant.

On October 31, 2013, the Company granted stock options to its Chief Financial Officer under its 2010 Stock Option
Plan to purchase 750,000 shares of common stock at a strike price of $0.62, with the scheduled expiration date of the
stock options to be November 1, 2018. The stock options vest annually in equal installments of 250,000 over a three
year period commencing on November 1, 2014.  The 750,000 options were valued at $287,925 under a Binomial
Option Model using a trading price of $0.62 per share, a risk free interest rate of 1.31%, and volatility of 91.85%. The
$287,295 will be charged to operations over the indicated vesting schedule.

On November 12, 2013, the Company granted options to a Director to purchase 200,000 shares of the Company
common stock at a purchase price of $0.632 per share expiring five years from date of grant. The 200,000 options
were valued at $68,160 under a Binomial Option Model using a trading price of $0.57 per share, a risk free interest
rate of 1.47%, and volatility of 91.60%. The options immediately vest and the $68,160 was fully charged to operations
on the date of grant.

On December 13, 2013, the Company granted options to a Director to purchase 200,000 shares of the Company
common stock at a purchase price of $0.528 per share expiring five years from date of grant. The 200,000 options
were valued at $69,840 under a Binomial Option Model using a trading price of $0.55 per share, a risk free interest
rate of 1.55%, and volatility of 91.31%. The options immediately vest and the $69,840 was fully charged to operations
on the date of grant.

During the three months ended December 31, 2013, employees exercised 1,166,476 common stock options through
various cashless exercises in exchange for the issuance of a total of 147,981 shares of the Company’s common stock.
Also during the three months ended December 31, 2013, the Company received $1,687,197 from employees and
consultants through exercises of 3,597,794 options in exchange for 3,597,794 common shares.

 Effective with the Company’s former chief financial officer resignation on October 31, 2013, the Board authorized the
vesting of 200,000 common stock options that he held and the remainder of his 225,000 unvested options was
cancelled.

A summary of outstanding stock warrants and options is as follows:

Number
Weighted
Average

of Shares
Exercise
Price

Outstanding – September 30, 2013 49,704,952 $.48
Granted 1,650,000 $.61
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Exercised (6,489,452 ) $(.37 )
Cancelled (225,000 ) $(.47 )
Outstanding – December 31, 2013 44,640,500 $.48

Of the 44,640,500 options and warrants outstanding, 40,974,166 are fully vested and currently available for exercise.

14. Commitments and Contingency

Operating Leases

The Company leases office space in Encinitas, California; Rogers, Arkansas; Jersey City, New Jersey; and Boise,
Idaho. The Encinitas office is leased for a term that expires on June 30, 2014. The Rogers office is leased for a term of
five years, effective January 1, 2012. The Boise lease is on a month-to-month basis.  The Jersey City office lease
expires on June 30, 2016, and the Company has the option to extend the term for an additional five years. In addition
to paying rent, the Company is also required to pay its pro rata share of the property’s operating expenses.  Rent
expense for the three months ended December 31, 2013 and 2012 was $56,195 and $53,820, respectively. Minimum
future rental payments under non-cancellable operating leases with terms in excess of one year as of December 31,
2013 for the next five years and in the aggregate are:

2014 $156,215
2015 158,911
2016 103,580
2017 -
2018 -

$418,706

Licensing Fee Obligations

The Company has entered into various licensing agreements that require the Company to pay fees to the licensors on
revenues earned by the Company utilizing the related license. The amounts paid on each license vary depending on
the terms of the related license.
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Litigation

On December 16, 2013, the Company was named as the Nominal Defendant in the action titled: Amanda McVety v.
Anthony Macaluso et al., 13 Civ. 8877 (AKH), which was filed in the United States District Court for the Southern
District of New York.  The Plaintiff, derivatively on behalf of the Company, seeks to disgorge approximately $ 1.7
million in equity securities trading profits purportedly realized by Defendant, Anthony Macaluso, the Company’s
former CEO, in violation of Section 16(B) of the Securities Exchange Act of 1934.  If Plaintiff is successful, the
Company could be awarded as much as $1.7 million less Plaintiff’s attorneys’ fees.  The Company is required to file a
response to Plaintiff’s Complaint on or before February 14, 2014.

On July 29, 2013, we were served a first amended complaint for Elizabeth Ibey v. Wal-Mart Stores Inc. and Single
Touch Interactive Inc. The complaint is a class action pending in the United States District Court, Southern District of
California and alleged violations of the Telephone Consumer Protection Act. The Plaintiff was seeking damages and
injunctive relief. We filed a Motion to Dismiss the case on September 19, 2013. In December 2013, Plaintiff requested
and the parties agreed to a continuation of the scheduled hearing on the Motion to Dismiss. An Early Neutral
Evaluation was held on January 14, 2014 resulting in the Plaintiff dismissing the case with prejudice which occurred
on January 31, 2014.

15. Subsequent Events

On January 13, 2014, a note holder converted $50,000 of debt into 100,000 shares of the Company’s common stock.

From January 1, 2014 to date, the Company received $75,456 from warrant holders who converted 301,500
previously issued and outstanding warrants into 301,500 shares of the Company’s common stock at prices ranging
from $0.25 to $0.306 per share.

From January 1, 2014 to date, the Company repurchased 20,000 shares of its common stock in the open market at an
average price of $0.575 per share for a total cost of $11,500.
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Item 2 - Management's Discussion and Analysis of Financial Condition and Results of Operations

The following Management's Discussion and Analysis should be read in conjunction with Single Touch's financial
statements and the related notes thereto. The Management's Discussion and Analysis may contain “forward-looking
statements.” Any statements that are not statements of historical fact are forward-looking statements.

These statements are based on the current expectations, forecasts, and assumptions of our management and are subject
to various risks and uncertainties that could cause our actual results to differ materially from those expressed or
implied by the forward-looking statements. Forward-looking statements are sometimes identified by language such as
“believes,” “anticipates,” “estimates,” “expects,” “plans,” “intends,” “projects,” “future” and similar expressions and may also include
references to plans, strategies, objectives, and anticipated future performance as well as other statements that are not
strictly historical in nature.

The risks, uncertainties, and other factors that could cause our actual results to differ materially from those expressed
or implied in this Quarterly Report on Form 10-Q include:

● our ability to successfully retain and sell additional services to our existing clients and obtain new clients;
● our reliance on primarily a single client and the continued use by such client of our services with favorable
pricing terms;

● changes in laws and regulations related to the communication services we provide to or through our clients;
● the failure of our outsourced data center services providers to provide the anticipated levels of service;
● any significant slowdown or failure of our systems or error in the performance of our services;
● our failure to keep pace with changes in technology and the demands of our clients;
● the ability to attract and retain key personnel;
● our ability to obtain additional financing at favorable rates to maintain and develop our operations; and
competitive conditions in our industry.

There may be other factors that may cause our actual results to differ materially from the forward-looking statements.
We can give no assurances that any of the events anticipated by the forward-looking statements will occur or, if any of
them do, what impact they will have on our results of operations and financial condition. Readers should carefully
consider this information as well the risks and other uncertainties described in our other filings made with the
Securities and Exchange Commission. Readers are cautioned not to place undue reliance on forward-looking
statements. They reflect opinions, assumptions, and estimates only as of the date they were made, and we undertake
no obligation to publicly update or revise any forward-looking statements in this Quarterly Report on Form 10-Q,
whether as a result of new information, future events or circumstances, or otherwise.

Overview

We are an innovative mobile media solutions provider serving retailers, advertisers and brands. Through patented
technologies and a modular, adaptable platform, our multi-channel messaging gateway enables marketers to reach
consumers on all types of connected devices, with information that engages interest, drives transactions and
strengthens relationships and loyalty.

Our solutions are designed to drive return on investment for high-volume clients and/or customized branded
advertisers. Our platform and tools are designed to enable large brands or anyone with substantial reach to utilize the
mobile device as a new means to communicate. Communication might be in the form of a reminder message, a
coupon, an advertisement or a voice call. Regardless of the form, our platform can drive value and cost savings for
companies large and small, and we provide the ability to drive contextually relevant advertising messages to the right
audience.
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Our business has focused on leveraging our solution in the areas of messaging/notifications and Abbreviated Dial
Codes. These solutions are enhanced when we deploy imbedded advertisements, sponsorship and couponing.

Our portfolio of intellectual property represents our many years’ innovation in the wireless industry through patented
technology that we developed, as well as patented technology we purchased from Microsoft and others. We are
dedicated to the monetization of our patents, primarily through licensing agreements that allow others to use our
patents in exchange for royalty income and other consideration.
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Throughout our history, we have been constrained by the availability of funds to develop and operate our business and
intellectual property.    We have raised funds by selling shares of our stock, convertible debentures and warrants to
insiders and private investors.    A variety of non-cash accounting charges have traditionally increased our net losses,
including charges for stock based compensation that we have paid to officers, directors, employees, consultants and
key vendors who have developed our business from its start-up pre-revenue phase to a fully operational business in
which we have grown annual revenues by more than ten times in the past three years.

During quarter ended December 31, 2013, we continued reducing our negative cash flows from operations as a result
of 49% growth in revenues and 2% decrease in costs directly associated with revenue.    During the quarter ended
December 31, 2013, on a pro-forma basis when separating out intellectual property related initiatives, our core,
underlying business generated positive operating profits and positive cash flow, a trend that has been established for
the trailing twelve months ended December 31, 2013.

As we expand operational activities and seek to monetize our patented technology, we may from time to time
experience operating losses and/or negative cash flows from operations and may be required to obtain additional
financing to fund operations.    We are heavily reliant on the revenue we generate from a single customer relationship.
Our core mobile media business operates in a relatively new and evolving industry that seeks to gain a larger share of
business spending which has traditionally been directed toward older established media solutions.    There can be no
assurance that we will be successful in addressing these challenges and others that we face, and the failure to do so can
have a material adverse effect on our business prospects, financial condition and results of operations.

Results of Operations

Results of Operations for the Three Months Ended December 31, 2013 and 2012

During the fiscal first quarter ended December 31, 2013, we increased our revenue by approximately 49% over
revenue generated during the quarter ended December 31, 2012 ($2,907,128 in quarter ended December 31, 2013
compared to $1,947,278 in quarter ended December 31, 2012). The growth is attributable to $750,000 in one-time
licensing revenue earned from a single transaction with Zoove Corporation and continuing mobile adoption and new
programs for existing and new client relationships. Excluding the $750,000 in licensing revenue, we increased our
revenue by 11%. During the quarter, new Telephone Consumer Protection Act (TCPA) consent rules became effective
beginning October 16, 2013, which affected some of our marketing clients. In particular, the volume of mobile
marketing campaigns slowed as brands responded to the new regulations and focused on re-opting in Subscribers to
their SMS databases.  Despite the adverse effects of the TCPA rules change in the quarter, our underlying messaging
volume still grew to 87 million messages in the quarter, up 13% from 77 million during quarter ended December 31,
2012.

Of our revenue earned during the quarter ended December 31, 2013, approximately 74% was generated from contracts
with nine customers covered under our master services agreement with AT&T and 26% was generated from our
agreement with Zoove Cooperation. Of our revenue earned during quarter ended December 31, 2012, approximately
99% was generated from contracts with eight customers covered under our master services agreement with AT&T.

Royalties and Application Costs represent the direct out-of-pocket costs associated with revenue. Royalties and
Application Costs vary substantially in line with Wireless Applications revenue and totaled $868,093 in the quarter
ended December 31, 2013, compared to $883,793 in 2012, a decrease of 2%. Our gross margin improved to 70% for
the quarter ended December 31, 2013 as compared to 55% for the quarter ended December 31, 2012.  Our underlying
messaging gross margin from messaging, which excludes the $750,000 in licensing revenue, was 60% for the quarter
ended December 31, 2013, which is improved from the 55% gross margin from messaging for the quarter ended
December 31, 2012.  Royalties and Application Costs as a percentage of revenue decreased by 15%, from 30% to 45%
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from the quarter ended December 31, 2013 to that for 2012. The decrease is attributable to the $750,000 in licensing
revenue in quarter ended December 31, 2013, for which there are no Royalties and Application Cost and the
composition of message types, vendor re-negotiations, and taking in-house a number of formerly outsourced services,
such as part of our colocation facilities.  Royalties and Application Costs as a percentage of revenue decreased by 5%,
from 40% to 45% from the quarter ended December 31, 2013 to that for 2012.
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Research and Development expense increased from $8,706 in quarter ended December 31, 2012 to $24,903 in quarter
ended December 31, 2013, representing approximately 1% of revenues, a level that is consistent with past quarters.

Compensation expense, excluding stock based compensation, was $1,062,879 for the quarter ended December 31,
2013 as compared to $645,618 for the quarter ended December 31, 2012, an increase of $417,261 or 65%, that is
primarily attributable to our accruing $423,487 in compensation expense in connection with  terminating our
employment agreement with our former Executive Chairman on December 13, 2013.

General and administrative expense, excluding stock based compensation, was $819,613 for the quarter ended
December 31, 2013 as compared to $771,503 for the quarter ended December 31, 2012, an increase of $48,110 or 6%.
The increase is largely related to increased legal and consulting fees.

For the quarter ended December 31, 2013, total stock based compensation expense decreased 40% to $841,706 from
$1,406,541 for quarter ended December 31, 2012.  The decrease is attributable to fewer stock based compensation
issuances that we made during the quarter as part of our effort to reduce the number of issued and potentially issuable
shares of our common stock.

Interest expense for the quarters ended December 31, 2013 and 2012 was $192,720 and $308,486, respectively, a
decrease of $115,766 or 38%. The decrease in interest expense is attributable to a decrease in the outstanding principal
on our convertible debentures.

Our net loss for the quarter ended December 31, 2013 was $1,051,733 as compared to a net loss of $2,232,155 for the
fiscal year ended December 31, 2012, a decrease of $1,180,422 or 53% that is primarily attributable to the $959,850
increase in revenue, our improved gross margin and the $564,835 decrease in stock based compensation expense for
employees, directors and consultants.  Excluding stock based compensation, our net loss for December 31, 2013 was
$210,027, which includes the one-time compensation expense charge $423,487 noted above.  For the quarter ended
December 31, 2012, our net loss, excluding stock based compensation, was $825,614.

Liquidity and Capital Resources

At December 31, 2013, we had total assets of $8,223,168 and total liabilities of $5,906,656. As of September 30,
2013, we had total assets of $6,523,206 and total liabilities of $5,398,842. The $1,699,962 or 26% increase in assets is
primarily attributable to the $1,144,624 increase in cash and cash equivalents and $839,605 increase in accounts
receivable. At December 31, 2013, we had cash of $2,291,619 as compared to $1,146,995 at September 30, 2013, an
increase of $1,144,624. The $507,814 increase in liabilities in the year since September 30, 2013 is largely due to the
$423,487 of severance costs accrued in December 2013 for the termination of the employment agreement with our
former Executive Chairman.

During the quarter ended December 31, 2013, we used $358,280 in cash for operating activities as compared to the
$361,632 that we used for operating activities during quarter ended December 31, 2012.  During the quarter ended
December 31, 2013, on a pro-forma basis when separating out intellectual property related initiatives, our core,
underlying business generated positive operating profits and positive cash flow, a trend that has been established for
the trailing twelve months ended December 31, 2013.

Cash used in investing activities for the fiscal year ended December 31, 2013 was $167,829, of which $97,403
represented the capitalized internal costs of our software development for our core operations and the remaining
$70,426 represents investments in our IP that is designed to strengthen our IP portfolio and expand our mobile
communications/advertising offerings.
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Cash provided from financing activities for quarter ended December 31, 2013 totaled $1,670,733. The Company
received $1,825,198 from issuances of our common stock in connection with stock options and warrants exercised and
we spent $150,413 to repurchase 285,471 shares of our common stock, at an average price of $0.5269, which we
retired.

Over the next twelve months we believe that existing capital and anticipated funds from operations may be sufficient
to sustain our current level of operations. Inasmuch as the Company is pursuing the monetization of its IP, which
plans are subject to change, additional external financing relating to such efforts will be required. In addition,
increased acceleration in our organic business and/or other economic influences might also necessitate other
financing. There can be no assurance that we will be able obtain additional financing, if at all or upon terms that will
be acceptable to us. There can, moreover, be no assurance of when, if ever, our operations become profitable.

Critical Accounting Policies and Estimates

The discussion and analysis of our financial condition and results of operations are based upon our consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the
United States of America.    The preparation of these financial statements requires us to make estimates and judgments
that affect the reported amounts of assets, liabilities, revenues and expenses.    We have identified the following
accounting policies that we believe are keys to an understanding of our financial statements.    These are important
accounting policies that require management’s most difficult, subjective judgments.

21

Edgar Filing: SINGLE TOUCH SYSTEMS INC - Form 10-Q

35



Revenue Recognition

Revenue is recognized in accordance with Staff Accounting Bulletin (“SAB”) No. 101, Revenue Recognition in
Financial Statements, as revised by SAB No. 104. As such, the Company recognizes revenue when persuasive
evidence of an arrangement exists, title transfer has occurred, the price is fixed or readily determinable and
collectability is probable. Sales are recorded net of sales discounts.

Non-monetary Consideration Issued for Services

We value all services rendered in exchange for our common stock at the quoted price of the shares issued at date of
issuance or at the fair value of the services rendered, whichever is more readily determinable. All other services
provided in exchange for other non-monetary consideration are valued at either the fair value of the services received
or the fair value of the consideration relinquished, whichever is more readily determinable.

Our accounting policy for equity instruments issued to consultants and vendors in exchange for goods and services
follows the provisions of ASC Topic 505-50, “Equity Based Payments to Non Employees.” The measurement date for
the fair value of the equity instruments issued is determined at the earlier of (i) the date at which a commitment for
performance by the consultant or vendor is reached or (ii) the date at which the consultant or vendor’s performance is
complete. In the case of equity instruments issued to consultants, the fair value of the equity instrument is recognized
over the term of the consulting agreement. In accordance with ASC Topic 505, an asset acquired in exchange for the
issuance of fully vested, non-forfeitable equity instruments should not be presented or classified as an offset to equity
on the grantor’s balance sheet once the equity instrument is granted for accounting purposes. Accordingly, we record
the fair value of non-forfeitable common stock issued for future consulting services as prepaid services in our
consolidated balance sheet.

Conventional Convertible Debt

When the convertible feature of the conventional convertible debt provides for a rate of conversion that is below
market value at issuance, this feature is characterized as a beneficial conversion feature (“BCF”). We record a BCF as a
debt discount pursuant to ASC Topic 470-20, “Debt with Conversion and Other Options.” In those circumstances, the
convertible debt will be recorded net of the discount related to the BCF. We amortize the discount to interest expense
over the life of the debt using the effective interest method.
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Software Development Costs

We account for our software development costs in accordance with ASC Topic 985-20, “Cost of Software to be Sold,
Leased, or Otherwise Marketed.” Under ASC Topic 985-20, we expense software development costs as incurred until
we determine that the software is technologically feasible. Once we determine that the software is technologically
feasible, we amortize the costs capitalized over the expected useful life of the software.

Fair Value Measurement

The Company complies with the provisions of ASC No. 820-10 (ASC 820-10), “Fair Value Measurements and
Disclosures.”    ASC 820-10 relates to financial assets and financial liabilities. ASC 820-10 defines fair value,
establishes a framework for measuring fair value in accounting principles generally accepted in the United States of
America (GAAP), and expands disclosures about fair value measurements. The provisions of this standard apply to
other accounting pronouncements that require or permit fair value measurements and are to be applied prospectively
with limited exceptions.

ASC 820-10 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. ASC 820-10 establishes a fair value
hierarchy that distinguishes between (1) market participant assumptions developed based on market data obtained
from independent sources (observable inputs) and (2) an entity’s own assumptions about market participant
assumptions that are developed based on the best information available in the circumstances (unobservable inputs).
The fair value hierarchy consists of three broad levels, which gives the highest priority to unadjusted quoted prices in
active markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). The
three levels of the fair value hierarchy under ASC 820-10 are described below:

Level 1. Valuations based on quoted prices in active markets for identical assets or liabilities that an entity has the
ability to access.

Level 2. Valuations based on quoted prices for similar assets or liabilities, quoted prices for identical assets or
liabilities in markets that are not active, or other inputs that are observable or can be corroborated by observable data
for substantially the full term of the assets or liabilities.

Level 3. Valuations based on inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements or financing activities with special purpose entities.

Item 3 -  Quantitative and Qualitative Disclosures About Market Risk

Not required for Smaller Reporting Companies.
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Item 4 - Controls and Procedures

Evaluation of Disclosure Controls and Procedures

The Company’s Principal Executive Officer and Principal Financial Officer    have evaluated the effectiveness of our
disclosure controls and procedures as of the end of the period covered by this report pursuant to Rule 13a-15(b) under
the Securities Exchange Act of 1934 (the “Exchange Act”).    Based on that evaluation, the Company’s Chief Executive
Officer and Chief Financial Officer have concluded that, as of the end of the period covered by this report, our
disclosure controls and procedures are effective in ensuring that information required to be disclosed in the reports
that we file or submit under the Exchange Act reports is (1) recorded, processed, summarized and reported within the
periods specified in the Commission’s rules and forms, and (2) accumulated and communicated to our management,
including our Chief Executive Officer and Chief Financial Officer or persons performing similar functions, as
appropriate to allow timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reporting

We have not made a change in our internal control over financial reporting (as defined in Rules 13a-15(f) and
15d-15(f) under the Exchange Act) during the fiscal quarter ended December 31, 2013 that has materially affected, or
is reasonably likely to materially affect, our internal control over financial reporting.

Internal control systems, no matter how well designed and operated, have inherent limitations.    Therefore, even a
system which is determined to be effective cannot provide absolute assurance that all control issues have been
detected or prevented.    Our systems of internal controls are designed to provide reasonable assurance with respect to
financial statement preparation and presentation.

Under the oversight of the Audit Committee, Management will continue to review and make any changes it deems
necessary to the overall design of the Company’s internal control over financial reporting, including implementing
improvements in policies and procedures. We are committed to a proper internal control environment and will
continue to implement measures to improve the Company’s internal control over financial reporting in response to our
continued operational development.

PART II - OTHER INFORMATION

Item 1 - Legal Proceedings

On July 29, 2013, we were served a first amended complaint for Elizabeth Ibey v. Wal-Mart Stores Inc. and Single
Touch Interactive Inc. The complaint is a class action pending in the United States District Court, Southern District of
California and alleged violations of the Telephone Consumer Protection Act. The Plaintiff was seeking damages and
injunctive relief. We filed a Motion to Dismiss the case on September 19, 2013. In December 2013, Plaintiff requested
and the parties agreed to a continuation of the scheduled hearing on the Motion to Dismiss. An Early Neutral
Evaluation was held on January 14, 2014 resulting in the Plaintiff dismissing the case with prejudice which occurred
on January 31, 2014.

On December 16, 2013, the Company was named as the Nominal Defendant in the action titled: Amanda McVety v.
Anthony Macaluso et al., 13 Civ. 8877 (AKH), which was filed in the United States District Court for the Southern
District of New York.   The Plaintiff, derivatively on behalf of the Company, seeks to disgorge approximately $ 1.7
million in equity securities trading profits purportedly realized by Defendant, Anthony Macaluso, the Company’s
former CEO, in violation of Section 16(B) of the Securities Exchange Act of 1934.   If Plaintiff is successful, the
Company could be awarded as much as $1.7 million less Plaintiff’s attorneys’ fees.   The Company is required to file a
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response to Plaintiff’s Complaint on or before February 14, 2014.

Item 1A  - Risk  Factors

Not required for Smaller Reporting Companies.
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Item 2 - Unregistered Sales of Equity Securities and Use of Proceeds

(c) Issuer Purchases of Equity Securities

Period

Total
Number of
Shares

Purchased
(#)

Average
Price Paid
per Share

($)

Total
Number of
Shares

Purchased
as Part of
Publicly

Announced
Plan
(#)

Maximum
Number of
Shares that
May Yet to

Be
Purchased
Under such

Plan
(#)

October 1, 2013 to October 31, 2013 0 -- 0 20,000,000

November 1, 2013 to November 30, 2013 100,000 0.5406 100,000 19,900,000

December 1, 2013 to December 31, 2013 185,471 0.5195 185,471 19,714,529

Total: 285,471 0.5269 285,471 19,714,529

Item 3 - Defaults  Upon Senior Securities

No disclosure required.

Item 4 – Mine Safety Disclosures

No disclosure required.

Item 5 - Other Information

No disclosure required.

Item 6 -  Exhibits

Index to Exhibits

Exhibit
No. Description

31.1* Certification of Principal Executive Officer, pursuant to Rule  13a-14(a)/15d-14(a) of the Securities
Exchange Act of 1934.

31.2* Certification of Principal Financial Officer, pursuant to Rule 13a-14(a)/15d-14(a) of the Securities
Exchange Act of 1934.

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 Taxonomy Extension Schema Document.
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101.CAL** XBRL Taxonomy Extension Calculation Linkbase Document.
101.DEF** XBRL Taxonomy Extension Definition Linkbase Document.
101.LAB** XBRL Taxonomy Extension Label Linkbase Document.
101.PRE** XBRL Taxonomy Extension Presentation Linkbase Document.

* Filed herewith
** Furnished herewith
+ Each of these Exhibits constitutes a management contract, compensatory plan, or

arrangement.
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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.

Single Touch Systems Inc.

Date:    February 11, 2014 By: /s/ James Orsini
James Orsini, CEO and President
Principal Executive Officer

Date:    February 11, 2014 By: /s/ Kurt Streams
Kurt Streams, Chief Financial Officer
Principal Financial Officer
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