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Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Exchange Act of 1934 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.   Yes [X]     No [  ]
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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
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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.  See definition of  “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.
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Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act).  Yes [   ]  No [X]

Indicate the number of shares outstanding of each of the Registrant’s classes of Common Stock, as of the latest
practicable date.

Class Outstanding as of November 12, 2014
Common Stock, $0.0001 par value 28,609,467 shares
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Part I.  Financial Information
Item 1.  Financial Statements

SPHERIX INCORPORATED AND SUBSIDIARIES

Condensed Consolidated Balance Sheets
(in thousands except share and per share amounts)

September
30,

December
31,

2014 2013
(Unaudited)

ASSETS
Current assets
Cash and cash equivalents $5,550 $3,125
Prepaid expenses and other assets 68 151
Total current assets 5,618 3,276

Property and equipment, net 4 -
Patent portfolios 57,481 64,835
Goodwill 1,712 1,712
Deposit 26 30
Total assets $64,841 $69,853

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities
Accounts payable and accrued expenses $145 $270
Accrued salaries and benefits 39 233
Accrued patent cost - 1,000
Warrant liability 1 48
Total liabilities 185 1,551

Series I redeemable preferred stock, $0.0001 par value; 35,541 shares issued and
outstanding at September 30, 2014 and 119,760 shares issued and outstanding at
December 31, 2013; liquidation preference of $167 per share 5,935 20,000

Commitments and contingencies

Stockholders' equity
Preferred Stock, $0.0001 par value, 50,000,000 shares and 5,000,000 shares authorized at September 30, 2014 and
December 31, 2013, respectively
Series A: no shares issued and outstanding at September 30, 2014 and December 31,
2013; liquidation preference $0.0001 per share - -
Convertible preferred stock
Series C: 1 share issued and outstanding at September 30, 2014 and December 31, 2013 ;
liquidation preference $0.0001 per share - -
Series D: 4,725 shares issued and outstanding at September 30, 2014, and 1,227,582
shares issued and outstanding at December 31, 2013; liquidation value of $0.0001  per
share - -
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Series D-1: 834 shares issued and outstanding at September 30, 2014, and 59,265 shares
issued and outstanding, at December 31, 2013; liquidation value of $0.0001  per share - -
Series F-1: no shares issued and outstanding at September 30,2014, and 156,250 shares
issued and outstanding, at December 31, 2013; liquidation preference $0.0001 per share - -
Series H: 439,043 shares issued and outstanding at September 30, 2014, and 459,043
shares issued and outstanding at December 31, 2013; liquidation preference $83.50 per
share - -
Series J: no shares issued and outstanding at September 30, 2014 and December 31,
2013; liquidation preference $0.0001 per share - -
Common stock, $0.0001 par value, 200,000,000 shares authorized; 28,599,695 shares
and 3,770,113 shares issued at  September 30, 2014 and December 31, 2013,
respectively; 28,599,467 and 3,769,712 shares outstanding at September 30, 2014 and
December 31, 2013, respectively 3 -
Additional paid-in-capital 136,933 102,043
Treasury stock, at cost, 228 shares at September 30, 2014 and 401 shares at December
31, 2013 (264 ) (465 )
Accumulated deficit (77,951 ) (53,276 )
Total stockholders' equity 58,721 48,302
Total liabilities and stockholders' equity $64,841 $69,853

See accompanying notes to condensed consolidated financial statements
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SPHERIX INCORPORATED AND SUBSIDIARIES

Condensed Consolidated Statements of Operations
(in thousands except shares and per share amounts)

(Unaudited)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2014 2013 2014 2013
Revenues $2 $2 $9 $8

Operating costs and expenses
Amortization of patents 2,476 134 7,354 134
Compensation and related expenses (including stock-based
compensation) 1,799 6,393 12,546 7,129
Depreciation - 3 - 24
Other selling, general and administrative 889 2,789 4,865 3,895
Total operating expenses 5,164 9,319 24,765 11,182
Loss from operations (5,162 ) (9,317 ) (24,756 ) (11,174 )

Other income (expenses)
Other income 17 - 34 -
Fair value adjustments for warrant liabilities 1 37 47 (2,610 )
Total other income (expenses) 18 37 81 (2,610 )

Net loss $(5,144 ) $(9,280 ) $(24,675 ) $(13,784 )

Net loss per share, basic and diluted $(0.18 ) $(6.93 ) $(1.47 ) $(14.43 )

Weighted average number of common shares outstanding,
Basic and diluted 28,065,251 1,339,300 16,735,940 955,292

See accompanying notes to condensed consolidated financial statements
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SPHERIX INCORPORATED AND SUBSIDIARIES

Condensed Consolidated Statements of Cash Flows
(in thousands)
(Unaudited)

Nine Months Ended
September 30,

2014 2013
Cash flows from operating activities
Net loss $(24,675 ) $(13,784 )
Adjustments to reconcile net loss to net cash used in operating activities:
Amortization of patent portfolio 7,354 134
Non-cash registration rights penalty 654 -
Fair value adjustment for warrant liabilities (47 ) 2,610
Depreciation - 24
Stock-based compensation 11,954 7,402
Issuance of common stock - financial advisor 225 -
Changes in assets and liabilities:
Other receivables - 4
Prepaid expenses and other assets 83 60
Security deposits 4 -
Accounts payable and accrued expenses (125 ) (171 )
Accrued salaries and benefits (194 ) -
Net cash used in activities of continuing operations (4,767 ) (3,721 )
Net cash provided by activities of discontinued operations - 82
Net cash used in operating activities (4,767 ) (3,639 )

Cash flows from investing activities
Cash acquired in acquisition of North South - 2,684
Purchase of patent portfolio - (2,002 )
Purchase of property and equipment (4 ) -
Payment of accrued patent costs (1,000 ) -
Net cash (used in) provided by investing activities (1,004 ) 682

Cash flows from financing activities
Proceeds from issuance of common stock and warrants, net 3,874 -
Proceeds from issuance of note payable - 500
Proceeds from issuance of preferred stock, net 18,387 500
Redemption of redeemable Series I (14,065 ) -
Net cash provided by financing activities 8,196 1,000

Net increase (decrease) in cash and cash equivalents 2,425 (1,957 )
Cash and cash equivalents, beginning of year 3,125 4,498

Cash and cash equivalents, end of year $5,550 $2,541

Cash paid for interest and taxes $- $-
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Non-cash investing and financing activities
Retirement of treasury stock 201 -
Conversion of preferred stock to common stock 3 -
Issuance of Series C Convertible Preferred Stock in connection with exchange of
warrants - 5,696

See accompanying notes to condensed consolidated financial statements
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SPHERIX INCORPORATED AND SUBSIDIARIES

Notes to the Condensed Consolidated Financial Statements
(Unaudited)

Note
1.

Organization and Description of Business

Organization and Description of Business

Spherix Incorporated (the “Company”) is an intellectual property company incorporated in the State of Delaware that
owns patented and unpatented intellectual property.  The Company was formed in 1967 as a scientific research
company and for much of its history pursued drug development including through Phase III clinical studies which
were discontinued.  Through the Company’s acquisition of patents and patent applications developed by Nortel
Networks Corporation from Rockstar Consortium US, LP (“Rockstar”) and Harris Corporation from North South
Holdings Inc. (“North South”) in 2013, the Company has expanded its activities and is a significant owner of intellectual
property assets. 

The Company's strategy is to derive value from licensing, commercialization, settlement and litigation of patents.

Amended and Restated Certificate of Incorporation and Elimination

On April 24, 2014, the Company filed an Amended and Restated Certificate of Incorporation with the Secretary of
State of the State of Delaware, which was previously approved by the stockholders at a meeting held on February 6,
2014.  The Amended and Restated Certificate of Incorporation, among other things, increased the authorized number
of shares of common stock and preferred stock to 200,000,000 shares from 50,000,000 shares and to 50,000,000
shares from 5,000,000 shares, respectively. The Amended and Restated Certificate of Incorporation also requires the
Company to indemnify its directors, officer and agents and advance expenses to such persons to the fullest extent
permitted by Delaware law.

On April 23, 2014, the Company filed a Certificate of Elimination with the Secretary of State of the State of Delaware
eliminating its Series B Convertible Preferred Stock, Series E Convertible Preferred Stock and Series F Convertible
Preferred Stock and returning them to authorized but undesignated shares of preferred stock. No shares of the
foregoing series of preferred stock were outstanding.

Note
2.

Liquidity and Financial Condition

The Company continues to incur ongoing administrative and other expenses, including public company expenses, in
excess of corresponding (non-financing related) revenue.  While the Company continues to implement its business
strategy, it intends to finance its activities through:

● managing current cash and cash equivalents on hand from the Company’s past equity offerings,

● seeking additional funds raised through the sale of additional securities in the future, and

● increasing revenue from its patent portfolios, license fees and new business ventures.
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As a result of the Company’s recurring operating losses and net operating cash flow deficits, there is substantial doubt
about the Company’s ability to continue as a going concern.  The condensed consolidated financial statements have
been prepared assuming the Company will continue as a going concern and do not include any adjustments to reflect
the possible future effects on the recoverability and classification of assets or the amounts and classification of
liabilities that may result from the outcome of this uncertainty.

-4-
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The Company is dependent on its ability to retain short-term financing and ultimately to generate sufficient cash flow
to meet its obligations on a timely basis in order to attain profitability, as well as successfully obtain financing on
favorable terms to fund the Company’s long-term plans.  The Company’s business will require significant amounts of
capital to sustain operations and make the investments it needs to execute its longer term business plan.  The
Company’s working capital amounted to approximately $5.4 million at September 30, 2014, and cash and cash
equivalents amounted to approximately $5.6 million at September 30, 2014.  The Company’s existing liquidity is not
sufficient to fund its operations, anticipated capital expenditures, working capital and other financing requirements for
the foreseeable future.  Absent generation of sufficient revenue from the execution of the Company’s business plan, the
Company will need to obtain additional debt or equity financing, especially if the Company experiences downturns in
its business that are more severe or longer than anticipated, or if the Company experiences significant increases in
expense levels resulting from being a publicly-traded company or operations.  If the Company attempts to obtain
additional debt or equity financing, the Company cannot assume that such financing will be available to the Company
on favorable terms, or at all.

Disputes regarding the assertion of patents and other intellectual property rights are highly complex and technical. The
Company may be forced to litigate against others to enforce or defend its intellectual property rights or to determine
the validity and scope of other parties’ proprietary rights. The defendants or other third parties involved in the lawsuits
in which the Company is involved may allege defenses and/or file counterclaims or initiate inter parties reviews in an
effort to avoid or limit liability and damages for patent infringement or cause the Company to incur additional costs as
a strategy.  If such efforts are successful, they may have an impact on the value of the patents and preclude the
Company from deriving revenue from the patents. The patents could be declared invalid by a court or the United
States Patent and Trademark Office, in whole or in part, or the costs of the Company can increase. Recent rulings also
create an increased risk that if the Company is unsuccessful in litigation it could be responsible to pay the attorneys’
fees and other costs of defendants by lowering the standard for legal fee shifting sought by defendants in patent cases.

As a result, a negative outcome of any such litigation, or one or more claims contained within any such litigation,
could materially and adversely impact the Company’s business. Additionally, the Company anticipates that legal fees
which are not included in contingency fee arrangements, experts and other expenses will be material and could have
an adverse effect on its financial condition and results of operations if its efforts to monetize its patents are
unsuccessful.

In addition, the costs of enforcing the Company’s patent rights may exceed its recoveries from such enforcement
activities.  Accordingly, in order for the Company to generate a profit from its patent enforcement and monetization
activities, the revenues from such enforcement and monetization activities must be high enough to offset both the cash
outlays and the contingent fees payable from such revenues, including any profit sharing arrangements with inventors
or prior owners of the patents. The Company’s failure to monetize its patent assets or the occurrence of unforeseen
circumstances that could have a negative impact on the Company’s liquidity could significantly harm its business.

Note
3.

Summary of Significant Accounting Policies

Basis of Presentation and Principles of Consolidation

The accompanying condensed consolidated financial statements of the Company are unaudited and do not include all
of the information and disclosures generally required for annual financial statements. In the opinion of management,
the statements contain all material adjustments (consisting of normal recurring accruals) necessary to present fairly the
Company’s condensed consolidated financial position as of September 30, 2014, and the condensed consolidated
results of its operations and cash flows for the three and nine month periods ended September 30, 2014 and 2013. This
report should be read in conjunction with the Company’s Annual Report on Form 10-K, which does contain the
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complete information and disclosure for the year ended December 31, 2013.

The accompanying condensed consolidated financial statements include the accounts of the Company and its
wholly-owned subsidiaries, Biospherics Incorporated, Nuta Technology Corp., Spherix Portfolio Acquisition I, Inc.
(“SPXI”), Spherix Portfolio Acquisition II, Inc. (“SPXII”), Guidance IP, LLC (“Guidance”), CompuFill LLC (“CompuFill”) ,
Directional IP, LLC (“Directional”) and NNPT, LLC (“NNPT”).  All significant intercompany balances and transactions
have been eliminated in consolidation.

-5-
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Use of Estimates

The accompanying condensed consolidated financial statements have been prepared in conformity with accounting
principles generally accepted in the United States of America (“US GAAP”).  This requires management to make
estimates and assumptions that affect certain reported amounts of assets and liabilities and disclosures of contingent
assets and liabilities at the date of the financial statements, and the reported amounts of revenue and expenses during
the period.  The Company’s significant estimates and assumptions include the recoverability and useful lives of
long-lived assets, stock-based compensation,  and the valuation allowance related to the Company’s deferred tax
assets.  Certain of the Company’s estimates, including the carrying amount of the intangible assets, could be affected
by external conditions, including those unique to the Company and general economic conditions.  It is reasonably
possible that these external factors could have an effect on the Company’s estimates and could cause actual results to
differ from those estimates and assumptions.

Intangible Assets – Patent Portfolios

Intangible assets include the Company’s patent portfolios with original estimated useful lives ranging from six months
to 12 years.  The Company amortizes the cost of the intangible assets over their estimated useful lives on a
straight-line basis. Costs incurred to acquire patents, including legal costs, are also capitalized as long-lived assets and
amortized on a straight-line basis with the associated patent.  

Patents include the cost of patents or patent rights (hereinafter, collectively “patents”) acquired from third-parties or
acquired in connection with business combinations.  Patent acquisition costs are amortized utilizing the straight-line
method over their remaining economic useful lives, ranging from one to ten years. Certain patent application and
prosecution costs incurred to secure additional patent claims, that based on management’s estimates are deemed to be
recoverable, are capitalized and amortized over the remaining estimated economic useful life of the related patent
portfolio.

Goodwill

Goodwill is the excess of cost of an acquired entity over the fair value of amounts assigned to assets acquired and
liabilities assumed in a business combination. Goodwill is subject to impairment testing at least annually and will be
tested for impairment between annual tests if an event occurs or circumstances change that indicate the carrying
amount may be impaired. ASC Topic 350 provides an entity with the option to first assess qualitative factors to
determine whether the existence of events or circumstances leads to a determination that it is more likely than not that
the fair value of a reporting unit is less than its carrying amount. If, after assessing the totality of events or
circumstances, an entity determines it is not more likely than not that the fair value of a reporting unit is less than its
carrying amount, then performing the two-step impairment test is unnecessary. If the two-step impairment test is
necessary, a fair-value-based test is applied at the reporting unit level, which is generally one level below the
operating segment level. The test compares the fair value of an entity's reporting units to the carrying value of those
reporting units. This test requires various judgments and estimates.

The Company estimates the fair value of the reporting unit using a market approach in combination with a discounted
operating cash flow approach. Impairment of goodwill is measured as the excess of the carrying amount of goodwill
over the fair values of recognized and unrecognized assets and liabilities of the reporting unit. An adjustment to
goodwill will be recorded for any goodwill that is determined to be impaired. The Company tests goodwill for
impairment at least annually in conjunction with the preparation of its annual business plan, or more frequently if
events or circumstances indicate it might be impaired. ASU 2010-28 modifies Step 1 of the goodwill impairment test
for reporting units with zero or negative carrying amounts. For those reporting units, an entity is required to perform
Step 2 of the goodwill impairment test if it is more likely than not that a goodwill impairment exists.  In determining
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whether it is more likely than not that goodwill impairment exists, an entity should consider whether there are any
adverse qualitative factors indicating that impairment may exist.
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Impairment of Long-lived Assets

The Company monitors the carrying value of long-lived assets for potential impairment and tests the recoverability of
such assets whenever events or changes in circumstances indicate that the carrying amounts may not be recoverable. If
a change in circumstance occurs, the Company performs a test of recoverability by comparing the carrying value of
the asset or asset group to its undiscounted expected future cash flows. If cash flows cannot be separately and
independently identified for a single asset, the Company will determine whether impairment has occurred for the
group of assets for which the Company can identify the projected cash flows. If the carrying values are in excess of
undiscounted expected future cash flows, the Company measures any impairment by comparing the fair value of the
asset or asset group to its carrying value. The Company deemed there was no impairment of long-lived assets during
the nine months ended September 30, 2014.

Net Loss per Share

Basic loss per share is computed by dividing the net income or loss applicable to common shares by the weighted
average number of common shares outstanding during the period. Diluted earnings per share is computed using the
weighted average number of common shares and, if dilutive, potential common shares outstanding during the period.
Potential common shares consist of the incremental common shares issuable upon the exercise of stock options (using
the treasury stock method) and the conversion of the Company’s convertible preferred stock and warrants (using the
if-converted method). Diluted loss per share excludes the shares issuable upon the conversion of preferred stock and
the exercise of stock options and warrants from the calculation of net loss per share if their effect would be
anti-dilutive.

Securities that could potentially dilute loss per share in the future that were not included in the computation of diluted
loss per share at September 30, 2014 and September 30, 2013 are as follows:

As of September 30,
2014 2013

Convertible preferred stock 5,156,841 13,796,852
Warrants to purchase common stock 775,021 66,062
Non-vested restricted stock awards 15,000 250
Options to purchase common stock 5,298,877 2,012,163
Total 11,245,739 15,875,327

Stock-based Compensation

The Company accounts for share-based payment awards exchanged for employee services at the estimated grant date
fair value of the award. Stock options issued under the Company’s long-term incentive plans are granted with an
exercise price equal to no less than the market price of the Company’s stock at the date of grant and expire up to ten
years from the date of grant.

The fair value of stock options granted was determined on the grant date using assumptions for risk free interest rate,
the expected term, expected volatility, and expected dividend yield. The risk free interest rate is based on U.S.
Treasury zero-coupon yield curve over the expected term of the option. The expected term assumption is determined
using the weighted average midpoint between vest and expiration for all individuals within the grant. The expected
volatility assumption is based on the standard deviation of the Company’s underlying stock price’s daily logarithmic
returns.
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The Company’s model includes a zero dividend yield assumption, as the Company has not historically paid nor does it
anticipate paying dividends on its common stock. The Company’s model does not include a discount for post-vesting
restrictions, as the Company has not issued awards with such restrictions.

The periodic expense is then determined based on the valuation of the options, and at that time an estimated forfeiture
rate is used to reduce the expense recorded. The Company estimates of pre-vesting forfeitures is primarily based on
the Company’s historical experience and is adjusted to reflect actual forfeitures as the options vest.
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Treasury Stock

The Company accounts for the treasury stock using the cost method, which treats it as a reduction in stockholders’
equity.

Preferred Stock

The Company applies the accounting standards for distinguishing liabilities from equity when determining the
classification and measurement of its preferred stock. Preferred shares subject to mandatory redemption are classified
as liability instruments and are measured at fair value. Conditionally redeemable preferred shares (including preferred
shares that feature redemption rights that are either within the control of the holder or subject to redemption upon the
occurrence of uncertain events not solely within the Company’s control) are classified as temporary equity. At all other
times, preferred shares are classified as stockholders’ equity.

Recent Accounting Pronouncements

The Financial Accounting Standards Board (“FASB”) has issued Accounting Standards Update (“ASU”) No. 2014-12,
Compensation - Stock Compensation (Topic 718): Accounting for Share-Based Payments When the Terms of an
Award Provide That a Performance Target Could Be Achieved after the Requisite Service Period. This ASU requires
that a performance target that affects vesting, and that could be achieved after the requisite service period, be treated
as a performance condition. As such, the performance target should not be reflected in estimating the grant date fair
value of the award. This update further clarifies that compensation cost should be recognized in the period in which it
becomes probable that the performance target will be achieved and should represent the compensation cost
attributable to the period(s) for which the requisite service has already been rendered. The amendments in this ASU
are effective for annual periods and interim periods within those annual periods beginning after December 15, 2015.
Earlier adoption is permitted. The adoption of this standard is not expected to have a material impact on the
Company’s condensed consolidated financial position and results of operations.

The FASB has issued ASU No. 2014-09, Revenue from Contracts with Customers. This ASU supersedes the revenue
recognition requirements in Accounting Standards Codification 605 - Revenue Recognition and most industry-specific
guidance throughout the Codification. The standard requires that an entity recognizes revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which the company expects to
be entitled in exchange for those goods or services. This ASU is effective on January 1, 2017 and should be applied
retrospectively to each prior reporting period presented or retrospectively with the cumulative effect of initially
applying the ASU recognized at the date of initial application.  The adoption of this standard is not expected to have a
material impact on the Company’s condensed consolidated financial position and results of operations. 

The FASB issued ASU 2014-15 on “Presentation of Financial Statements Going Concern (Subtopic 205-40) -
Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern”. Currently, there is no guidance
in U.S. GAAP about management’s responsibility to evaluate whether there is substantial doubt about an entity’s ability
to continue as a going concern or to provide related footnote disclosures. The amendments in this ASU provide that
guidance. In doing so, the amendments are intended to reduce diversity in the timing and content of footnote
disclosures. The amendments require management to assess an entity’s ability to continue as a going concern by
incorporating and expanding upon certain principles that are currently in U.S. auditing standards. Specifically, the
amendments (1) provide a definition of the term substantial doubt, (2) require an evaluation every reporting period
including interim periods, (3) provide principles for considering the mitigating effect of management’s plans, (4)
require certain disclosures when substantial doubt is alleviated as a result of consideration of management’s plans, (5)
require an express statement and other disclosures when substantial doubt is not alleviated, and (6) require an
assessment for a period of one year after the date that the financial statements are issued (or available to be issued).
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The amendments in this ASU are effective for public and nonpublic entities for annual periods ending after December
15, 2016. Early adoption is permitted.  The Company has elected to early adopt the provisions of ASU 2014-15 in
connection with the issuance of these unaudited condensed consolidated financial statements.  Management’s
evaluations regarding the events and conditions that raise substantial doubt regarding the Company’s ability to
continue as a going concern have been disclosed in Note 2.
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Note 4. Goodwill and Intangible Assets

Acquisition of North South

On September 10, 2013, the Company completed its acquisition of North South.  The Company acquired North South
to expand its patent portfolio and continue its business plan of the monetization of its intellectual property.  The
Company accounted for its acquisition of North South using the acquisition method of accounting.

The following table presents the unaudited pro-forma financial results, as if the acquisition of North South had been
completed as of January 1, 2013 (in thousands, except per share amounts):

For the
three

months
ended

For the nine
months
ended

September
30, 2013

Revenues $96 $102
Net loss $(9,422 ) (14,215 )
Loss per share - basic and diluted $(4.08 ) (6.84 )

Other Intangible Assets

The Company’s intangible assets with finite lives consist of its patents and patent rights, with estimated remaining
economic useful lives ranging from nine months to 12 years. For all periods presented, all of the Company’s
identifiable intangible assets were subject to amortization. The gross carrying amounts and accumulated amortization
related to acquired intangible assets as of September 30, 2014 are as follows (in thousands, except year amounts):

Date Acquired and Description

Patent
Portfolios at

December 31,
2013, Net

Original Life
(in years)

Amortization
Expense for

the Nine
Months
Ended

September 30,
2014

Patent
Portfolios at

September 30,
2014, Net

7/24/13 - Rockstar patent portfolio $ 3,792 8.50 $ 351 $ 3,441
9/10/13 - North South patent portfolio 1,062 8.50 97 965
12/31/13 - Rockstar patent portfolio 59,981 6.50 6,906 53,075

$ 64,835 $ 7,354 $ 57,481

The Company incurred amortization expense associated with its finite-lived intangible assets of $2.48 and $7.35
million for the three and nine months ended September 30, 2014, respectively. Amortization of the intangible assets
for the three and nine months ended September 30, 2013 was $0.13 million. There was no amortization prior to July
24, 2013 as the first assets were placed into service on July 24, 2013.

The weighted average remaining amortization period of the Company’s patents as of September 30, 2014 is
approximately 5.9 years. Future amortization of all patents is as follows (in thousands):

Rockstar
North
South Rockstar
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Portfolio Portfolio Portfolio
Acquired Acquired Acquired Total
24-Jul-13 10-Sep-13 31-Dec-13 Amortization

Three Months Ended December 31, 2014 118 33 2,326 2,477
Year Ended December 31, 2015 470 130 9,225 9,825
Year Ended December 31, 2016 471 130 9,250 9,851
Year Ended December 31, 2017 470 130 9,225 9,825
Year Ended December 31, 2018 470 130 9,225 9,825
Thereafter 1,441 412 13,825 15,678
Total $3,440 $965 $53,076 $ 57,481

-9-
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Note
5.

Stockholders’ Equity

Preferred Stock

On April 23, 2014, the Company filed a Certificate of Elimination with the Secretary of State of the State of Delaware
eliminating its Series B Convertible Preferred Stock, Series E Convertible Preferred Stock and Series F Convertible
Preferred Stock and returning them to authorized but undesignated shares of preferred stock. No shares of the
foregoing series of preferred stock were outstanding. On May 28, 2014, the Company designated 10,000,000 shares of
preferred stock as Series J Convertible Preferred Stock. The Company had designated separate series of its capital
stock as of September 30, 2014 and December 31, 2013 as summarized below:

Number of Shares Issued
and Outstanding as of

September
30,

2014

December
31,

2013 Par Value
Conversion

Ratio
Series "A" - - $0.0001 N/A
Series "B" - 1 0.0050 4:1
Series "C" 1 1 0.0001 1:1
Series “D" 4,725 1,227,582 0.0001 10:1
Series “D-1" 834 59,265 0.0001 10:1
Series “F-1" - 156,250 0.0001 1:1
Series “H" 439,043 459,043 0.0001 10:1
Series “I” 35,541 119,760 0.0001 20:1
Series “J” - - 0.0001 1:1

Series A Participating Preferred Stock

The Company’s board of directors has designated 500,000 shares of its preferred stock as Series A Participating
Preferred Stock (“Series A Preferred Stock”).

On January 1, 2013, the Company adopted a stockholder rights plan in which rights to purchase shares of Series A
Preferred Stock were distributed as a dividend at the rate of one right for each share of common stock.  The rights are
designed to guard against partial tender offers and other abusive and coercive tactics that might be used in an attempt
to gain control of the Company or to deprive its stockholders of their interest in the long-term value of the
Company.  These rights seek to achieve these goals by forcing a potential acquirer to negotiate with the board of
directors (or to go to court to try to force the board of directors to redeem the rights), because only the board of
directors can redeem the rights and allow the potential acquirer to acquire the Company’s shares without suffering very
significant dilution.  However, these rights also could deter or prevent transactions that stockholders deem to be in
their interests, and could reduce the price that investors or an acquirer might be willing to pay in the future for shares
of the Company’s common stock.

Each right entitles the registered holder to purchase one one-hundredth of a share (a “Unit”) of the Company’s Series A
Preferred Stock.  Each Unit of Series A Preferred Stock will be entitled to an aggregate dividend of 100 times the
dividend declared per share of common stock.  In the event of liquidation, the holders of the Units of Series A
Preferred Stock will be entitled to an aggregate payment of 100 times the payment made per share of common
stock.  Each Unit of Series A Preferred Stock will have 100 votes, voting together with the common stock.  Finally, in
the event of any merger, consolidation or other transaction in which shares of common stock are exchanged, each Unit
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of Series A Preferred Stock will be entitled to receive 100 times the amount received per share of common
stock.  These rights are protected by customary anti-dilution provisions.

The rights will be exercisable only if a person or group acquires 10% or more of the Company’s common stock
(subject to certain exceptions stated in the plan) or announces a tender offer the consummation of which would result
in ownership by a person or group of 10% or more of the Company’s common stock.  The board of directors may
redeem the rights at a price of $0.001 per right.  The rights will expire at the close of business on December 31, 2017
unless the expiration date is extended or unless the rights are earlier redeemed or exchanged by the Company.

-10-
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Series B Convertible Preferred Stock

In connection with an offering of securities, which the Company closed in October 2010, the Company created a
Series B Convertible Preferred Stock (“Series B Preferred Stock”).  All shares of Series B Preferred Stock issued in the
offering were converted to common stock except for one (1) outstanding share of Series B Preferred Stock as of
December 31, 2013, and all shares of Series B Preferred Stock issued in the offering were converted to common stock
as of September 30, 2014.

The Series B Preferred Stock was convertible at the option of the holder at any time into shares of the Company’s
common stock at a conversion ratio determined by dividing the stated value of the convertible preferred stock, or
$1,000, by a conversion price of $250.00 per share.  The conversion price was subject to adjustment in the case of
stock splits, stock dividends, combination of shares and similar recapitalization transactions.  The conversion price
was also subject to adjustment if the Company issues rights, options or warrants to all holders of its common stock
entitling them to subscribe for or purchase shares of its common stock at a price per share less than the daily volume
weighted average price of its common stock, if the Company distributed evidence of its indebtedness or assets or
rights or warrants to subscribe for or purchase any security to all holders of its common stock, or if the Company
consummated a fundamental corporate transaction such as a merger or consolidation, sale or other disposition of all or
substantially all of its assets, or an exchange or tender offer accepted by the holders of 50% or more of the Company’s
outstanding common stock.  Subject to limited exceptions, a holder of shares of Series B Preferred Stock did not have
the right to convert any portion of its Series B Preferred Stock if the holder, together with its affiliates, would
beneficially own in excess of 4.99% of the number of shares of the Company’s common stock outstanding
immediately after giving effect to its conversion.  The Series B Preferred Stock was entitled to receive dividends (on
an “as converted to common stock” basis) to and in the same form as dividends actually paid on shares of the Company’s
common stock.  Except as required by law, holders of the Series B Preferred Stock generally were not entitled to
voting rights. On April 15, 2014, one (1) share of Series B Preferred Stock was converted into four (4) shares of
common stock. No shares of Series B Preferred Stock remained outstanding thereafter, and this class of stock was
eliminated on April 23, 2014.

Series C Convertible Preferred Stock

On March 6, 2013, the Company and certain investors that participated in the Company’s November 2012 private
placement transaction entered into separate Warrant Exchange Agreements pursuant to which those investors
exchanged common stock purchase warrants for 229,337 shares of the Company’s Series C Convertible Preferred
Stock (“Series C Preferred Stock”).  Each share of Series C Preferred Stock is convertible into one (1) share of common
stock at the option of the holder.  The Series C Preferred Stock was established on March 5, 2013 by the filing in the
State of Delaware of a Certificate of Designation of Preferences, Rights and Limitations of Series C Preferred
Stock.  During the year ended December 31, 2013, 229,336 shares of Series C Preferred Stock were converted into
229,336 shares of common stock.  As of September 30, 2014 and December 31, 2013, one (1) share of Series C
Preferred Stock remained issued and outstanding.

Series D Convertible Preferred Stock

In connection with the acquisition of North South’s patent portfolio in September 2013, the Company issued 1,379,685
shares of its Series D Convertible Preferred Stock (“Series D Preferred Stock”) to the stockholders of North
South.  Each share of Series D Preferred Stock has a stated value of $0.0001 per share and is convertible into ten (10)
shares of common stock.  Upon the liquidation, dissolution or winding up of the Company’s business, each holder of
Series D Preferred Stock shall be entitled to receive, for each share of Series D Preferred Stock held, a preferential
amount in cash equal to the greater of (i) the Stated Value or (ii) the amount the holder would receive as a holder of
the Company’s common stock on an “as converted” basis.  Each holder of Series D Preferred Stock shall be entitled to
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vote on all matters submitted to its stockholders and shall be entitled to such number of votes equal to the number of
shares of common stock such shares of Series D Preferred Stock are convertible into at such time, taking into account
the beneficial ownership limitations set forth in the governing Certificate of Designation and the conversion
limitations described below.  At no time may shares of Series D Preferred Stock be converted if such conversion
would cause the holder to hold in excess of 4.99% of the Company’s issued and outstanding common stock, subject to
an increase in such limitation up to 9.99% of the issued and outstanding common stock on 61 days’ written notice to
the Company.  The conversion ratio of the Series D Preferred Stock is subject to adjustment in the event of stock
splits, stock dividends, combination of shares and similar recapitalization transactions.
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During the nine months ended September 30, 2014, 1,222,857 shares of Series D Preferred Stock were exchanged for
Series D-1 Convertible Preferred Stock (see below).  As of September 30, 2014, 4,725 shares of Series D Preferred
Stock remained issued and outstanding.

Series D-1 Convertible Preferred Stock

The Company’s Series D-1 Convertible Preferred Stock (“Series D-1 Preferred Stock”) was established on November 22,
2013.  Each share of Series D-1 Preferred Stock has a stated value of $0.0001 per share and is convertible into ten (10)
shares of common stock.  Upon the liquidation, dissolution or winding up of the Company’s business, each holder of
Series D-1 Preferred Stock shall be entitled to receive, for each share of Series D-1 Preferred Stock held, a preferential
amount in cash equal to the greater of (i) the stated value or (ii) the amount the holder would receive as a holder of the
Company’s common stock on an “as converted” basis.  Each holder of Series D-1 Preferred Stock shall be entitled to
vote on all matters submitted to the Company’s stockholders and shall be entitled to such number of votes equal to the
number of shares of common stock such shares of Series D-1 Preferred Stock are convertible into at such time, taking
into account the beneficial ownership limitations set forth in the governing Certificate of Designation.  At no time may
shares of Series D-1 Preferred Stock be converted if such conversion would cause the holder to hold in excess of
9.99% of the Company’s issued and outstanding common stock.  The conversion ratio of the Series D Preferred Stock
is subject to adjustment in the event of stock splits, stock dividends, combination of shares and similar recapitalization
transactions.  The Company commenced an exchange with holders of Series D Convertible Preferred Stock pursuant
to which the holders of the Company’s outstanding shares of Series D Preferred Stock acquired in the Merger could
exchange such shares for shares of the Company’s Series D-1 Preferred Stock on a one-for-one basis.

On January 27, 2014, the Company entered into a lockup agreement with certain holders of an aggregate of 1,508,148
shares of the Company’s common stock, $0.0001 par value per share and shares of common stock issuable upon
conversion of shares of Series D-1 Preferred Stock, which are included in the Company’s Registration Statement on
Form S-1 (File No.333-192737) (the “Lockup Agreement” and such 1,508,148 shares, the “Locked Up Shares”).  The
holders of the Locked Up Shares have agreed, for so long as such holders own such shares, not to sell any Locked Up
Shares unless either (i) if such sale price is at least $6.00 per share, the cumulative amount sold by such holder
(including the anticipated sale) does not exceed such holder's pro rata portion of 60% of the composite aggregate
trading volume of the common stock during the period beginning on the date that the Registration Statement is
declared effective and ending on the date of sale (the “Lockup Measuring Period) or (ii), if the sale price is less than
$6.00 per share, the cumulative amount sold by such holder does not exceed such holder's pro rata portion of 20% of
the composite aggregate trading volume during the Lockup Measuring Period.

During the nine months ended September 30, 2014, (a) 1,222,857 shares of Series D Preferred Stock were exchanged
for Series D-1 Preferred Stock and (b) 1,281,288 shares of Series D-1 Preferred Stock were converted into 12,812,880
shares of common stock.  As of September 30, 2014, 834 shares of Series D-1 Preferred Stock remained issued and
outstanding.

Series F-1 Convertible Preferred Stock

The Company’s Series F-1 Convertible Preferred Stock (“Series F-1 Preferred Stock”) was established on November 22,
2013.  Each share of Series F-1 Preferred Stock was convertible, at the option of the holder at any time, into one share
of common stock and had a stated value of $0.0001.  Such conversion ratio was subject to adjustment in the event of
stock splits, stock dividends, combination of shares and similar recapitalization transactions. Each share of Series F-1
Preferred Stock was entitled to 91% of one vote per share (subject to beneficial ownership limitations) and voted
together with holders of the Company’s common Stock.  The Company was prohibited from effecting the conversion
of the Series F-1 Preferred Stock to the extent that, as a result of such conversion, the holder would beneficially own
more than 9.99% in the aggregate of the issued and outstanding shares of the Company’s common stock calculated
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immediately after giving effect to the issuance of shares of common stock upon the conversion of the Series F-1
Preferred Stock.  During the nine months ended September 30, 2014, 156,250 shares of Series F-1 Preferred Stock
were converted into 156,250 shares of common stock. As of September 30, 2014, no shares of Series F-1 Preferred
Stock remained issued and outstanding.
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Series H Convertible Preferred Stock

On December 31, 2013, the Company designated 459,043 shares of preferred stock as Series H Convertible Preferred
Stock (“Series H Preferred Stock”).  On December 31, 2013, the Company issued approximately $38.3 million of Series
H Preferred Stock (or 459,043 shares) to Rockstar.  Each share of Series H Preferred Stock is convertible into ten
shares of common stock and has a stated value of $83.50.  The conversion ratio is subject to adjustment in the event of
stock splits, stock dividends, combination of shares and similar recapitalization transactions.   The Company is
prohibited from effecting the conversion of the Series H Preferred Stock to the extent that, as a result of such
conversion, the holder beneficially owns more than 4.99% (which may be increased to 9.99% and subsequently to
19.99%, each upon 61 days’ written notice), in the aggregate, of the Company’s issued and outstanding shares of
common stock calculated immediately after giving effect to the issuance of shares of common stock upon the
conversion of the Series H Preferred Stock.  Holders of the Series H Preferred Stock shall be entitled to vote on all
matters submitted to the Company’s stockholders and shall be entitled to the number of votes equal to the number of
shares of common stock into which the shares of Series H Preferred Stock are convertible, subject to applicable
beneficial ownership limitations.  The Series H Preferred Stock provides a liquidation preference of $83.50 per
share.  The shares of Series H Preferred Stock were not immediately convertible and did not possess any voting rights
until such a time as the Company had obtained stockholder approval of the issuance, pursuant to NASDAQ Listing
Rule 5635.  On April 16, 2014, the Company obtained the required shareholder approval pursuant to NASDAQ
Listing Rule 5635 and, as a result, all outstanding shares of Series H Preferred Stock are convertible and possess
voting rights in accordance with its terms. On May 28, 2014, 20,000 shares of Series H Preferred Stock were
converted into 200,000 shares of common stock. As of September 30, 2014, 439,043 shares of Series H Preferred
Stock remained issued and outstanding.

Series I Redeemable Convertible Preferred Stock

On December 31, 2013, the Company designated 119,760 shares of preferred stock as Series I Redeemable
Convertible Preferred Stock (“Series I Preferred Stock”).  On December 31, 2013, the Company issued approximately
$20 million (or 119,760 shares) of Series I Preferred Stock to Rockstar.  Each share of Series I Preferred Stock is
convertible into 20 shares of the Company’s common stock and has a stated value of $167.00.  The conversion ratio is
subject to adjustment in the event of stock splits, stock dividends, combination of shares and similar recapitalization
transactions.  The holder is prohibited from converting the Series I Preferred Stock to the extent that, as a result of
such conversion, the holder beneficially owns more than 4.99% (which may be increased to 9.99% and subsequently
to 19.99%, each upon 61 days’ written notice), in the aggregate, of the Company’s issued and outstanding shares of
common stock calculated immediately after giving effect to the issuance of shares of common stock upon the
conversion of the Series I Preferred Stock.  Holders of the Series I Preferred Stock shall be entitled to vote on all
matters submitted to its stockholders and shall be entitled to the number of votes equal to the number of shares of
common stock into which the shares of Series I Preferred Stock are convertible, subject to applicable beneficial
ownership limitations.  The Series I Preferred Stock provides for a liquidation preference of $167.00 per share.

The Series I Preferred Stock contains a mandatory redemption date of December 31, 2015 as to 100% of the Series I
Preferred Stock then outstanding, requiring a minimum of 25% of the total number of shares of Series I Preferred
Stock issued to be redeemed (less the amount of any conversions occurring prior thereto) on or prior to each of
September 30, 2014, December 31, 2014, June 30, 2015 and December 31, 2015 (each, a “Partial Redemption Date” and
each payment, a “Redemption Payment”).  On each Partial Redemption Date, the Company is required to pay Rockstar a
Redemption Payment equal to the lesser of (i) such number of shares of Series I Preferred Stock as have a stated value
of $5.0 million; or (ii) such number of shares of Series I Preferred Stock as shall, together with all voluntary and
mandatory redemptions and conversions to common stock occurring prior to the applicable Partial Redemption Date,
have an aggregate stated value of $5.0 million; or (iii) the remaining shares of Series I Preferred Stock issued and
outstanding if such shares have an aggregate stated value of less than $5.0 million, in an amount of cash equal to its
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stated value plus all accrued but unpaid dividends, distributions and interest thereon, unless Rockstar, in its sole
discretion, elects to waive such Redemption Payment or convert such shares of Series I Preferred Stock (or a portion
thereof) into common stock.  No interest or dividends are payable on the Series I Preferred Stock unless the Company
fails to make the first $5.0 million Partial Redemption Payment due September 30, 2014, then interest shall accrue on
the outstanding stated value of all outstanding shares of Series I Preferred Stock at a rate of fifteen (15%) per annum
from January 1, 2014.  The Company’s obligations to pay the Redemption Payments and any interest payments in
connection therewith are secured pursuant to the terms of a Security Agreement under which the Rockstar patent
portfolio serves as collateral security.  No action can be taken under the Security Agreement unless the Company has
failed to make a second redemption payment of $5.0 million due December 31, 2014.  The Security Agreement
contains additional usual and customary events of default under which Rockstar can take action, including a sale to a
third party or reduction of secured amounts via transfer of the Rockstar patent portfolio to Rockstar.
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Additionally, in the event the Company consummates a Fundamental Transaction (as defined below), the Company
shall be required to redeem such portion of the outstanding shares of Series I Preferred Stock as shall equal (i) 50% of
the net proceeds of the Fundamental Transaction after deduction of the amount of net proceeds required to leave the
Company with cash and cash equivalents on hand of $5.0 million and up until the net proceeds leave the Company
with cash and cash equivalents on hand of $7.5 million and (ii) 100% of the net proceeds of the Fundamental
Transaction thereafter. “Fundamental Transaction” means directly or indirectly, in one or more related transactions: (a)
the Company of any subsidiary realizes net proceeds from any financing, recovery, sale, license fee or other revenue
received by the Company (including on account of any intellectual property rights held by the Company and not just
in respect of the patents) during any fiscal quarter in an amount which would cause the cash or cash equivalents of the
Company to exceed $5,000,000, (b) the Company consolidates or merges with or into (whether or not the Company or
any of its subsidiaries is the surviving corporation) any other person, or (c) the Company or any of its subsidiaries
sells, leases, licenses, assigns, transfers, conveys or otherwise disposes of all or substantially all of its respective
properties or assets to any other Person, provided that, in the event of a Fundamental Transaction under clause (b) or
(c), neither such Fundamental Transaction may proceed without the consent of the holders holding a majority of the
shares of Series I Preferred Stock unless (A) all shares of Series I Preferred Stock held by the holders are redeemed
with Interest upon closing of such Fundamental Transaction, and (B) all shares of common stock of the Company then
held by the holders are redeemed or otherwise purchased for cash or freely tradable securities of a publicly traded
company at a price at or above the then-current market value of such common stock.

The shares of Series I Preferred Stock were not immediately convertible and did not possess any voting rights until
such a time as the Company had obtained stockholder approval of the issuance, pursuant to NASDAQ Listing Rule
5635.  On April 16, 2014, the Company obtained the required shareholder approval pursuant to NASDAQ Listing
Rule 5635 and, as a result, all outstanding shares of Series I Preferred Stock are convertible and possess voting rights
in accordance with its terms. 

In June 2014, the Company redeemed 84,219 shares of Series I Preferred Stock. In accordance with this Redemption
Payment, the Company paid Rockstar $14.1 million.  If the Series I Preferred Stock is not converted into common
stock, approximately $1.0 million will be due to Rockstar by June 2015 and $5.0 million will be due to Rockstar by
December 31, 2015.

As of September 30, 2014, 35,514 shares of Series I Preferred Stock remained issued and outstanding.

Series J Convertible Preferred Stock

On May 28, 2014, the Company designated 10,000,000 shares of preferred stock as Series J Convertible Preferred
Stock (“Series J Preferred Stock”). On May 28, 2014, the Company entered into an placement agency agreement with
Laidlaw & Company (UK) Ltd., as the placement agent (the “Placement Agent”), which provided for the issuance and
sale in a registered direct public offering (the “Series J Offering”) by the Company of 10,000,000 shares of Series J
Preferred Stock, par value $0.0001 per share, which were convertible into a total of 10,000,000 shares of common
stock. The Series J Preferred Stock in the Series J Offering was sold at a public offering price of $2.00 per share. The
net offering proceeds to the Company from the sale of the shares were approximately $18.4 million, after deducting
placement agent fees and other estimated offering expenses. The sale of the Series J Preferred Stock was made
pursuant to a subscription agreement between the Company and certain investors in the Series J Offering.

The shares of Series J Preferred Stock carried a liquidation preference equal to the greater of (i) the stated value or (ii)
the amount the holder would receive as a holder of the Company’s common stock, par value $0.0001 per share, if such
holder had converted the Series J Preferred Stock immediately prior to such liquidation, dissolution or winding up.
Each holder of Series J Preferred Stock was entitled to vote on all matters submitted to shareholders of the Company
and was entitled to a vote of 67.3% of the number of votes for each share of Series J Preferred Stock owned at the
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record date for the determination of shareholders entitled to vote on such matter. Subject to certain ownership
limitations as described below, shares of Series J Preferred Stock were convertible at any time at the option of the
holder into shares of the Company's common stock in an amount equal to one (1) share of the Company’s common
stock for each one (1) share of Series J Preferred Stock surrendered.  Subject to limited exceptions, holders of shares
of Series J Preferred Stock did not have the right to convert any portion of their Series J Preferred Stock that would
result in the holder, together with its affiliates, beneficially owning in excess of 9.99% of the number of shares of the
Company's common stock outstanding immediately after giving effect to its conversion; notwithstanding the
foregoing, some Investors have elected to have the 9.99% beneficial ownership limitation to initially be 4.99%.
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As of September 30, 2014, all 10,000,000 shares of Series J Preferred Stock had been converted into 10,000,000
shares of common stock. As of September 30, 2014, no shares of Series J Preferred Stock are issued and outstanding.

Common Stock

Private Placement

On March 26, 2014, the Company sold an aggregate of $4,446,081 of its securities in a private offering made solely to
accredited investors (the “March 26 Offering”) pursuant to Subscription Agreements, dated as of March 26, 2014 (the
“Subscription Agreement”).  Pursuant to the March 26 Offering, investors purchased (i) 1,185,614 shares of common
stock, par value $0.0001 per share, of the Company and (ii) five-year warrants to purchase an aggregate of 592,794
shares of common stock of the Company, at an exercise price of $6.15 per share.  The warrants became exercisable on
the six month anniversary of the date of issuance by payment to the Company of the exercise price of $6.15 per share,
or if a registration statement covering the common stock underlying the Warrants is not then in effect, on a cashless
basis.  Each warrant may be callable at $0.01 per warrant upon the consummation of a Company financing with a
per-share offering price of at least $8.00 and net proceeds to the Company from such offering of at least $15
million.  The use of proceeds from the March 26 Offering has been for general corporate purposes and working
capital.

Pursuant to the terms of the Subscription Agreement, the Company registered with the United States Securities and
Exchange Commission (“SEC”) all Shares and the shares of common stock underlying the Warrants issued in the
Private Placement Offering (including the placement agent warrant described below) on Form S-3, which was
declared effective on May 16, 2014.

The Company incurred aggregate costs associated with the Private Placement Offering of approximately $572,000,
and issued a five-year warrant to purchase 118,561 shares of common stock to the Placement Agent at an exercise
price of $4.67 per share of common stock (the “Placement Agent Warrant”).  The Placement Agent Warrant is
exercisable beginning on the six month anniversary of the date of issuance.

Common Stock Grants

On January 23, 2014, the Company issued 2,000 shares of fully vested common stock to two consultants in return for
services rendered.  On March 3, 2014 the Company issued 1,700 shares of fully vested common stock for consulting
services.  The aggregate fair value of these stock grants was $24,990 based upon the closing price on the date of the
grant.

On July 10, 2014, the Company issued 125,000 shares of fully registered common stock for the accrued settlement of
the contractual dispute with a financial advisor. The aggregate fair value of the stock grant was $225,000 based upon
the closing price on July 1, 2014.

Warrants

A summary of warrant activity for the nine months ended September 30, 2014 is presented below:

Warrants Weighted
Average
Exercise

Price

Total
Intrinsic
Value

Weighted
Average

Remaining
Contractual

Life (in
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years)
Outstanding as of December 31, 2013 65,263 $5.83 $- 2.44
Issued 711,355 5.90
Cancelled (1,597 ) 28.00
Outstanding as of September 30, 2014 775,021 $5.85 $- 4.26
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Stock Options

2014 Plan and Option Grants

On January 28, 2014, the Company approved the adoption of a director compensation program (the “Program”) for
non-employee directors pursuant to and subject to the available number of shares reserved under the Spherix
Incorporated 2014 Equity Incentive Plan (the “2014 Plan”).  Pursuant to the Program, and pursuant to and subject to the
available number of shares reserved under Plan, each non-employee director shall annually be awarded 75,000
non-qualified stock options (the “Director Options”) to acquire shares of common stock, par value $0.0001 per share, of
the Company commencing with the annual meeting of stockholders of the Company for the 2015 fiscal year of the
Company.

Each Director Option shall have a term of five (5) years and shall vest in two equal annual installments with 50%
vesting immediately on the date of issue and the remaining 50% on the one year anniversary of the date of issue so
long as the director has not been removed for cause.  Each Director Option shall be granted on the date of the annual
meeting of stockholders at which directors are elected and shall have an exercise price equal to the closing price of
Common Stock on the trading day immediately preceding the date of issuance.

On January 28, 2014, pursuant to and subject to the available number of shares reserved under the 2014 Plan, the
Company issued 75,000 Director Options with an exercise price of $5.83 to each of the following non-employee
directors: Robert Vander Zanden, Douglas Brown, Edward Karr, Harvey Kesner and Alexander Poltorak.

Also on January 28, 2014, pursuant to and subject to the available number of shares reserved for issuance under the
2014 Plan, the Company issued non-qualified options with a term of five (5) years and an exercise price of $5.83 to
the individuals below for the number of shares of common stock set forth opposite their respective names:

● Edward Karr – 200,000 shares, vesting in two equal annual installments with 50% vesting
immediately on the date of issue and the remaining 50% on the one-year anniversary of the date
of issue so long as the recipient has not been removed as a director for cause;

● Harvey Kesner – 600,000 shares, vesting in two equal annual installments with 50% vesting
immediately on the date of issue and the remaining 50% on the one-year anniversary of the date
of issue so long as the recipient has not been removed as a director for cause; and

●  An individual third party – 25,000, vesting immediately.

Mr. Karr and Mr. Kesner were issued their respective performance options in addition to the Director Options
described above.

On January 28, 2014, the Compensation Committee of the board of directors adopted resolutions intended to grant
300,000 non-qualified stock options with a term of five (5) years and an exercise price of $5.83 to Anthony Hayes that
would be subject to certain vesting conditions upon agreement of the Compensation Committee and Mr. Hayes.  The
parties failed to reach agreement prior to the date of this Quarterly Report on Form 10-Q and accordingly the stock
options subject to specific performance targets were determined to be not issued, but may be issued at a future date at
the discretion of the Compensation Committee.  In accordance with ASC Topic 718 the failure to finalize performance
targets result in the stock options not being considered to have been granted and therefore are not outstanding.

On March 14, 2014, pursuant to and subject to the available number of shares reserved under the 2014 Plan, the
Company issued 100,000 non-qualified options with a term of ten (10) years and an exercise price of $4.67 to an
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employee of the Company.  The options vest in 25% increments in quarterly installments beginning July 1, 2014.

On March 21, 2014, pursuant to and subject to the available number of shares reserved under the 2014 Plan, the
Company issued 10,000 non-qualified options with a term of five years and an exercise price of $4.29 to an employee
of the Company. These options vest in 50% increments in six-month installments beginning September 20, 2014.
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On April 3, 2014, pursuant to and subject to the available number of shares reserved under the 2014 Plan, the
Company issued non-qualified options with a term of five years and an exercise price equal to the closing price of the
Common Stock on the trading day to the individuals below for the number of shares of Common Stock:

● An individual third party – 25,000 shares, vesting immediately;

● Anthony Hayes – 500,000 shares, with 50% vesting immediately on the date of issue and the
remaining 50% vesting upon the Company’s receipt of gross proceeds of at least $30 million by
April 3, 2015 from an offering of its securities;

● Edward Karr – 100,000 shares, vesting immediately;

● Harvey Kesner – 200,000 shares, vesting immediately; and

● Alexander Poltorak – 75,000 shares, vesting immediately.

The Company determined that the achievement of the performance target by Mr. Hayes was probable on the grant
date.

On June 19, 2014, pursuant to and subject to the available number of shares reserved under the 2014 Plan, the
Company issued additional 50,000 non-qualified options with a term of 10 years and an exercise price of $1.94 to an
employee of the Company.  The options vest in two equal installments on each of June 19, 2014 and December 19,
2014.

On July 3, 2014, pursuant to and subject to the available number of shares reserved under the 2014 Plan, the Company
issued Director Options with a term of five years and an exercise price of $1.79 to the individuals listed below for the
number of shares of common stock set forth opposite their respective names:

● Anthony Hayes, Chief Executive Officer and Director – 100,000 shares, vesting immediately;

● Edward Karr – 200,000 shares, vesting immediately;

● Douglas Brown – 200,000 shares, vesting immediately;

● Alexander Poltorak – 200,000 shares, vesting immediately; and

● Robert Vander Zanden – 200,000 shares, vesting immediately.

Also on July 3, 2014, pursuant to and subject to the available number of shares reserved under the 2014 Plan, the
Company issued 25,000 options with a term of five (5) years and an exercise price of $1.79 to an employee of the
Company. The options vested immediately.

On August 1, 2014, pursuant to and subject to the available number of shares reserved under the 2014 Plan, the
Company issued 100,000 non-qualified options with a term of ten (10) years and an exercise price of $1.34 to an
employee of the Company.  The options vest in 25% increments in quarterly installments beginning August 1, 2014.

Modification of Stock Options with Termination of Directorship
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On May 28, 2014, Harvey Kesner resigned as a director of the Company. Pursuant to this resignation, the Company's
Board of Directors approved the accelerated vesting of 837,500 previously granted stock options to vest on the date of
Mr. Kesner's resignation.  As a result, the Company recorded an immediate one-time charge of $4.3 million of
additional stock-based compensation expense in June 2014 related to this modification.
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The grant date fair value of stock options granted during the nine months ended September 30, 2014 was
approximately $6.1 million.  The fair value of the Company’s common stock was based upon the publicly quoted price
on the date that the final approval of the awards was obtained.  The Company does not expect to pay dividends in the
foreseeable future so therefore the expected dividend yield is 0%.  The expected term for stock options granted with
service conditions represents the average period the stock options are expected to remain outstanding and is based on
the expected term calculated using the approach prescribed by the Securities and Exchange Commission's Staff
Accounting Bulletin No. 110 for “plain vanilla” options.  The expected term for stock options granted with performance
and/or market conditions represents the estimated period estimated by management by which the performance
conditions will be met.  The Company obtained the risk-free interest rate from publicly available data published by the
Federal Reserve.  The volatility rate was computed based on a comparison of average volatility rates of similar
companies.   The fair value of options granted in 2014 was estimated using the following assumptions:

For the Three Months
Ended September 30,

For the Nine Months
Ended September 30,

2014 2013 2014 2013
Exercise price $1.34 -

$1.79
$7.08 $1.34 -

$5.83
$7.08

Expected stock price volatility 77.7% -
79.0%

78.9% 77.7% -
90.6%

78.9%

Risk-free rate of interest 0.95% -
1.76%

0.36% -
2.84%

0.76% -
1.76%

0.36% -
2.84%

Term (years) 2.5 - 5.3 4.82 2.5 - 5.5 4.82

A summary of option activity under the Company’s employee stock option plan for the nine months ended September
30, 2014 is presented below:

Number of
Shares

Weighted
Average
Exercise

Price

Total
Intrinsic
Value

Weighted
Average

Remaining
Contractual

Life (in
years)

Outstanding as of December 31, 2013 1,983,877 $7.14 $- -
Employee options granted 3,260,000 3.65
Outstanding as of September 30, 2014 5,243,877 4.97 $22,000 6.3
Options vested and expected to vest 5,243,877 4.97 22,000 6.3
Options vested and exercisable 4,563,627 $5.12 $5,500 6.3

A summary of option activity under the Company’s non-employee stock option plan for the nine months ended
September 30, 2014 is presented below:

Number of
Shares

Weighted
Average
Exercise

Price

Total
Intrinsic
Value

Weighted
Average

Remaining
Contractual

Life (in
years)

Outstanding as of December 31, 2013 30,000 $7.08 $29,400 9.3
Non-employee options granted 25,000 2.86 4.5
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Outstanding as of September 30, 2014 55,000 5.16 - 6.7
Options vested and expected to vest 55,000 5.16 - 6.7
Options vested and exercisable 55,000 $5.16 $- 6.7

Stock-based compensation associated with the amortization of stock option expense was approximately $1.6 million
and $6.6 million for the three months ended September 30, 2014 and September 30, 2013, and was $11.8 million and
$6.6 million for the nine months ended September 30, 2014 and September 2013, respectively.  Unamortized
compensation cost for these awards amounted to $1.2 million at September 30, 2014, and will be amortized over 0.4
years.
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Restricted Stock Awards

On March 14, 2014, the Company issued 10,000 restricted shares to an employee of the Company.  The restricted
stock awards vest in 25% increments in quarterly installments beginning March 14, 2014.

On April 15, 2014, the Company issued 10,000 shares of restricted common stock to a third party for consulting
services. 5,000 shares were vested upfront, and the remaining 5,000 shares will vest at the service termination date.

On May 13, 2014, the Company issued 50,000 shares of restricted common stock to a third party for consulting
services. The restricted stock award vested immediately.

On June 9, 2014, the Company issued 5,952 shares of restricted common stock to a third party for consulting services.
The restricted stock award vested immediately.

On June 27, 2014, the Company issued 33,333 shares of restricted common stock to a third party for legal services.
The restricted stock award vested immediately.

On August 1, 2014, the Company issued 10,000 fully vested restricted shares to an employee of the Company.  

The aggregate fair value of these restricted stock awards was $0.2 million based upon the closing price on the day
before the grant date.

A summary of the restricted stock award activity for the nine months ended September 30, 2014 is as follows:

Number of
Units

Weighted
Average

Grant Day
Fair Value

Nonvested at Decemeber 31, 2013 250 $6.83
Granted 119,285 1.78
Vested (104,535 ) 1.73
Nonvested at September 30, 2014 15,000 $2.22

Stock-based Compensation

Stock-based compensation for the three and nine months ended September 30, 2014 and 2013 was comprised of the
following (in thousands):

For the Three Months
Ended September 30,

For the Nine Months
Ended September 30,

2014 2013 2014 2013
Employee restricted stock awards $19 $- $33 $6
Employee stock option awards 1,547 6,246 11,698 6,248
Non-employee restricted stock awards 15 816 175 816
Non-employee option awards - 332 48 332
Total compensation expense $1,581 $7,394 $11,954 $7,402

Note
6.

Related Party Transactions
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Sichenzia Ross Friedman Ference LLP (“SRFF”) previously provided legal services to the Company. SRFF invoiced the
Company $0 and $147,842 for legal services rendered for the three months ended September 30, 2014 and 2013,
respectively; and $449,935 and $218,204 for the nine months ended September 30, 2014 and 2013, respectively. In
addition, as disclosed in Note 5, in January 2014, Mr. Kesner, a partner of SRFF, was awarded 75,000 non-qualified
stock options (the “Director Options”) to acquire shares of the Company's common stock, 600,000 non-qualified options
with a term of five (5) years and an exercise price of $5.83; and in April 2014, he was awarded 200,000 non-qualified
options with a term of five (5) years and an exercise price of $2.86.  On May 28, 2014, Harvey Kesner resigned as a
director of the Company. Pursuant to this resignation, 837,500 non-vested stock options were vested immediately.
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On January 6, 2014, the Company’s board of directors appointed Richard Cohen as its Chief Financial Officer, and
Michael Pollack resigned as the interim Chief Financial Officer of the Company, effective January 3, 2014. Mr.
Cohen is serving as the Company’s Chief Financial Officer pursuant to an agreement with Chord Advisors LLC
(“Chord”), of which Mr. Cohen is Chairman. In consideration for Mr. Cohen’s services, the Company has agreed to pay
Chord a monthly fee of $20,000 ($5,000 of which will be payable in shares of the Company’s common stock). In April
2014, the Company modified this agreement to pay Chord a monthly fee of $20,000 in cash.

During the quarter ended June 30, 2014, the Board of Directors of the Company approved a bonus in the aggregate
amount of $250,000 to the Company’s Chief Executive Officer.  The bonus was paid as of June 30, 2014.

Note
7.

Commitments and Contingencies

Leases

As of June 30, 2014, the Company’s offices were located in Tysons Corner, Virginia and Bethesda, Maryland, where it
leased 837 and 5,000 square feet of office space under leases that expired on August 31, 2014 and expires on March
31, 2018, respectively. The Company’s monthly lease payment for the Virginia office space was $1,883 per month and
is $13,090 per month for the Maryland office space.  The capacity of the Bethesda facility is adequate for the
Company’s current needs.  The Company also leases office space in New York, NY on a month-to-month basis at a
monthly rate of $6,000; however, the Company has secured new office space in New York City, which lease term is
effective August 1, 2014 and carries a monthly cost of $4,990 for a period of 12 months. The Virginia lease ran from
March 1, 2013 through August 31, 2014.  Upon the expiration of this lease, the Company’s Virginia operations were
moved to Bethesda. In June, 2014, the Company opened a new office in Longview, Texas. The lease term of the
Texas office runs from June 1, 2014 through May 31, 2015 at a monthly rate of $1,958.

Future minimum rental payments required as of September 30, 2014, remaining under the non-cancelable leases are as
follows (in thousands):

Operating
Lease

Three Months Ended December 31, 2014 $78
Year Ended December 31, 2015 223
Year Ended December 31, 2016 165
Year Ended December 31, 2017 170
Year Ended December 31, 2018 43

$679

Legal Proceedings

In the ordinary course of business, the Company actively pursues legal remedies to enforce its intellectual property
rights and to stop unauthorized use of our technology.  From time to time, the Company may be involved in various
claims and counterclaims and legal actions arising in the ordinary course of our business.  There were no pending
material claims or legal matters as of the date of this report other than the following matters:

Spherix Incorporated v. Elizabethean Court Associates III Limited Partnership

The Company commenced a lawsuit against the landlord of the Bethesda, Maryland office claiming that the
assignment of the lease to the purchaser of the Spherix Consulting business was permitted under the lease and seeking
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termination of the lease as a result of the landlord's failure to consent to such assignment.  The lawsuit, Spherix
Incorporated v.  Elizabethean Court Associates III Limited Partnership, Case No., 377142 was decided in favor of
Elizabethean Court Associates III Limited Partnership (“Elizabethean”) on March 28, 2014.  On April 24, 2014
Elizabethean filed a motion for an award of attorneys’ fees and costs.  For the period ended at June 30, 2014, the
Company accrued an estimated $50,000 of related to potential legal costs.  On September 18, 2014, the Company
entered into a settlement agreement with Elizabethean and paid a $266,000 settlement fee relating to an award of
attorneys’ fees and costs. The Company will continue to use the leased property in the normal course of its business
and make the monthly rental payments in accordance with the terms of the lease.
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Charter Communications, Inc., Wideopenwest Finance LLC a/k/a Wow! Internet, Cable & Phone, Knology, Inc.,
Cequel Communications, LLC, d/b/a Suddenlink Communications, and Cable One, Inc.  v. Rockstar Consortium US
LP, Bockstar Technologies LLC, Constellation Technologies LLC, and Spherix Incorporated.

On January 17, 2014, an action was filed by several cable operators in the United States District Court for the District
of Delaware (No. 1:14-cv-00055-SLR) against Rockstar, Bockstar Technologies LLC, Constellation Technologies
LLC and the Company (collectively, the “Defendants”).  The complaint was filed by Charter Communications, Inc.,
WideOpenWest Finance, LLC a/k/a WOW! Internet, Cable & Phone, Knology, Inc., Cequel Communications, LLC
d/b/a Suddenlink Communications, and Cable One, Inc.  (collectively, the “Plaintiffs”).  Plaintiffs are in the
communications, cable and/or wireline industries and allege that Rockstar has accused the Plaintiffs of practicing
various communication and networking technologies (including many well-established technical standards), related to
those industries.  The complaint states that in many instances such technical standards are designed into the equipment
Plaintiffs purchase from vendors, and must be implemented to interoperate with other communications providers and
their end user customers.  Rockstar owns (and since December 31, 2013, the Company owns) patents alleged to be
infringed by Plaintiffs activities.  The relief sought against the Company is principally for a declaratory judgment that
Plaintiffs do not infringe the patents, requiring that the Plaintiffs be granted a patent license, that the Company has
misused the patents and it and the other Defendants have waived and are estopped from enforcing the patents in the
marketplace, that the Company is liable to Plaintiffs for entering into an illegal conspiracy, and assessing
corresponding damages, for direct and consequential damages, attorney’s fees and costs.   On June 5, 2014, the
Company and the Plaintiffs filed a joint stipulation of dismissal in the action filed on January 17, 2014. As a result, the
Plaintiffs’ allegations against the Company are dismissed without prejudice, with each party to bear its own costs. The
Plaintiffs and the Company also agreed, with respect to all patents owned by the Company as of the date of the filing,
to negotiate in good faith prior to bringing any action concerning these patents or bringing an action for infringement
of these patents.  The parties agreed that any further actions related to these patents will be brought solely in
Delaware.

Counterclaims

In the ordinary course of business, the Company, along with its wholly-owned subsidiaries, will initiate litigation
against parties whom it believes have infringed on its intellectual property rights and technologies.  The initiation of
such litigation exposes the Company to potential counterclaims initiated by the defendants.  Currently, as stated
above, defendants in the cases Spherix Incorporated v. VTech Telecommunications Ltd.; Spherix Incorporated v.
Uniden Corporation; NNPT, LLC v. Huawei Investment & Holding Co., Ltd. et al,; and Bockstar Technologies vs.
Cisco Systems have filed counterclaims against the Company.  While the Company has evaluated the counterclaims
and believes they are without merit, there can be no assurance that the outcome of these matters will be favorable to
the Company or will not have a negative impact on the Company’s financial condition or results from operations.  The
Company has not recorded a loss provision relating to such matters at September 30, 2014.

Registration Penalty

As stipulated in the Registration Rider of the December 2013 Rockstar patent acquisition agreement, the Company
was required to both (i) file a registration statement for the securities issued as consideration in the agreement by
February 3, 2014 (unless a later date was consented to by Rockstar), and (ii) such registration statement was to be
declared effective by the SEC within 60 days after its filing.  Failure to comply with the registration requirement
required that the Company issue to Rockstar additional consideration (“Additional Rockstar Shares”) in the form of
shares of Common Stock equal to five percent of the number of shares of Common Stock and Series H Convertible
Stock (taken together) issued to Rockstar (subject to certain beneficial ownership restrictions).  Additionally, if the
issuance of “Additional Rockstar Shares” would have resulted in violation of certain beneficial ownership limitations,
then the issuance of such “Additional Rockstar Shares” would be deferred until such time as the issuance would not
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cause Rockstar to exceed the applicable Beneficial Ownership set out with in the agreement.

The Company filed a registration statement with the SEC that was not declared effective within the sixty day time
period stipulated in the Registration Rider. The registration statement was not declared effective until April 16, 2014. 
As a result, in April, 2014, the Company issued Rockstar 239,521 shares of common stock with a grant date fair value
of approximately $0.7 million. The amount of expense recorded by the Company was determined at the time the
Company failed to have the registration statement declared effective, or April 4, 2014.
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Note
8.

Subsequent Events

Restricted Stock Awards

On October 20, 2014, the Company issued 5,000 restricted shares each to an employee of the Company and a third
party for consulting services.

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

Overview

Our activities generally include the acquisition and development of patents through internal or external research and
development.  In addition, we seek to acquire existing rights to intellectual property through the acquisition of already
issued patents and pending patent applications, both in the United States and abroad.  We may alone, or in conjunction
with others, develop products and processes associated with our intellectual property and license our intellectual
property to others seeking to develop products or processes or whose products or processes infringe our intellectual
property rights through legal processes.  Using our patented technologies, we employ strategies seeking to permit us to
derive value from licensing, commercialization, settlement and litigation from our patents.  We will continue to seek
to obtain patents from inventors and patent owners to monetize patent portfolios.  

On March 26, 2014, we conducted a private placement of $4,446,081 of our securities pursuant to which we sold to
certain accredited investors, (i) 1,185,614 shares of common stock and (ii) five-year warrants to purchase an aggregate
of 592,794 shares of common stock at an exercise price of $6.15 per share, which are exercisable beginning on the six
month anniversary of the date of issuance.  The warrants may be callable at $0.01 per warrant upon us consummating
a financing with a per share offering price of at least $8.00 and net proceeds to the Company of at least $15 million.

On April 23, 2014, we filed a Certificate of Elimination with the Secretary of State of the State of Delaware,
eliminating our Series B Preferred Stock, Series E Preferred Stock and Series F Convertible Preferred Stock, returning
them to the authorized but undesignated shares of the Company’s preferred stock.  No shares of the Series B Preferred
Stock, Series E Preferred Stock and Series F Convertible Preferred Stock were outstanding. 

On April 24, 2014, we filed an Amended and Restated Certificate of Incorporation with the Secretary of State of the
State of Delaware to, among other things, increase the authorized number of shares of common stock and preferred
stock to 200,000,000 shares from 50,000,000 shares and to 50,000,000 shares from 5,000,000 shares, respectively. 
The Amended and Restated Certificate of Incorporation also requires us to indemnify our directors, officers and
agents and advance expenses to such persons to the fullest extent permitted by Delaware law.

On May 28, 2014, we entered into an placement agency agreement with the Placement Agent in connection with the
registered direct offering of 10,000,000 shares of our Series J Preferred Stock, which were convertible into a total of
10,000,000 shares of our common stock. The Series J Preferred Stock in the offering was sold at a public offering
price of $2.00 per share, with net offering proceeds of approximately $18.5 million, after deducting placement agent
fees and other offering related expenses. The sale of the Series J Preferred Stock was made pursuant to a subscription
agreement between the Company and the participating investors in the offering, and was completed pursuant to the
Company’s effective registration statement on Form S-3 (Registration No. 333-195346). The offering closed on June 2,
2014.

Subject to certain ownership limitations as described below, shares of the Series J Preferred Stock were convertible at
any time at the option of the holder into shares of the Company's common stock in an amount equal to one share of the
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Company’s common stock for each one share of Series J Preferred Stock surrendered. Subject to limited exceptions,
holders of shares of Series J Preferred Stock did not have the right to convert any portion of their Series J Preferred
Stock that would result in the holder, together with its affiliates, beneficially owning in excess of 9.99% of the number
of shares of the Company's common stock outstanding immediately after giving effect to its conversion;
notwithstanding the foregoing, some Investors elected to have the 9.99% beneficial ownership limitation to initially be
set at 4.99%. As of September 30, 2014, all shares of the Series J Preferred Stock were converted to common stock.
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In connection with the Offering, we filed a Certificate of Designation of Series J Convertible Preferred Stock with the
Secretary of State for the State of Delaware, which became effective on the closing date.

Results of Operations

Three months ended September 30, 2014 compared to three months ended September 30, 2013

During the three months ended September 30, 2014, we incurred a loss from operations of $5.2 million, compared to
$9.3 million in the prior year period.  The decrease in net loss can be primarily attributed decreased stock-based
compensation expense (decrease of $5.8 million); and decreased professional expenses of $0.56 million related to
legal services, consulting services and accounting services. During the three months ended September 30, 2014, we
recorded $2.5 million amortization expenses related to the Rockstar patents acquired by the Company during 2013.

During the three months ended September 30, 2014 and 2013, revenue was nominal.

During the three months ended September 30, 2014, we recorded a fair value (gain) adjustment of $692 on the warrant
liability, compared to $36,583 for the same period in 2013. 

Nine months ended September 30, 2014 compared to nine months ended September 30, 2013

During the nine months ended September 30, 2014, we incurred a loss from operations of $24.8 million, as compared
to $11.2 million in the prior year period.  The increase in net loss can be primarily attributed increased stock based
compensation expenses (increase of $4.5 million) as a result of the options issued during 2013 and the first, second
and third quarters of 2014; increased professional fees of $1.0 million related to legal services, consulting services and
accounting services; a $0.7 million 5% registration rights fee related to the Series H and common stock held by
Rockstar; amortization expenses of $7.4 million related to the Rockstar patents acquired by the Company during 2013.

During the nine months ended September 30, 2014 and 2013, revenue was nominal.

During the nine months ended September 30, 2014, we recorded a fair value (gain) adjustment of $0.05 million on the
warrant liability, compared to $2.6 million expense for the same period in 2013. 

Liquidity and Capital Resources

We continue to incur ongoing administrative and other expenses, including public company expenses, in excess of
corresponding revenue.

While we continue to execute and implement our business plan, we intend to finance our activities through:

● managing current cash and cash equivalents on hand from our past equity offerings,

● seeking additional funds raised through the sale of additional securities in the future, and

● increasing revenue from the monetization of its patent portfolios, license fees, and new business
ventures.

Our business will require significant amounts of capital to sustain operations and make the investments it needs to
execute its longer term business plan. Working capital was $5.4 million and $1.7 million at September 30, 2014 and
December 31, 2013, respectively; and cash and cash equivalents were $5.6 million and $3.1 million,
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respectively.  This increase is attributable to equity financings by the Company, partially offset by operating expenses
and the redemption of Series I Preferred Stock. Our existing liquidity is not sufficient to fund our operations,
anticipated capital expenditures, working capital and other financing requirements for the foreseeable future.  Absent
generation of sufficient revenue from the execution of our business plan, we will need to obtain additional debt or
equity financing, especially if we experience downturns in our business that are more severe or longer than
anticipated, or if we experience significant increases in expense levels resulting from being a publicly-traded company
or operations.  If we attempt to obtain additional debt or equity financing, we cannot assume that such financing will
be available to us on favorable terms, or at all.
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During the nine months ended September 30, 2014, the Company used $4.8 million of cash in operating
activities.  The cash used in operating activities primarily resulted from our net loss for the nine months ended
September 30, 2014 of $24.7 million, offset by significant non-cash charges related to amortization expenses of $7.4
million, stock-based compensation expense of $12 million, and a 5% registration rights fee of $0.7 million, plus a $0.2
million decrease in cash from changes in operating assets and liabilities, which include accrued salaries and benefits.

Our investing activities used cash of $1.0 million and provided $0.7 million for the nine months ended September 30,
2014 and September 30, 2013, respectively.  During the first quarter of 2014, we paid down $1.0 million of the
deferred purchase price related to the December 2013 Rockstar patent portfolio acquisition. 

Our financing activities provided cash of $8.2 million and $1.0 million for the nine months ended September 30, 2014
and September 30, 2013, respectively. On March 26, 2014, we received net proceeds of $3.9 million in a private
placement made solely to accredited investors.  On June 2, 2014, we issued 10,000,000 shares of our Series J
Preferred Stock. The net offering proceeds to the Company from the sale of the shares were approximately $18.5
million, after deducting placement agent fees and other estimated offering expenses. In June, 2014, we redeemed
84,219 shares of Series I Preferred Stock, resulting in a $14.1 million payment to Rockstar.

Our financial statements for the quarter ended September 30, 2014 indicated there is substantial doubt about our
ability to continue as a going concern as we are dependent on our ability to retain short-term financing and ultimately
to generate sufficient cash flow to meet our obligations on a timely basis in order to attain profitability, as well as
successfully obtain financing on favorable terms to fund our long-term plans. Our business will require significant
amounts of capital to sustain operations and make the investments we need to execute our longer term business plan.
Our working capital amounted to approximately $5.4 million at September 30, 2014.  Our existing liquidity is not
sufficient to fund our operations, anticipated capital expenditures, working capital and other financing requirements
for the foreseeable future. We will need to obtain additional debt or equity financing, especially if we experience
downturns in our business that are more severe or longer than anticipated, or if we experience significant increases in
expense levels resulting from being a publicly-traded company or from the litigations in which we participate.  If we
attempt to obtain additional debt or equity financing, we cannot assume that such financing will be available to us on
favorable terms, or at all.

Disputes regarding the assertion of patents and other intellectual property rights are highly complex and
technical.  The Company may be forced to litigate against others to enforce or defend its intellectual property rights or
to determine the validity and scope of other parties’ proprietary rights. The defendants or other third parties involved in
the lawsuits in which the Company is involved may allege defenses and/or file counterclaims or initiate inter partes
reviews in an effort to avoid or limit liability and damages for patent infringement or cause the Company to incur
additional costs as a strategy. If such efforts are successful, they may have an impact on the value of the patents and
preclude the Company from deriving revenue from the patents, the patents could be declared invalid by a court or the
United States Patent and Trademark Office, in whole or in part, or the costs of the Company could increase.

As a result, a negative outcome of any such litigation, or one or more claims contained within any such litigation,
could materially and adversely impact the Company’s business. Additionally, the Company anticipates that legal fees
which are not included in contingency fee arrangements, experts and other expenses will be material and could have
an adverse effect on its financial condition and results of operations if its efforts to monetize these patents are
unsuccessful.

 In addition, the costs of enforcing the Company’s patent rights may exceed its recoveries from such enforcement
activities. Accordingly, in order for the Company to generate a profit from its patent enforcement and monetization
activities, the revenues from such enforcement and monetization activities must be high enough to offset both the cash
outlays and the contingent fees payable from such revenues including any profit sharing arrangements with inventors
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or prior owners of the patents. The Company’s failure to monetize its patent assets or the occurrence of unforeseen
circumstances that could have a negative impact on the Company’s liquidity could significantly harm its business.

Should the Company be unsuccessful in its efforts to execute its business plan, it could become necessary for the
Company to reduce expenses, curtail its operation or explore various alternative business opportunities or possibly
suspend or discontinue its business activities.
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Item 3.  Quantitative and Qualitative Disclosures about Market Risk

Not required for smaller reporting companies.

Item 4.  Controls and Procedures

Disclosure Controls and Procedures

We maintain “disclosure controls and procedures,” as such term is defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), that are designed to ensure that information
required to be disclosed by us in reports that we file or submit under the Exchange Act is recorded, processed,
summarized, and reported within the time periods specified in Securities and Exchange Commission rules and forms,
and that such information is accumulated and communicated to our management, including our Chief Executive
Officer and our Chief Financial Officer, to allow timely decisions regarding required disclosure. In designing and
evaluating our disclosure controls and procedures, management recognized that disclosure controls and procedures, no
matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of
the disclosure controls and procedures are met. Additionally, in designing disclosure controls and procedures, our
management necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible
disclosure controls and procedures.

The design of any disclosure controls and procedures also is 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.

With respect to the quarter ended September 30, 2014, under the supervision and with the participation of our
management, we conducted an evaluation of the effectiveness of the design and operations of our disclosure controls
and procedures. Based upon this evaluation, the Company’s Chief Executive Officer and Chief Financial Officer have
concluded that the Company’s disclosure controls and procedures were not effective as of September 30, 2014. The
Company has a lack of segregation of duties. 

However, to the extent possible, we will implement procedures to assure that the initiation of transactions, the custody
of assets and the recording of transactions will be performed by separate individuals. We believe that the foregoing
steps will remediate the material weakness identified above, and we will continue to monitor the effectiveness of these
steps and make any changes that our management deems appropriate.

Management is in the process of determining how best to make the required changes that are needed to implement an
effective system of internal control over financial reporting. Our management acknowledges the existence of this
problem, and intends to develop procedures to address it to the extent possible given the Company’s limitations in
financial and human resources.

Management does not expect that our internal control over financial reporting will prevent or detect 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 systems 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 a cost-effective control system, no evaluation of internal control over financial reporting
can provide absolute assurance that misstatements due to error or fraud will not occur or that all control issues and
instances of fraud, if any, have been or will be detected.

Changes in Internal Control over Financial Reporting:
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There were no changes  in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act) that occurred during the fiscal quarter ended September 30, 2014 which have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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Part II.  Other Information

Item 1.  Legal Proceedings

In the ordinary course of business, Spherix Incorporated (“we” or the “Company”) actively pursues legal remedies to
enforce our intellectual property rights and to stop unauthorized use of our technology. Other than ordinary routine
litigation incidental to the business and other than as set forth below, we know of no material, active or pending legal
proceedings against us, except for those described below.

Spherix Incorporated v. Elizabethean Court Associates III Limited Partnership

The Company commenced a lawsuit against the landlord of the Bethesda, Maryland office claiming that the
assignment of the lease to the purchaser of the Spherix Consulting business was permitted under the lease and seeking
termination of the lease as a result of the landlord's failure to consent to such assignment.  The lawsuit, Spherix
Incorporated v.  Elizabethean Court Associates III Limited Partnership, Case No., 377142 was decided in favor of
Elizabethean Court Associates III Limited Partnership (“Elizabethean”) on March 28, 2014.  On April 24, 2014,
Elizabethean filed a motion for an award of attorneys’ fees and costs.  For the period ended at June 30, 2014, the
Company accrued an estimated $50,000 of related to potential legal costs.  On September 18, 2014, the Company
entered into a settlement agreement with Elizabethean and paid a $266,000 settlement fee relating to an award of
attorneys’ fees and costs. The Company will continue to use the leased property in the normal course of its business
and make the monthly rental payments in accordance with the terms of the lease.

Guidance IP LLC v. T-Mobile Inc., Case No. 2:24-cv-01066-RSM, in the United States District Court for the Western
District of Washington.

On August 1, 2013, the Company’s wholly owned subsidiary Guidance IP LLC (“Guidance”) initiated litigation against
T-Mobile Inc. (“T-Mobile”) in Guidance IP LLC v. T-Mobile Inc., Case No. 6:13-cv-01168-CEH-GJK, in the United
States District Court for the Middle District of Florida for infringement of U.S. Patent No. 5,719,584 (the “Asserted
Patent”). The complaint alleges that T-Mobile has manufactured, sold, offered for sale and/or imported technology that
infringes the Asserted Patent. The Company seeks relief in the form of a finding of infringement of the Asserted
Patent, an accounting of all damages sustained by the Company as a result of T-Mobile’s infringement, actual
damages, enhanced damages under 35 U.S.C. Section 284, attorney’s fees and costs. On April 24, 2014, the United
States District Court for the Middle District of Florida transferred the case to the United States District Court for the
Western District of Washington.  On July 14, 2014, the United States District Court for the Western District of
Washington assigned the case a new case number, 2:24-cv-01066-RSM.

Spherix Incorporated v. VTech Telecommunications Ltd. et al., Case No. 3:13-cv-03494-M, in the United States
District Court for the Northern District of Texas.

On August 30, 2013, the Company initiated litigation against VTech Telecommunications Ltd. and VTech
Communications, Inc. (collectively “VTech”) in Spherix Incorporated v. VTech Telecommunications Ltd. et al., Case
No. 3:13-cv-03494-M, in the United States District Court for the Northern District of Texas for infringement of U.S.
Patent Nos. 5,581,599; 5,752,195; 5,892,814; 6,614,899; and 6,965,614 (collectively, the “Asserted Patents”). The
complaint alleges that VTech has manufactured, sold, offered for sale and/or imported technology that infringes the
Asserted Patents. The Company seeks relief in the form of a finding of infringement of the Asserted Patents, an
accounting of all damages sustained by the Company as a result of VTech’s infringement, actual damages, enhanced
damages under 35 U.S.C. Section 284, attorney’s fees and costs. On November 11, 2013, VTech filed its Answer with
counterclaims requesting a declaration that the Asserted Patents were non-infringed and invalid. On December 5,
2013, The Company filed its Answer to the counterclaims, in which the Company denied that the Asserted Patents
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were non-infringed and invalid. On May 22, 2014, the United States District Court for the Northern District of Texas
entered a Scheduling Order for the case.  On September 4, 2014, VTech Communications, Inc., together with Uniden
America Corporation, filed a request for inter partes review of two of the Asserted Patents in the United States Patent
and Trademark Office, which has not yet issued a decision regarding whether to institute the requested review. On
October 27, 2014, the United States District Court for the Northern District of Texas held a Technology Tutorial
Hearing for the educational benefit of the United States District Court for the Northern District of Texas related to
the Markman hearing, which is set for November 21, 2014, with both hearings occurring jointly with the Spherix
Incorporated v. Uniden Corporation et al. case (see below).
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Spherix Incorporated v. Uniden Corporation et al., Case No. 3:13-cv-03496-M, in the United States District Court for
the Northern District of Texas.

On August 30, 2013, the Company initiated litigation against Uniden Corporation and Uniden America Corporation
(collectively “Uniden”) in Spherix Incorporated v. Uniden Corporation et al., Case No. 3:13-cv-03496-M, in the United
States District Court for the Northern District of Texas for infringement of U.S. Patent Nos. 5,581,599; 5,752,195;
6,614,899; and 6,965,614 (collectively, the “Asserted Patents”). The complaint alleges that Uniden has manufactured,
sold, offered for sale and/or imported technology that infringes the Asserted Patents. The Company seeks relief in the
form of a finding of infringement of the Asserted Patents, an accounting of all damages sustained by the Company as
a result of Uniden’s infringement, actual damages, enhanced damages under 35 U.S.C. Section 284, attorney’s fees and
costs. On April 15, 2014, Uniden filed its Answer with counterclaims requesting a declaration that the patents at issue
were non-infringed and invalid. On April 28, 2014, the Company filed its Answer to the counterclaims, in which the
Company denied that the patents at issue were non-infringed and invalid. On May 22, 2014, the United States District
Court for the Northern District of Texas entered a scheduling order for the case. On September 4, 2014, Uniden
America Corporation, together with VTech Communications, Inc., filed a request for inter partes review of two of the
Asserted Patents in the United States Patent and Trademark Office, which has not yet issued a decision regarding
whether to institute the requested review. On October 27, 2014, the  United States District Court for the Northern
District of Texas held a Technology Tutorial Hearing for the educational benefit of the  United States District Court
for the Northern District of Texas related to the Markman hearing, which is set for November 21, 2014, with both
hearings occurring jointly with the Spherix Incorporated v. VTech Telecommunications Ltd. et al. case (see above).

Guidance IP LLC v. ATT Inc., Case No. 3:13-cv-04777, in the United States District Court for the Northern District
of Texas.

On December 6, 2013, the Company’s wholly owned subsidiary Guidance initiated litigation against ATT Inc. (“ATT”)
in Guidance IP LLC v. ATT Inc., Case No. 3:13-cv-04777, in the United States District Court for the Northern
District of Texas for infringement of U.S. Patent No. 5,719,584 (the “Asserted Patent”).  The complaint alleged that
ATT has manufactured, sold, offered for sale and/or imported technology that infringes the Asserted Patent.  The
Company sought relief in the form of a finding of infringement of the Asserted Patents, an accounting of all damages
sustained by the Company as a result of ATT’s infringement, actual damages, enhanced damages under 35 U.S.C.
Section 284, attorney’s fees and costs. On February 3, 2014, ATT filed its Answer with counterclaims requesting a
declaration that the patents at issue were non-infringed and invalid.  On February 24, 2014, Guidance filed its Answer
to the counterclaims, in which the Company denied that the patents at issue were non-infringed and invalid. On March
7, 2014, the United States District Court for the Northern District of Texas entered a scheduling order.  The matter has
now been resolved and the parties filed a Joint Motion to Dismiss on August 7, 2014.  On August 13, 2014, the United
States District Court for the Northern District of Texas granted the dismissal and terminated the case.

Charter Communications, Inc., Wideopenwest Finance LLC a/k/a Wow! Internet, Cable & Phone, Knology, Inc.,
Cequel Communications, LLC, d/b/a Suddenlink Communications, and Cable One, Inc. v Rockstar Consortium US
LP, Bockstar Technologies LLC, Constellation Technologies LLC, and Spherix Incorporated, Case No.
1:14-cv-00055-SLR, in the United States District Court for the District of Delaware.
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On January 17, 2014, an action was filed by several cable operators in the United States District Court for the District
of Delaware (No. 1:14-cv-00055-SLR) against Rockstar, Bockstar Technologies LLC, Constellation Technologies
LLC and the Company (collectively, the “Defendants”).  The complaint was filed by Charter Communications, Inc.,
WideOpenWest Finance, LLC a/k/a WOW! Internet, Cable & Phone, Knology, Inc., Cequel Communications, LLC
d/b/a Suddenlink Communications, and Cable One, Inc. (collectively, the “Plaintiffs”).  Plaintiffs are in the
communications, cable and/or wireline industries and allege that Rockstar has accused the Plaintiffs of practicing
various communication and networking technologies (including many well-established technical standards), related to
those industries. The complaint states that in many instances such technical standards are designed into the equipment
Plaintiffs purchase from vendors, and must be implemented to interoperate with other communications providers and
their end user customers. Rockstar owns (and since December 31, 2013, the Company owns) patents alleged to be
infringed by Plaintiffs activities.  The relief sought against the Company is principally for a declaratory judgment that
Plaintiffs do not infringe the patents, requiring that the Plaintiffs be granted a patent license, that the Company has
misused the patents and it and the other Defendants have waived and are estopped from enforcing the patents in the
marketplace, that the Company is liable to Plaintiffs for entering into an illegal conspiracy, and assessing
corresponding damages, for direct and consequential damages, attorney’s fees and costs. The Company’s preliminary
assessment is that the lawsuit is completely without merit and that it would defend its position vigorously if
served.  On March 10, 2014 Rockstar filed a motion to dismiss the case for lack of jurisdiction and failure to state a
cause of action.  On April 7, 2014, the Company also filed a motion to dismiss, in which it joined Rockstar’s motion
and presented several other bases for dismissal as against the Company.  On June 5, 2014, the parties filed a
Stipulation of Dismissal of the claims against Spherix.  On June 6, 2014, the United States District Court for the
District of Delaware entered the dismissal and ordered the case terminated as to the Company.

Spherix Incorporated v. Cisco Systems Inc., Case No. 1:14-cv-00374-SLR, in the United States District Court for the
District of Delaware 

On March 28, 2014, the Company initiated litigation against Cisco Systems Inc. (“Cisco”) in Spherix Incorporated v.
Cisco Systems Inc., Case No. 1:14-cv-00374-SLR, in the United States District Court for the District of Delaware for
infringement of U.S. Patent Nos. RE40467; 6,697,325; 6,578,086; 6,222,848; 6,130,877; 5,970,125; 6,807,174;
7,397,763: 7,664,123; 7,385,998; and 8,607,323 (collectively, the “Asserted Patents”).  The complaint alleges that Cisco
has manufactured, sold, offered for sale and/or imported technology that infringes the Asserted Patents.  The
Company seeks relief in the form of a finding of infringement of the Asserted Patents, an accounting of all damages
sustained by the Company as a result of Cisco’s infringement, actual damages, enhanced damages under 35 U.S.C.
Section 284, attorney’s fees and costs.  On July 8, 2014, the Company filed an amended complaint to reflect that
certain of the patents asserted were assigned to the Company’s wholly-owned subsidiary NNPT, based in Longview,
Texas. By the amended complaint, NNPT was added as a co-plaintiff with the Company.  On August 5, 2014, Cisco
filed a motion to dismiss certain claims alleged in the amended complaint.  On August 26, 2014, the Company and
NNPT filed an opposition to Cisco’s motion to dismiss.  On September 5, 2014, Cisco filed its reply brief regarding its
motion to dismiss.

Spherix Incorporated v. Juniper Networks, Inc., Case No. 1:14-CV-00578-SLR, in the United States District Court for
the District of Delaware

On May 2, 2014, the Company initiated litigation against Juniper Networks, Inc. (“Juniper”) in Spherix Incorporated v.
Juniper Networks, Inc., Case No. 1:14-cv-00578-SLR, in the United States District Court for the District of Delaware
for infringement of U.S. Patent Nos. RE40467; 6,578,086; 6,130,877; 7,385,998; 7,664,123; and 8,607,323
(collectively, the “Asserted Patents”).  The complaint alleges that Juniper has manufactured, sold, offered for sale and/or
imported technology that infringes the Asserted Patents.  The Company seeks relief in the form of a finding of
infringement of the Asserted Patents, an accounting of all damages sustained by the Company as a result of Juniper’s
infringement, actual damages, enhanced damages under 35 U.S.C. Section 284, attorney’s fees and costs.  Juniper has
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not yet responded to the complaint. On July 8, 2014, the Company filed an amended complaint to reflect that certain
of the patents asserted were assigned to the Company’s wholly-owned subsidiary NNPT, based in Longview, Texas.
By the amended complaint, NNPT was added as a co-plaintiff with the Company.  On August 8, 2014, Juniper filed a
motion to dismiss certain claims alleged in the amended complaint.  On August 29, 2014, the Company filed its
opposition to Juniper’s motion to dismiss.  On September 15, 2014, Juniper filed its reply brief regarding its motion to
dismiss.
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Bockstar Technologies LLC v. Cisco Systems, Inc., Case No. 1:13-cv-02020-SLR, in the United States District Court
for the District of Delaware

On June 6, 2014, Defendant Cisco filed an amended complaint and counterclaim in which it added counterclaims
against the Company, which had previously not been named in this case.  The asserted counterclaims request a
declaratory judgment of non-infringement of two patents owned by the Company.  On July 15, 2014, Bockstar filed a
motion to dismiss Cisco’s counterclaims and requested a finding that Counterclaim-Defendants Constellation
Technologies LLC, Rockstar Consortium US LP, and the Company had been improperly joined in the case.  On
August 25, 2014, the Company filed a Motion to Dismiss for failure to state a claim and for lack of jurisdiction over
the subject matter.  The Company also joined in the motion to dismiss previously filed by Bockstar.  On September
11, 2014, Cisco filed its opposition to the Company’s motion to dismiss.  The  United States District Court for the
District of Delaware held a hearing on the motion to dismiss, among several other unrelated motions, on October 8,
2014.  On October 10, 2014, the United States District Court for the District of Delaware issued an Order relating to
several issues in the case.  In the Order, the United States District Court for the District of Delaware stated it would
decide the Company’s motion to dismiss in due course.

NNPT, LLC v. Huawei Investment & Holding Co., Ltd. et al., Case No. 2:14-cv-00677-JRG-RSP, in the United States
District Court for the Eastern District of Texas

On June 9, 2014, NNPT initiated litigation against Futurewei Technologies, Inc., Huawei Device (Hong Kong) Co.,
Ltd., Huawei Device USA Inc., Huawei Investment & Holding Co., Ltd., Huawei Technologies Co., Ltd., Huawei
Technologies Cooperatif U.A., and Huawei Technologies USA Inc. (collectively “Huawei”), in NNPT, LLC v. Huawei
Investment & Holding Co., Ltd. et al., Case No. 2:14-cv-00677-JRG-RSP, in the United States District Court for the
Eastern District of Texas, for infringement of U.S. Patent Nos. 6,578,086; 6,130,877; 6,697,325; 7,664,123; and
8,607,323 (collectively, the “Asserted Patents”).  On September 8, 2014, Huawei filed its answers to the complaint in
which defendant Huawei Technologies USA asserted counterclaims requesting a declaration that the patents at issue
were non-infringed and invalid.  On October 8, 2014, NNPT filed its Answer to the counterclaims, in which it denied
that the Asserted Patents were non-infringed and invalid.

Spherix Incorporated v. Verizon Services Corp. et al., Case No. 1:14-CV-00721-GBL-TCB, in the United States
District Court for the Eastern District of Virginia

On June 11, 2014, the Company initiated litigation against Verizon Services Corp.; Verizon South Inc.; Verizon
Virginia LLC; Verizon Communications Inc.; Verizon Federal Inc.; Verizon Business Network Services Inc.; and
MCI Communications Services, Inc. (collectively, “Verizon”) in Spherix Incorporated v. Verizon Services Corp. et al., 
Case No. 1:14-cv-00721-GBL-TCB, in the United States District Court for the Eastern District of Virginia for
infringement of U.S. Patent Nos. 6,507,648; 6,882,800; 6,980,564; and 8,166,533.  On July 2, 2014, the Company
filed an Amended Complaint in the case in which it added allegations of infringement of U.S. Patent No.
7,478,167.  On August 15, 2014, Verizon filed a motion to dismiss, or in the alternative, a motion for a more definite
statement.  On September 9, 2014, the United States District Court for the Eastern District of Virginia issued a
Scheduling Order adopting the parties’ Joint Proposed Discovery Plan.  According to the Scheduling Order, the
Markman hearing is currently scheduled for March 16, 2015. On September 12, 2014, the Company filed its
opposition to Verizon’s motion to dismiss, and on September 26, 2014, Verizon filed its reply brief.  On October 3,
2014, the United States District Court for the Eastern District of Virginia held a hearing on the motion to dismiss and
issued a Minute Entry stating that motion was denied.  The United States District Court for the Eastern District of
Virginia stated that an Order would follow.  The parties agreed to narrow the case by dismissing without prejudice the
claims under U.S. Patent Nos. 6,507,648 and 6,882,800, with each party to bear its own costs and attorneys' fees as to
the dismissed claims.  The parties filed a joint motion to that effect on October 27, 2014, which was granted on
October 30, 2014.  The parties further agreed to narrow the case by dismissing without prejudice the claims under
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U.S. Patent Nos. 8,166,533 and 7,478,167, and filed a joint motion to that effect on November 6, 2014.  On November
13, 2014, the United States District Court for the Eastern District of Virginia granted the parties’ Joint Motion to
Dismiss the ‘533 Patent and the ‘167 Patent without prejudice, with each party to bear its own costs and attorneys’ fees
as to the dismissed claims.

Counterclaims

In the ordinary course of business, the Company, along with its wholly-owned subsidiaries, will initiate litigation
against parties whom it believes have infringed on its intellectual property rights and technologies.  The initiation of
such litigation exposes the Company to potential counterclaims initiated by the defendants.  Currently, as stated
above, defendants in the cases Spherix Incorporated v. VTech Telecommunications Ltd.; Spherix Incorporated v.
Uniden Corporation; NNPT, LLC v. Huawei Investment & Holding Co., Ltd. et al.; and Bockstar Technologies vs.
Cisco Systems have filed counterclaims against the Company.  The Company has evaluated the counterclaims and
believes they are without merit and has not recorded a loss provision relating to such matters.
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Item 1A.    Risk Factors

In addition to the other information set forth in this report, you should carefully consider the factors discussed in Part
I, “Item 1A Risk Factors” in our Form 10-K for the year ending December 31, 2013, the risk factors set forth in each of
our registration statements on Form S-3 filed in April 2014, May 2014 and August 2014, as amended, which could
materially affect our business, financial condition, and results of operations, as well as the updated risk factor set forth
below.  The risks described in these filings are not the only risks facing our Company.  Additional risks and
uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely
affect our business, financial condition and/or operating results.

New legislation, regulations or court rulings related to enforcing patents could harm our new line of business and
operating results.

If Congress, the United States Patent and Trademark Office (the “USPTO”) or courts implement new legislation,
regulations or rulings that impact the patent enforcement process or the rights of patent holders, these changes could
negatively affect our business. For example, limitations on the ability to bring patent enforcement claims, limitations
on potential liability for patent infringement, lower evidentiary standards for invalidating patents, increases in the cost
to resolve patent disputes and other similar developments could negatively affect our ability to assert our patent or
other intellectual property rights.

On September 16, 2011, the Leahy-Smith America Invents Act (the “Leahy-Smith Act”), was signed into law. The
Leahy-Smith Act includes a number of significant changes to United States patent law. These changes include
provisions that affect the way patent applications will be prosecuted and may also affect patent litigation. The U.S.
Patent Office is currently developing regulations and procedures to govern administration of the Leahy-Smith Act,
and many of the substantive changes to patent law associated with the Leahy-Smith Act recently became effective.
Accordingly, it is too early to tell what, if any, impact the Leahy-Smith Act will have on the operation of our business.
However, the Leahy-Smith Act and its implementation could increase the uncertainties and costs surrounding the
prosecution of patent applications and the enforcement or defense of our issued patents, all of which could have a
material adverse effect on our business and financial condition.

On February 27, 2013, U.S. Representatives DeFazio and Chaffetz introduced HR845.  In general, the bill, known as
the Saving High-Tech Innovators from Egregious Legal Disputes Act (the “SHIELD Act”), seeks to assess legal fee
liability to plaintiffs in patent infringement actions for defendant costs.  In the event that the bill becomes law, the
potential obligation to pay the legal fees of defendants in patent disputes could have a material adverse effect on our
business or financial condition.

On June 4, 2013, the Obama Administration issued executive actions and legislative recommendations. The legislative
measures recommended by the Obama Administration include requiring patentees and patent applicants to disclose
the “Real Party-in-Interest”, giving district courts more discretion to award attorney’s fees to the prevailing party,
requiring public filing of demand letters such that they are accessible to the public, and protecting consumers against
liability for a product being used off-the shelf and solely for its intended use.

The executive actions includes ordering the USPTO to make rules to require the disclosure of the Real
Party-in-Interest by requiring patent applicants and owners to regularly update ownership information when they are
involved in proceedings before the USPTO (e.g. specifying the “ultimate parent entity”) and requiring the USPTO to
train its examiners to better scrutinize functional claims to prevent allowing overly broad claims.

On December 5, 2013, the United States House of Representatives passed a patent reform bill titled the “Innovation
Act” by a vote of 325-91. However, the Senate is still considering the bill. U.S. Representative Bob Goodlatte, with
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bipartisan support, introduced the Innovation Act on October 23, 2013. The Innovation Act, as passed by the House,
has a number of major changes. Some of the changes include a heightened pleading requirement for the filing of
patent infringement claims. It requires a particularized statement with detailed specificity regarding how each asserted
claim term corresponds to the functionality of each accused instrumentality. The Innovation Act, as passed by the
House, also includes fee-shifting provisions which provide that, unless the non-prevailing party of a patent
infringement litigation positions were objectively reasonable, such non-prevailing party would have to pay the
attorneys’ fees of the prevailing party.

-30-

Edgar Filing: SPHERIX INC - Form 10-Q

61



Table of Contents

The Innovation Act also calls for discovery to be limited until after claim construction. The patent infringement
plaintiff must also disclose anyone with a financial interest in either the asserted patent or the patentee and must
disclose the ultimate parent entity. When a manufacturer and its customers are sued at the same time, the suit against
the customer would be stayed as long as the customer agrees to be bound by the results of the case.

On April 29, 2014, the U.S. Supreme Court relaxed the standard for fee shifting in patent infringement cases. Section
285 of the Patent Act provides that attorneys’ fees may be awarded to a prevailing party in a patent infringement case
in “exceptional cases.”

In Octane Fitness, LLC v. Icon Health & Fitness, Inc., the Supreme Court overturned the U.S. Court of Appeals for
the Federal Circuit decisions limiting the meaning of “exceptional cases.” The U.S. Supreme Court held that an
exceptional case “is simply one that stands out from others with respect to the substantive strength of a party’s litigation
position” or “the unreasonable manner in which the case was litigated.” The U.S. Supreme Court also rejected the “clear
and convincing evidence” standard for making this inquiry and held that the standard should be a “preponderance of the
evidence.”

In Highmark Inc. v. Allcare Health Mgmt. Sys., Inc., the U.S. Supreme Court held that a district court’s grant of
attorneys’ fees is reviewable by the U.S. Court of Appeals for the Federal Circuit only for “abuse of discretion” by the
district court instead of the   de novo   standard that gave no deference to the district court.

These pair of decisions lowered the threshold for obtaining attorneys’ fees in patent infringement cases and increased
the level of deference given to a district court’s fee-shifting determination.

These two cases will make it much easier for district courts to shift a prevailing party’s attorneys' fees to a
non-prevailing party if the district court believes that the case was weak or conducted in an abusive manner.
Defendants that get sued for patent infringement by non-practicing entities may elect to fight rather than settle the case
because these U.S. Supreme Court decisions make it much easier for defendants to get attorneys’ fees.

It is impossible to determine the extent of the impact of any new laws, regulations or initiatives that may be proposed,
or whether any of the proposals will become enacted as laws. Compliance with any new or existing laws or
regulations could be difficult and expensive, affect the manner in which we conduct our business and negatively
impact our business, prospects, financial condition and results of operations.

On June 19, 2014, the U.S. Supreme Court issued a landmark decision in which it significantly tightened the standard
for patentability of software patents.  Alice Corp. Pty. Ltd. v. CLS Bank Int’l, 134 S. Ct. 2347 (2014).  Specifically, the
U.S. Supreme Court stated that if you have an idea so abstract that it cannot be patented, simply tying it to a “generic
computer cannot transform a patent-ineligible abstract idea into a patent-eligible invention.”  The U.S. Supreme Court
further stated that tying the abstract idea to “purely functional and generic” hardware would, similarly, not make the idea
patentable.  Arguably, the Alice decision is intended to limit the validity of poor quality software patents.  The Alice
decision will provide accused infringers of software patents new arguments to challenge the validity of such
patents.  Practically, the effects of the Alice decision are still being assessed as patent holders, attorneys, the USPTO,
and courts, are coping to determine the proper bounds of the Alice decision.  By way of example, the USPTO has
issued new examination guidelines in view of the Alice decision.  Some believe that the patent examiners have
overreacted to these new guidelines and have rejected any claim that is related to software.  The Alice decision could
potentially have a negative effect on the validity of some of our patents.

Item 2.     Unregistered Sale of Equity Securities
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The following issuance of securities was exempt from registration pursuant to Section 4(a)(2) of the Securities Act of
1933, as amended, and the aggregate fair value of the following restricted stock awards was $13,500 based upon the
closing price on the day before the grant date:

● On August 1, 2014, pursuant to and subject to the available number of shares reserved under the
2014 Plan, we issued 10,000 fully vested restricted shares to an employee of the Company as an
inducement for starting employment with the Company.  
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Item 6.     Exhibits

31.1 Certification of Chief Executive Officer of Spherix Incorporated pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

31.2 Certification of Chief Financial Officer of Spherix Incorporated pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

32.1 Certification of Chief Executive Officer of Spherix Incorporated pursuant to Section 906 of the
Sarbanes-Oxley Act of

32.2 Certification of Chief Financial Officer of Spherix Incorporated pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

101.INS XBRL Instance Document.
101.SCH XBRL Taxonomy Extension Schema Document
101.CALXBRL Taxonomy Extension Calculation Linkbase Document
101.DEF XBRL Taxonomy Extension Definition Linkbase Document
101.LABXBRL Taxonomy Extension Label Linkbase Document
101.PRE XBRL Taxonomy Extension Presentation Linkbase Document
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Signatures

Pursuant to the requirements of the Exchange Act of 1934, as amended, the Registrant has duly caused this report to
be signed on its behalf by the undersigned, thereunto duly authorized.

Spherix Incorporated
(Registrant)

Date:  November 13, 2014 By: /s/ Anthony Hayes
Anthony Hayes
Chief Executive Officer
(Principal Executive Officer)

Date: November 13, 2014 By: /s/ Richard Cohen
Richard Cohen
Chief Financial Officer
(Principal Financial Officer and
Principal Accounting Officer)
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