
SECURITIES & EXCHANGE COMMISSION EDGAR FILING

DOLPHIN DIGITAL MEDIA INC

Form: 10-Q 

Date Filed: 2015-11-20

Corporate Issuer CIK:  1282224

© Copyright 2015, Issuer Direct Corporation. All Right Reserved. Distribution of this document is strictly prohibited, subject to the terms of use.



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
 

Form 10-Q

 
☑ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

 
For the quarterly period ended September 30, 2015

 
OR

 
❑ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from                      to                     
 

Commission file number 000-50621

DOLPHIN DIGITAL MEDIA INC.
(Exact name of registrant as specified in its charter)

Florida  86-0787790
(State of incorporation)  (I.R.S. employer identification no.)

2151 LeJeune Road, Suite 150 – Mezzanine, Coral Gables, Florida 33134
(Address of principal executive offices, including zip code)

(305) 774-0407
(Registrant’s telephone number)

_________________________________________________________________ 
(Former Name, Former Address and Former Fiscal Year, if Changed Since Last Report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities 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 ☑  No ❑

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be
submitted and posted pursuant to Rule 405 of Regulation S-T (Section 232.405 of this chapter) during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). Yes ☑ No ❑

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 the
definitions of “large accelerated filer,” “accelerated filer,” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one):
 
Large accelerated filer ❑ Accelerated filer ❑ Non-accelerated filer ❑ Smaller reporting company ☑

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

The number of shares of common stock outstanding was 81,892,352 as of November 20, 2015.
 
 

 

 

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 

 
DOLPHIN DIGITAL MEDIA INC. AND SUBSIDIARIES

TABLE OF CONTENTS
 

 PAGE
  
PART I — FINANCIAL INFORMATION  
  
ITEM 1. FINANCIAL STATEMENTS  
  
Condensed Consolidated Balance Sheets as of September 30, 2015 (unaudited) and December 31, 2014 3
  
Condensed Consolidated Statements of Operations for the three and nine months ended September 30, 2015 and 2014 (unaudited) 4
  
Condensed Consolidated Statements of Cash Flows for the nine months ended September 30, 2015 and  2014 (unaudited) 5
  
Notes to Unaudited Condensed Consolidated Financial Statements 6
  
ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 13
  
ITEM 4. CONTROLS AND PROCEDURES 19
  
PART II — OTHER INFORMATION 19
  
ITEM 6. EXHIBITS 20
  
SIGNATURES  22 
 
 

2

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 

 
PART I – FINANCIAL INFORMATION

ITEM I – FINANCIAL STATEMENTS    
 

DOLPHIN DIGITAL MEDIA, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets

(unaudited)
 

ASSETS  
As of September

30, 2015   
As of December

31 2014  
       
Current       
Cash and cash equivalents  $ 633,108  $ 198,470 
Prepaid Expenses   -   2,339 
Receivable and other current assets   1,380,352   479,924 
Total Current Assets   2,013,460   680,733 
         
Capitalized production costs   958,773   693,526 
Property and equipment   61,275   77,690 
Deposits   41,291   41,291 
Total Assets  $ 3,074,799  $ 1,493,240 

         
LIABILITIES         

Current         
Accounts payable  $ 257,124   240,736 
Other current liabilities   2,726,411   1,547,580 
Accrued compensation   1,937,500   1,750,000 
Debt   5,145,000   3,995,000 
Loan from related party   3,979,267   2,451,767 
Note payable   300,000   300,000 
Total Current Liabilities   14,345,302   10,285,083 
         

STOCKHOLDERS' DEFICIT         
Common stock, $0.015 par value, 200,000,000 shares authorized,   1,228,385   1,228,385 

81,892,352 issued and outstanding at September 30, 2015 and December 31, 2014      
Preferred stock $0.001 par value, 10,000,000 shares authorized         

1,042,753 shares issued and outstanding, liquidation preference of $1,042,753   1,043   1,043 
at September 30, 2015 and December 31, 2014         

Additional paid in capital   25,544,174   25,544,174 
Accumulated deficit   (41,024,102)   (38,560,694)
Total Dolphin Digital Media, Inc. Deficit  $ (14,250,500)  $ (11,787,092)
Non-controlling interest   2,979,997   2,995,249 
Total Stockholders' Deficit  $ (11,270,503)  $ (8,791,843)
Total Liabilities and Stockholders' Deficit  $ 3,074,799  $ 1,493,240 
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DOLPHIN DIGITAL MEDIA, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Operations

(Unaudited)
 
  For the three months ended   For the nine months ended  
  September 30,   September 30,  

  2015   2014   2015   2014  
             
Revenues:             
Production  $ 2,380,296  $ -  $ 2,380,412  $ 51,192 
Service   -   500,000   -   1,500,000 
Membership   45,000   16,502   61,011   16,502 
Total revenues   2,425,296   516,502   2,441,423   1,567,694 
                 
Expenses:                 
Direct costs   1,334,311   113,472   1,334,311   159,539 
General and administrative   793,359   351,794   1,869,195   1,194,174 
Payroll   375,161   414,703   1,028,836   1,216,108 
Loss before other expenses   (77,535)   (363,467)   (1,790,919)   (1,002,127)
                 
Other expenses   -   -   -   - 
Interest expense   (263,784)   (172,132)   (657,237)   (478,112)
Net loss   (341,319)   (535,599)   (2,448,156)   (1,480,239)
                 
Net income attributable to noncontrolling interest  $ 11,250  $ 4,126  $ 15,253  $ 4,126 
Net loss attributable to Dolphin Digital Media, Inc.   (352,569)   (539,725)   (2,463,409)   (1,484,365)
Net loss  $ (341,319)  $ (535,599)  $ (2,448,156)  $ (1,480,239)

                 
Basic and Diluted Loss per Share  $ (0.00)  $ (0.01)  $ (0.03)  $ (0.02)
                 
Weighted average number of shares used in share calculation   81,892,352   81,892,352   81,892,352   81,892,352 
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DOLPHIN DIGITAL MEDIA INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows

(Unaudited)
 

  
For the nine months ended

September 30  
  2015   2014  
       
CASH FLOWS FROM OPERATING ACTIVITIES:       

Net loss  $ (2,448,156)  $ (1,480,239)
Adjustments to reconcile net loss to net cash used in operating activities:      
Depreciation   16,415   12,832 
Amortization of capitalized production costs   1,334,311   37,897 
Impairment of capitalized production costs   -   113,472 
Changes in operating assets and liabilities:         
Receivables and other current assets   (900,428)   (32,814)
Prepaid expenses   2,339   6,680 
Capitalized production costs   (1,599,558)   (29,504)
Deposits   -   (32,338)
Accrued compensation   187,500   187,500 
Accounts payable   16,388   (138,433)
Other Current Liabilities   1,148,327   488,986 

Net Cash Used in Operating Activities   (2,242,862)   (865,961)
         
CASH FLOWS FROM INVESTING ACTIVITIES:         

Purchase of property and equipment   -   (73,850)
Net Cash Used In Investing Activities   -   (73,850)

         
CASH FLOWS FROM FINANCING ACTIVITIES:         

Repayment of note payable   -   (35,000)
Advances from loan and security agreements   1,400,000   2,090,000 
Repayment of loan and security agreements   (250,000)   - 
Advances from related party   2,550,000   - 
Repayment to related party   (1,022,500)   (1,376,856)
Repayment of debt   -   (35,000)

Net Cash Provided by Financing Activities   2,677,500   643,144 
         
NET  INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS   434,638   (296,667)
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD   198,470   706,641 
CASH AND CASH EQUIVALENTS,  END OF PERIOD  $ 633,108  $ 409,974 

         
SUPPLEMENTAL DISCLOSURES OF CASH FLOWS INFORMATION:         
         

Interest paid  $ 227,298  $ 15,750 
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 DOLPHIN DIGITAL MEDIA, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2015

NOTE 1 – GENERAL
 

Nature of Operations
 

Dolphin Digital Media, Inc. (the “Company,” “Dolphin,” “we,” “us” or “our”) is a producer of original high-quality digital programming for online consumption
and is committed to delivering premium, best-in-class entertainment and securing premiere distribution partners to maximize audience reach and commercial
advertising potential. Dolphin is also partnering with certain non-profit organizations to develop online kids clubs.
 

Basis of Presentation
 

The accompanying unaudited condensed consolidated financial statements include the accounts of Dolphin and all of its majority-owned and controlled
subsidiaries, including Hiding Digital Productions, LLC, Dolphin Kids Clubs LLC, Cybergeddon Productions, LLC and Dolphin SB Productions LLC.
 

The unaudited condensed consolidated financial statements have been prepared in accordance with United States (“U.S.”) generally accepted accounting
principles (“GAAP”) for interim financial information and the instructions to quarterly report on Form 10-Q under the Securities Exchange Act of 1934 (the
“Exchange Act”), as amended, and Article 8 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for
complete financial statements. In the opinion of the Company’s management, all adjustments (consisting only of normal recurring adjustments) considered
necessary for a fair presentation have been reflected in these unaudited condensed consolidated financial statements. Operating results for the three and nine
months ended September 30, 2015 are not necessarily indicative of the results that may be expected for the fiscal year ending December 31, 2015. The
balance sheet at December 31, 2014 has been derived from the audited financial statements at that date, but does not include all the information and footnotes
required by U.S. GAAP for complete financial statements. The accompanying unaudited condensed consolidated financial statements should be read together
with the consolidated financial statements and related notes included in the Company's Annual Report on Form 10-K for the fiscal year ended December 31,
2014 .
 

Use of Estimates
 

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, and the reported amounts of revenue
and expenses during the reporting period. The most significant estimates made by management in the preparation of the financial statements relate to ultimate
revenue and costs for investment in digital projects; estimates of sales returns and other allowances and provisions for doubtful accounts and impairment
assessments for investment in digital projects. Actual results could differ from such estimates.
 

Recent Accounting Pronouncements

In August 2014, the FASB issued an accounting standard update relating to management’s evaluation of conditions and events that, when considered in
the aggregate, raise substantial doubt about the entity’s ability to continue as a going concern within one year after the date that the financial statements were
issued.  Management’s evaluation should be based on relevant conditions and events that are known and reasonably knowable at the date the financial
statements are issued.  When management identifies these relevant conditions or events, it should consider whether its plans will alleviate the substantial
doubt.  Management’s plans should be considered only to the extent that 1) it is probable that the plans will be effectively implemented and 2) it is probable that
the plans will mitigate the conditions or events that raise substantial doubt about the entity’s ability to continue as a going concern. Management should disclose
to financial statement users a) principal conditions or events that raised substantial doubt b) Management’s evaluation of the significance of those conditions or
events in relation to entity’s ability to meet its obligations and c) discussion of how Management’s plan, if already implemented, alleviated the substantial doubt
about the entity’s ability to continue as a going concern or in the case, that the plan has not yet been implemented, how Management’s plans are intended to
alleviate the substantial doubt about the entity’s ability to continue as a going concern.  The guidance will be effective for our fiscal year beginning January 1,
2016. The Company is currently evaluating the impact that the adoption of this new guidance will have on our consolidated financial statements.
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In May 2014, the FASB issued an accounting standard update relating to the recognition of revenue from contracts with customers, which will supersede

most current U.S. GAAP revenue recognition guidance, including industry-specific guidance. The core principle is that a company should recognize revenue to
depict the transfer of promised goods or services to customers in an amount that reflects the consideration for which the entity expects to be entitled in
exchange for those goods or services. The new revenue recognition standard provides a five-step analysis of transactions to determine when and how revenue
is recognized. The guidance will be effective for the Company’s fiscal year beginning January 1, 2018, and can be applied either retrospectively or under a
cumulative-effect transition method. The Company is currently evaluating the impact that the adoption of this new guidance will have on its consolidated financial
statements.

NOTE 2 — GOING CONCERN

The accompanying unaudited condensed consolidated financial statements have been prepared in conformity with accounting principles generally
accepted in the U.S. which contemplate the continuation of the Company as a going concern. The Company has incurred a net loss for the nine months ended
September 30, 2015 of $2,448,156. As of September 30, 2015, the Company recorded an accumulated deficit of $41,024,102.  Further, the Company has a
working capital deficit of $12,331,842 and therefore does not have adequate capital to fund its obligations as they come due or to maintain or develop its
operations.  The Company is dependent upon funds from private investors and support of certain stockholders.  If the Company is unable to obtain funding from
these sources within the next 12 months, it could be forced to liquidate.

These factors raise substantial doubt about the ability of the Company to continue as a going concern. The consolidated financial statements do not
include any adjustments that might result from the outcome of these uncertainties. In this regard, management is planning to raise any necessary additional funds
through loans and additional issuance of its common stock. There is no assurance that the Company will be successful in raising additional capital. The
Company is currently working on producing a variety of digital projects which it intends to fund through private investors on a project basis.  The Company
expects to derive additional revenues from these digital productions in the fourth quarter of 2015.  Subsequent to the third quarter end, the Company received
$247,500 in loans from its CEO.  It also received $8,750 from its kids club business and it expects to see an increase in these revenues during 2016.  There can
be no assurances that such income will be realized in future periods.

NOTE 3 — CAPITALIZED PRODUCTION COSTS, RECEIVABLES AND OTHER CURRENT ASSETS

Capitalized production costs include the unamortized costs of completed web series which have been produced by the Company and costs of scripts for
projects that have not been developed or produced. These costs include direct production costs and production overhead and are amortized using the individual-
film-forecast method, whereby these costs are amortized and participations and residuals costs are accrued in the proportion that current year’s revenue bears
to management’s estimate of ultimate revenue at the beginning of the current year expected to be recognized from the exploitation, exhibition or sale of the web
series.

For the three and nine months ended September 30, 2015, revenues earned from web series were $2,380,296 and $2,380,412, respectively, and for the
three and nine months ended September 30, 2014 were $0 and $51,192, respectively. The Company amortized capitalized production costs during the three
and nine months ended September 30, 2015 of $1,334,311 related to “South Beach – Fever ” using the individual-film-forecast computation method. For the
three and nine months ended September 30, 2014, the amortized capitalized production costs (included as direct costs) in the consolidated statements of
operations using the individual-film-forecast computation method in the amount of $113,472 and $159,539, respectively, related to a production previously
released.

During the quarter ended September 30, 2015, the Company released its web series, “ South Beach-Fever”.  The Company recorded $2,380,296 of
revenues related to this production for the three and nine months ended September 30, 2015.  Total capitalized production costs, including capitalized payroll
and interest, related to this production as of September 30, 2015, net of accumulated amortization of $1,334,311 was $310,246.

In addition, the Company entered into agreements with writers to develop scripts for other digital web series productions and has deferred $648,526 and
$693,526 in capitalized production costs as of September 30, 2015 and December 31, 2014 associated with these scripts.  These projects were not yet in
production as of September 30, 2015.
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As of September 30, 2015 and December 31, 2014, respectively, the Company has total capitalized production costs of $958,773 and $693,526, net of

accumulated amortization, tax incentives and impairment charges, recorded on its condensed consolidated balance sheets.

The Company has assessed events and changes in circumstances that would indicate that the Company should assess whether the fair value of the
productions are  less than the unamortized costs capitalized and did not identify indicators of impairment.

Receivables and Other Current Assets
 

The Company recorded $1,380,352 and $479,924 in receivables and other current assets on its consolidated balance sheets as of September 30, 2015
and December 31, 2014, respectively.  These amounts were primarily comprised of receivables from advertising revenue sharing from its production, the sale of
licensing rights in foreign territories of its productions, a receivable from an agreement with a related party and amounts due for online memberships to kids
clubs.  During the nine months ended September 30, 2015, the Company received $467,000 from a related party in payment of the December 31, 2014 open
receivable.
 
NOTE 4 — DEBT

During February 2011, the Company entered into Revenue Participation Agreements with two parties for the development of a Dolphin Group Kids Club
(“Group Kids Club”). Each party paid the Company $50,000 in return for the participation of future revenue related to the Group Kids Club. The amount will be
repaid based on a pro-rata basis of the revenue generated by the Group Kids Club until the total investment is recouped. Thereafter, they will share in a
percentage of the profit of that Group Kids Club. For the three and nine months ended September 30, 2015 and 2014, there were no significant revenues
generated or costs incurred related to these Group Kids Clubs.  The Company made payments totaling $0 and $35,000, respectively, to one of the parties to
these agreements during the nine months ended September 30, 2015 and 2014, respectively.
 

During the years ended December 31, 2012 and 2011, the Company entered into Equity Finance Agreements for the future production of web series
and the option to participate in the production of future web series. The Investors contributed a total equity investment of $1,000,000 and will share in the future
revenues of the web series, on a pro-rata basis, until the total equity investment is recouped and then will share at a lower percentage of the additional revenues.
The agreements stated that prior to December 31, 2012, the Company may utilize all or any portion, of the total equity investment to fund any chosen
production.  On January 1, 2013, the production “cycle” ceased and the Investors were entitled to share in the future revenues of any productions for which the
funds invested were used.  Per the Equity Finance Agreements, the Company is entitled to a producer’s fee, not to exceed $250,000, for each web series that it
produces before calculating the share of revenues owed to the investors.   Based on the gross producer’s revenues for the productions to date and the amount
of investor funds used to date, the Company is not required to pay the investors any amount in excess of the existing liability already recorded as of September
30, 2015 and December 31, 2014.  The Company has invested these funds in eleven projects.  Two of the productions were completed as of September 30,
2015 and there was immaterial producer gross revenue as defined in the Equity Finance Agreements as of September 30, 2015 and 2014.  The costs of all
productions not completed have been capitalized and included in the consolidated balance sheet as capitalized production costs.

During the year ended December 31, 2014, the Company entered into various Loan and Security Agreements with individual investors totaling
$2,940,000 which the Company is using to finance a current production.  During the nine months ended September 30, 2015, the Company entered into
additional Loan and Security Agreements for $1,400,000 and repaid an investor in the amount of $250,000.  In connection with the execution of each of the Loan
and Security Agreements, the Company granted each individual lender the right to participate, on a pro-rata basis based on their loan commitment as a
percentage of the total loan commitments received to fund the specific series, in the future profit generated by such series (defined as the gross revenues of
such series less the aggregate amount of principal and interest paid for the financing of such series).  Per the agreements, the Company will pay up to 12%
interest per annum payable monthly through August 31, 2015, with the exception of one agreement that pays interest through February 29, 2016. Pursuant to
the terms of the agreement, the Company exercised its option to extend the maturity date of the loan to August 31, 2016 and accrue interest at 1.25% over the
stated rate.    As of September 30, 2015 and 2014, respectively, the Company recorded $53,811 and $12,923 as accrued interest on its consolidated balance
sheets.  The Company recorded $108,549 and $21,234 respectively, of interest expense for the three months ended September 30, 2015 and 2014 and
$275,960 and $21,234 for the nine months ended September 30, 2015 and 2014 on the consolidated statement of operations related to these agreements.
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As of September 30, 2015 and December 31, 2014, $5,145,000 and $3,995,000, respectively, were outstanding related to these agreements.

 
The Company accounts for the above agreements in accordance with Accounting Standards Codification (“ASC”) 470-10-25-2 which requires that cash

received from an investor in exchange for the future payment of a specified percentage or amount of future revenue shall be classified as debt. The Company
does not purport the arrangements to be a sale and the Company has significant continuing involvement in the generation of cash flows due to the investors.

NOTE 5 — NOTES PAYABLE
 

Balance December 31, 2014  $ 300,000 
Additions   - 

    Payments  - 
Balance September 30, 2015  $ 300,000 

 
 On July 5, 2012, the Company signed an unsecured Promissory note in the amount of $300,000 bearing 10% interest per annum and payable on

demand. No payments were made on the note during the three and nine months ended September 30, 2015.  The Company has recorded accrued interest of
$97,150 and $74,712 as of September 30, 2015 and December 31, 2014, respectively related to this note.

The Company expensed $7,562 and $7,562 respectively for the quarters ended September 30, 2015 and 2014 and $22,438 and $22,438 respectively for
the nine months ended September 30, 2015 and 2014 for interest related to this note.

NOTE 6 — LOANS FROM RELATED PARTY
 

The Company has an unsecured revolving promissory note (the “note”) with its CEO which at September 30, 2015 and December 31, 2014 had
outstanding balances of $3,979,267 and $2,451,767, respectively.  The note earns an interest rate of 10% per annum. The CEO has the right at any time to
demand that all outstanding principal and accrued interest be repaid with a ten day notice to the Company.  During the three and nine months ended September
30, 2015, respectively, the CEO loaned the Company $701,500 and $2,550,000 and was repaid $400,000 and $1,022,500 of principal.   During the three and
nine months ended September 30, 2015, $98,689 and $248,130 was expensed in interest and during the three and nine months ended September 30, 2014,
$95,392 and $306,998 was expensed in interest. The Company recorded accrued interest of $1,034,671 and $786,007 in other current liabilities on its
condensed consolidated balance sheets as of September 30, 2015 and December 31, 2014, respectively.

NOTE 7— LICENSING AGREEMENT - RELATED PARTY
 

In 2008, the Company entered into a ten year licensing agreement with Dolphin Entertainment Inc., a related party.  Under the license, the Company is
authorized to use Dolphin Entertainment’s brand properties in connection with the creation, promotion and operation of subscription based Internet social
networking websites for children and young adults. The license requires that the Company pays to Dolphin Entertainment, Inc.(“Dolphin Entertainment”) royalties
at the rate of fifteen percent of net sales from performance of the licensed activities. During the three and nine month periods ended September 30, 2015 and
2014, the Company did not use the brand properties of Dolphin Entertainment and, as such, no royalty expense was recorded related to the licensing
agreement.
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NOTE 8 — STOCKHOLDERS’ DEFICIT
 
A) Preferred Stock
 

The Company’s Articles of Incorporation authorize the issuance of 10,000,000 shares of $0.001 par value preferred stock. The Board of Directors has
the power to designate the rights and preferences of the preferred stock and issue the preferred stock in one or more series.
 
As of September 30, 2015 and December 31, 2014, the Company had 1,042,753 shares of preferred stock issued and outstanding which had no determinable
market value. Each share of preferred stock is convertible into four shares of common stock and does not have any voting rights.
 
B) Common Stock
 

The Company’s Articles of Incorporation authorize the issuance of 200,000,000 shares of $0.015 par value common stock. 10,000,000 shares have
been designated for an Employee Incentive Plan.  As of September 30, 2015 and December 31, 2014, no awards were issued related to this plan.

 As of September 30, 2015 and December 31, 2014, the Company had 81,892,352, shares of common stock issued and outstanding.

C) Noncontrolling Interest
 

On May 21, 2012, Dolphin Digital Media, Inc. entered into an agreement with a note holder to form Dolphin Kids Club LLC.  Under the terms of the
agreement, Dolphin converted $1,500,000 of notes payable and received an additional $1,500,000 during the year ended December 31, 2012 for a 25%
membership interest in the newly formed entity.  Dolphin holds the remaining 75% and thus controlling interest in the entity. The purpose of this entity is to
create and operate online kids clubs for selected charitable, educational and civic organizations.   The agreement encompasses kids clubs created between
January 1, 2012 and December 31, 2016.  It is a “gross revenue agreement” and Dolphin will be responsible for paying all associated operating expenses.
Revenues from the Dolphin Kids Clubs LLC attributable to the noncontrolling interest were $11,250 and $4,126 for the quarters ended September 30, 2015 and
2014 and $15,253 and $4,126 for the nine months ended September 30, 2015 and 2014, respectively.  Per the terms of the operating agreement, the revenues
of the kids clubs are distributed equally to the members until the noncontrolling member is paid $3,000,000.  Based on the revenues earned from the kids clubs
during the quarter ended September 30, 2015, the Company recorded in other current liabilities $28,631 attributable to the noncontrolling member.
 

In accordance with ASC 810-20, Dolphin Kids Clubs LLC is consolidated in the Company’s financial statements. Amounts attributable to the
noncontrolling interest will follow the provisions in the contractual arrangement. Noncontrolling interest is presented as a separate component of shareholders’
equity.  As of September 30, 2015 and December 31, 2014, the Company recorded a noncontrolling interest of $2,979,997 and $2,995,249 respectively on its
consolidated balance sheets for the 25% interest in Dolphin Kids Clubs LLC.
 
NOTE 9 — WARRANTS
A summary of warrants issued, exercised and expired during the nine months ended September 30, 2015 is as follows:

      Weighted  
      Avg.  

      Exercise  
Warrants:  Shares   Price  
Balance at December 31, 2014           21,000,000  $ 0.17 
Issued   —   — 
Exercised   —   — 
Expired   —   — 
Balance at September 30, 2015    21,000,000  $ 0.17 
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On March 10, 2010, T Squared Investments, LLC was issued Warrant “E” for 7,000,000 shares of Dolphin Digital Media, Inc. at an exercise price of

$0.25 per share with an expiration date of December 31, 2012.  T Squared Investments LLC can continually pay the Company an amount of money to reduce
the exercise price of Warrant “E” until such time as the exercise price of Warrant “E” is effectively $0.0001 per share. Each time a payment by T Squared
Investments LLC is made to Dolphin, a side letter will be executed by both parties that states the new effective exercise price of Warrant “E” at that time. At such
time when T Squared Investments LLC has paid down Warrant “E” to an exercise price of $0.0001 per share or less, T Squared Investments LLC shall have the
right to exercise Warrant “E” via a cashless provision and hold for six months to remove the legend under Rule 144 of the Securities Act of 1933 (the “Securities
Act”). During the years ended December 31, 2010 and 2011, T Squared Investments LLC paid down a total of $1,625,000 and the current exercise price is
$0.0179.

During the year ended December 31, 2012, T Squared Investments LLC agreed to amend a provision in the Preferred Stock Purchase agreement dated
May 2011 that required the Company to obtain consent from T Squared Investments LLC before issuing any common stock below the existing conversion price
as defined in the agreement.  As a result, the Company has extended the expiration date of Warrant “E” (described above) to September 13, 2015 and  on
September 13, 2012, the Company issued 7,000,000 warrants to T Squared Investments LLC (Warrant “F”) with an exercise price of $0.25 per share.  T
Squared Investments LLC can continually pay the Company an amount of money to reduce the exercise price of Warrant “F” until such time as the exercise
price of Warrant “F” is effectively $0.0001 per share.  At such time, T Squared Investments LLC will have the right to exercise Warrant ‘F” via a cashless
provision and hold for six months to remove the legend under Rule 144 of the Securities Act. The Company agreed to extend the warrants until December 31,
2018 with substantially the same terms as herein discussed. T Squared Investments LLC did not make any payments during the quarter ended September 30,
2015 to reduce the exercise price of the warrants.

On September 13, 2012, the Company sold 7,000,000 warrants to an unrelated party with an exercise price of $0.25 per share and an expiration date of
September 13, 2015 for $35,000.  The holder can continually pay the Company an amount of money to reduce the exercise price of the warrants until such time
as the exercise price is effectively $0.0001 per share.  At such time, the holder will have the right to exercise the warrants via a cashless provision and hold for
six months to remove the legend under Rule 144 of the Securities Act. The Company recorded the $35,000 as Additional paid in capital. The Company agreed
to extend the warrants for a period of three years until September 13, 2018 with substantially the same terms as herein discussed. The holder of the warrants
did not make any payments during the quarter ended September 30, 2015 to reduce the exercise price of the warrants.

None of the warrants were included in computing diluted earnings per share because the effect was anti-dilutive.

NOTE 10— RELATED PARTY TRANSACTIONS

On September 7, 2012, the Company entered into an employment agreement with its CEO.  The employment agreement was effective January 1, 2012
and continued for an initial term of three years, renewable at the option of the CEO for another two years.  Pursuant to the terms of the agreement, the CEO
informed the Company on December 31, 2014, that he would renew his employment agreement for a period of two years commencing January 1, 2015.  The
agreement states that the CEO will receive annual compensation of $250,000 plus bonus. In addition, the CEO is entitled to an annual discretionary bonus as
determined by the Company’s Board of Directors. The CEO is eligible to participate in all of the Company’s benefit plans offered to its employees.   As part of his
agreement, he received a $1,000,000 signing bonus in 2012 that is recorded in accrued compensation on the condensed consolidated balance sheets.  Any
unpaid and accrued compensation due to the CEO under this agreement will accrue interest on the principal amount at a rate of 10% per annum from the date of
this agreement until it is paid. The agreement includes provisions for disability, termination for cause and without cause by the Company, voluntary termination by
executive and a non-compete clause.  The Company accrued $1,875,000 and $1,937,500 of compensation as accrued compensation and $473,784 and
$336,633 of interest in other current liabilities on its consolidated balance sheets as of September 30, 2015 and December 31, 2014, respectively, in relation to
this agreement.  For the quarters ended September 30, 2015 and 2014, the Company expensed as interest $47,780 and $41,478, respectively, and $137,152
and $118,453, respectively during the nine months ended September 30, 2015 and 2014, related to this agreement.

The Company entered into an agreement with a related party to provide services of its management team and back office.  The Company provided the
related party with a development team to source new projects, production executives to develop scripts, approve budgets and hire and liaise with the production
team on individual projects during the production and post-production phases, an accounting and finance team to provide accounting services and tax
compliance, legal support and domestic and international sales and sales support.   The Company also provided office space in Los Angeles and Miami.  The
arrangement was for a term of April 1, 2013 through December 31, 2014 at an annual fee of $2,000,000.  The agreement was not renewed as the related party
no longer required these services.  For the three and nine months ended September 30, 2014, the Company recorded revenues in the amount of $500,000 and
$1,500,000 related to this agreement.
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The Company has 14,000,000 warrants outstanding with T-Squared Investments LLC, a related party which owns 23% of the fully diluted common

shares.  The warrants have an exercise price of $0.25 and expire December 31, 2018.  T-Squared Investments, LLC paid down a total of $1,625,000 to reduce
the exercise price on the warrants and as a result 7,000,000 warrants have an exercise price of $.0179. Note 9 details the terms of these warrants.

During the first quarter of 2015, the Company started production of “South Beach-Fever” using a script owned by an entity wholly owned by our
CEO.  The Company agreed to pay the related party $250,000 for the script and the amount has been recorded in deferred production costs.  The production
was released in July, 2015.

NOTE 11 — COMMITMENTS AND CONTINGENCIES
 
Litigation
 

On or about January 25, 2010, an action was filed by Tom David against Winterman Group Limited, Dolphin Digital Media (Canada) Ltd., Malcolm
Stockdale and Sara Stockdale in the Superior Court of Justice in Ontario (Canada) alleging breach of a commercial lease and breach of a personal guaranty. On
or about March 18, 2010, Winterman Group Limited, Malcolm Stockdale and Sara Stockdale filed a Statement of Defense and Crossclaim. In the Statement of
Defense, Winterman Group Limited, Malcolm Stockdale and Sara Stockdale denied any liability under the lease and guaranty. In the Crossclaim filed against
Dolphin Digital Media (Canada) Ltd., Winterman Group Limited, Malcolm Stockdale and Sara Stockdale seek contribution or indemnity against Dolphin Digital
Media (Canada) Ltd. alleging that Dolphin Digital Media (Canada) agreed to relieve Winterman Group Limited, Malcolm Stockdale and Sara Stockdale from any
and all liability with respect to the lease or the guaranty. On or about March 19, 2010, Winterman Group Limited, Malcolm Stockdale and Sara Stockdale filed a
Third Party Claim against the Company seeking contribution or indemnity against the Company, formerly known as Logica Holdings, Inc., alleging that the
Company agreed to relieve Winterman Group Limited, Malcolm Stockdale and Sara Stockdale from any and all liability with respect to the lease or the guaranty.
The Third Party Claim was served on the Company on April 6, 2010. On or about April 1, 2010, Dolphin Digital Media (Canada) filed a Statement of Defense
and Crossclaim. In the Statement of Defense, Dolphin Digital Media (Canada) denied any liability under the lease and in the Crossclaim against Winterman
Group Limited, Malcolm Stockdale and Sara Stockdale, Dolphin Digital Media (Canada) seeks contribution or indemnity against Winterman Group Limited,
Malcolm Stockdale and Sara Stockdale alleging that the leased premises were used by Winterman Group Limited, Malcolm Stockdale and Sara Stockdale for
their own use. On or about April 1, 2010, Dolphin Digital Media (Canada) also filed a Statement of Defense to the Crossclaim denying any liability to indemnify
Winterman Group Limited, Malcolm Stockdale and Sara Stockdale. The ultimate results of these proceedings against the Company cannot be predicted with
certainty. On or about March 12, 2012, the Court served a Status Notice on all the parties indicating that since more than (2) years had passed since a defense
in the action had been filed, the case had not been set for trial and the case had not been terminated, the case would be dismissed for delay unless action was
taken within ninety (90) days of the date of service of the notice.  The Company has not filed for a motion to dismiss and no further action has been taken in the
case. The ultimate results of these proceedings against the Company could result in a loss ranging from 0 to $325,000.  On March 23, 2012, Dolphin Digital
Media (Canada) Ltd filed for bankruptcy in Canada.  The bankruptcy will not protect the Company from the Third Party Claim filed against it. However, the
Company has not accrued for this loss because it believes that the claims against it are without substance and it is not probable that they will result in loss.  As of
September 30, 2015, the Company has not received any other notifications related to this action.
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Tax Filings
 

For the year ended December 31, 2011, the Company accrued $120,000 for estimated penalties associated with not filing certain information
returns.  The penalties per return are $10,000 per entity per year.  We received notification from the Internal Revenue Service concerning information returns for
the year ended December 31, 2009.     The Company responded with a letter stating reasonable cause for the noncompliance and requested that penalties be
abated.  During 2012, we received a notice stating that the reasonable cause had been denied.  The Company decided to pay the penalties and not appeal the
decision for the 2009 Internal Revenue Service notification.  There is no associated interest expense as the tax filings are for information purposes only and
would not result in further income taxes to be paid by the Company.  The Company made payments in the amount of $40,000 during the year ended December
31, 2012 related to these penalties. At September 30, 2015, and December 31, 2014, the Company had a remainder of $40,000 in accruals related to these late
filing penalties and is presented as a component of other current liabilities.
 
Kids Club
 

In February 2012, the Company entered into a five year agreement with US Youth Soccer Association, Inc. to create, design and host the US Youth
Soccer Clubhouse website.  During 2012, the Company hired a third party to begin building the US Soccer Clubhouse website at a cost of $125,000.  The first
two installments of $25,000 each were paid during 2012 and remaining payments were made monthly over a two year period once the website was delivered.
The Company expensed the payments since it cannot reasonably estimate future cash flows or revenues from the website development.
 

In January 2013, the Company entered into an agreement with a worldwide philanthropic organization to create an online kids club to promote the
organizations philanthropic philosophy and encourage literacy programs.  The contract is for an initial five year term and is automatically renewable with
successive terms of three years.  Either party can terminate the agreement with written notice of at least 180 days prior to the expiration of initial term or
subsequent terms.   Additionally, the organization may terminate the agreement with a 60 day written notice for any year that certain royalty milestones are not
met as stipulated in the agreement.  The Company is responsible for the creation and marketing of the website and has agreed to pay the organization a license
fee of $58,000 and $5.00 for each membership card sold.  During the year ended December 31, 2013, the Company hired a third party to build the website at a
cost of $90,000 payable pro rata over a twelve month period.  The Company has expensed the payments since it cannot reasonably estimate future cash flows
or revenues from the website development.
 

The Company recorded revenues of $45,000 and $16,502 during the quarters ended September 30, 2015 and 2014, respectively, and $61,011 and
$16,502for the nine months ended September 30, 2015 and 2014, respectively, related to these agreements.
 
Incentive Compensation Plan
 

During the year ended December 31, 2012, the Company’s Board of Directors approved an Incentive Compensation Plan.  The plan was enacted as a
way of attracting and retaining exceptional employees and consultants by enabling them to share in the long term growth and financial success of the
Company.  The plan will be administered by the Board of Directors or a committee designated by the board.  As part of an increase in authorized shares
approved by the Board of Directors in 2012, 10,000,000 common shares were designated for this plan.  No awards have been issued and, as such, the
Company has not recorded any liability or equity related to this plan as of September 30, 2015 and December 31, 2014.

NOTE 12 — SUBSEQUENT EVENTS

Subsequent to quarter end, the Company received $247,500 in advances from its CEO.
 

On October 14, 2015, the Company and DDM Merger Sub, Inc. ("Merger Subsidiary"), a wholly owned subsidiary of the Company, entered into a
merger agreement with Dolphin Films, Inc. and Dolphin Entertainment, Inc. both entities owned by a related party.  Pursuant to the Merger Agreement, Merger
Subsidiary agreed to merge with and into Dolphin Films (the “Merger”) with Dolphin Films surviving the Merger.  As a result of the Merger, the Company will
acquire Dolphin Films.  As consideration for the Merger, the Company will issue 2,300,000 shares of Series B Convertible Preferred Stock, par value $0.10 per
share, and 1,000,000 shares of Series C Convertible Preferred Stock, par value $0.001 per share (the “Merger Consideration”) to Dolphin Entertainment. The
Series C Convertible Preferred Stock will be a new designation of preferred shares effectuated by an amendment to the Company’s Articles of Incorporation. The
Merger is contingent on shareholder approval that the Company expects will take place in the first quarter of 2016.
 

In connection with the Merger, on October 16, 2015, the Company and T Squared Partners LP (“T Squared”) entered into a Preferred Stock Exchange
Agreement pursuant to which the Company agreed to issue 1,000,000 shares of Series B Convertible Preferred Stock to T Squared in exchange for 1,042,753
shares  of Series A Convertible Preferred Stock, previously issued to T Squared. The exchange of shares of Series B Convertible Preferred Stock for shares of
Series A Convertible Preferred Stock will take place at the effective time of the Merger, which is when the plan of merger to be filed by the parties with the
Secretary of State of the State of Florida becomes effective.
 

On October 19, 2015, the Company filed Articles of Amendment to its Articles of Incorporation to designate its Series B Convertible Preferred Stock, par
value $0.10 per share.  Each share of Series B Convertible Preferred Stock is exercisable into nineteen shares of common stock of the Company.  The Series B
Convertible Preferred Stock has a liquidation value of $0.10 per share, has dividend rights on parity with the Company’s common stock and has no voting rights.
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ITEM 2.   MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
 
OVERVIEW
 

Dolphin Digital Media, Inc. specializes in the production and distribution of online digital content.  In partnership with US Youth Soccer and United Way
Worldwide, we also seek to develop online kids clubs.

 
On October 14, 2015, we and DDM Merger Sub, Inc., our wholly owned subsidiary, entered into a merger agreement with Dolphin Films, Inc. and

Dolphin Entertainment, Inc., both entities owned by a related party.  Pursuant to the merger agreement, DDM Merger Sub, Inc. will merge with and into Dolphin
Films, Inc. with Dolphin Films, Inc. surviving the merger.  As a result of the merger, we will acquire Dolphin Films, Inc., a content producer in the motion picture
industry.  As consideration for the merger, we plan to issue 2,300,000 shares of Series B Convertible Preferred Stock and 1,000,000 shares of newly designated
Series C Convertible Preferred Stock to Dolphin Entertainment, Inc.  We expect that the merger, which is contingent on shareholder approval, will take place in
the first quarter of 2016.
 
Revenues

We derived revenue through (1) the online distribution of web series produced and distributed by Dolphin Digital Studios, our digital entertainment
division and (2) a portion of fees obtained from the sale of memberships to online kids clubs. During 2014, we also provided production management and back
office services to Dolphin Films, an affiliated entity, and the table below sets forth the components of revenue for the three and nine months ended September
30, 2015 and 2014:
 
  September 30, 2015   September 30, 2014  

Revenues:  
Three months

ended   
Nine months

ended   
Three months

ended   
Nine months

ended  
Production and distribution   98.0%   98.0%   -   3.0%
Service   -   -   97.0%   96.0%
Membership   2.0%   2.0%   3.0%   1.0%
Total revenue   100.0%   100.0%   100.0%   100.0%
Total revenues (in USD)  $ 2,425,296  $ 2,441,423  $ 516,502  $ 1,567,694 

 
Dolphin Digital Studios

 
As demonstrated in the table above, during the three and nine months ended September 30, 2014, our primary sources of revenue were from i) production

management and back office services provided to Dolphin Films, an entity directly owned by our CEO, (ii) the online distribution of web series produced and
distributed by Dolphin Digital Studios and (iii) revenues from the sale of memberships to online kids clubs. By comparison during the three and nine months
ended September 30, 2015, we generated revenue primarily from the online distribution of web series produced and distributed by Dolphin Digital Studios and
some revenues from  our membership activities.
 

We expect that a significant portion of our revenues for the remainder of 2015 and 2016 will be derived through Dolphin Digital Studios with the production
and release of additional web series on online platforms. The agreement with an entity directly owned by our CEO ended on December 31, 2014 and was not
renewed for 2015 as the specific projects for which our services were engaged were completed.  Consequently, we will not generate any revenues for these
types of services in 2015. We earn production and distribution revenue solely through the following:

•  Producer’s Fees:  We earn fees for producing each web series, as included in the production budget for each project.  We either recognize producer’s
fees on a percentage of completion or a completed contract basis depending on the terms of the producer agreements, which we negotiate on a project
by project basis.  During the nine months ended September 30, 2015, we completed production and released our web series titled “South Beach-Fever”.
We received $500,000 as an advance for our producer’s fee which had been recorded in deferred revenue and upon delivery and exploitation of the web
series in July 2015, we recorded the revenues during the quarter ended September 30, 2015.  During the quarter ended September 30, 2014, we did
not produce any digital content and instead, concentrated our efforts in identifying and acquiring the rights to certain properties that we intend to produce
for online distribution.  Some of our current agreements with financing sources permit us to earn up to a $250,000 producer’s fee for each web series.
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•  Initial Distribution/Advertising Revenue:  We earn revenues from the distribution of online content on advertising based video on demand (“AVOD”)

platforms.  Distribution agreements contain revenue sharing provisions which permit the producer to retain a percentage of all domestic and international
advertising revenue generated from the online distribution of a particular web series.  Typically, these rates range from 30% to 45% of such
revenue.  We have previously distributed our productions on various online platforms including Yahoo! and Facebook and currently have an agreement to
distribute our web series “South Beach - Fever” through Hulu and ancillary content through AOL. Pursuant to our agreements with the online platforms,
we have recorded revenues from advertising for the three and nine months ended September 30, 2015 of $1.9 million of which $0.5 million has been
received.

•  Secondary Distribution Revenue:  Once our contractual obligation with the initial online distribution platform expires, we have the ability to derive
revenues from distributions of the web series in ancillary markets such as DVD, television and subscription video on demand (“SVOD”).  For the three
and nine months ended September 30, 2014, we derived $0.05 million of revenues in ancillary markets from the distribution of projects that were
completed in 2012. No revenues from this source have been derived during the three and nine months ended September 30, 2015, as our project is
contractually obligated to remain in the initial distribution window for a period of at least six months.

•  Sponsorship Revenue:  As a producer, we will generally be eligible to retain between 70% and 100% of any product integration fees or sponsorship
revenues, associated with any of our web series.  We derived revenues from sponsorship agreements during 2012.  During the three and nine months
ended September 30, 2015 and 2014, we did not earn any revenues from product integration.

Project Development and Related Services

During 2013, we entered into an agreement with Dolphin Films, an entity directly owned by our CEO in which we agreed to provide management team and
back office services until December 31, 2014.  The agreement was for the term April 1, 2013 through December 31, 2014 for an annual fee of $2.0
million.  Pursuant to the agreement, we provided the related party with a development team to source new projects, production executives to develop scripts,
approve budgets and hire and liaise with the production team on individual projects during the production and post-production phases, an accounting and finance
team to provide accounting services and tax compliance, legal support and domestic and international sales and sales support.  We also provided office space in
Los Angeles and Miami. For the three and nine months ended September 30, 2014, we recorded revenues in the amount of $0.5 million and $1.5 million,
respectively, related to this agreement.  The agreement ended on December 31, 2014 and was not renewed for 2015 as the specific projects for which our
services were engaged were completed.

Online Kids Clubs

  We have partnered with US Youth Soccer, in 2012, and United Way Worldwide, in 2013, to create online kids clubs.  Our online kids clubs derive revenue
from the sale of memberships in the online kids clubs to various individuals and organizations.  We share in a portion of the membership fees as outlined in our
agreements with the various entities.  For the three and of nine months ended September 30, 2015, we recorded $.05 million and $.06 million, respectively, from
our online kids clubs and no revenues for the three and nine months ended September 30, 2014.  We operate our online kids club activities through our
subsidiary, Dolphin Kids Club LLC (“Dolphin Kids Club”).  We own 75% of Dolphin Kids Club and the other 25% is owned by a former note holder who agreed to
convert $1.5 million aggregate principal amount of an outstanding note into equity of Dolphin Kids Club and made additional capital contributions of $1.5 million
during the year ended December 31, 2012.  The agreement encompasses kids clubs created between January 1, 2012 and December 31, 2016.  It is a “gross
revenue agreement” and we are responsible for paying all associated operating expenses.   Net income is attributable to each member based on the thresholds
established in the operating agreement of the entity.
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Expenses

Our expenses consist primarily of (1) direct costs, (2) general and administrative expenses and (3) payroll expenses.
 

Direct costs include amortization of deferred production costs, impairment of deferred production costs, residuals and other costs associated with
production.  Residuals represent amounts payable to various unions or “guilds” such as the Screen Actors Guild, Directors Guild of America, and Writers Guild of
America, based on the performance of the digital production in certain ancillary markets.
 

General and administrative expenses include all overhead costs except for payroll that is reported as a separate expense item .  Included within general and
administrative expenses are the commissions that we pay our advertising and distribution brokers, which can range up to 25% of the distribution and advertising
revenue that we receive.

Other Income and Expenses

Other income and expenses consist primarily of interest payments to our CEO in connection with loans that he made to the Company and interest payments
related to the Loan and Security Agreements entered into to finance the production of certain digital content.

RESULTS OF OPERATIONS

Three and nine months ended September 30, 2015 and September 30, 2014

Revenues

For the three and nine months ended September 30, 2015, we generated substantially all of our revenue from the distribution of our digital web series.    We
also generated revenues from a portion of fees obtained from the sale of memberships to online kids clubs. We currently have advertising commitments of
approximately $2.9 million of which we have earned $1.9 million during the three months ended September 30, 2015.  In addition, we have earned a net
producer’s fee of $0.5 million related to our digital web series, “South Beach-Fever”. During 2015, substantially all of our time and resources were spent on the
production and post-production of our web series, “South Beach-Fever”.  By comparison, during the nine months ended September 30, 2014, we generated
revenue from (1) the production and distribution of online digital content and (2) the provision of production management and back office services to Dolphin
Films, an affiliated entity.  Furthermore, as stated above, the agreement to provide production management and back office services ended on December 31,
2014 and was not renewed for 2015 as the specific projects for which our services were engaged were completed.

  September 30, 2015   September 30, 2014  

Revenues:  
Three months

ended   
Nine months

ended   
Three months

ended   
Nine months

ended  
Production and distribution  $ 2,380,296  $ 2,380,412  $ -  $ 51,192 
Service   -   -   500,000   1,500,000 
Membership   45,000   61,011   16,502   16,502 
Total revenues:  $ 2,425,296  $ 2,441,423  $ 516,502  $ 1,567,694 
 

Revenues from production and distribution increased by $2.4 million and $2.3 million, respectively for the three and nine months ended September 30, 2015
as compared to the prior year due to the release of our digital web series.  

 
Revenues from service decreased by $0.5 million and $1.5 million, respectively for the three and nine months ended September 30, 2015.  This was due to

not renewing the agreement to provide production management and back office services to our related party after its expiration on December 31, 2014.
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Expenses

For the three and nine months ended September 30, 2015 and 2014, our primary operating expenses were direct costs, general and administrative
expenses and payroll expenses.

  September 30, 2015   September 30, 2014  

Expenses:  
Three months

ended   
Nine months

ended   
Three months

ended   
Nine months

ended  
Direct costs  $ 1,334,311  $ 1,334,311  $ 113,472  $ 159,539 
General and administrative   793,359   1,869,195   351,794   1,194,174 
Payroll   375,161   1,028,836   414,703   1,216,108 
Total expenses  $ 2,502,831  $ 4,232,342  $ 879,969  $ 2,569,821 
 

Direct costs increased by approximately $1.2 million for each of the three and nine months ended September 30, 2015 as compared to the prior year due to
the amortization of deferred production costs of our digital web series, which was released in July 2015.

General and administrative expenses increased by approximately $0.4 million for the quarter ended September 30, 2015 as compared to the same quarter in
the prior year and $0.7 million for the nine months ended September 30, 2015 as compared to the same period in the prior year.  The quarterly increase is
mainly due to a fee paid to our advertising and distribution broker related to our web series. The year to date increase is mainly due to a fee paid to our
advertising and distribution broker related to our web series and the fee paid to acquire certain financing for our digital projects.

Payroll expenses decreased by approximately $0.04 million for the quarter ended September 30, 2015 as compared to the same quarter in the prior year
and by approximately $0.2 million for the nine months ended September 30, 2015 as compared to the same period in prior year mostly due to a highly
compensated employee that left the Company during the first quarter of 2015 and the capitalization of $0.06 million for the nine months ended September 30,
2015 of payroll costs related to our web series, “South Beach-Fever”.

 
Other Income and expenses

  September 30, 2015   September 30, 2014  

Other Expenses:  
Three months

ended   
Nine months

ended   
Three months

ended   
Nine months

ended  
Interest expense  $ 263,784  $ 657,237  $ 172,132  $ 478,112 

Interest expense increased by approximately $0.1 million for the quarter ended September 30, 2015 as compared to the same quarter in prior year, and by
approximately $0.2 million for the nine months ended September 30, 2015 as compared to the same period in the prior year, mostly due to interest incurred as a
result of the Loan and Security agreements.

Net Loss

Net loss was approximately $2.4 million or $(0.03) per share for the nine months ended September 30, 2015 based on 81,892,352 weighted average
shares outstanding as of September 30, 2015 and approximately $1.5 million or $(0.02) per share for the nine months ended September 30, 2014 based on
81,892,352 weighted average shares outstanding as of September 30, 2014.  The increase in net loss between the nine months ended September 30, 2015
and 2014 was related to the factors discussed above.

LIQUIDITY AND CAPITAL RESOURCES

Cash Flows
 

Cash flows used in operating activities increased by approximately $1.4 million from approximately $(0.8) million used during the nine months ended
September 30, 2014 to approximately $(2.2) million used during  the nine months ended September 30, 2015.  This increase was mainly due to the use of funds
related to capitalized production costs increasing by approximately $1.5 million related to the production of our web series and an increase in receivables mainly
due to advertising revenues of $0.8 million.  These increases are offset by an increase in other current liabilities of $0.8 million primarily due to accrued interest
on loan and security agreements and fees owed to our advertising and distribution broker.
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Cash flows used in investing activities decreased by approximately $0.07 million as we did not acquire any capital assets during the nine months ended
September 30, 2015. During the nine months ended September 30, 2014, we acquired office furniture and made leasehold improvements to our Los Angeles
office in the amount of $0.07 million.
 

Cash flows from financing activities increased by approximately $2.0 million from approximately $0.7 million for the nine months ended September 30, 2014
to approximately $2.7 million for the nine months ended September 30, 2015. During the nine months ended September 30, 2015, we received $2.5 million in
advances from our CEO and repaid $1.0 million of those advances.  In comparison, during the same quarter last year, we did not receive any advances from our
CEO and repaid $1.4 million to him.  We received $2.1 million from Loan and Security agreements and repaid debt and notes payable totaling $0.07 million.
 

As of September 30, 2015 and September 30, 2014, we had cash of approximately $0.6 million and approximately $0.4 million, respectively, and a working
capital deficit of approximately $12.3 million and approximately $9.1 million, respectively.
 

As discussed earlier, we entered into an agreement with Dolphin Films, an  entity directly owned by our CEO,  to provide management team and back office
services for the period April 1, 2013 through December 31, 2014 for an annual fee of $2.0 million.  For the nine months ended September 30, 2014, we
recorded revenues in the amount of $1.5 million related to this agreement.  The agreement ended on December 31, 2014 and was not renewed for 2015 as the
specific projects for which our services were engaged had been completed.  The termination of this agreement has materially decreased our liquidity during
2015.  We expect to begin to generate cash flows from our other sources of revenue, including the production and distribution of at least one web series.  In
addition to the $1.0 million already received as advances for advertising and production fees for our web series, we expect to receive, prior to year end, an
additional $1.4 million earned during the third quarter and $0.5 million after year end.  We intend to borrow funds from our CEO and other lenders through Loan
and Security Agreements to produce a variety of digital projects.
 
Financing Arrangements

During 2011 and 2012, we secured financing for a slate of projects through Equity Finance Agreements in the amount of $1.0 million that were entered into
during 2011 and 2012. Pursuant to the terms of the agreements, we were permitted to invest in projects through December 31, 2012.  These funds were
allocated across eleven projects.  Lenders are entitled to receive, from the producers’ gross receipts generated by each of the eleven projects, (i) first, a return of
their principal, (ii) second, a preferential return of 15% of their principal and (iii) third, a 50%  split of any additional producers’ gross receipts (with the Company
receiving the other 50%).  The agreement defines “producers’ gross receipts” as the net profit of the production after all costs have been paid and after the
actors and others have been paid their pro rata share of any subsequent revenue.  Each of the agreements provides that the Company is entitled to earn a
producer’s fee of up to $250,000 per production which is considered part of the expenses of the project and paid prior to calculation of the producers’ gross
receipts.
 

Based on the gross producers’ revenues through September 30, 2015, we are not required to pay the lenders any amount in excess of the existing liability
already recorded as of September 30, 2015.  Two of the productions were completed as of September 30, 2015 and there was immaterial producer gross
receipts generated as defined in the Equity Finance Agreements as of September 30, 2015.  To the extent that we generate additional gross producer revenues
subsequent to year end, the lenders would be entitled to receive their pro rata share of such revenue.

During the year ended December 31, 2014 and the nine months ended September 30, 2015, we entered into various Loan and Security Agreements with
individual investors totaling $4.0 million to finance the production of our new web series “South Beach – Fever”.   In connection with the execution of each of the
Loan and Security Agreements, the Company granted each individual lender the right to participate in the future profit generated by the series (defined as the
gross revenues of such series less the aggregate amount of principal and interest paid for the financing of such series) in proportion to their loan commitment
over the aggregated loan commitment received to the finance the series. The loans earn interest of up to 12% annually which is payable monthly through August
31, 2015, except for one agreement which is through February 29, 2015. During the quarter ended September 30, 2015 and pursuant to the terms of the
agreements, we exercised our option to extend the maturity date of the Loan and Security agreements to August 31, 2016 and began accruing interest at 1.25%
over the stated rate.

During 2012, we entered into an agreement with a note holder to form Dolphin Kids Club LLC.  Under the terms of the agreement, the note holder agreed
to convert $1.5 million aggregate principal amount of its note into equity of Dolphin Kids Club LLC and made additional capital contributions of $1.5 million during
the year ended December 31, 2012.  In exchange the note holder received a 25% membership interest in the newly formed entity.  We hold the remaining 75%
and, thus, controlling interest in the entity. The purpose of this entity is to create and operate online kids clubs for selected charitable, educational and civic
organizations. The agreement encompasses online kids clubs created between January 1, 2012 and December 31, 2016.  It is a “gross revenue agreement” and
we are responsible for paying all associated operating expenses.   Net income will be attributable to each member based on the thresholds established in the
operating agreement of the entity.  Dolphin Kids Clubs LLC has been consolidated in our consolidated financial statements with amounts attributable to the
noncontrolling interest presented as a separate component of shareholders’ equity.  As of September 30, 2015 and December 31, 2014, we recorded a
noncontrolling interest of $2,979,997 and $2,995,249, respectively, for the 25% interest in Dolphin Kids Clubs LLC.
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Going Concern

In the audit opinion for our financial statements as of and for the year ended December 31, 2014, our independent auditors included an explanatory paragraph
expressing substantial doubt about our ability to continue as a going concern based upon our net loss for the year ended December 31, 2014, our accumulated
deficit as of December 31, 2014 and our level of working capital. The financial statements do not include any adjustments that might result from the outcome of
these uncertainties. Management is planning to raise any necessary additional funds through loans, project-specific financing and additional sales of our common
stock; however, there can be no assurance that we will be successful in raising any necessary additional loans or capital.

Critical Accounting Policies

See “Summary of Significant Accounting Policies” in the Notes to the unaudited condensed consolidated financial statements and our current annual
report on Form 10-K for the year ended December 31, 2014 for discussion of significant accounting policies, recent accounting pronouncements and their effect,
if any, on the Company. These policies have been followed for the nine months ended September 30, 2015.

Recent Accounting Pronouncements

Recent accounting pronouncements that we have adopted or will be required to adopt in the future are summarized below.

In August 2014, the FASB issued an accounting standard update relating to management’s evaluation of conditions and events that, when considered in
the aggregate, raise substantial doubt about the entity’s ability to continue as a going concern within one year after the date that the financial statements were
issued.  Management’s evaluation should be based on relevant conditions and events that are known and reasonably knowable at the date the financial
statements are issued.  When management identifies these relevant conditions or events, it should consider whether its plans will alleviate the substantial
doubt.  Management’s plans should be considered only to the extent that 1) it is probable that the plans will be effectively implemented and 2) it is probable that
the plans will mitigate the conditions or events that raise substantial doubt about the entity’s ability to continue as a going concern. Management should disclose
to financial statement users a) principal conditions or events that raised substantial doubt b) Management’s evaluation of the significance of those conditions or
events in relation to entity’s ability to meet its obligations and c) discussion of how Management’s plan, if already implemented, alleviated the substantial doubt
about the entity’s ability to continue as a going concern or in the case, that the plan has not yet been implemented, how Management’s plans are intended to
alleviate the substantial doubt about the entity’s ability to continue as a going concern.  The guidance will be effective for our fiscal year beginning January 1,
2016. The Company is currently evaluating the impact that the adoption of this new guidance will have on our consolidated financial statements.

In May 2014, the FASB issued an accounting standard update relating to the recognition of revenue from contracts with customers, which will supersede
most current U.S. GAAP revenue recognition guidance, including industry-specific guidance. The core principle is that a company should recognize revenue to
depict the transfer of promised goods or services to customers in an amount that reflects the consideration for which the entity expects to be entitled in
exchange for those goods or services. The new revenue recognition standard provides a five-step analysis of transactions to determine when and how revenue
is recognized. The guidance will be effective for our fiscal year beginning January 1, 2018, and can be applied either retrospectively or under a cumulative-effect
transition method. We are currently evaluating the impact that the adoption of this new guidance will have on our consolidated financial statements.
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Other recent Accounting Standards Updates not effective until after September 30, 2015 are not expected to have a significant effect on our

consolidated financial position or results of operations.

Off-Balance Sheet Arrangements

As of September 30, 2015, we did not have any off-balance sheet arrangements.
 
Special Note Regarding Forward-Looking Statements

Certain statements in this Form 10-Q under “Management’s Discussion and Analysis” constitute “forward-looking” statements for purposes of federal and state
securities laws.  These statements concern expectations, beliefs, projections, plans and strategies, anticipated events or trends and similar expressions
concerning matters that are not historical facts. Such forward-looking statements include:

1.  our expectations concerning our ability to derive future cash flows and revenues from the  production, release and advertising of future web series on
online platforms;

2.  our expectation regarding the receipt and timing of advertising and production revenues from existing agreements;

3.  our expectations regarding an increase in revenues from our kids clubs during 2016;

4.  our intention to borrow funds from our CEO, private investors and other lenders to produce our digital projects;

5.  our expectations regarding the consummation of the merger, including the timing of completion of the merger;

6.  our intention to implement improvements to address material weaknesses in internal control over financial reporting, including hiring additional accounting
and finance personnel; and

7.  our expectations concerning the impact of recent Accounting Standards Updates on our financial position or results of operations.

These forward-looking statements reflect our current views about future events and are subject to risks, uncertainties and assumptions. We wish to caution
readers that certain important factors may have affected and could in the future affect our actual results and could cause actual results to differ significantly from
those expressed in any forward-looking statement. The most important factors that could prevent us from achieving our goals, and cause the assumptions
underlying forward-looking statements and the actual results to differ materially from those expressed in or implied by those forward-looking statements include,
but are not limited to, the following:
 

1.  unpredictability of the commercial success of our future web series;

2.  economic factors that affect advertising, production and distribution revenue in the online industry;

3.  continuing industry demand for online digital entertainment;

4.  our ability to identify, produce and develop online digital entertainment that meets the industry demand;

5.  competition for talent and other resources within the industry and our ability to enter into agreements with talent under favorable terms;

6.  availability of financing from our CEO and other investors under favorable terms to fund our digital projects;
 

7.  our ability to adequately address material weaknesses in internal control over financial reporting, including our ability to attract and hire appropriate
accounting and finance personnel;

8.  the ability of our online kids clubs to serve as a platform for sponsorship and other marketing opportunities thereby generating revenue;

9.  our ability to obtain shareholder approval as required for the Merger;

10.  the occurrence of any event, change or other circumstances that could give rise to the termination of the Merger Agreement;

11.  other risks to consummation of the Merger, including the risk that the Merger will not be consummated within the expected time period or at all; and
 

12.  our ability to accurately predict the impact of recent Accounting Standards Updates on our financial position or results of operations.

Any forward-looking statements, which we make in this Form 10-Q, speak only as of the date of such statement, and we undertake no obligation to update
such statements. Comparisons of results for current and any prior periods are not intended to express any future trends or indications of future performance,
unless expressed as such, and should only be viewed as historical data.  The safe harbor provisions of the Private Securities Litigation Reform Act of 1995 do
not apply to our forward-looking statements as a result of being a penny stock issuer.
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ITEM 4.  CONTROLS AND PROCEDURES

Management’s Report on the Effectiveness of Disclosure Controls and Procedures

Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be disclosed in our reports
filed or submitted under the Exchange Act is recorded, processed, summarized and reported, within the time periods specified in the SEC’s rules and forms.
Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that information required to be disclosed in our
reports filed under the Exchange Act is accumulated and communicated to management, including our Chief Executive Officer, to allow timely decisions
regarding required disclosure.

We carried out an evaluation of the effectiveness of the design and operation of our disclosure controls and procedures (as defined in Exchange Act
Rules 13a-15(e) and 15d-15(e)) as of December 31, 2014. Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our
disclosure controls and procedures were not effective due to material weaknesses disclosed in our annual report on Form 10-K for the year ended December 31,
2014, filed with the Commission on April 15, 2015, which have not been fully remediated as of the date of the filing of this report.
  

Remediation of Material Weaknesses in Internal Control over Financial Reporting

In order to remediate the other material weaknesses in internal control over financial reporting, we are in the process of finalizing a remediation plan,
under the direction of our Board of Directors, and intend to implement improvements during fiscal year 2015 as follows:

•  Our Board of Directors will review the COSO “Internal Control over Financial Reporting - Guidance for Smaller Public Companies” that was published in
2006 including the control environment, risk assessment, control activities, information and communication and monitoring.  Based on this framework,
the Board of Directors will implement controls as needed assuming a cost benefit relationship.   In addition, our Board of Directors will also evaluate the
key concepts of the updated 2013 COSO “Internal Control – Integrated Framework”  as it provides a means to apply internal control to any type of entity

 
•  

 
Document all significant accounting policies and ensure that the accounting policies are in accordance with accounting principles generally accepted in
the U.S. and that internal controls are designed effectively to ensure that the financial information is properly reported. Management will engage
independent accounting specialists, if necessary, to ensure that there is an independent verification of the accounting positions taken.

  
•  We will implement a higher standard for document retention and support for all items related to revenue recognition. All revenue arrangements that are

entered into by us will be evaluated under the applicable revenue guidance and management should document their position based on the facts and
circumstances of each agreement.
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•  In connection with the reported inadequately documented review and approval of certain aspects of the accounting process, management has plans to

assess the current review and approval processes and implement changes to ensure that all material agreements, accounting reconciliations and journal
entries are reviewed and approved on a timely basis and that this review process is documented by a member of management separate from the
preparer. A documented quarter end close procedure will be established whereby management will review and approve reconciliations and journal
entries.  Management will formally approve new vendors that are added to the master vendor file.

•  In connection with the reported inadequate segregation of duties, management intends to hire additional personnel in the Accounting and Finance
area.  This will allow for adequate segregation of duties in performing the accounting processes.

Changes in Internal Control over Financial Reporting

During our last fiscal quarter there were no changes in our internal controls over financial reporting that have materially affected or are reasonably likely to
materially affect such internal controls over financial reporting.

  
PART II — OTHER INFORMATION

 
ITEM 6.  EXHIBITS
 
Exhibit No.  Description  Incorporated by Reference
     
3.1(a)  Amended Articles of Incorporation of Dolphin Digital Media, Inc. dated October 19, 2015.  Filed herewith.
     

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

 Filed herewith.

     

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

 Filed herewith.

     

32.1  Certification of Chief Executive Officer of the Company pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002.

 Filed herewith.

     

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

 Filed herewith.

     
101  Interactive Data File  Furnished herewith.
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SIGNATURES
 

In accordance with the requirements of the Exchange Act, the registrant caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized November 20, 2015.
 
 
 Dolphin Digital Media Inc.  
    
 By: /s/ William O’Dowd IV  

  William O’Dowd IV  
  Chief Executive Officer  
    
   
    
 By: /s/ Mirta A Negrini  

  Mirta A Negrini  
  Chief Financial Officer  
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Exhibit 3.1(a)
 

AMENDED ARTICLES OF INCORPORATION
 

OF
 

DOLPHIN DIGITAL MEDIA, INC.
 

 
ARTICLE I.

 
Name, Principal Place of Business and

 
Registered Agent and Office

 
The name of the Corporation is Dolphin Digital Media, Inc.  The principal place of business and mailing address of this Corporation shall be 2151 Le

Jeune Road, Suite 150-Mezzanine, Coral Gables, Florida 33134.
 

The street address of the registered office of this Corporation is Dolphin Digital Media, Inc., 2151 Le Jeune Road, Suite 150-Mezzanine, Coral Gables,
Florida 33134.  The name of the registered agent of this Corporation at such address is Mirta A. Negrini.
 

ARTICLE II.
 

Purpose and Powers
 

The purpose for which the Corporation is organized is to engage in or transact any and all lawful activities or business for which a corporation may be
incorporated under the laws of the State of Florida.  The Corporation shall have all of the corporate powers enumerated in the Florida Business Corporation Act.
 

ARTICLE III.
 

Capital Stock
 
A.           AUTHORIZED SHARES
 

The total number of shares of all classes of stock that the Corporation shall have the authority to issue is Two Hundred Ten Million (210,000,000) shares,
of which Two Hundred Million (200,000,000) shares shall be Common Stock, par value $0.015 per share (“Common Stock”) and Ten Million (10,000,000) shares
shall be Preferred Stock, having a par value of $0.001 per share (“Preferred Stock”).  The Board of Directors is expressly authorized to provide for the
classification and reclassification of any unissued shares of Common Stock or Preferred Stock and the issuance thereof in one or more classes or series without
the approval of the stockholders of the Corporation.  Of the preferred stock, 1,042,753 have been previously designated Series A Convertible Preferred Stock,
par value $0.001 per share.
 
B.           PROVISIONS RELATING TO COMMON STOCK
 

1.           Relative Rights.  The Common Stock shall be subject to all of the rights, privileges, preferences and priorities of the Preferred Stock as set forth
in the certificate of designations filed to establish the respective series of Preferred Stock.  Except as provided in this Article III.B, each share of Common Stock
shall have the same relative rights and shall be identical in all respects as to all matters.
 

2.           Voting Rights.  Each holder of shares of Common Stock shall be entitled to attend all special and annual meetings of the stockholders of the
Corporation.  On all matters upon which stockholders are entitled or permitted to vote, every holder of Common Stock shall be entitled to cast one (1) vote in
person or by proxy for each outstanding share of Common Stock standing in such holder’s name on the transfer books of the Corporation.  Holders of Common
Stock shall not possess cumulative voting rights.  Except as otherwise provided in these Articles of Incorporation or by applicable law, the holders of shares of
Common Stock shall vote subject to any voting rights which may be granted to holders of Preferred Stock.
 
 

1

EDGAR Stream is a copyright of Issuer Direct Corporation, all rights reserved.



 

 
3.           Dividends.  Whenever there shall have been paid, or declared and set aside for payment, to the holders of shares of any class of stock having

preference over the Common Stock as to the payment of dividends, the full amount of dividends and of sinking fund or retirement payments, if any, to which
such holders are respectively entitled in preference to the Common Stock, and any class or series of stock entitled to participate therewith as to dividends, shall
be entitled to receive dividends, when, as, and if declared by the Board of Directors, out of any assets legally available for the payment of dividends thereon.
 

4.           Dissolution, Liquidation, Winding Up .  In the event of any dissolution, liquidation or winding up of the Corporation, whether voluntary or
involuntary, the holders of record of the Common Stock then outstanding, and all holders of any class or series of stock entitled to participate therewith, in whole
or in part, as to distribution of assets, shall become entitled to participate equally on a per share basis in the distribution of any assets of the Corporation
remaining after the Corporation shall have paid or provided for payment of all debts and liabilities of the Corporation, and shall have paid, or set aside for
payment, to the holders of any class of stock having preference over the Common Stock in the event of dissolution, liquidation or winding up, the full preferential
amounts (if any) to which they are entitled.
 
C.           PREFERRED STOCK
 

1.           Issuance, Designations, Powers, etc.  The Board of Directors expressly is authorized, subject to limitations prescribed by the Florida Business
Corporation Act and the provisions of these Articles of Incorporation, to provide, by resolution for the issuance from time to time of the shares of Preferred Stock
in one or more series, to establish from time to time the number of shares to be included in each such series, and to fix the designation, powers, preferences
and other rights of the shares of each such series and to fix the qualifications, limitations and restrictions thereon, including, but without limiting the generality of
the foregoing, the following:
 

(a)           The number of shares constituting that series and the distinctive designation of that series;
 

(b)           The dividend rate on the shares of that series, whether dividends shall be cumulative, and, if so, from which date or dates, and the
relative rights of priority, if any, of payment of dividends on shares of that series;
 

(c)           Whether that series shall have voting rights, in addition to the voting rights provided by law, and, if so, the terms of such voting rights;
 

(d)           Whether that series shall have conversion privileges, and, if so, the terms and conditions of such conversion, including provision for
adjustment of the conversion rate in such events as the Board of Directors shall determine;
 

(e)           Whether or not the shares of that series shall be redeemable, and, if so, the terms and conditions of such redemption, including the
dates upon or after which they shall be redeemable, and the amount per share payable in case of redemption, which amount may vary under different conditions
and at different redemption dates;
 

(f)           Whether that series shall have a sinking fund for the redemption or purchase of shares of that series, and, if so, the terms and amount
of such sinking fund;
 

(g)           The rights of the shares of that series in the event of voluntary or involuntary liquidation, dissolution or winding up of the Corporation,
and the relative rights of priority, if any, of payment of shares of that series; and
 

(h)           Any other relative powers, preferences, and rights of that series, and qualifications, limitations or restrictions on that series.
 

2.           Dissolution, Liquidation, Winding Up.  In the event of any liquidation, dissolution or winding up of the Corporation, whether voluntary or
involuntary, the holders of Preferred Stock of each series shall be entitled to receive only such amount or amounts as shall have been fixed by the resolution or
resolutions of the Board of Directors providing for the issuance of such series.
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D.           PROVISIONS RELATING TO SERIES A CONVERTIBLE PREFERRED STOCK
 

Section 1.                      Definitions.  Capitalized terms used and not otherwise defined herein that are defined in the Purchase Agreement (as defined
below) shall have the meanings given such terms in the Purchase Agreement.  For the purposes hereof, the following terms shall have the following meanings:
 

“Bankruptcy Event” means any of the following events :  (a) the Company or any Significant Subsidiary (as such term is defined in Rule 1.02(s) of
Regulation S-X) thereof commences a case or other proceeding under any bankruptcy, reorganization, arrangement, adjustment of debt, relief of debtors,
dissolution, insolvency or liquidation or similar law of any jurisdiction   relating   to  the  Company   or  any  Significant   Subsidiary   thereof;   (b)  there  is
commenced   against  the  Company  or  any  Significant   Subsidiary  thereof  any  such  case  or proceeding that is not dismissed within 60 days after
commencement; (c) the Company or any Significant Subsidiary thereof is adjudicated insolvent or bankrupt or any order of relief or other order approving any
such case or proceeding is entered; (d) the Company or any Significant Subsidiary thereof suffers any appointment  of any custodian or the like for it or any
substantial part of its property  that is not discharged  or stayed  within 60 days; (e) the Company  or any Significant Subsidiary thereof makes a general
assignment for the benefit of creditors; (f) the Company  or any Significant  Subsidiary  thereof  calls a meeting of its creditors  with a view to arranging a
composition, adjustment or restructuring of its debts; or (g) the Company or any Significant  Subsidiary  thereof,  by any act or failure to act,
expressly  indicates  its consent  to, approval of or acquiescence  in any of the foregoing or takes any corporate or other action for the purpose of effecting any of
the foregoing.
 

“Commission” means the Securities and Exchange Commission.
 

“Common  Stock” means the Company’s  common  stock, par value $.015 per share, and stock of any other class into which such shares may hereafter
have been reclassified or changed.
 

“Common  Stock Equivalents” means any securities of the Company or the Subsidiaries which would entitle the holder thereof to acquire at any time
Common Stock, including without limitation, any debt, preferred stock, rights, options, warrants or other instrument  that is at any time convertible  into  or
exchangeable  for, or otherwise  entitles the holder  thereof  to receive, Common Stock.
 

“Conversion  Date” shall have the meaning set forth in Section “Conversion  Ratio” shall have the meaning  set forth in Section “Conversion  Value” shall
have the meaning  set forth in Section 6(a).
 

“Conversion Ratio” shall have the meaning set forth in Section 6(a).
 

“Conversion Shares” means, collectively, the shares of Common  Stock  into which the shares of Series A Preferred Stock are convertible in accordance
with the terms hereof.
 

“Conversion Value” shall have the meaning set forth in Section 6(a).  “Exchange Act” means the Securities Exchange Act of 1934, as
amended.  “Holder” shall have the meaning given such term in Section 2 hereof.
 

“Junior Securities” means the Common Stock and all other equity or equity equivalent
securities  of  the  Company  other  than  those  securities  that  are  explicitly  senior  in  rights  or liquidation preference to the Series A Preferred Stock.
 

“Original Issue Date” shall mean December 31, 2010.
 

“Person” means a Company, an association, a partnership, a limited liability company, a business   association, an individual, a government or political
subdivision thereof or governmental agency.
 

“Securities  Act”  means  the  Securities  Act  of  1933,  as  amended,  and  the  rules  and regulations promulgated thereunder.
 

“Series A Preferred Stock” shall have the meaning set forth in Section 2.
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“Subsidiary” shall mean a Company, limited liability company, partnership, joint venture or other business entity of which the Company owns beneficially

or of record more than 49% of the equity interest.
 

“Trading Day” means a day on which the Common Stock is traded on a Trading Market.
 

“Trading  Market”  means  the  following  markets  or  exchanges  on which  the Common Stock is listed or quoted for trading on the date in
question:  the Nasdaq SmallCap  Market, the New York Stock Exchange, the Nasdaq National Market or the OTC Bulletin Board.
 

“Transaction Documents” shall have the meaning set forth in the Purchase Agreement.
 

Section 2.                      Designation.  Amount and Par Value .  The series of preferred stock shall be designated as the Company’s Series A Convertible
Preferred Stock (the “Series A Preferred Stock” or “Preferred Stock”) and the number of shares so designated shall be 1,042,753 (each a “Holder” and
collectively, the “Holders”).  Each share of Series A Preferred Stock shall have a par value of $0.001 per share.  Capitalized terms not otherwise defined herein
shall have the meaning given such terms in Section 1 hereof.
 

Section 3.                      Dividends.  No dividends shall be payable with respect to the Series A Preferred Stock.
 

Section 4.                      Voting Rights.  The Series A Preferred Stock shall have no voting rights.  However, so long as any shares of Series A Preferred
Stock are outstanding, the Company shall not, without the affirmative approval of the Holders of the shares of the Series A Preferred Stock then outstanding,  (a)
alter or change  adversely  the powers, preferences  or rights  given to the Series A Preferred Stock or alter or amend this Certificate of Designation, (b)
authorize or create any class of stock ranking as to dividends or distribution of assets upon a Liquidation (as defined in  Section  5) senior  to or
otherwise  pari  passu with the Series A Preferred  Stock, or any of preferred stock possessing greater voting rights or the right to convert at a more favorable
price than the Series A Preferred Stock, (c) amend its certificate or articles of incorporation  or other charter documents in breach of any of the provisions hereof,
(d) increase the authorized number of  shares  of  Series  A Preferred  Stock,  or  (e)  enter  into  any  agreement  with  respect  to  the foregoing.
 

Section 5.                      Liquidation.  Upon  any  liquidation,  dissolution  or  winding-up  of  the Company, whether  voluntary  or involuntary  (a
“Liquidation”),  the Holders shall be entitled  to receive out of the assets of the Company, whether  such assets are capital  or surplus, for each share of Series A
Preferred Stock an amount equal to $1.00 (the “Liquidation Value”) before any distribution or payment shall be made to the holders of any Junior Securities, and
if the assets of the Company shall be insufficient to pay in full such amounts, then the entire assets to be distributed to the Holders shall be distributed among
the Holders ratably in accordance with the respective amounts that would be payable on such shares if all amounts payable thereon were paid in full.
 

Section 6.                      Conversion.
 

a.           Conversions at Option of Holder.  Each share of Series A Preferred Stock shall be initially convertible (subject to the limitations set forth in
Section 6(c)), into Four (4) shares of Common Stock (as adjusted as provided below, the “Conversion Ratio”) at the option of the Holders, at any time and from
time to time from and after the Original Issue Date.  Holders shall effect conversions by providing the Company with the form of conversion notice attached
hereto as Exhibit A (a “Notice of Conversion”) as fully and originally executed by the Holder, together with the delivery by the Holder to the Company of the stock
certificate(s) representing the number of shares of Series A Preferred Stock so converted, with such stock certificates being duly endorsed in full  for transfer
to  the Company or  with an applicable stock power duly executed by the Holder in the manner and form as deemed reasonable by the transfer agent of the
Common Stock.  Each Notice of Conversion shall specify the number of shares of Series A Preferred Stock to be converted, the number of shares of Series A
Preferred Stock owned prior to the conversion at issue, the number of shares of Series A Preferred Stock owned subsequent to the conversion at issue, the
stock certificate number and the shares of Series A Preferred Stock represented thereby which are accompanying the Notice of Conversion, and the date on
which such conversion is to be effected, which date may not be prior to the date the Holder delivers such Notice of Conversion and the applicable stock
certificates to the Company by overnight delivery service (the “Conversion Date”).  If no Conversion Date is specified in a Notice of Conversion, the Conversion
Date shall be the Trading Day immediately following the date that such Notice of Conversion and applicable stock certificates are received by the Company.  The
calculations and entries set forth in the Notice of Conversion shall control in the absence of manifest or mathematical error.  Shares of Series A Preferred Stock
converted into Common Stock in accordance with the terms hereof shall be canceled and may not be reissued.  The initial value of the Series A Preferred Stock
on the Conversion Date shall be equal to $0.25 per share (as adjusted pursuant to Section 7 or otherwise as provided herein, the “Conversion Value”).  If the
initial Conversion Value is adjusted pursuant to Section 7 or as otherwise provided herein, the Conversion Ratio shall likewise be adjusted and the new
Conversion Ratio shall equal the Liquidation Value divided by the new Conversion Value.  Thereafter, subject to any further adjustments in the Conversion
Value, each share of Series A Preferred Stock shall be initially convertible into that number of shares of Common Stock equal to the new Conversion Ratio.
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b.           Automatic Conversion Upon Change of Control .  All of the outstanding shares of Series A Preferred Stock shall be automatically converted into

the Conversion Shares upon the close of business on the business day immediately preceding the date fixed for consummation of any transaction resulting in a
Change of Control of the Company (an “Automatic Conversion Event”).  A “Change in Control” means a consolidation or merger of the Company with or into
another company or entity in which the Company is not the surviving entity, the sale of all or substantially all of the assets of the Company to another company
or entity not controlled by the then existing stockholders of the Company in a transaction or series of transactions or a tender or exchange is completed
pursuant to which holders of Common Stock are permitted to  tender  or exchange their shares  for other securities, cash or  property.  The Company shall not
be obligated to issue certificates evidencing the Conversion Shares unless certificates evidencing the shares of Series A Preferred Stock so converted are either
delivered to the Company or its transfer agent or the holder notifies the Company or its transfer agent in writing that such certificates have been lost, stolen, or
destroyed and executes an agreement satisfactory to  the  Company  to  indemnify  the  Company  from  any  loss  incurred  by  it  in connection therewith.  Upon
the conversion of the Series A Preferred Stock pursuant to this Section 6(b) (i), the Company shall promptly send written notice thereof, by hand delivery or by
overnight delivery, to the holder of record of all of the Series A Preferred Stock at its address then shown on the records of the Company, which notice shall state
that certificates evidencing shares of Series A Preferred Stock must be surrendered at the office of the Company (or of its transfer agent for the Common Stock,
if applicable).
 

c.           Beneficial Ownership Limitation.  Except as  provided in  Section 6(b) above, the Company shall not effect any conversion of the Series A
Preferred Stock, and the Holder shall not have the right to convert any portion of the Series A Preferred Stock to the
extent  that  after  giving  effect  to  such  conversion,  the  Holder  (together  with  the  Holder’s affiliates), as set forth on the applicable Notice of Conversion,
would beneficially own in excess of 9.9% of the number of shares of the Common Stock outstanding immediately after giving effect to such conversion.  For
purposes of the foregoing sentence, the number of shares of Common Stock beneficially owned by the Holder and its affiliates shall include the number of
shares of Common Stock issuable upon conversion of the Series A Preferred Stock with respect to which the determination of such sentence is being made, but
shall exclude the number of shares of Common Stock which would be issuable upon (A) conversion of the remaining, nonconverted shares of Series A Preferred
Stock beneficially owned by the Holder or any of its affiliates, so long as such shares of Series A Preferred Stock are not convertible within sixty (60) days from
the date of such determination, and (B) exercise or conversion of the unexercised or nonconverted portion of any other securities of the Company (including the
Warrants) subject to a limitation on conversion or exercise analogous to the limitation contained herein beneficially owned by the Holder or any of its affiliates, so
long as such other securities of the Company are not exercisable nor convertible within sixty (60) days from the date of such determination.  For purposes of this
Section 6(c), in determining the number of outstanding shares of Common Stock, the Holder may rely on the number of outstanding shares of Common Stock as
reflected in the most recent of the following:  (A) the Company’s most recent quarterly reports, Form 10-Q, Form 10-QSB, Annual Reports, Form 10-K, or Form
10-KSB, as the case may be, as filed with the  Commission  under  the  Exchange Act  (B)  a  more  recent  public  announcement  by the Company or (C) any
other written notice by the Company or the Company’s transfer agent setting forth the number of shares of Common Stock outstanding.  Upon the written or oral
request of the Holder, the Company shall within two (2) Trading Days confirm orally and in writing to the Holder the number of shares of Common Stock then
outstanding.  In any case, the number of outstanding shares of Common Stock shall be determined after giving effect to the conversion or exercise of securities
of the Company, including the Series A Preferred Stock, by the Holder or its affiliates since the date as of which such number of outstanding shares of Common
Stock was publicly reported by the Company.  This Section 6(c) may be waived or amended only with the consent of the Holders of all of the Series A Preferred
Stock and the consent of the holders of a majority of the shares of outstanding Common Stock of the Company who are not Affiliates.  For the purpose of the
immediately preceding sentence, the term “Affiliate” shall mean any person:  (a) that directly or indirectly, through one or more intermediaries controls, or is
controlled by, or is under common control with the Company, or (b) who beneficially owns  any shares of Series A Preferred Stock.  For purposes of this Section
6(c), beneficial ownership shall be calculated in accordance with Section 13(d) of the Exchange Act.
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d.           Mechanics of Conversion.

 
i.           Delivery of Certificate Upon Conversion .  Except as otherwise set forth herein, not later than three Trading Days after each Conversion Date (the

“Share Delivery Date”), the Company shall deliver to the Holder (A) a certificate or certificates which, after the Effective Date, shall be free of restrictive legends
and trading restrictions (other than those required by the Purchase Agreement) representing the number of shares of Common Stock being acquired upon the
conversion of shares of Series A Preferred Stock, and (B) a bank check in the amount of accrued and unpaid dividends (if the Company has elected or is
required to pay accrued dividends in cash).  After the Effective Date, the Company shall, upon request of the Holder, deliver any certificate or certificates
required to be delivered by the Company under this Section electronically through the Depository Trust Company or another established clearing
Company  performing  similar  functions.  If  in  the  case  of  any  Notice  of  Conversion  such certificate or certificates are not delivered to or as directed by the
applicable Holder by the third Trading Day after the Conversion Date, the Holder shall be entitled to elect by written notice to the Company at any time on or
before its receipt of such certificate or certificates thereafter, to rescind such conversion, in which event the Company shall immediately return the certificates
representing the shares of Series A Preferred Stock tendered for conversion.
 

ii.           Obligation Absolute.  The  Company’s obligations  to  issue and deliver the Conversion Shares upon conversion of Series A Preferred Stock in
accordance with the terms hereof are absolute and unconditional, irrespective of any action or inaction by the Holder to enforce the same, any waiver or consent
with respect to any provision hereof, the recovery of any judgment against any Person or any action to enforce the same, or any setoff, counterclaim,
recoupment, limitation or termination, or any breach or alleged breach by the Holder or any other  Person of any obligation to  the Company or any violation
or  alleged violation of law by the Holder or any other person, and irrespective of any other circumstance which might otherwise limit such obligation of the
Company to the Holder in connection with the issuance of such Conversion Shares.  In the event a Holder shall elect to convert any or all of its Series A
Preferred Stock, the Company may not refuse conversion based on any claim that such Holder or anyone associated or affiliated with the Holder of has been
engaged in any violation of law, agreement or for any other reason, unless, an injunction from a court, on notice, restraining and or enjoining conversion of all or
part of this Series A Preferred Stock shall have been sought and obtained and the Company posts a surety bond for the benefit of the Holder in the amount of
150% of the Conversion Value of Series A Preferred Stock outstanding, which is subject to the injunction, which bond shall remain in effect until the completion of
arbitration/litigation of the dispute and the proceeds of which shall be payable to such Holder to the extent it obtains judgment.  In the absence of an injunction
precluding the same, the Company shall issue Conversion Shares upon a properly noticed conversion.
 

iii.           Reservation of Shares Issuable Upon Conversion. The Company covenants that it will at all times reserve and keep available out of its
authorized and unissued shares of Common Stock solely for the purpose of issuance upon conversion of the Series A Preferred Stock, each as herein provided,
free from preemptive rights or any other actual contingent purchase rights of persons other than the Holders, not less than such number of shares of the
Common Stock as shall (subject to any additional requirements of the Company as to reservation of such shares set forth in the Purchase Agreement) be
issuable (taking into account the adjustments and restrictions of Section 7) upon the conversion of all outstanding shares of Series A Preferred Stock.  The
Company covenants that all shares of Common Stock that shall be so issuable shall, upon issue, be duly and validly authorized, issued and fully paid, non-
assessable and, if the Conversion Shares Registration Statement is then effective under the Securities Act, registered for public sale in accordance with such
Conversion Shares Registration Statement Fractional Shares.  Upon a conversion hereunder, the Company shall not be required to issue stock certificates
representing fractions of shares of the Common Stock.
 

iv.           Transfer Taxes.  The issuance of certificates for shares of the Common Stock on conversion of the Series A Preferred Stock shall be made
without charge to the Holders thereof for any documentary stamp or similar taxes that may be payable in respect of the issue or delivery of such certificate,
provided that the Company shall not be required to pay any tax that may be payable in respect of any transfer involved in the issuance and delivery of any such
certificate upon conversion in a name other than that of the Holder of such shares of Series A Preferred Stock so converted and the Company shall not be
required to issue or deliver such certificates unless or until the person or persons requesting the issuance thereof shall have paid to the Company the amount of
such tax or shall have established to the satisfaction of the Company that such tax has been paid.
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Section 7.                      Certain Adjustments.

 
a.           Stock Dividends and Stock Splits .  If the Company, at any time while the Series A Preferred Stock is outstanding :  (A) shall pay a stock dividend

or otherwise make a distribution or distributions on shares of its Common Stock or any other equity or equity equivalent securities payable in- shares of Common
Stock (which, for avoidance of doubt, shall not include any shares of Common Stock issued by the Company pursuant to this Series A Preferred Stock), (B)
subdivide outstanding shares of Common Stock into a larger number of shares, (C) combine (including by way of reverse stock split) outstanding shares of
Common Stock into a smaller number of shares, or (D) issue by reclassification of shares of the Common Stock any shares of capital stock of the Company,
then the Conversion Value shall be multiplied by a fraction of which the numerator shall be the number of shares of Common Stock (excluding treasury shares, if
any) outstanding before such event and of which the denominator shall be the number of shares of Common Stock outstanding after such event.  Any
adjustment made pursuant to this Section shall become effective immediately after the record date for the determination of stockholders entitled to receive such
dividend or distribution and shall become effective immediately after the effective date in the case of a subdivision, combination or re-classification.
 

b.           Subsequent Equity Sales.  Until October 31, 2012, the Company shall be prohibited from effecting or entering into an agreement to effect any
Subsequent Financing involving a “Variable Rate Transaction” or an “MFN Transaction” (each as defined below).  The term “Variable Rate Transaction” shall
mean a transaction in which the Company issues or sells (i) any debt or equity securities that are convertible into, exchangeable or exercisable for, or include
the right to receive additional shares of Common Stock either  (A) at a conversion, exercise or exchange rate or other price that is based upon and/or varies with
the trading prices of or quotations for the shares of Common Stock at any time after the initial issuance of such debt or equity securities, or (B) with a
conversion, exercise or exchange price that is subject to being reset at some future date after the initial issuance of such debt or equity security or upon the
occurrence of specified or contingent events directly or indirectly related to the business of the Company or the market for the Common Stock exclusive in all
cases of stock splits, stock dividends, recapitalization and other similar rights.  The term “MFN Transaction” shall mean a transaction in which the Company
issues or sells any securities in a capital raising transaction or series of related transactions which grants to an investor the right to receive additional shares
based upon future transactions of the Company on terms more favorable than those granted to such investor in such offering.  Any Purchaser shall be entitled to
obtain injunctive relief against the Company to preclude any such issuance, which remedy shall be in addition to any right to collect damages.  Notwithstanding
the foregoing, this Section 7(b) shall not apply in respect of an Exempt Issuance, except that no Variable Rate Transaction or MFN Transaction shall be an
Exempt Issuance.
 

c.           Pro Rata Distributions.  If the  Company, at  any  time  while Series A Preferred Stock is outstanding, shall distribute to all holders of Common
Stock (and not to Holders) evidences of its indebtedness or assets or rights or warrants to subscribe for or purchase any security, then in each such case the
Conversion Value shall be determined by multiplying such Conversion Value in effect immediately prior to the record date fixed for determination of stockholders
entitled to receive such distribution by a fraction of which the denominator shall be the VWAP determined as of the record date mentioned above, and of which
the numerator shall be such VWAP on such record date less the then fair market value at such record date of the portion of such assets or evidence of
indebtedness so distributed applicable to one outstanding share of the Common Stock as determined by the Board of Directors in good faith.  In either case the
adjustments shall be described in a statement provided to the Holders of the portion of assets or evidences of indebtedness so distributed or such subscription
rights applicable to one share of Common Stock.  Such adjustment shall be made whenever any such distribution is made and shall become effective
immediately after the record date mentioned above.
 

d.           Calculations.  All calculations under this Section 7 shall be made to the nearest cent or the nearest 1/100th of a share, as the case may be.  The
number of shares of Common Stock outstanding at any given time shall not include shares owned or held by or for the account of the Company, and the
description of any such shares of Common Stock shall be considered on issue or sale of Common Stock.  For purposes of this Section 7, the number of shares
of Common Stock deemed to be issued and outstanding as of a given date shall be the sum of the number of shares of Common Stock (excluding treasury
shares, if any) actually issued and outstanding.
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e.           Notice to Holders.

 
i.           Adjustment to Conversion Price .  Whenever the Conversion Value is adjusted pursuant to any of this Section 7, the Company shall promptly mail

to each Holder a notice setting forth the Conversion Value after such adjustment and setting forth a brief statement of the facts requiring such adjustment.  If the
Company issues a variable rate security, despite the prohibition thereon in the Purchase Agreement, the Company shall be deemed to have issued Common
Stock or Common Stock Equivalents at the lowest possible conversion or exercise price at which such securities may be converted or exercised in the case of a
Variable Rate Transaction (as defined in the Purchase Agreement), or the lowest possible adjustment price in the case of an MFN Transaction (as defined in the
Purchase Agreement).
 

ii.           Notices of  Other Events.    If (A) the  Company shall  declare a dividend (or any other distribution) on the Common Stock; (B) the Company
shall declare a redemption of the Common Stock; (C) the Company shall authorize the granting to all holders of the Common Stock rights or warrants to
subscribe for or purchase any shares of capital stock of any class or of any rights; (D) the approval of any stockholders of the Company shall be required in
connection with any reclassification of the Common Stock; (E) the Company shall authorize the voluntary or involuntary dissolution, liquidation or winding up of
the affairs of the Company; then in each case, the Company shall cause to be filed at each office or agency maintained for the purpose of conversion of the
Series A Preferred Stock, and shall cause to be mailed to the Holders at their last addresses as they shall appear upon the stock books of the Company, at least
20 calendar days prior to the applicable record or effective date hereinafter specified, a notice stating  (x)  the  date  on  which  a  record
is  to  be  taken  for  the  purpose  of  such  dividend, distribution, redemption, rights or warrants, or if a record is not to be taken, the date as of which the holders
of the Common Stock of record to be entitled to such dividend, distributions, redemption, rights or warrants are to be determined or (y) the date on which such
reclassification is expected to become effective or close, and the date as of which it is expected that holders of the Common Stock of record shall be entitled to
exchange their shares of the Common Stock for securities, cash or other property deliverable upon such reclassification; provided, that the failure to mail such
notice or any defect therein or in the mailing thereof shall not affect the validity of the corporate action required to be specified in such notice.
 

Section 8.                      Miscellaneous.
 

a.           Notices.  Any and all notices or other communications or deliveries to be provided by the Holders hereunder, including, without limitation, any
Notice of Conversion, shall be in writing and  delivered personally, by facsimile, sent  by a  nationally recognized overnight courier service, addressed to the
Company, at the address provided in the Purchase Agreement, facsimile number (212) 671-1403, Attn:  c/o T Squared Capital LLC, 1325 Sixth Avenue, Floor
28, New York, New York 10019, Attn:  Thomas M. Suave or such other address or facsimile  number  as  the  Company may specify  for  such  purposes  by
notice to the Holders delivered in accordance with  this Section.  Any and all notices or other communications or deliveries to be provided by the Company
hereunder shall be in writing and delivered personally, by facsimile sent by a nationally recognized overnight courier service addressed to each Holder at the
facsimile telephone number or address of such Holder appearing on the books of the Company or if no such facsimile telephone number or address appears, at
the principal place of business of the Holder.  Any notice or other communication or deliveries hereunder shall be deemed given and effective  on  the earliest  of
(i) the date of transmission,  if such notice or communication is delivered via facsimile at the facsimile telephone number specified in this Section prior to 5:30
p.m. (New York City time) (ii) the date after the date of transmission, if such notice or  communication is delivered  via  facsimile  at  the  facsimile
telephone  number specified in this Section later than 5:30 p.m. (New York City time) on any date and earlier than 11:59 p.m. (New York City time) on such date,
(iii) the second Business Day following the date of mailing, if sent by nationally recognized overnight courier service, or (iv) upon actual receipt by the party to
whom such notice is required to be given.
 

b.           Lost or Mutilated Preferred Stock Certificate.   If a Holder’s Series A Preferred Stock certificate shall be  mutilated, lost,  stolen or destroyed, the
Company  shall execute  and  deliver,  in  exchange  and  substitution for  and  upon  cancellation  of  a  mutilated certificate, or in lieu of or in substitution for a
lost, stolen or destroyed certificate, a new certificate for the shares of Series A Preferred Stock so mutilated, lost, stolen or destroyed but only upon receipt of
evidence of such loss, theft or destruction of such certificate of the ownership thereof and identity if requested, all reasonably satisfactory to the Company.
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c.           Next Business Day .  Whenever any payment or other obligation hereunder shall be due on a day other than a Business Day, such payment

shall be made on the next succeeding Business Day.
 

d.           Headings.  Title headings contained herein are for convenience only, do not constitute a part of this Certificate of Designations and shall not be
deemed to limit or affect any of the provisions hereof.
 
E. PROVISIONS RELATING TO SERIES B CONVERTIBLE PREFERRED STOCK
 
1. Designation and Amount. There shall be a series of Preferred Stock that shall be designated as “ Series B Convertible Preferred Stock, ” and the number of
shares constituting such series shall be 4,000,000. The number of shares constituting the Series B Convertible Preferred Stock  may be increased or decreased
by resolution of the Board of Directors; provided, however, that no decrease shall reduce the number of shares of Series B Convertible Preferred Stock  to less
than the number of shares then issued and outstanding plus the number of shares issuable upon exercise of outstanding rights, options or warrants or upon
conversion of outstanding securities issued by the Corporation.
 
2. Definitions.
 
Unless the context otherwise requires, each of the terms defined in this Section 2 shall have, for all purposes of this Certificate of Designation, the meaning
herein specified (with terms defined in the singular having comparable meanings when used in the plural):
 
“Articles of Incorporation” means the Company’s Articles of Incorporation, as in effect on the date of this Certificate of Designation.
 
“Board of Directors” means the Board of Directors of the Company.
 
“Business Day” means a day other than a Saturday, Sunday or other day on which commercial banks in New York, New York are authorized or required by law
to close.

“By-Laws” means the Company’s By-Laws, as amended, as in effect on the date of this Certificate of Designation.
 
“Capital Stock” means any and all shares, interests, participations or other equivalents in the equity interest (however designated) in the Company.
 
“Common Share Equivalents ” means securities, options, warrants, derivatives, debt instruments or other rights convertible into, or exercisable or exchangeable
for, or entitling the holder thereof to receive directly or indirectly, Common Stock.
 
“Common Stock” means the common stock, $0.015 par value per share, of the Company or any other Capital Stock into which such shares of common stock
shall be reclassified or changed.
 
“Common Stock Transfer Agent” has the meaning set forth in Section 6(c) hereof.
 
“Company’s Organizational Documents” means the Articles of Incorporation, this Certificate of Designations, any other certificate of designations issued
pursuant to the Articles of Incorporation, and the By-Laws.
 
“Conversion Number ” has the meaning set forth in Section 6(a) hereof.
 
“Conversion Shares” has the meaning set forth in Section 6(a) hereof.
 
“Converted Shares” has the meaning set forth in Section 6(b) hereof.
 
“Converting Shares” has the meaning set forth in Section 6(b) hereof.
 
“Holders” means the record holders of the shares of Series B Convertible Preferred Stock, as shown on the books and records of the Company.
 
“Junior Stock” has the meaning set forth in Section 3 hereof.
 
“Liquidation Event” means (i) any voluntary or involuntary liquidation, dissolution or winding-up of the Company, (ii) the consummation of a merger or
consolidation in which the stockholders of the Company prior to such transaction own less than a majority of the voting securities of the entity surviving such
transaction, or (iii) the sale, distribution or other disposition of all or substantially all of the Company’s assets.
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“Liquidation Preference” has the meaning set forth in Section 5(a) hereof.
 
“Market Price” means the last reported sale price of the Common Stock on the primary U.S. national securities exchange, automated quotation system or inter-
dealer quotation system upon which the Common Stock is then traded or quoted.
 
“Parity Stock” has the meaning set forth in Section 3 hereof.
 
“Person” includes all natural persons, corporations, business trusts, limited liability companies, associations, companies, partnerships, joint ventures and other
entities, as well as governments and their respective agencies and political subdivisions.
 
“Senior Stock” has the meaning set forth in Section 3 hereof.
 
“Series B Convertible Preferred Stock” has the meaning set forth in Section 1 hereof.
 
“Stated Value” means $0.10 per share of Series B Convertible Preferred Stock, as may be adjusted for any stock split, reverse stock split, dividend or similar
event relating to the Series B Convertible Preferred Stock.
 
“Transfer Agent” means the entity designated from time to time by the Company to act as the registrar and transfer agent for the Series B Convertible Preferred
Stock or, if no entity has been so designated to act in such capacity, the Company.
 
3. Ranking.
 
The Series B Convertible Preferred Stock shall, with respect to rights on the liquidation, winding-up and dissolution of the Company (as provided in Section 5
below), rank (a) senior to all classes of Common Stock and to each other class of Capital Stock or series of Preferred Stock established hereafter by the Board of
Directors the terms of which expressly provide that such class ranks junior to the Series B Convertible Preferred Stock as to rights on the liquidation, winding-up
and dissolution of the Company (collectively referred to as the “Junior Stock”), (b) on a parity with each other class of Capital Stock or series of Preferred Stock
established hereafter by the Board of Directors with the written consent of the Holders of at least a majority of the outstanding shares of Series B Convertible
Preferred Stock, the terms of which expressly provide that such class or series ranks on a parity with the Series B Convertible Preferred Stock as to rights on the
liquidation, winding-up and dissolution of the Company (collectively referred to as the “Parity Stock”) and (c) junior to any future class of Preferred Stock
established hereafter by the Board of Directors, the terms of which expressly provide that such class ranks senior to the Series B Convertible Preferred Stock as
to rights on the liquidation, winding-up and dissolution of the Company (collectively referred to as the “Senior Stock”).
 
The Series B Convertible Preferred Stock shall, with respect to rights to dividends (as provided in Section 4 below), rank on a parity with each class of Common
Stock.
 
4. Dividends.
 
The Company shall not declare, pay or set aside any dividends on shares of Common Stock (other than dividends on shares of Common Stock payable solely in
shares of Common Stock) unless (in addition to the obtaining of any consents required elsewhere in the Company’s Organizational Documents) the Holders
simultaneously receive a dividend on each outstanding share of Series B Convertible Preferred Stock in an amount equal to that dividend per share of Series B
Convertible Preferred Stock as would equal the product of the dividend payable on each share of Common Stock and the number of shares of Common Stock
then issuable upon conversion of one share of Series B Convertible Preferred Stock, in each case calculated on the record date for determination of holders
entitled to receive such dividend and without regard to any limitation on conversion set forth in Section 6(b) hereof.
 
5. Liquidation Preference.
 
(a) Except as otherwise provided in Section 6(g), upon any Liquidation Event, each Holder shall be entitled to be paid out of the assets of the Company available
for distribution to its stockholders, on account of each share of Series B Convertible Preferred Stock held by such Holder, (i) prior to the holders of any class or
series of Common Stock and Junior Stock, (ii) pro rata with the holders of any Parity Stock and (iii) after the holders of any Senior Stock, an amount (such
amount, the “Liquidation Preference”) equal to the Stated Value.
 
(b) Except as otherwise provided in Section 6(g), upon any Liquidation Event, after the payment of the Liquidation Preference the remaining assets of the
Company available for distribution to its stockholders shall be distributed among the Holders and the holders of the shares of Capital Stock, pro rata, based on
the number of shares held by each such holder, treating for this purpose all such securities as if they had been converted to Common Stock pursuant to the
terms of this Certificate of Designation (or any other applicable certificate of designation) immediately prior to such Liquidation Event without regard to any
limitation on conversion set forth in Section 6(b) hereof.
 
6. Conversion.
 
(a) Right to Convert. Subject to the provisions of Section 6(b) hereof, each Holder shall have the right, upon the delivery of a written notice to the Company, to
convert any share of Series B Convertible Preferred Stock held by it into that number of fully paid and nonassessable shares of Common Stock (“Conversion
Shares”) equal to the Conversion Number at the time in effect. Any Holder may convert all or less than all of the shares of Series B Convertible Preferred Stock
held by it at any time. Any Holder’s conversion of shares of Series B Convertible Preferred Stock under this Section 6(a) shall not be effective unless such Holder
has also complied with the provisions set forth in Section 6(b) hereof at the time of delivery of its aforesaid written notice to the Company. The initial “Conversion
Number” per share of Series B Convertible Preferred Stock shall be nineteen (19); provided, however, that the Conversion Number in effect from time to time
shall be subject to adjustment as provided hereinafter.
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(b) Conversion Procedures. Each conversion of shares of Series B Convertible Preferred Stock into shares of Common Stock shall be effected by the surrender
of the certificate(s) evidencing the shares of Series B Convertible Preferred Stock to be converted (the “Converting Shares”) at the principal office of the
Company (or such other office or agency of the Company as the Company may designate by notice in writing to the Holders of the Series B Convertible
Preferred Stock) at any time during its usual business hours, together with written notice by the holder of such Converting Shares, (i) stating that the Holder
desires to convert the Converting Shares, or a specified number of such Converting Shares, evidenced by such certificate(s) into shares of Common Stock (the
“Converted Shares”), and (ii) giving the name(s) (with addresses) and denominations in which the Converted Shares should either be registered with the
Company’s transfer agent and registrar for the Common Stock (the “Common Stock Transfer Agent”) on its records in book-entry form under The Direct
Registration System or certificated, and, in either case, instructions for the delivery of a statement evidencing book-entry ownership of the Converted Shares or
the certificates evidencing the Converted Shares. Upon receipt of the notice described in the first sentence of this Section 6(b), together with the certificate(s)
evidencing the Converting Shares, the Company shall be obligated to, and shall, cause to be issued and delivered in accordance with such instructions, as
applicable, either (x) a statement from the Common Stock Transfer Agent evidencing ownership of the Converted Shares, registered in the name of the Holder
or its designee on the Common Stock Transfer Agent’s records in book-entry form under The Direct Registration System or (y) certificate(s) evidencing the
Converted Shares and, if applicable, a certificate (which shall contain such applicable legends, if any, as were set forth on the surrendered certificate(s))
representing any shares which were represented by the certificate(s) surrendered to the Company in connection with such conversion but which were not
Converting Shares and, therefore, were not converted. All or some Converted Shares so issued whether in book-entry form under the Direct Registration System
or in certificated form may be subject to restrictions on transfer as required by applicable federal and state securities laws. Any such Converted Shares subject to
restrictions on transfer under applicable federal and state securities laws shall be encumbered by stop transfer orders and restrictive legends (or equivalent
encumbrances). Such conversion, to the extent permitted by law, shall be deemed to have been effected as of the close of business on the date on which such
certificate(s) shall have been surrendered and such written notice shall have been received by the Company unless a later date has been specified by such
Holder, and at such time the rights of the Holder of such Converting Shares as such Holder shall cease, and the Person(s) in whose name or names the
Converted Shares are to be issued either in book-entry form or certificated form, as applicable, upon such conversion shall be deemed to have become the
holder(s) of record of the Converted Shares.
 
(c) Effect of Conversion . Upon the issuance of the Converted Shares in accordance with Section 6, such shares shall be deemed to be duly authorized, validly
issued, fully paid and non-assessable.
 
(d) Adjustments for Common Stock Dividends and Distributions . If the Company at any time or from time to time makes, or fixes a record date for the
determination of holders of Common Stock entitled to receive, a dividend or other distribution payable in additional shares of Common Stock, in each such event
the Conversion Number then in effect shall be increased as of the time of such issuance or, in the event such record date is fixed, as of the close of business on
such record date, by multiplying the Conversion Number then in effect by a fraction (i) the numerator of which is the total number of shares of Common Stock
issued and outstanding immediately prior to the time of such issuance or the close of business on such record date plus the number of shares of Common Stock
issuable in payment of such dividend or distribution and (ii) the denominator of which is the total number of shares of Common Stock issued and outstanding
immediately prior to the time of such issuance or the close of business on such record date. To the extent an adjustment is made in respect of the foregoing
pursuant to Section 6(e) or the Holder actually receives the dividend to which any such adjustment relates, an adjustment shall not be made pursuant to this
Section 6(d).
 
(e) Conversion Number Adjustments for Subdivisions, Combinations or Consolidations of Common Stock .
 
(i) In the event the Company should at any time or from time to time fix a record date for the effectuation of a split or subdivision of the outstanding shares of
Common Stock or the determination of holders of shares of Common Stock entitled to receive a dividend or other distribution payable in additional Common
Share Equivalents, without payment of any consideration by such holder for additional Common Share Equivalents (including the additional Common Stock
issuable upon conversion, exchange or exercise thereof), then, as of such record date (or the date of such dividend, distribution, split or subdivision if no record
date is fixed), the Conversion Number then in effect shall be appropriately increased so that the number of shares of Common Stock issuable on conversion of
each such share of such Series B Convertible Preferred Stock shall be increased in proportion to such increase of outstanding shares of Common Stock and
shares issuable with respect to Common Share Equivalents.
 
(ii) If the number of shares of Common Stock outstanding at any time is decreased by a combination, consolidation, reclassification or reverse stock split of the
outstanding shares of Common Stock or other similar event, then, following the record date of such combination, the Conversion Number then in effect shall be
appropriately decreased so that the number of shares of Common Stock issuable on conversion of each such share of such Series B Convertible Preferred Stock
shall be decreased in proportion to such decrease in outstanding shares of Common Stock.
 
(f) Recapitalizations. If at any time or from time to time there shall be a recapitalization of the Common Stock (other than a subdivision, combination, merger or
sale of assets transaction provided for elsewhere in this Section 6), provision shall be made so that the Holders shall thereafter be entitled to receive upon
conversion of the Series B Convertible Preferred Stock the number of shares of Capital Stock or other securities or property of the Company to which a holder of
Common Stock would have been entitled on recapitalization. In any such case, appropriate adjustment shall be made in the application of the provisions of this
Section 6 with respect to the rights of the Holders after the recapitalization to the end that the provisions of this Section 6 (including adjustment of the Conversion
Number then in effect and the number of shares issuable upon conversion of the Series B Convertible Preferred Stock) shall be applicable after that event as
nearly equivalent as may be practicable.
 
(g) Mergers and Other Reorganizations . If at any time or from time to time there shall be a reclassification of the Common Stock (other than a subdivision,
combination, reclassification or exchange of shares provided for elsewhere in this Section 6) or a merger or consolidation of the Company with or into another
entity or the sale of all or substantially all of the Company’s properties and assets to any other Person, then, as a part of and as a condition to the effectiveness
of such reclassification, merger, consolidation or sale, lawful and adequate provision shall be made so that the Holders shall thereafter be entitled to receive upon
conversion of the Series B Convertible Preferred Stock the number of shares of Capital Stock or other securities or property, if any, of the Company or of the
successor entity resulting from such reclassification, merger or consolidation or sale, to which a holder of Common Stock deliverable upon conversion would
have been entitled in connection with such reclassification, merger, consolidation or sale. In any such case, appropriate provision shall be made with respect to
the rights of the Holders after the reclassification, merger, consolidation or sale to the end that the provisions of this Section 6 (including, without limitation,
provisions for adjustment of the Conversion Number and the number of shares purchasable upon conversion of the Series B Convertible Preferred Stock) shall
thereafter be applicable, as nearly as may be, with respect to any shares of Capital Stock, securities or property to be deliverable thereafter upon the conversion
of the Series B Convertible Preferred Stock.
 
Each Holder, upon the occurrence of a reclassification, merger or consolidation of the Company or the sale of all or substantially all its assets and properties, as
such events are more fully set forth in the first paragraph of this Section 6(g), shall have the option of electing treatment of its shares of Series B Convertible
Preferred Stock under either this Section 6(g) or Section 5 hereof, notice of which election shall be submitted in writing to the Company at its principal offices no
later than ten (10) days before the effective date of such event, provided that any such notice of election shall be effective if given not later than fifteen (15) days
after the date of the Company’s notice pursuant to Section 6(h) hereof with respect to such event, and, provided, further, that if any Holder fails to give the
Company such notice of election, the provisions of this Section 6(g) shall govern the treatment of such Holder’s shares of Series B Convertible Preferred Stock
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upon the occurrence of such event.
 
(h) Notices of Record Date. In the event (i) the Company fixes a record date to determine the holders of Common Stock who are entitled to receive any dividend
or other distribution, or (ii) there occurs any capital reorganization of the Company, any reclassification or recapitalization of the Common Stock of the Company,
any merger or consolidation of the Company, or any voluntary or involuntary dissolution, liquidation or winding up of the Company, the Company shall mail to
each Holder at least ten (10) days prior to the record date specified therein, a notice specifying (a) the date of such record date for the purpose of such dividend
or distribution and a description of such dividend or distribution, (b) the date on which any such reorganization, reclassification, consolidation, merger,
dissolution, liquidation or winding up is expected to become effective, and (c) the time, if any, that is to be fixed, as to when the holders of record of Common
Stock (or other securities) shall be entitled to exchange their shares of Common Stock or other securities) for securities or other property deliverable upon such
reorganization, reclassification, consolidation, merger, dissolution, liquidation or winding up.
 
(i) No Impairment. The Company will not, by amendment of its Certificate of Incorporation or through any reorganization, recapitalization, transfer of assets,
consolidation, merger, dissolution, issue or sale of securities or any other voluntary action, avoid or seek to avoid the observance or performance of any of the
terms to be observed or performed hereunder by the Company, but will at all times in good faith assist in the carrying out of all the provisions of this Section 6
and in the taking of all such actions as may be necessary or appropriate in order to protect the conversion rights of the Holders against impairment.
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(j) Fractional Shares and Certificate as to Adjustments . In lieu of any fractional shares to which a Holder would otherwise be entitled upon conversion, the
Company shall pay cash equal to such fraction multiplied by the Market Price of one share of Common Stock, as determined in good faith by the Board of
Directors. Whether or not fractional shares are issuable upon such conversion shall be determined on the basis of the total number of shares of Series B
Convertible Preferred Stock of each Holder at the time converting into Common Stock and the number of shares of Common Stock issuable upon such
aggregate conversion.
Upon the occurrence of each adjustment or readjustment of the Conversion Number of any share of Series B Convertible Preferred Stock pursuant to this
Section 6, the Company, at its expense, shall promptly compute such adjustment or readjustment in accordance with the terms hereof and prepare and furnish to
each Holder a certificate setting forth such adjustment or readjustment and showing in detail the facts upon which such adjustment or readjustment is based.
The Company shall, upon the written request at any time of any Holder, furnish or cause to be furnished to such Holder a like certificate setting forth (A) such
adjustment and readjustment, (B) the Conversion Number at the time in effect, and (C) the number of shares of Common Stock and the amount, if any, of other
property which at the time would be received upon the conversion of such Holder’s shares of Series B Convertible Preferred Stock. The provisions of Section
6(d), (e), (f) and (g) shall apply to any transaction and successively to any series of transactions that would require any adjustment pursuant thereto.
 
(k) Reservation of Stock Issuable Upon Conversion. The Company shall at all times reserve and keep available out of its authorized but unissued Common
Stock, solely for the purpose of effecting the conversion of the shares of the Series B Convertible Preferred Stock (taking into account the adjustments required
by this Section 6), such number of its shares of Common Stock as shall from time to time be sufficient to effect the conversion of all outstanding shares of the
Series B Convertible Preferred Stock; and if at any time the number of authorized but unissued shares of Common Stock shall not be sufficient to effect the
conversion of all then outstanding shares of the Series B Convertible Preferred Stock, in addition to such other remedies as shall be available to the Holders, the
Company will, as soon as is reasonably practicable, take all such action as may, in the opinion of its counsel, be necessary to increase its authorized but
unissued shares of Common Stock to such number of shares as shall be sufficient for such purposes.
 
7.           Voting Rights. Holders of Series B Convertible Preferred Stock shall have no voting rights except as required by law, including but not limited to the
FBCA, and as expressly provided in this Certificate of Designation.
 
8.           Reissuance of Shares of Series B Convertible Preferred Stock .
 
Shares of Series B Convertible Preferred Stock that have been issued and reacquired in any manner, including shares purchased, redeemed, converted or
exchanged, shall (upon compliance with any applicable provisions of the FBCA) be permanently retired or cancelled and shall not under any circumstances be
reissued. The Company shall from time to time take such appropriate action as may be required by applicable law to reduce the authorized number of shares of
Series B Convertible Preferred Stock by the number of shares that have been so reacquired.
 
10.           Notices.
 
Any and all notices, consents, approval or other communications or deliveries required or permitted to be provided under this Certificate of Designation shall be
in writing and shall be deemed given and effective on the earliest of (a) the date of receipt, if such notice, consent, approval or other communication is delivered
by hand (with written confirmation of receipt) or via facsimile to the Company or the Holders, as applicable, at the facsimile number specified in the register of
Holders of Series B Convertible Preferred Stock maintained by the Transfer Agent prior to 5:00 p.m. (New York City time) on a Business Day, (b) the next
Business Day after the date of receipt, if such notice, consent, approval or other communication is delivered via facsimile to the Company or the Holder, as
applicable, at the facsimile number specified in the register of Holders of Series B Convertible Preferred Stock maintained by the Transfer Agent on a day that is
not a Business Day or later than 5:00 p.m. (New York City time) on any Business Day, or (c) the third Business Day following the date of deposit with a nationally
recognized overnight courier service for next Business Day delivery and addressed to the Company or the Holder, as applicable, at the address specified in the
register of Holders of Series B Convertible Preferred Stock maintained by the Transfer Agent.
 
11.           Headings.
 
The headings of the various sections and subsections hereof are for convenience of reference only and shall not affect the interpretation of any of the provisions
hereof.
 
12.           Severability of Provisions.
 
If any powers, preferences and relative, participating, optional and other special rights of the Series B Convertible Preferred Stock and the qualifications,
limitations and restrictions thereof set forth in this Certificate of Designation (as it may be amended from time to time) is invalid, unlawful or incapable of being
enforced by reason of any rule or law or public policy, all other powers, preferences and relative, participating, optional and other special rights of the Series B
Convertible Preferred Stock and the qualifications, limitations and restrictions thereof set forth in this Certificate of Designation (as so amended) which can be
given effect without the invalid, unlawful or unenforceable powers, preferences and relative, participating, optional and other special rights of the Series B
Convertible Preferred Stock and the qualifications, limitations and restrictions thereof shall, nevertheless, remain in full force and effect, and no powers,
preferences and relative, participating, optional or other special rights of the Series B Convertible Preferred Stock and the qualifications, limitations and
restrictions thereof herein set forth shall be deemed dependent upon any other such powers, preferences and relative, participating, optional or other special
rights of Preferred Stock and qualifications, limitations and restrictions thereof unless so expressed herein.
 

ARTICLE IV.
 

Existence
 

The Corporation shall exist perpetually unless sooner dissolved according to law.
 

ARTICLE V.
 

Management of the Corporation
 

The following provisions are inserted for the management of the business and the conduct of the affairs of the Corporation, and for further definition,
limitation and regulation of the powers of the Corporation and of its directors and shareholders:
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A.           BOARD OF DIRECTORS
 

The business and affairs of the Corporation shall be managed by or under the direction of the Board of Directors.  In addition to the powers and authority
expressly conferred upon them by Statute or by these Articles of Incorporation or the Bylaws of the Corporation, the directors are hereby empowered to exercise
all such powers and do all such acts and things as may be exercised or done by the Corporation.  A director shall hold office until the annual meeting of the
shareholders or until his successors shall be elected and qualified, subject, however, to the director’s prior death, resignation, retirement, disqualification or
removal from office.
 
B.           SPECIAL MEETINGS CALLED BY BOARD OF DIRECTORS OR SHAREHOLDERS
 

Special Meetings of Shareholders of the Corporation may be called by the Board of Directors pursuant to a resolution adopted by a majority of the total
number of authorized directors (whether or not there exist any vacancies in previously authorized directorships at the time any such resolution is presented to
the Board for adoption) (the “Full Board”), or by the holders of not less than forty percent (40%) of all the votes entitled to be cast on any issue at the proposed
special meeting if such holders of stock sign, date and deliver to the Corporation’s Secretary one or more written demands for the meeting describing the
purpose or purposes for which the special meeting is to be held.  The Bylaws of the Corporation shall fully set forth the manner in which Special Meetings of
Shareholders of the Corporation may be called.
 

ARTICLE VI.
 

Number of Directors
 

The number of directors may be either increased or diminished from time to time in the manner provided in the Bylaws, but shall never be less than one
(1).
 

ARTICLE VII.
 

Indemnification
 

Provided the person proposed to be indemnified satisfies the requisite standard of conduct for permissive indemnification by a corporation as specifically
set forth in the applicable provisions of the Florida Business Corporation Act (currently, Section 607.0850(7) of the Florida Statutes), as the same may be
amended from time to time, the Corporation shall indemnify its officers and directors, and may indemnify its employees and agents, to the fullest extent provided,
authorized, permitted or not prohibited by the provisions of the Florida Business Corporation Act and the Bylaws of the Corporation, as the same may be
amended and supplemented, from and against any and all of the expenses or liabilities incurred in defending a civil or criminal proceeding, or other matters
referred to in or covered by said provisions, including advancement of expenses prior to the final disposition of such proceedings and amounts paid in settlement
of such proceedings, both as to action in his or her official capacity and as to action in another capacity while an officer, director, employee or other agent.  The
indemnification provided for herein shall not be deemed exclusive of any other rights to which those indemnified may be entitled under any bylaw, agreement,
vote of shareholders or Disinterested Directors or otherwise.  Such indemnification shall continue as to a person who has ceased to be a director, officer,
employee or agent, and shall inure to the benefit of the heirs and personal representatives of such a person.  Except as otherwise required by law, an
adjudication of liability shall not affect the right to indemnification for those indemnified.
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ARTICLE VIII.

 
Amendment

 
The Corporation reserves the right to amend or repeal any provision contained in these Articles of Incorporation in the manner prescribed by the laws of

the State of Florida and all rights conferred upon shareholders are granted subject to this reservation.
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EXHIBIT A

NOTICE OF CONVERSION
 

(TO BE EXECUTED BY THE REGISTERED HOLDER IN ORDER TO CONVERT SHARES OF SERIES A PREFERRED STOCK)
 

The undersigned hereby elects to convert the number of shares of Series A Convertible Preferred Stock indicated below, into shares of common stock,
par value $0.015 per share (the “Common Stock”), of Dolphin Digital Media, Inc., a Florida corporation (the “Company”), according to the conditions hereof, as of
the date written below.  If shares are to be issued in the name of a person other than undersigned, the undersigned  will pay all transfer taxes payable with
respect thereto and  is  delivering  herewith   such  certificates   and  opinions  as  reasonably requested by the Company in accordance therewith.  No fee will
be charged to the Holder for any conversion, except for such transfer taxes, if any.
 

Conversion calculations:
 

Date to Effect Conversion: __________________________________________________
Number of shares of Common Stock owned prior to Conversion: ______________________

 
Number of shares of Series A Preferred Stock to be Converted: _______________________

 
Value of shares of Series A Preferred Stock to be Converted: _________________________

 
Number of shares of Common Stock to be Issued: _________________________________

 
Certificate Number of Series A Preferred Stock attached hereto: _______________________

 
    Number of Shares of Series A Preferred Stock represented by attached certificate: _________

 

 Number of shares of Series A Preferred Stock subsequent to Conversion: __________________
 [HOLDER]
 

By: ___________________________________

Name: _________________________________

Title: __________________________________
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Exhibit 31.1
 

CHIEF EXECUTIVE OFFICER
CERTIFICATION PURSUANT TO SECTION 302

I, William O’Dowd IV, Chief Executive Officer of Dolphin Digital Media, Inc. (the “Registrant”), certify that:

1. I have reviewed this Report on Form 10-Q of the Registrant;
  
2. Based on my knowledge, this Report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
Report.

  
3. Based on my knowledge, the financial statements, and other financial information included in this Report, fairly present in all material respects the

financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this Report;
  
4. The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) for the Registrant and internal control over financial reporting (as required in Exchange Act Rules 13a-
15(f) and 15d-15(f) for the Registrant and have:

   
 a) designed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our supervision, to

ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this Report is being prepared;

   
 b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

   
 c) evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this Report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
   
 d) disclosed in this Report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most recent

fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the Registrant’s internal control over financial reporting; and

5. The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):

   
 a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely

to adversely affect the Registrant’s ability to record, process, summarize and report financial information; and
   
 b) any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal control

over financial reporting.

     
Date: November 20, 2015 /s/ William O’Dowd IV  
 William O’Dowd IV  
 Chief Executive Officer  
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Exhibit 31.2
PRINCIPAL FINANCIAL OFFICER

CERTIFICATION PURSUANT TO SECTION 302
 
 
I, Mirta A Negrini, Chief Financial Officer of Dolphin Digital Media, Inc. (the “Registrant”), certify that:

1. I have reviewed this Report on Form 10-Q of the Registrant;
  
2. Based on my knowledge, this Report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
Report.

  
3. Based on my knowledge, the financial statements, and other financial information included in this Report, fairly present in all material respects the

financial condition, results of operations and cash flows of the Registrant as of, and for, the periods presented in this Report;
  
4. The Registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) for the Registrant and internal control over financial reporting (as required in Exchange Act Rules 13a-
15(f) and 15d-15(f) for the Registrant and have:

   
 a) designed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our supervision, to

ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this Report is being prepared;

   
 b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our

supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

   
 c) evaluated the effectiveness of the Registrant’s disclosure controls and procedures and presented in this Report our conclusions about the

effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
   
 d) disclosed in this Report any change in the Registrant’s internal control over financial reporting that occurred during the Registrant’s most recent

fiscal quarter (the Registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the Registrant’s internal control over financial reporting; and

5. The Registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
Registrant’s auditors and the audit committee of the Registrant’s board of directors (or persons performing the equivalent functions):

   
 a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely

to adversely affect the Registrant’s ability to record, process, summarize and report financial information; and
   
 b) any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant’s internal control

over financial reporting.
 
     
Date: November 20, 2015 /s/ Mirta A Negrini  
 Mirta A Negrini  
 Chief Financial Officer  
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Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
 

In connection with the accompanying Report of Dolphin Digital Media, Inc. (the “Company”) on Form 10-Q for the quarter ended September 30, 2015, as
filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, William O’Dowd IV, Chief Executive Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge, that:

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

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
 
Date: November 20, 2015 By: /s/ William O’Dowd IV  
  William O’Dowd IV  
  Chief Executive Officer  
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Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
 

In connection with the accompanying Report of Dolphin Digital Media, Inc. (the “Company”) on Form 10-Q for the quarter ended September 30, 2015, as
filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Mirta A Negrini, Chief Financial Officer of the Company, certify, pursuant
to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, to the best of my knowledge, that:

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

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
 
Date: November 20, 2015 By: /s/ Mirta A Negrini  
    Mirta A Negrini  
  Chief Financial Officer  
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