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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

———————
FORM 10-Q

———————

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

For the quarterly period ended: September 30, 2011
or

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

For the transition period from: _____________ to _____________

———————
CALIBRUS, INC.

 (Exact name of registrant as specified in its charter)
———————

NEVADA 000-53548 86-0970023
(State or Other
Jurisdiction

(Commission (I.R.S. Employer

of Incorporation) File Number) Identification No.)

1225 W. Washington Street, Suite 213, Tempe AZ  85281
(Address of Principal Executive Office) (Zip Code)

(602) 778-7516
(Registrant’s telephone number, including area code)

 (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.

Edgar Filing: CALIBRUS, INC. - Form 10-Q

1



Yes x   No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company.

Large
accelerated filer

o Accelerated filero

Non-accelerated
filer

o Smaller
reporting
company

x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).

Yes x   No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).

Yes x   No o

The number of shares of the issuer’s Common Stock outstanding as of November 15, 2011 is 6,832,100.
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PART I – FINANCIAL INFORMATION

Item 1. Financial Statements.

CALIBRUS, INC.
CONDENSED BALANCE SHEETS

ASSETS
September 30, December 31,

2011 2010
Current Assets (Unaudited)
   Cash and cash equivalents 3,094 $ 21,519
   Accounts receivable - trade, net 596,131 372,990
   Prepaid expenses - 6,133

Total Current Assets 599,225 400,642

Property and equipment, net 46,822 47,357
Software development, net 1,987,189 2,675,062
Deposits 28,649 29,392
Deferred financing fees 1,329 -

Total Assets $ 2,663,214 $ 3,152,453

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)

Current Liabilities
   Convertible notes payable - current portion $ 810,000 $ 605,000
   Convertible related party notes payable - current portion 455,000 405,000
   Notes payable - current portion 50,000 -
   Related party notes payable - current portion, net of discount of
$41,667 and nil
      as of September 30, 2011 and December 31, 2010 328,333 -
   Due to factor 275,102 132,729
   Accounts payable - trade 562,331 684,570
   Accrued liabilities 414,928 266,106

Total Current Liabilities 2,895,694 2,093,405

Total Liabilities 2,895,694 2,093,405

Stockholders' Equity (Deficit)
   Preferred stock, $.001 par value, 5,000,000 shares authorized,
      none issued or outstanding - -
   Common stock, $.001 par value, 45,000,000 shares authorized,
      6,832,100 and 6,794,600  shares issued and outstanding as of
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      September 30, 2011 and December 31, 2010 6,832 6,795
   Additional paid-in capital 4,788,356 4,765,758
   Accumulated deficit (5,027,668 ) (3,713,505 )

Total Stockholders' Equity (Deficit) (232,480 ) 1,059,048

Total Liabilities and Stockholders' Equity (Deficit) $ 2,663,214 $ 3,152,453

The Accompanying Notes are an Integral
Part of these Condensed Financial Statements

3
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CONDENSED STATEMENTS OF OPERATIONS
(Unaudited)

For the Three
Months Ended
September 30,

2011

For the Three
Months Ended
September 30,

2010

For the Nine
Months Ended
September 30,

2011

For the Nine
Months Ended
September 30,

2010

Revenues $ 996,859 $ 945,929 $ 2,681,471 $ 2,889,594

Cost of revenues 351,340 329,621 960,297 1,025,257

Gross profit 645,519 616,308 1,721,174 1,864,337

Research and development
expense 364,687 - 1,105,111 17,690
General and administrative
expenses 588,811 627,125 1,809,715 1,706,576

Income (Loss) from Operations (307,979 ) (10,817 ) (1,193,652 ) 140,071

Other Income (Expense):
   Interest income 13 159 14 589
   Interest expense (51,196 ) (31,188 ) (120,525 ) (69,504 )

(51,183 ) (31,029 ) (120,511 ) (68,915 )

Income (Loss) before income
taxes (359,162 ) (41,846 ) (1,314,163 ) 71,156

Income tax benefit (expense) -
deferred - - - -

Net Income (Loss) $ (359,162 ) $ (41,846 ) $ (1,314,163 ) $ 71,156

Income (Loss) per Common
Share: (Note 1)
   Basic and Diluted $ (0.05 ) $ (0.01 ) $ (0.19 ) $ 0.01

Weighted Average Common
Shares Outstanding: 6,830,040 6,794,600 6,806,457 6,794,600

The Accompanying Notes are an Integral
Part of these Condensed Financial Statements

4
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CONDENSED STATEMENTS OF CASH FLOWS
(Unaudited)

For the Nine
Months Ended
September 30,

2011

For the Nine
Months Ended
September 30,

2010

Increase (decrease) in cash and cash equivalents:

Cash flows from operating activities:
Net income (loss) $ (1,314,163 ) $ 71,156

     Adjustments to reconcile net income (loss) to net cash flows
from
     operating activities:
Depreciation and amortization 709,445 45,902
Amortization of financing costs 1,987 -
Amortization of debt discount 8,333 6,951
Options expense 4,319 124,520
Stock issued for services 15,000 -
Warrants issued for services - 426
Bad debt expense - 495
     Changes in assets and liabilities:
Accounts receivable - trade (223,141 ) (116,707 )
Prepaid expenses 6,133 77,535
Deposits 743 477
Accounts payable - trade (122,239 ) 391,446
Accrued liabilities 148,822 (47,816 )

Net cash provided (used) by operating activities (764,761 ) 554,385

Cash flows from investing activities:
Purchase of fixed assets (21,037 ) (4,992 )
Capitalized software development - (1,426,957 )

Net cash used by investing activities (21,037 ) (1,431,949 )

Cash flows from financing activities:
Proceeds from issuance of debt 751,000 735,000
Repayment of debt (126,000 ) -
Proceeds from factoring line 1,926,124 -
Repayment of factoring line (1,783,751 ) -

Net cash provided by financing activities 767,373 735,000

Net decrease in cash and cash equivalents (18,425 ) (142,564 )
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Cash and cash equivalents at beginning of period 21,519 174,428

Cash and cash equivalents at end of period $ 3,094 $ 31,864

Supplemental disclosure of cash flow information:

Cash paid during the year for:
   Interest $ 1,120 $ -
   Income taxes $ 50 $ 50

The Accompanying Notes are an Integral
Part of these Condensed Financial Statements

5
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NOTES TO CONDENSED FINANCIAL STATEMENTS (UNAUDITED)

1. Summary of Significant Accounting Policies and Use of Estimates:

Presentation of Interim Information:

The condensed financial statements included herein have been prepared by Calibrus, Inc. (“we”, “us”, “our” or “Company”)
without audit, pursuant to the rules and regulations of the United States Securities and Exchange Commission (“SEC”)
and should be read in conjunction with the audited financial statements as of December 31, 2010.  Certain information
and footnote disclosures normally included in financial statements prepared in accordance with accounting principles
generally accepted in the United States of America have been condensed or omitted, as permitted by the SEC,
although we believe the disclosures, which are made, are adequate to make the information presented not misleading.
Further, the condensed financial statements reflect, in the opinion of management, all normal recurring adjustments
necessary to present fairly our financial position at September 30, 2011, and the results of our operations and cash
flows for the periods presented. The December 31, 2010 condensed balance sheet data was derived from audited
financial statements, but does not include all disclosures required by accounting principles generally accepted in the
United States of America.

Interim results are subject to significant seasonal variations and the results of operations for the nine months ended
September 30, 2011 are not necessarily indicative of the results to be expected for the full year.

Nature of Corporation:

Calibrus, Inc. (the “Company”) was incorporated on October 22, 1999, in the State of Nevada.  The Company’s principal
business purpose is to operate a customer contact center for a variety of clients, who are located throughout the United
States. The Company provides customer contact support services for various companies wishing to outsource these
functions.   We have provided Hosted Business Solutions for ten years and now plan to expand our offerings to offer a
social networking site called JabberMonkey (Jabbermonkey.com) and a location based social networking application
for smart phones called Fanatic Fans.

Use of Estimates:

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. These estimates include, but are not limited to, the
collection of accounts receivable, the recoverability of software development, and the valuation of stock options and
warrants.  Actual results could differ from those estimates.

Fair Value of Financial Instruments:

The estimated fair values for financial instruments are determined at discrete points in time based on relevant market
information. These estimates involve uncertainties and cannot be determined with precision. The carrying amounts of
accounts receivable, accounts payable, accrued liabilities, and notes payable approximate fair value given their short
term nature or effective interest rates.

Earnings(Loss) per Share:
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Basic earnings (loss) per share is computed by dividing income available to common shareholders by the weighted
average number of common shares outstanding for the period and contains no dilutive securities. Diluted earnings per
share reflect the potential dilution of securities that could share in the earnings of an entity.    The Company calculates
diluted earnings per share using the treasury stock method.  For the nine and three month periods ended September 30,
2011 and 2010, none of the potentially dilutive securities were deemed to be in the money.  As such, all potentially
dilutive securities are anti-dilutive.

6
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NOTES TO CONDENSED FINANCIAL STATEMENTS (UNAUDITED) (Continued)
Three Months

Ended
September 30,

2011

Three Months
Ended

September 30,
2010

Nine Months
Ended

September 30,
2011

Nine Months
Ended

September 30,
2010

Income (Loss) available to
common stockholders $ (359,162 ) $ (41,846 ) $ (1,314,163 ) $ 71,156

Weighted average number of
common shares
   used in basic earnings per
share 6,830,040 6,794,600 6,806,457 6,794,600

Effect of dilutive securities:
  Stock options - - - -
  Stock warrants - - - -
  Note conversions - - - -

Weighted average number of
common shares
  and potentially dilutive
common stock used in
  diluted earnings per share 6,830,040 6,794,600 6,806,457 6,794,600

All dilutive common stock equivalents are reflected in our earnings per share calculations. Anti-dilutive common
stock equivalents are not included in our earnings per share calculations.  For the nine month periods ended
September  30, 2011 and 2010 the Company had outstanding options to purchase 2,512,499 and 2,742,499 shares of
common stock at a per share weighted average exercise prices of $1.08 and $1.12, respectively, which were not
included in the earnings per share calculation as they were anti-dilutive.  For the Nine month periods ended September
30, 2011 and 2010 the Company had outstanding warrants to purchase 774,500 and 508,500 shares of common stock
at a per share weighted average exercise price of $1.72 and $1.95, respectively, which were not included in the
earnings per share calculation as they were anti-dilutive.  In addition, as of September 30, 2011 the Company has
$1,265,000 principal balance of convertible debentures along with $196,290 in accrued interest which is convertible
into 974,193 (or 5,845,160 under the induced conversion pricing as discussed in Note 3.) shares of the Company’s
common stock, if converted, which were also deemed to be anti-dilutive.

Revenue Recognition:

Revenue for inbound calls is recorded on a per-call or per-minute basis in accordance with the rates established in the
respective contracts. Revenue for outbound calls is on a commission basis, with revenue being recognized as the
commission is earned.  As the Company’s customers are primarily well established, creditworthy institutions,
management believes collectability is reasonably assured at the time of performance. The Company from time to time
executes outbound sales campaigns for customers, primarily for the sale of telecommunications services.  Although
this revenue source has been immaterial, the Company recognizes the commissions earned on these campaigns on a
net basis in accordance with FASB ASC 605-45 Reporting Revenue Gross as a Principal versus Net as an Agent.

Stock-Based Compensation:
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The Company has stock-based compensation plans. Stock-based compensation expense for all stock-based
compensation awards granted after January 1, 2006 is based on the grant date fair value estimated in accordance with
the Black Scholes Pricing Model. The value of the compensation cost is amortized on a straight-line basis over the
requisite service periods of the award (the option vesting term).

Assumptions used in the Black Scholes Pricing Model to estimate compensation expense are determined as follows:

•  Expected term is determined using an average of the contractual term and vesting period of the award.  The
Company uses the simplified method as it does not have sufficient historical exercise data to provide a reasonable
basis upon which to estimate expected term due to the limited period of time its equity shares have been publicly
traded;

7
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NOTES TO CONDENSED FINANCIAL STATEMENTS (UNAUDITED) (Continued)

•  Expected volatility of award grants made under the Company’s plans is measured using the historical daily changes
in the market price of similar industry indices, which are publicly traded, over the expected term of the award;

•  Risk-free interest rate is equivalent to the implied yield on zero-coupon U.S. Treasury bonds with a remaining
maturity equal to the expected term of the awards; and,

•  Forfeitures are based on the history of cancellations of awards granted by the Company and management's analysis
of potential forfeitures.

Income Taxes:

The Company estimates the annual tax rate based on projected taxable income for the full year and records a quarterly
income tax provision in accordance with the anticipated annual rate. As the year progresses, we refine the estimates of
the year’s taxable income as new information becomes available, including year-to-date financial results. This
continual estimation process can result in a change to the expected effective tax rate for the year. When this occurs,
the Company adjusts the income tax provision during the quarter in which the change in estimate occurs so that the
year-to-date provision reflects the expected annual tax rate. Significant judgment may be required in determining the
Company’s effective tax rate and in evaluating our tax positions.

The effective income tax rate of 0% for the nine months ended September 30, 2011 and 2010 differed from the
statutory rate, due primarily to net operating losses incurred by the Company in past and/or respective periods.  For
the nine month period ended September 30, 2011 a tax benefit of approximately $470,000 would be generated.  The
tax liability generated by the net income at the effective income tax rate would have been approximately $7,000 for
the nine months ended September 30, 2010 and would have reduced the deferred tax benefit and reserve by the same
amount.  However, all benefits have been fully offset through an allowance account due to the uncertainty of the
utilization of the net operating losses.  As of September 30, 2011 the Company had net operating losses of
approximately $7,210,000 resulting in a deferred tax asset of approximately $2,740,000.  The Company has
established a valuation allowance in the full amount of the deferred tax asset due to the uncertainty of the utilization of
operating losses in future periods.

Software Development:

The Company capitalizes certain software costs in accordance with FASB ASC 350-40, Intangibles – Internal Use
Software.  The product was under development through November 2010 and reached availability for general
commercial use in December 2010.  Capitalized costs are being amortized over the estimated economic life of the
product which is estimated to be 3 years.  Amortization expense for the nine months ended September 30, 2011 was
$687,873.

Pending Accounting Pronouncements:

There have been no recent accounting pronouncements issued which are expected to have a material effect on the
Company’s financial statements.

2.   Related Party Transactions
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On January 31, 2011, the Company issued a promissory note in the principal amount of $50,000 to evidence a loan
made to the Company by Jeff W. Holmes, the Company’s CEO and a beneficial owner.  The terms of the note are 1
year with interest at 12% per annum, with interest due monthly.  The loan also included warrants to purchase 50,000
shares of the Company’s common stock with an exercise price of $.50 per share.  The warrants have a 3 year term.

8
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NOTES TO CONDENSED FINANCIAL STATEMENTS (UNAUDITED) (Continued)

2.   Related Party Transactions (Continued)

On March 16, 2011, the Company issued a promissory note in the principal amount of $10,000 to evidence a loan
made to the Company by an entity controlled by Christian J. Hoffmann, III, a Director.  The terms of the note are 1
year with interest at 12% per annum, with interest due monthly.  The loan also included warrants to purchase 10,000
shares of the Company’s common stock with an exercise price of $.50 per share.  The warrants have a 3 year term.

On March 16, 2011, the Company issued a promissory note in the principal amount of $10,000 to evidence a loan
made to the Company by an entity controlled by Christian J. Hoffmann, III, a Director.  The terms of the note are 1
year with interest at 12% per annum, with interest due monthly.  The loan also included warrants to purchase 10,000
shares of the Company’s common stock with an exercise price of $.50 per share.  The warrants have a 3 year term.

On March 16, 2011, the Company issued a promissory note in the principal amount of $5,000 to evidence a loan made
to the Company by an entity controlled by Christian J. Hoffmann, III, a Director.  The terms of the note are 1 year
with interest at 12% per annum, with interest due monthly.  The loan also included warrants to purchase 5,000 shares
of the Company’s common stock with an exercise price of $.50 per share.  The warrants have a 3 year term.

On May 31, 2011, the Company’s president purchased 10 units in the Company’s private placement offering.

During the second quarter of fiscal 2011, the Company received a $57,000 short term advance from its CEO.  Due to
the short duration of the advance no interest was accrued on the advance.  This amount was paid back during the
quarter ended September 30, 2011.

During the second quarter of fiscal 2011, the Company received a $45,000 short term advance from an immediate
family member of the CEO and President.  Due to the short duration of the advance no interest was accrued on the
advance.  This amount was paid back during the quarter ended September 30, 2011.

During the second quarter of fiscal 2011, the Company received a $14,000 short term advance from its President.  Due
to the short duration of the advance no interest was accrued on the advance.  This amount was paid back during the
quarter ended September 30, 2011.

On August 19, 2011, the Company issued a promissory note in the principal amount of $200,000 to evidence a loan
made to the Company by Greg W. Holmes, President of the Company.  The terms of the note are 6 months with a
stated interest of 12% per annum and an effective interest rate of 71.78%, with discount, with interest due
monthly.  The Company received gross proceeds from the note of $150,000 with $50,000 being retained by Mr.
Holmes as an origination fee.  The $50,000 note discount is being amortized over the life of the loan or at the rate of
$8,333.33 per month.

During the quarter ended September 30, 2011, the Company received a $30,000 short term advance from its
CEO.  Due to the short duration of the advance no interest was accrued on the advance.  This amount was paid back
subsequent to September 30, 2011.

During the quarter ended September 30, 2011, the Company received a $45,000 short term advance from an
immediate family member of the CEO and President.  Due to the short duration of the advance no interest was accrued
on the advance.  This amount was paid back subsequent to September 30, 2011.
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During the quarter ended September 30, 2011, the Company received a $20,000 short term advance from its
President.  Due to the short duration of the advance no interest was accrued on the advance.  This amount was paid
back subsequent to September 30, 2011.

9
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NOTES TO CONDENSED FINANCIAL STATEMENTS (UNAUDITED) (Continued)

3.   Convertible Notes Payable

For the nine months ended September 30, 2011 the Company has raised an additional $265,000 (53 units) of a
convertible debenture offering for a total of $1,275,000 raised under the offering with $1,265,000 principal balance
outstanding.  The offering consists of units of five thousand dollars ($5,000) in Debentures of the Company and
twenty five hundred (2,500) common stock purchase warrants (the “Warrants”).  Each convertible debenture is
convertible into shares of common stock of the Company at the lower of $1.50 per share or the price of any additional
private placement of the Company in the next twelve months and bears interest at the rate of 12% per annum (the
“Debentures”).  Each common stock purchase warrant entitles the holder to purchase one share of the Company’s
common stock for each Warrant held at the Warrant exercise price of the lower of (i) one dollar and ninety-five cents
($1.95) per share, or (ii) one hundred thirty percent (130%) of the per share price paid by any investor in a private
placement by the Company of shares of its common stock at any time in the next twelve months (the “Warrants”).  The
Warrants are only exercisable if the Debentures, which are part of the underlying Unit, are converted into shares of the
Company’s common stock.  As such, for the nine months ended September 30, 2011, 132,500 warrants have been
issued in accordance with the offering language, however are not exercisable at this time.  As of September 30, 2011
one $10,000 Debenture and associated interest was in default.  The Company has been in contact with the Debenture
holder and told he will be repaid when cash-flow permits.

On August 29, 2011 the Company’s Board of Directors elected to reprice the conversion price for the Company’s
convertible debt from $1.50 per share to $0.25 per share and was only valid through October 31, 2011.  .  The
repricing was effective as of October 31, 2011 for holders electing to accept the reduced conversion price. This
repricing is considered an induced conversion of debt.  Therefore, the value of the additional shares received upon
conversion in excess of the original conversion formula are treated as an inducement expense at the time of
conversion.  Through November 7, 2011, the Company had received notices from holders of convertible debentures
with $720,000 in principal and $114,198 in accrued interest outstanding electing to convert their existing principal and
interest into shares of the Company’s common stock at the conversion price of $.25 per share.  This conversion will
result in the issuance of 3,336,792 additional shares of the Company’s common stock.    As of September 30, 2011 no
conversions had occurred and as such, no inducement expense had been recorded.

4.   Notes Payable

On January 31, 2011, the Company issued a promissory note in the principal amount of $50,000 to evidence a loan
made to the Company by Jeff W. Holmes, the Company’s CEO and a beneficial owner.  The terms of the note are 1
year with interest at 12% per annum, with interest due monthly.  The loan also included warrants to purchase 50,000
shares of the Company’s common stock with an exercise price of $.50 per share.  The warrants have a 3 year term.

On February 16, 2011, the Company issued a promissory note in the principal amount of $50,000 to evidence a loan
made to the Company by a current shareholder and Debenture holder.  The terms of the note are 1 year with interest at
12% per annum, with interest due monthly.  The loan also included warrants to purchase 50,000 shares of the
Company’s common stock with an exercise price of $.50 per share.  The warrants have a 3 year term.

On March 16, 2011, the Company issued a promissory note in the principal amount of $10,000 to evidence a loan
made to the Company by an entity controlled by Christian J. Hoffmann, III, a Director.  The terms of the note are 1
year with interest at 12% per annum, with interest due monthly.  The loan also included warrants to purchase 10,000
shares of the Company’s common stock with an exercise price of $.50 per share.  The warrants have a 3 year term.
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On March 16, 2011, the Company issued a promissory note in the principal amount of $10,000 to evidence a loan
made to the Company by an entity controlled by Christian J. Hoffmann, III, a Director.  The terms of the note are 1
year with interest at 12% per annum, with interest due monthly.  The loan also included warrants to purchase 10,000
shares of the Company’s common stock with an exercise price of $.50 per share.  The warrants have a 3 year term.

On March 16, 2011, the Company issued a promissory note in the principal amount of $5,000 to evidence a loan made
to the Company by an entity controlled by Christian J. Hoffmann, III, a Director.  The terms of the note are 1 year
with interest at 12% per annum, with interest due monthly.  The loan also included warrants to purchase 5,000 shares
of the Company’s common stock with an exercise price of $.50 per share.  The warrants have a 3 year term.
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NOTES TO CONDENSED FINANCIAL STATEMENTS (UNAUDITED) (Continued)

4.   Notes Payable (Continued)

On August 19, 2011, the Company issued a promissory note in the principal amount of $200,000 to evidence a loan
made to the Company by Greg W. Holmes, President of the Company.  The terms of the note are 6 months with a
stated interest of 12% per annum and an effective interest rate of 71.78%, with discount, with interest due
monthly.  The Company received gross proceeds from the note of $150,000 with $50,000 being retained by Mr.
Holmes as an origination fee. The $50,000 note discount is being amortized over the life of the loan or at the rate of
$8,333.33 per month.

5.   Common Stock

On July 6, 2011, the Company issued 37,500 shares of its Common Stock to a consultant to the Company in exchange
for $15,000 of work performed.

6.   Warrants

On January 31, 2011 the Company issued a total of 7,500 warrants to a broker dealer as commissions for raising funds
in the Company’s private placement offering.  The warrants have a two-year expected term and are exercisable at the
lower of (i) one dollar and ninety-five cents ($1.95) per share, or (ii) one hundred thirty percent (130%) of the per
share price paid by any investor in a private placement by the Company of shares of its common stock at any time in
the next twelve months.   The warrants had no value using the Black-Scholes pricing model.

During the nine months ended September 30, 2011, the Company issued a total of 125,000 warrants relating to bridge
loans obtained during the period.  The warrants have a three year term and an exercise price of $.50 per share.  The
warrants were valued at $3,316 and are being amortized over the respective terms of the loan agreements.

During the nine months ended September 30, 2011, the Company issued an additional 132,500 warrants relating to its
private placement.  None of the 132,500 warrants are currently exercisable.

As of September 30, 2011 the Company had outstanding warrants to purchase a total of 774,500 shares of the
Company’s common stock at a weighted average exercise price of $1.72.

7.   Subsequent Events

Subsequent to September 30, 2011, the Company raised an additional $300,000 in its private placement offering.

On August 29, 2011 the Company’s Board of Directors elected to reprice the conversion price for the Company’s
convertible debt from $1.50 per share to $0.25 per share and was only valid through October 31, 2011.  The repricing
was effective as of October 31, 2011 for holders electing to accept the reduced conversion price. This repricing is
considered an induced conversion of debt.  Therefore, the value of the additional shares received upon conversion in
excess of the original conversion formula are treated as an inducement expense at the time of conversion.  Through
November 7, 2011, the Company had received notices from holders of convertible debentures with $720,000 in
principal and $114,198 in accrued interest outstanding electing to convert their existing principal and interest into
shares of the Company’s common stock at the conversion price of $.25 per share.  This conversion will result in the
issuance of 3,336,792 additional shares of the Company’s common stock.    As of September 30, 2011 no conversions
had occurred and as such, no inducement expense had been recorded.

Edgar Filing: CALIBRUS, INC. - Form 10-Q

20



11

Edgar Filing: CALIBRUS, INC. - Form 10-Q

21



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

The following is management’s discussion and analysis of certain significant factors affecting the Company’s financial
position and operating results during the periods included in the accompanying condensed financial statements.
Except for the historical information contained herein, the matters set forth in this discussion are forward-looking
statements.

Overview

Our performance for the nine months ended September 30, 2011 continued to reflect the overall volume decline in the
Third Party Verification business as a whole.   However, the Company showed improvement for the three months
ended September 30, 2011 over the prior year.  This is the result of one of the Company’s TPV customers bringing
additional business to us as it acquired additional states from another telecommunications provider.  In addition, we
have been able to reduce our core operating expenses to be more in line with our current revenue rate and have also
entered into new contracts with some of our existing customers.  These contracts called for increased pricing which
offset the continuing decline in volume.  Core TPV operations continue to generate positive cash flow; however, we
have also continued to increase our expenditures into software development in an effort to diversify our business
offerings and generate alternative revenue sources.   The Company launched its JabberMonkey social networking
website in the 4th quarter of 2010., but the Company does not currently have sufficient capital to market the
website.  The Company launched its mobile smart phone location based application Fanatic Fans on April 26,
2011.  The Company continues to make large expenditures in the improvement and marketing of Fanatic Fans.  The
Company will need to raise significant additional capital in order to execute the business plans related to Fanatic Fans
and to the extent feasible, JabberMonkey.

Results of Operations

The following table sets forth certain items derived from our Condensed Statements of Operations for the periods
indicated and the corresponding percentage of total revenue for each item:

Three Months Ended Nine Months Ended 
September 30, September 30, 
2011 2010 2011 2010 
(Unaudited)   (Unaudited) 

Revenue $ 996,859 100.0% $ 945,929 100.0% $ 2,681,471 100.0% $ 2,889,594 100.0%
Cost of Goods
Sold 351,340 35.2 % 329,621 34.8 % 960,297 35.8 % 1,025,257 35.5 %
Gross Profit 645,519 64.8 % 616,308 65.2 % 1,721,174 64.2 % 1,864,337 64.5 %
Research and
Development 364,687 36.6 % - 0.0 % 1,105,111 41.2 % 17,690 0.6 %
General and
Administrative
Expenses 588,811 59.1 % 627,125 66.3 % 1,809,715 67.5 % 1,706,576 59.1 %
Income (Loss)
from Operations (307,979 ) -30.9 % (10,817 ) -1.1 % (1,193,652) -44.5 % 140,071 4.8 %
Interest Income 13 0.0 % 159 0.0 % 14 0.0 % 589 0.0 %
Interest Expense (51,196 ) -5.1 % (31,188 ) -3.3 % (120,525 ) -4.5 % (69,504 ) -2.4 %
Net Income
(Loss) $ (359,162 ) -36.0 % $ (41,846 ) -4.4 % $ (1,314,163) -49.0 % $ 71,156 2.5 %
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Three Months Ended September 30, 2011 compared to Three Months Ended September 30, 2010

Revenue – Revenue increased 5.38% to $996,859 for the three months ended September 30, 2011, which we refer to as
“3rd quarter 2011,” from $945,929 for the three months ended September 30, 2010, which we refer to as “3rd quarter
2010.”  The increase was due to one of the Company’s TPV customers bringing additional business to us as it acquired
additional states from another telecommunications provider and was offset by the continued decline of our TPV
business.

Cost of Revenue – Cost of Revenues increased 6.59% to $351,340 for the 3rd quarter 2011, from $329,621 for the 3rd
quarter 2010.  The increase was primarily due to the new business discussed above being live agent, which has more
direct costs versus automated services.
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Gross Profit – Gross profit increased to $645,519 in the 3rd quarter 2011 from $616,308 in the 3rd quarter 2010 and
gross profit margin decreased to 64.76% from 65.15% in the respective periods. The increase in the gross profit was a
direct result of the increased sales volume as previously discussed.  The small decrease in gross profit margin was
primarily due to the new business discussed above being live agent, which has more direct costs versus automated
services.

Research and Development – Research and development expenses increased to $364,687 in the 3rd quarter of 2011
from $0 in the 3rd quarter of 2010.  This is a result of the Company’s ceasing of the capitalization of the expenditures
related to its JabberMonkey.com social networking website due to its launch in the fourth quarter of 2010 and also due
to the continued development and improvement of its Fanatic Fans mobile smart phone application in the 3rd quarter
of 2011. The Company continues to invest capital into diversifying its product offerings in an attempt to offset volume
drops in its core TPV business.

General and Administrative Expenses – General and administrative expense decreased 6.11% to $588,811 in the 3rd
quarter of 2011 from $627,125 in the 3rd quarter of 2010.  The decrease was directly related to the issuance of stock
options and related expense in the 3rd quarter of 2010 and lower administrative salaries and rent in the 3rd quarter of
2011.  This was offset by the amortization of the Company’s JabberMonkey website during the 3rd quarter of
2011.  Total amortization related to the website totaled $229,291 for the 3rd quarter 2011.

Interest Expense – Interest expense increased to $51,196 for the 3rd quarter of 2011 from $31,188 in the 3rd quarter of
2010.  The increase in interest expense was a direct result of additional borrowings.

Net Loss – The Company generated a net loss of ($359,162) for the 3rd quarter of 2011 compared to net loss of
($41,846) for the 3rd quarter of 2010, a difference of ($317,316).  The decrease was a result of the Company
expensing costs in the 3rd quarter of 2011 related to its JabberMonkey website and Fanatic Fans application and the
amortization expense related to the website.  Excluding research and development expense and amortization expense
related to the website, the Company would have generated net income of $234,816 in the 3rd quarter of 2011.

Nine Months Ended September 30, 2011 compared to Nine Months Ended September 30, 2010

Revenue – Revenue decreased 7.20% to $2,681,471 for the nine months ended September 30, 2011, which we refer to
as “3/4 Year 2011,” from $2,889,594 for the nine months ended September 30, 2010, which we refer to as “3/4 Year
2010.”  The decrease was due to the continued volume decline of Third Party Verification business; however, was
offset partially by increased rates to existing customers and additional business from an existing customer obtained in
the 3rd quarter of 2011 as discussed above.

Cost of Revenue – Cost of Revenues decreased 6.34% to $960,297 for the 3/4 Year 2011, from $1,025,257 for the 3/4
Year 2010.  The decrease was primarily due to lower revenue.

Gross Profit – Gross profit decreased to $1,721,174 in the 3/4 Year 2011 from $1,864,337 in the 3/4 Year 2010 and the
gross profit margin decreased to 64.18% from 64.52% in the respective periods.  The decrease in gross profit was a
direct result of declines in operating revenue.  The small decrease in gross profit margin was primarily due to the new
business discussed above being live agent, which has more direct costs versus automated services.

Research and Development – Research and development expenses increased to $1,105,111 in the 3/4 Year 2011 from
$17,690 in the 3/4 Year 2010.  This is a result of the Company’s capitalization of the expenditures related to its
JabberMonkey.com social networking website during 2010.  During the 3/4 Year 2010 the Company capitalized
$1,426,957 related to the project.  The Company continues to invest capital into diversifying its product offerings in

Edgar Filing: CALIBRUS, INC. - Form 10-Q

24



an attempt to offset volume drops in its core TPV business.  The research and development expense incurred in the 3/4
Year 2011 relates directly to the development and improvements of the Company’s live event social networking
application Fanatic Fans, and to a much lesser extent improvements to its JabberMonkey.com website.

General and Administrative Expenses – General and administrative expense increased 6.04% to $1,809,715 in the 3/4
Year 2011 from $1,706,576 in the 3/4 Year 2010.  The increase was directly related to amortization expense of the
Company’s JabberMonkey website. Total amortization related to the website totaled $687,873 for the 3/4 Year 2011.
This increase was offset by lower administrative salaries and lower rent.
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Interest Expense – Interest expense increased to $120,525 for the 3/4 Year 2011 from $69,504 in the 3/4 Year
2010.  The increase in interest expense was a direct result of additional borrowings.

Net Income (Loss) – The Company generated a net loss of ($1,314,163) for the 3/4 Year 2011 compared to net income
of $71,156 for the 3/4 Year 2010, a difference of ($1,385,319).  The decrease was a result of the Company expensing
costs related to its Fanatic Fans application and JabberMonkey website in 2011 and the amortization expense related
to the website.  Excluding research and development expense and amortization expense related to the website, the
Company would have generated net income of $478,821 in the 3/4 Year 2011.

Liquidity and Capital Resources

As of September 30, 2011 we had cash on hand of $3,094 and negative working capital of $2,296,469.  Historically,
the Company had been able to fund operations through the generation of positive cash flow from its business
operations.  The Company has been and continues to use cash in its operations as it seeks to develop new business
opportunities.  As of September 30, 2011 the Company had sold 255 units, at $5,000 per unit, consisting of five
thousand dollars ($5,000) in Convertible Debentures (“Debentures”) of Calibrus and twenty five hundred (2,500)
common stock purchase warrants (the “Units”) for total proceeds of $1,275,000 of which $1,265,000 in principal
remains outstanding.  Each convertible debenture is convertible into shares of common stock of Calibrus at the lower
of $1.50 per share or the price of any additional private placement of Calibrus in the next twelve months and bears
interest at the rate of 12% per annum. Each common stock purchase warrant entitles the holder to purchase one share
of Calibrus’ common stock for each warrant held at the warrant exercise price of the lower of (i) one dollar and
ninety-five cents ($1.95) per share, or (ii) one hundred thirty percent (130%) of the per share price paid by any
investor in a private placement by Calibrus of shares of our common stock at any time in the next twelve months (the
“Warrants”).  The Warrants are only exercisable if the Debentures, which are part of the underlying Unit, are converted
into shares of Calibrus’ common stock.  The Company also received $370,000, net of discount, in bridge loans during
the nine months ended September 30, 2011.  If the Company is not able to consistently run its operations at a profit
and raise the additional capital, it will be forced to significantly reduce its expenditures related to JabberMonkey.com
and Fanatic Fans.  There can be no assurance that the Company will be able to raise such capital or do so on favorable
terms.

On August 29, 2011 the Company’s Board of Directors elected to reprice the conversion price for the Company’s
convertible debt from $1.50 per share to $0.25 per share and was only valid through October 31, 2011.  The repricing
was effective as of October 31, 2011 for holders electing to accept the reduced conversion price. This repricing is
considered an induced conversion of debt.  Therefore, the value of the additional shares received upon conversion in
excess of the original conversion formula are treated as an inducement expense at the time of conversion.  Through
November 7, 2011, the Company had received notices from holders of convertible debentures with $720,000 in
principal and $114,198 in accrued interest outstanding electing to convert their existing principal and interest into
shares of the Company’s common stock at the conversion price of $.25 per share.  This conversion will result in the
issuance of 3,336,792 additional shares of the Company’s common stock.    As of September 30, 2011 no conversions
had occurred and as such, no inducement expense had been recorded.

After conversion of the convertible debentures as noted above, the Company will still have $545,000 principal amount
of debentures outstanding.  To the extent necessary, the Company will attempt to obtain additional six month
extensions from Debenture holders as deemed necessary or until which point the debentures are converted into
common shares or, to a limited amount, can be repaid, if we are able to do so.  We cannot project when the new
product offerings will be successful, if ever, and if we are unable to return to profitability, we may not be able to repay
the Debenture holders.  Additionally, it would be difficult to convince new investors to contribute money that may be
used to repay existing debts.
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For the next twelve months the Company intends to continue to raise capital, either through its debenture offerings or
an equity offering, to fund Fanatic Fans mobile application and to a lesser extent the JabberMonkey website. If the
Company is unable to raise additional capital it will be forced to cease development and marketing of Fanatic Fans
and rely on cash flow from the existing TPV business to fund ongoing operations.
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Significant accounting policies and pending accounting pronouncements are addressed in detail in the Company’s
Form10-K filing for the year ended December 31, 2010.  There have been no significant changes in these matters
since that filing.

Forward-Looking Statements

We have made forward-looking statements, within the meaning of Section 21E of the Securities and Exchange Act of
1934, as amended, and Section 27A of the Securities Act of 1933, as amended, in this quarterly report on Form 10-Q,
including the section entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
that are based on our beliefs and assumptions and on information currently available to us.  Forward-looking
statements include the information concerning our possible or assumed search for new business opportunities and
future costs of operations.  Forward-looking statements include all statements that are not historical facts and can be
identified by the use of forward-looking terminology such as the words “believe,” “expect,” “anticipate,” “intend,” “plan,”
“estimate” or  similar expressions.

Forward-looking statements involve risks, uncertainties and assumptions.  Actual results may differ materially from
those expressed in the forward-looking statements.  You should understand that many important factors could cause
our results to differ materially from those expressed in the forward-looking statements.  These factors include, without
limitation, the difficulty in locating new business opportunities, our regulatory environment, our limited operating
history, our ability to implement our growth strategy, our ability to  integrate acquired companies and their assets
and personnel into our business, our obligations to pay professional fees, and other economic conditions and increases
in corporate maintenance and reporting costs.  Unless legally required, we undertake no obligation to update or revise
any forward-looking statements, whether as a result of new information, future events, or otherwise.

Off Balance Sheet Arrangements

None

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

Not required.

Item 4. Controls and Procedures.

An evaluation as of the end of the period covered by this report was carried out under the supervision and with the
participation of our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and
operation of our disclosure controls and procedures (as defined in Rule 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended). Disclosure controls and procedures are defined as those controls and other
procedures of an issuer that are designed to ensure that the information required to be disclosed by the issuer in the
reports it files or submits under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized
and reported, within the time periods specified in the United States Securities and Exchange Commission’s rules and
forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by an issuer in the reports that it files or submits under the Securities Exchange
Act of 1934, as amended, is accumulated and communicated to the issuer’s management, including its principal
executive officer and principal financial officer, or persons performing similar functions, as appropriate to allow
timely decisions regarding required disclosure.
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Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that those disclosure
controls and procedures were effective in providing reasonable assurance that information required to be disclosed by
us in the reports that we file or submit under the Securities Exchange Act of 1934, as amended, is recorded, processed,
summarized and reported within the time periods specified in the United States Securities and Exchange Commission’s
rules and forms.
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Changes in Internal Control Over Financial Reporting

In addition, there has been no change in our internal control over financial reporting (as defined in Rule 13a-15(f) and
15d-15(f) under the Securities Exchange Act of 1934, as amended) that occurred during the period covered by this
report that has materially affected, or is reasonably likely to materially affect, our internal control over financial
reporting.

It should be noted that any system of controls, however well designed and operated, can provide only reasonable, not
absolute, assurance that the objectives of the system are met. In addition, the design of any control system is based in
part upon certain assumptions about the likelihood of future events. Because of these and other inherent limitations of
control systems, there can be no assurance that any design will succeed in achieving its stated goals under all potential
future conditions, regardless of how remote.

PART II – OTHER INFORMATION

Item 1. Legal Proceedings.

On September 13, 2010, a former employee filed a lawsuit in the Superior Court of the State of Arizona, in and for the
County of Maricopa (Case No. CV2010-027027) against the Company.  The complaint was hand-written and does not
itemize the specific legal claims, but could include (1) discrimination (no statute identified), (2) failure to pay
minimum wage or overtime (no statute identified), (3) retaliation, (4) assault, and (5) intentional infliction of
emotional distress.  On May 22, 2011 the suit was dismissed with prejudice.

Item 1A. Risk Factors.

In addition to the other information set forth in this Form 10-Q, you should carefully consider the factors discussed in
Part I, “Item 1A. Risk Factors” in our Annual Report on Form 10-K for the year ended December 31, 2010, which could
materially affect our business, financial condition or future results. The risks described in our Annual Report on Form
10-K are not the only risks we face. Additional risks and uncertainties not currently known to us or that we currently
deem to be immaterial also may materially adversely affect our business, financial condition and/or operating results.
There are no material changes to the risk factors included in our Annual Report on Form 10-K for the fiscal year
ended December 31, 2010 during the nine months ended September 30, 2011.

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

Through October 31, 2011, we have sold 315 units, at $5,000 per unit, consisting of five thousand dollars ($5,000)  in
Convertible Debentures (“the Debentures”) of Calibrus and twenty five hundred (2,500) common stock purchase
warrants (the “Units”) for total offering proceeds of $1,575,000 of which $1,565,000 principal balance remains
outstanding.  Each convertible debenture is convertible into shares of common stock of Calibrus at the lower of $1.50
per share or the price of any additional private placement of Calibrus in the next twelve months and bears interest at
the rate of 12% per annum.  Each common stock purchase warrant entitles the holder to purchase one share of
Calibrus’ common stock for each warrant held at the warrant exercise price of the lower of (i) one dollar and
ninety-five cents ($1.95) per share, or (ii) one hundred thirty percent (130%) of the per share price paid by any
investor in a private placement by Calibrus of shares of our common stock at any time in the next twelve months (the
“Warrants”).  The Warrants are only exercisable if the Debentures, which are part of the underlying Unit, are converted
into shares of Calibrus’ common stock.  As of October 31, 2011 a total of 782,500 warrants related to the offering
remain outstanding.
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On August 29, 2011 the warrant exercise price related to the Company’s convertible debentures was reset from $1.95
to $.325 per share.  Only those debenture holders who convert are affected by exercise rate change.

16

Edgar Filing: CALIBRUS, INC. - Form 10-Q

31



On July 6, 2011, the Company issued 37,500 shares of its Common Stock in payment of services.

On August 29, 2011 the Company’s Board of Directors elected to reprice the conversion price for the Company’s
convertible debt from $1.50 per share to $0.25 per share and was only valid through October 31, 2011.  The repricing
was effective as of October 31, 2011 for holders electing to accept the reduced conversion price. This repricing is
considered an induced conversion of debt.  Therefore, the value of the additional shares received upon conversion in
excess of the original conversion formula are treated as an inducement expense at the time of conversion.  Through
November 7, 2011, the Company had received notices from holders of convertible debentures with $720,000 in
principal and $114,198 in accrued interest outstanding electing to convert their existing principal and interest into
shares of the Company’s common stock at the conversion price of $.25 per share.  This conversion will result in the
issuance of 3,336,792 additional shares of the Company’s common stock.    As of September 30, 2011 no conversions
had occurred and as such, no inducement expense had been recorded.

Item 3. Defaults Upon Senior Securities.

None.

Item 4. Removed and Reserved.

Item 5. Other Information.

None.

Item 6. Exhibits.

Exhibit 31.1 Certification of Principal Executive Officer and Principal Accounting Officer
Exhibit 32.1 Certification of Principal Executive Officer and Principal Accounting Officer
101 Interactive Data Files

17

Edgar Filing: CALIBRUS, INC. - Form 10-Q

32



SIGNATURES

     Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been signed
below by the following persons on behalf of the Registrant and in the capacities and on the dates indicated:

Calibrus

Date: November 17, 2011 By: /s/ Jeff W. Holmes
Jeff W. Holmes, CEO

Date: November 17, 2011 By: /s/ Kevin J. Asher
Kevin J. Asher, CFO
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